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FORWARD-LOOKING STATEMENTS

Certain statements made in this Quarterly Report on Form 10-Q are “forward-looking statements” regarding the plans
and objectives of management for future operations and market trends and expectations. The words “expect,” “believe,”
“plan,” “intend,” “estimate,” “anticipate,” “propose,” “seek” and similar words and variations thereof, when used, are intended
specifically identify forward-looking statements. Such statements involve known and unknown risks, uncertainties

and other factors that may cause our actual results, performance or achievements to be materially different from any
future results, performance or achievements expressed or implied by such forward-looking statements. The
forward-looking statements included herein are based on current expectations that involve numerous risks and
uncertainties, including but not limited to those set forth in our Annual Report on Form 10-KSB as filed on March 31,
2008 and in each of our Registration Statements on Form S-1, as amended and filed with the SEC on April 1,

2008. Our plans and objectives are based, in part, on assumptions involving the continued expansion of our business.
Assumptions relating to the foregoing involve judgments with respect to, among other things, future economic,
competitive and market conditions and future business decisions, all of which are difficult or impossible to predict
accurately and many of which are beyond our control. Although we believe that our assumptions underlying the
forward-looking statements are reasonable, any of the assumptions could prove inaccurate and, therefore, we cannot
assure you that the forward-looking statements included in this report will prove to be accurate. In light of the
significant uncertainties inherent in the forward-looking statements included herein, the inclusion of such information
should not be regarded as a representation by us or any other person that our objectives and plans will be

achieved. Readers are cautioned not to place undue reliance on these forward-looking statements, which reflect
management’s analysis only as of the date hereof. We do not undertake any obligation to publicly revise these
forward-looking statements to reflect events or circumstances that arise after the date hereof.

99 ¢
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The terms the “Company”, “Sona”, “we”, “our”, “us”, and derivatives thereof, as used herein refer to Sona Mobile Holdings
Corp., a Delaware corporation, and its subsidiaries and its predecessor, Sona Mobile, Inc., a Washington corporation.
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PART I
FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements
Sona Mobile Holdings Corp. And Subsidiaries
Consolidated Balance Sheet
At At
June 30, December 31,
2008 2007
(unaudited) (audited)
Assets
Current:
Cash and cash equivalents $ 548,102 $ 2,367,026
Accounts receivable (net of
allowance for doubtful accounts of
$44,185 and $52,175) 155,764 119,652
Tax credits receivable - 51,220
Prepaid expenses & deposits 95,316 98,415
Total current assets 799,182 2,636,313
Property and equipment:
Computer equipment 260,151 192,248
Furniture and equipment 92,679 85,603
Less: accumulated depreciation (164,845) (116,094)
Total property and equipment 187,985 161,757
Software development costs (Note
3(h)) - 471,988
Debt issuance costs, net (Note 11) 261,148 315,179
Total Assets $ 1,248,315 $ 3,585,237
Liabilities and Stockholders' Equity
Current:
Accounts payable $ 725,747 $ 316,473
Accrued liabilities & payroll (Note
9) 403,737 510,921
Deferred revenue (Note 10) 162,211 55,795
Total current liabilities 1,291,695 883,189
Note payable (Note 13) 471,750 -
Long term convertible debt, net
(Note 11) 2,449,354 2,335,034
Total Liabilities 4,212,799 3,218,223

Stockholders’ equity:
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Preferred Stock — 2,000,000 shares
authorized, par value $.01 per share —
no shares issued and outstanding
Common Stock — 120,000,000 shares
authorized, par value $.01 per share
— 57,895,780 and 57,832,857 shares
issued and outstanding respectively
Additional paid-in capital

Common Stock purchase warrants
Unamortized stock based
compensation

Accumulated other comprehensive
(loss)

Accumulated deficit

Total stockholders’ equity

Total Liabilities and Stockholders’
Equity

$

578,957
17,796,097
3,925,661

(59,012)
(25,206,187)
(2,964,484)

1,248,315 $

578,328
17,570,902
3,925,661

(5,833)
(64,110)

(21,637934)
367,014

3,585,237

See accompanying notes to consolidated financial statements.
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Item 1. Consolidated Financial Statements (Continued)

Sona Mobile Holdings Corp. and Subsidiaries
Consolidated Statements of Operations and Comprehensive Loss

Net Revenue

Operating expenses
Depreciation and
amortization

General and administrative
expenses

Professional fees
Development expenses
Selling and marketing
expenses

Total operating expenses

Operating loss

Interest income

Interest expense

Other income and expense
(note 16)

Net loss
Foreign currency
translation adjustment

Comprehensive loss

Net loss per share of
common stock — basic and
diluted

Weighted average number
of shares of common stock
outstanding — basic and
diluted (note 6)

2008

(unaudited)

188,777

55,255
595,418
56,273
449,168

177,860
1,333,974

(1,145,197)

2,326
(117,160)

(435,052)
(1,695,083)
(279)

(1,695,362)

(0.03)

57,884,717

Three months ended June 30

2007

(unaudited)

267,182

15,722
696,133
228,332
372,130

299,695
1,612,012

(1,344,830)

39,256

2,194
(1,303,380)
(25,912)

(1,329,292)

(0.02)

57,782,692

$

$

$

$

Six months ended June 30

2008

(unaudited)

280,982

145,285
1,133,763
373,768
1,131,272

406,828
3,190,916

(2,909,934)

15,658
(234,320)

(439,658)
(3,568,254)
5,097

(3,563,157)

(0.06)

57,858,930

2007

(unaudited)

415,309

28,007
1,241,723
625,791
917,177

645,963
3,458,661

(3,043,352)

94,995
(464)

(9,631)
(2,958,452)
(24,845)

(2,983,297)

(0.05)

57,794,312

See accompanying notes to consolidated financial statements.
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Item 1. Consolidated Financial Statements (Continued)

Sona Mobile Holdings Corp. and Subsidiaries

Consolidated Statements of Cash Flows

Cash provided by (used in):

Operating activities
Net loss

Adjustments for:

Depreciation and amortization

Loss on disposal of fixed assets
Write-down of software development costs
Amortization of debt discount charged to
interest expense

Amortization of restricted stock-based
compensation

Stock based compensation

Changes in non-cash working capital assets
and liabilities:

Accounts receivable, net

Tax credit receivable

Prepaid expenses & deposits

Accounts payable

Accrued liabilities & payroll

Deferred revenue

Net cash used in operating activities

Investing activities

Software development costs
Acquisition of property & equipment
Net cash used in investing activities

Financing activities
Proceeds from note payable, net
Net cash provided by financing activities

Effect of exchange rate changes on cash &
cash equivalents

Change in cash & cash equivalents during the

period

Cash & cash equivalents, beginning of period

Cash & cash equivalents, end of period

$

$

Six months ended June 30,

2008
(unaudited)

(3,568,254)

145,285
432,656
114,320

42,987
188,670

(36,112)
51,220
3,099
409,274

(107,184)
106,416

(2,217,623)

(78,081)
(78,081)

471,750
471,750

5,030

(1,818,924)
2,367,026
548,102

$

$

2007

(unaudited)

(2,958,452)

28,007
5,171

8,200
183,751

116,206
21,392
(93,612)
83,432
51,581
(2,554,324)

(316,821)
(78,914)
(395,735)

(9,937)

(2,959,996)
5,682,162
2,272,166

10
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There was $88,000 paid in interest and $0 paid in taxes during the six months ended June 30, 2008. During the six
months ended June 30, 2007, there were no amounts paid in cash for taxes or interest.

See accompanying notes to consolidated financial statements.

11



Edgar Filing: SONA MOBILE HOLDINGS CORP - Form 10QSB

Note 1. Going Concern and Management’s Plans

The accompanying consolidated financial statements of Sona Mobile Holdings Corp. (the “Company”) have been
prepared assuming that the Company will continue as a going concern. However, since its inception in November
2003, the Company has generated minimal revenue, has incurred substantial losses and has not generated any positive
cash flow from operations. The Company has relied upon the sale of shares of equity securities and convertible debt
to fund its operations. These conditions raise substantial doubt as to the Company’s ability to continue as a going
concern.

The consolidated financial statements do not include any adjustments to reflect the possible future effects on the
recoverability and classification of assets or the amounts or classification of liabilities that may result from the
possible inability of the Company to continue as a going concern.

At June 30, 2008, the Company had total cash and cash equivalents of $548,102 held in current and short-term deposit
accounts. Management believes that based on the current level of spending and the current cash receipts, this cash
will only be sufficient to fund the Company’s operations until prior to the end of August 2008. The Company has
been actively pursuing potential financing or other transaction options for the Company to raise additional funds. The
Company is in the final stages of negotiating an agreement, which if effected will have a substantial effect on the
Company’s business, operations, financial condition and management. There can be no assurance that the Company
will be able to successfully implement its plans to raise additional capital on a timely basis and the Company may
have to cease operations, if the Company is unable to raise such additional capital.

Note 2. Company Background and Description of Business

Sona Mobile, Inc. (“Sona Mobile”’) was formed under the laws of the State of Washington in November 2003 for the
purpose of acquiring Sona Innovations, Inc. (“Innovations”), which it did in December 2003. On April 19, 2005, Sona
Mobile merged (the "Merger") with and into PerfectData Acquisition Corporation, a Delaware corporation (“PAC”) and
a wholly-owned subsidiary of PerfectData Corporation, also a Delaware corporation (“PerfectData”). Under the terms
of that certain Agreement and Plan of Merger dated as of March 7, 2005, (i) PAC was the surviving company but
changed its name to Sona Mobile, Inc.; (ii) the pre-merger shareholders of Sona Mobile received stock in PerfectData
representing 80% of the voting power in PAC post-merger; (iii) all of PerfectData’s officers resigned and Sona
Mobile’s pre-merger officers were appointed as the new officers of PerfectData; and (iv) four of the five persons
serving as directors of PerfectData resigned and the remaining director appointed the three pre-merger directors of
Sona Mobile to the PerfectData Board of Directors. In November 2005, PerfectData changed its name to “Sona Mobile
Holdings Corp.”

At the time of the Merger, PerfectData was essentially a shell company that was not engaged in an active

business. Upon completion of the Merger, PerfectData’s only business was the historical business of Sona Mobile and
the pre-merger shareholders of Sona Mobile controlled PerfectData. Accordingly, Sona Mobile was deemed the
accounting acquirer and the Merger was accounted for as a reverse acquisition of a public shell and a recapitalization
of Sona Mobile. No goodwill was recorded in connection with the Merger and the costs were accounted for as a
reduction of additional paid-in-capital. The pre-merger financial statements of Sona Mobile are treated as the
historical financial statements of the combined companies and its historical stockholders’ equity was adjusted to reflect
the new capital structure.

12
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The Company is a software and service provider specializing in value-added services to data-intensive vertical and

horizontal market segments including the gaming industry. The Company develops, markets and sells data

application software for gaming and mobile devices which enables secure execution of real time transactions on a

flexible platform over wired, cellular or Wi-Fi networks. Our target customer base includes casinos, horse racing

tracks and operators, cruise ship operators and casino game manufacturers and suppliers on the gaming side, and
corporations that require secure transmissions of large amounts of data in the enterprise and financial services

verticals. Our revenues consist of project, licensing and support fees generated by our flagship products the Sona

Gaming System™ (“SGS”) and the Sona Wireless Platform™ (‘‘SWP’’) and related vertical gaming and wireless application
software products. The Company operates as one business segment focused on the development, sale and marketing

of client-server application software.

13
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The Company markets its software principally to two large vertical markets.

* Gaming and entertainment. We propose to (i) deliver casino games via our SGS, both wired and wirelessly in
designated areas on casino properties; (ii) offer real-time, multiplayer games that accommodate an unlimited
number of players; (iii) deliver games on a play-for-free or wagering basis (where permitted by law) on mobile
telephone handsets over any carrier network; and (iv) deliver horse and sports wagering applications, where
legal, for race and sports books, as well as on-track and off-track wagering, including live streaming video of
horse races and other sports events. We also propose to deliver content via channel partners and content
partners, including live streaming television, digital radio, specific theme downloads for mobile phones, media
downloads and gaming applications.

* Financial services and enterprise software. The Company’s products and services extend enterprise applications
to the wireless arena, such as customer relationship management systems, sales force automation systems,
information technology (IT) service desk and business continuity protocols. One of the Company’s primary
focuses in this sales vertical is to develop software for the data-intensive investment banking community and
client-facing applications for the retail banking industry.

The Company’s revenues consist primarily of project, licensing and support fees relating to our two platforms the Sona
Gaming System™ and the Sona Wireless Platform™.

In 2006, in conjunction with the Company’s strategic alliance with Shuffle Master Inc. (‘“Shuffle Master”) and because of
the perceived opportunities for wireless and server-based applications in the gaming and horse racing industries, the
primary sales and development focus of the Company was switched towards the gaming industry. During 2007, the
Company perceived that there was a potentially far greater opportunity to develop and sell server-based gaming
applications that could be operated in both wired and wireless network environments, or a combination thereof. The
Company continues to focus on the financial services and enterprise market sectors for products, customers and

verticals where success has previously been experienced or where significant opportunities are perceived to exist.

Note 3. Summary of Significant Accounting Policies

Basis of Presentation

The financial information contained herein should be read in conjunction with the Company's consolidated audited
financial statements and notes thereto included in its Annual Report on Form 10-KSB for the year ended December
31, 2007.

The accompanying unaudited condensed consolidated financial statements of Sona Mobile Holdings Corp. and its
subsidiaries have been prepared pursuant to the rules and regulations of the Securities and Exchange Commission.
Accordingly, they do not include all of the information and footnotes required by accounting principles generally
accepted in the United States of America (“GAAP”) for complete consolidated financial statements. In the opinion of
management, the unaudited condensed consolidated financial statements included in this quarterly report reflect all
adjustments (consisting only of normal recurring adjustments) that the Company considers necessary for a fair
presentation of its financial position at the dates presented and the Company’s results of operations and cash flows for
the periods presented. The Company’s interim results are not necessarily indicative of the results to be expected for the
entire year. All material inter-company accounts and transactions have been eliminated in consolidation.

14
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Recently issued accounting pronouncements

In December 2007, the Financial Accounting Standards Board ("FASB") issued SFAS No. 141 (R), “Business
Combinations”, and SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements”. SFAS No. 141 (R)
requires an acquirer to measure the identifiable assets acquired, the liabilities assumed and any noncontrolling interest

in the acquire at their fair values on the acquisition date, with goodwill being the excess value over the net identifiable
assets acquired. SFAS No. 160 clarifies that a noncontrolling interest in a subsidiary should be reported as equity in

the consolidated financial statements. The calculation of earnings per share will continue to be based on income
amounts attributable to the parent. SFAS No. 141 (R) and SFAS No. 160 are effective for financial statements issued

for fiscal years beginning after December 15, 2008. Early

15
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adoption is prohibited. We have not yet determined the effect on our consolidated financial statements, if any, upon
adoption of SFAS No. 141 (R) or SFAS No. 160.

In March 2008, the FASB issued SFAS No. 161, "Disclosures about Derivative Instruments and Hedging Activities -
an amendment to FASB Statement No. 133". SFAS No. 161 is intended to improve financial standards for derivative
instruments and hedging activities by requiring enhanced disclosures to enable investors to better understand their
effects on an entity's financial position, financial performance, and cash flows. Entities are required to provide
enhanced disclosures about: (a) how and why an entity uses derivative instruments; (b) how derivative instruments
and related hedged items are accounted for under Statement 133 and its related interpretations; and (c) how derivative
instruments and related hedged items affect an entity's financial position, financial performance, and cash flows. It is
effective for financial statements issued for fiscal years beginning after November 15, 2008, with early adoption
encouraged. The Company is currently evaluating the impact of SFAS No. 161 on its financial statements, and the
adoption of this statement is not expected to have a material effect on the Company's financial statements.

(a) Principles of consolidation

The consolidated financial statements include the accounts of the Company, its wholly-owned subsidiary, Sona
Mobile and Sona Mobile’s wholly-owned subsidiary, Innovations. All inter-company accounts and transactions have
been eliminated in consolidation.

(b) Cash and cash equivalents

Cash and cash equivalents are comprised of cash and term deposits with original maturity dates of less than 90
days. Cash and cash equivalents are stated at cost, which approximates market value, and are concentrated in three
major financial institutions.

© Foreign currency translation

The functional currency is the U.S. dollar as that is the currency in which the Company primarily generates revenue

and expends cash. In accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 52,
"Foreign Currency Translation," assets and liabilities denominated in a foreign currency have been translated at the
period end rate of exchange. Revenue and expense items have been translated at the transaction date rate. For
Innovations, which uses its local currency (Canadian dollar) as the functional currency, the resulting translation
adjustments are included in other comprehensive income, as the Company is a foreign self-sustaining

operation. Other gains or losses resulting from foreign exchange transactions are reflected in earnings.

(d) Property and equipment
Property and equipment are stated at cost. Depreciation is provided on a straight-line basis over the estimated useful
lives of three to five years.

(e) Use of estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets

16
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and liabilities, at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting periods. Actual results could differ from these estimates. These estimates are reviewed periodically and, as
adjustments become necessary, they are reported in earnings in the period in which they become known.

® Income taxes

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes,” which
requires an asset and liability approach to financial accounting and reporting for income taxes. Deferred income tax
assets and liabilities are computed periodically for differences between the financial statement and tax basis of assets
and liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates
applicable to the periods in which the differences are expected to affect taxable

17
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income. Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to
be realized. The income tax provision is the tax payable or refundable for the period plus or minus the change during
the period in deferred tax assets and liabilities.

On January 1, 2007, the Company adopted the provisions of FASB Interpretation 48, “Accounting for Uncertainty in
Income Taxes - an interpretation of FASB Statement No. 109,” (“FIN 48”). FIN 48 prescribes a more-likely-than-not
threshold for financial statement recognition and measurement of a tax position taken, or expected to be taken, in a tax
return. FIN 48 also provides guidance related to, among other things, classification, accounting for interest and
penalties associated with tax positions, and disclosure requirements.

The Company currently has a full valuation allowance against its net deferred tax asset and has not recognized any
benefits from tax positions in earnings. Accordingly, the adoption of FIN 48 did not have an impact on the financial
statements for the six month periods ended June 30, 2008 and 2007.

The Company's policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a component
of the provision for income taxes on the financial statements of future periods in which the Company must record an
income tax liability. Since the Company did not record a liability at June 30, 2008, there was no impact to the
effective tax rate. The Company files income tax returns in the U.S. federal jurisdiction and several state jurisdictions,
as well as in Canada and the Ontario provincial tax jurisdiction. The Company does not believe there will be any
material changes in our unrecognized tax positions over the next 12 months.

The Company has applied for Scientific Research and Development Tax credits, as part of the annual Canadian
federal and provincial income tax filings. The federal tax credits are non-refundable and as the Company has a full
provision against any future benefits from its historical tax losses, a tax receivable amount for federal research tax
credits is not recognized on the balance sheet. Ontario provincial tax credits for valid research and development
expenditures, if granted, are refundable to the Company. The amount of tax credit that will be awarded to the
Company upon assessment of the returns by this tax jurisdiction is not always certain at the time the tax returns are
filed. As such, it is the Company’s policy to book a receivable for these amounts on the balance sheet only when the
final tax assessment is received by the Company after the filing of such returns. As of June 30, 2008 and December
31, 2007, the balances for tax credits receivable on the balance sheet were nil and $51,220, respectively, which related
to Ontario research and development tax credits assessed, but not received, as of the respective financial statement
dates.

(2) Revenue recognition

The Company follows specific and detailed guidance in measuring revenue, although certain judgments affect the
application of our revenue recognition policy. These judgments include, for example, the determination of a
customer’s creditworthiness, whether two separate transactions with a customer should be accounted for as a single
transaction, or whether included services are essential to the functionality of a product thereby requiring percentage of
completion accounting rather than software accounting.

The Company derives revenue from license and service fees related to customization and implementation of the
software being licensed. License fees are recognized in accordance with Statement of Position (“SOP”’) 97-2, “Software
Revenue Recognition,” as amended by SOP 98-4 and SOP 98-9, and in certain instances in accordance with SOP 81-1,
“Accounting for Performance of Construction-Type and Certain Production-Type Contracts.” The Company licenses
software under non-cancelable license

agreements. License fee revenues are recognized when (a) a non-cancelable license agreement is in force, (b) the
product has been delivered, (c) the license fee is fixed or determinable and (d) collection is reasonably assured. If the

18
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fee is not fixed or determinable, revenue is recognized as payments become due from the customer.

Residual Method Accounting. In software arrangements that include multiple elements (e.g., license rights and
technical support services), total fees are allocated among each of the elements using the “residual” method of
accounting. Under this method, revenue allocated to undelivered elements is based on vendor-specific objective
evidence of fair value of such undelivered elements, and the residual revenue is allocated to the delivered

elements. Vendor specific objective evidence of fair value for such undelivered elements is based upon the price
charged for such product or service when it is sold separately. The Company’s pricing practices may be modified in
the future, which would result in changes to our vendor specific objective evidence. As a result,

10
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future revenue associated with multiple element arrangements could differ significantly from our historical results.

Percentage of Completion Accounting. Fees from licenses sold together with consulting services are generally
recognized upon shipment of the licenses, provided (i) the criteria described in subparagraphs (a) through (d) in the
second paragraph under “Revenue Recognition” above are met; (ii) payment of the license fee is not dependent upon
performance of the consulting services; and (iii) the consulting services are not essential to the functionality of the
licensed software. If the services are essential to the functionality of the software, or performance of services is a
condition to payment of license fees, both the software license and consulting fees are recognized under the
“percentage of completion” method of contract accounting. Under this method, management is required to estimate the
number of total hours needed to complete a project, and revenues and profits are recognized based on the percentage
of total contract hours as they are completed. Due to the complexity involved in the estimating process, revenues and
profits recognized under the percentage of completion method of accounting are subject to revision as contract phases
are actually completed. Historically, these revisions have not been material.

Sublicense Revenues. Sublicense fees are recognized as reported by our licensees. License fees for certain
application development and data access tools are recognized upon direct shipment from the Company to the end user
or upon direct shipment to the reseller for resale to the end user. If collection is not reasonably assured in advance,
revenue is recognized only when sublicense fees are actually collected.

Service Revenues. Technical support revenues are recognized ratably over the term of the related support agreement,
which in most cases is one year. Revenues from consulting services subjected to time and materials contracts,
including training, are recognized as services are performed. Revenues from other contract services are generally
recognized based on the proportional performance of the project, with performance measured based on hours of work
performed.

(h) Research and software development costs

The Company incurs costs on activities that relate to research and the development of new software

products. Research costs are expensed as they are incurred. Costs are reduced by tax credits where

applicable. Software development costs to establish the technological feasibility of software applications developed by
the Company are charged to expense as incurred. In accordance with SFAS 86, certain costs incurred subsequent to
achieving technological feasibility are capitalized. Accordingly, a portion of the internal labor costs and external
consulting costs associated with essential wireless software development and enhancement activities are

capitalized. Costs associated with conceptual design and feasibility assessments as well as maintenance and routine
changes are expensed as incurred. Capitalized costs are amortized based on current or future revenue for each product
with an annual minimum equal to the straight-line basis of amortization over the estimated economic lives of the
applications, not to exceed five years. The software development costs which were previously capitalized by the
Company, substantially related to the development of the wireless gaming system. Gross software development costs
for the three months ended June 30, 2008, and 2007 were $530,454 and $611,405, respectively. Gross software
development costs for the six months ended June 30, 2008, and 2007 were $1,212,557 and $1,233,998,

respectively. Capitalized software development costs are periodically evaluated for impairment. During the quarter
June 30, 2008 the Company wrote down the remaining balance of the capitalized software development costs to

nil. The Company’s initial expectations were that the wireless gaming system would begin to generate revenues by
March 2008. As the Company has not recognized significant and expected revenues to date from the wireless gaming
system, the Company has determined that the capitalized software development costs were subject to impairment and
as such the capitalized costs have been fully written off as of June 30, 2008. The impairment charge of $432,656 is
classified as a component of other income and expenses on the consolidated statement of operations and
comprehensive loss.
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1) Stock-based compensation

As of January 1, 2006, the Company adopted the provisions of, and accounts for stock-based compensation in

accordance with, FASB Statement of Financial Accounting Standards No. 123 - revised 2004 (“SFAS 123R”),
“Share-Based Payment” which replaced Statement of Financial Accounting Standards No. 123 (“SFAS 123”), “Accounting
for Stock-Based Compensation” and supersedes APB Opinion No. 25, “Accounting for Stock Issued to

Employees.” Under the fair value recognition provisions of this statement, stock-based compensation
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cost is measured at the grant date based on the fair value of the award and is recognized as expense on a straight-line
basis over the requisite service period, which is the vesting period. The Company elected the modified-prospective
method, under which prior periods are not revised for comparative purposes. The valuation provisions of SFAS 123R
apply to new grants and to grants that were outstanding as of the effective date and are subsequently

modified. Estimated compensation for grants that were outstanding as of the effective date will be recognized over
the remaining service period using the compensation cost estimated for the SFAS 123 pro forma disclosures, as
adjusted for estimated forfeitures.

During the six month periods ended June 30, 2008, the Company issued stock options to directors and employees
under the 2006 Incentive Plan (the “2006 Plan”) as described in Note 14 to our consolidated financial statements. The
fair value of these options was estimated at the date of grant using the Black-Scholes option-pricing model.

Q)] Reclassifications

Certain reclassifications of previously reported amounts have been made to conform to the current year’s presentation.

(k) Derivatives

The Company follows the provisions of SFAS No. 133 “Accounting for Derivative Instruments and Hedging Activities”
(“SFAS No. 133”) along with related interpretations EITF No. 00-19 “Accounting for Derivative Financial Instruments
Indexed to, and Potentially Settled in, a Company’s Own Stock” (“EITF 00-19”) and EITF No. 05-2 “The Meaning of
‘Conventional Convertible Debt Instrument’ in Issue No. 00-19” (EITF 05-2). SFAS No. 133 requires every derivative
instrument (including certain derivative instruments embedded in other contracts) to be recorded in the balance sheet
as either an asset or liability measured at its fair value, with changes in the derivative’s fair value recognized currently
in earnings unless specific hedge accounting criteria are met. The Company values these derivative securities under
the fair value method at the end of each reporting period, and their value is marked to market with the gain or loss
recognition recorded against earnings. The Company uses the Black-Scholes option-pricing model to determine fair
value. Key assumptions of the Black-Scholes option-pricing model include applicable volatility rates, risk-free

interest rates and the instrument’s expected remaining life. These assumptions require significant management
judgment. At June 30, 2008 and at December 31, 2007, there were no derivative instruments reported on the
Company’s balance sheet.

Note 4. Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of trade
accounts receivable. Receivables arising from sales to customers are not collateralized and, as a result, management
continually monitors the financial condition of its customers to reduce the risk of loss. Customer account balances
with invoices dated over 90 days are considered delinquent. The Company maintains reserves for potential credit
losses based upon its loss history, its aging analysis and specific account review. After all attempts to collect a
receivable have failed, the receivable is written off against the allowance. Such losses have been within management's
expectations. The Company has some exposure to a concentration of credit risk as it relates to specific industry
verticals, as historically its customers have been primarily concentrated in the financial services industry and the
current customer focus is in the gaming industry. Since revenues are derived in large part from single projects, the
Company bears some credit risk due to a high concentration of revenues from individual customers. During the three
months ended June 30, 2008, 84.8% of total revenues were generated from two customers that individually
represented over 10% of total revenue each (Customer A — 73.6%, Customer B — 11.3%). During the three months
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ended June 30, 2007, 93.2% of total revenues were generated from three customers representing over 10% of total
revenue (Customer C — 31.3%, Customer D — 44.9%, Customer E — 17.0%). During the six months ended June 30, 2008,
66.8% of total revenues were generated from one customer representing over 10% of total revenue (Customer A —
66.8%). During the six months ended June 30, 2007, 91.1% of total revenues were generated from four customers
representing over 10% of total revenue (Customer A — 27.8%, Customer C — 23.4%, Customer D — 28.9%, Customer E —
11.0%).

We had a balance of $44,185 and $52,175 in our Allowance for Doubtful Accounts provision as of June 30, 2008 and
December 31, 2007, respectively. This balance consists of provisions made in previous and current
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quarters. There was a total of $7,000 of accounts receivable write-offs against the provision during the three months
ended June 30, 2008. There were no write-offs for the comparative quarter of 2007.

Note 5. Stockholders’ Equity

In January 2006, the Company sold 2,307,693 shares of common stock and a warrant to purchase 1,200,000 shares of
our common stock to Shuffle Master for $3.0 million. This warrant had an exercise price of $2.025 per share which
expired on July 12, 2007 without being exercised. Using the Black-Scholes option-pricing model, the warrant was
valued at $1,335,600 using a volatility of 65%, a term of 18 months, an expected dividend yield of 0% and a risk-free
interest rate of 4.4%. This amount was reclassified from Common Stock purchase warrants to Additional Paid-in
Capital upon expiration of the warrants in the third quarter of 2007. In addition, during the fourth quarter of fiscal
2007, convertible debt was issued with accompanying warrants. The accompanying warrants and the beneficial
conversion feature of the convertible debt were accounted for as equity. See Note 11.

Note 6. Earnings per Share

Basic earnings (loss) per share are computed by dividing income available to common shareholders by the
weighted-average number of common shares outstanding for the period. Diluted earnings (loss) per share considers
the potential dilution that could occur if securities or other contracts to issue common stock were exercised or
converted into common stock or resulted in the issuance of common stock that shared in the earnings of the entity.

The calculation of diluted earnings (loss) per share for the three months and six months ended June 30, 2008 and
2007, did not include shares of the Company’s common stock issuable upon the exercise of options, shares issuable
upon exercise of common stock warrants, nor shares issuable upon the conversion of the convertible notes, as their
inclusion in the calculation would be anti-dilutive. The number of options and warrants outstanding as of June 30,
2008 and 2007 are illustrated in the table below, as well as the number of shares underlying the convertible notes.

Outstanding at June 30, 2008 2007

Stock options 7,321,250 7,153,668
Common stock warrants 12,775,718 10,642,385
Common shares underlying convertible notes 6,666,667 -
Total options, warrants, and convertible notes 26,763,635 17,796,053

Note 7. Contractual Obligations and Long-Term Liability

The Company leases office space in Toronto, Ontario and Boulder, Colorado which run to February 2012 and
September 2010 respectively. The Company is currently leasing space in New York, New York on a short-term basis
under a lease which expires in September 2008, for its corporate headquarters. In addition, in 2007 we leased
approximately 1,000 square feet in Las Vegas, Nevada, for our corporate apartment which was leased on an annual
basis until February 2008, at a monthly rent of approximately $2,000. Our frequent trips to Las Vegas made this lease
a cost effective way to house our employees during business trips for meetings with our partner Shuffle Master and in
connection with GLI certification of our wireless gaming solution. This lease was not renewed when it expired at the
end of February 2008. In April 2008, the Company opened a small sales office in Las Vegas, Nevada under a
short-term lease which runs to September 2008. The Company intends to renew its Las Vegas lease on substantially
the same terms on a short-term basis when the current lease agreement expires. Office lease expenses for the three
months ended June 30, 2008 and 2007 were $94,565 and $101,636, respectively. Office lease expenses for the six
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months ended June 30, 2008 and 2007 were $208,312 and $212,532, respectively.

The Company also leases office and computer equipment. These leases have been classified as operating
leases. Office and computer equipment lease expenses for the three months ended June 30, 2008 and 2007 were
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$38,888 and $48,581, respectively. Office and computer equipment lease expenses for the six months ended June 30,
2008 and 2007 were $78,830 and $76,753, respectively.

During the fourth quarter of fiscal 2007, the Company completed a private placement of 8.0% convertible notes (the
“2007 Notes”) with 3,333,333 accompanying warrants which had gross proceeds of $3.0 million. The 2007 Notes have
a face value of $3 million, are due on November 28, 2010, and are convertible into 6,666,667 shares of common stock
at a conversion price of $0.45 per share (assuming interest is paid in cash). The 2007 Notes bear interest at a rate of
8.0% per annum, payable quarterly on the first of January, April, July, and October with such interest payable in cash,
shares of common stock or a combination thereof. Payment of interest in shares of common stock is subject to certain
conditions being met including the existence of a registration statement which has been declared effective by the SEC
and which covers the required number of interest shares.

Contractual obligations and payments relating to the Company’s long-term liability in future years are as follows:

Contractual Obligations and Long-Term Liability

(US9)
Total 2008 2009 2010 2011 2012 +

Office Space
Leases:

United States $ 410,817 $ 86,915 $ 183,100 $ 140,802 $ 123,381 $ 30,996

Canada 447,060 56,665 116,239 119,780 - -
Total Office
Space 857,878 143,580 299,340 260,582 123,381 30,996
Office &
Computer
Equipment 134,484 72,564 61,246 674 - -
Convertible
Debt 3,000,000 - - 3,000,000 - -
Interest on
Convertible
Debt 580,000 120,000 240,000 220,000 - -
Total $ 4,572,362 $ 336,144 $ 600,586 $ 3,481,256 $ 123,381 $ -

Note 8. Financial Instruments

The Company's financial instruments include cash and cash equivalents, accounts receivable, accounts payable and
convertible notes. The reported book value of all current asset and current liability financial instruments approximates
fair values, due to their short term nature. The convertible notes were recorded at the time of issuance at their
estimated fair market value and the difference between the estimated fair market value at the time of issuance and the
face value of $3 million (i.e. the debt discount) is being amortized over the three year term to maturity of the

notes. See Note 11.

The Company is subject to credit risk with respect to its accounts receivable to the extent that debtors do not meet

their obligations. The Company monitors the age of its accounts receivable and may delay development or terminate
information fees if debtors do not meet payment terms.
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The Company is subject to foreign currency risk with respect to financial instruments denominated in a foreign
currency. As of June 30, 2008, approximately 7.5% of the Company’s assets and 6.0% of its liabilities were
denominated in Canadian dollars and Euros and exposed to foreign currency fluctuations.

14

27



Edgar Filing: SONA MOBILE HOLDINGS CORP - Form 10QSB

Note 9. Accrued Liabilities and Payroll
Accrued Liabilities and Payroll consist of, as of:

June 30, 2008 December 31, 2007
Accrued payroll and related

expenses $ 178,336 $ 233,557
Accrued payroll and related

expenses $ 178,336 $ 233,557
Accrued professional fees 119,074 148,638
Accrued vendor obligations 46,083 88,863
Accrued interest payable 60,000 22,000
Other taxes payable 245 17,863
Total $ 403,737 $ 510,921

Note 10. Deferred Revenues

Deferred revenue occurs where the Company invoices customers for project work that has not been completed at the
balance sheet date. The Company’s deferred revenue balance as of June 30, 2008 was $162,211. The Company’s
deferred revenue balance as of December 31, 2007 was $55,795.

Note 11. Long Term Debt

On November 28, 2007 (the “Issue Date”), the Company completed a private placement of 8.0% convertible notes (the
“2007 Notes”) with 3,333,333 accompanying warrants (the ‘2007 Warrants”) which had gross proceeds of $3.0
million. The 2007 Notes have a face value of $3 million, are due on November 28, 2010, and are convertible into
6,666,667 shares of common stock at a conversion price of $0.45 per share (assuming interest is paid in cash). The
2007 Warrants have an exercise price of $0.50 per share and expire five years from the Issue Date.

The 2007 Notes bear interest at a rate of 8.0% per annum, payable quarterly on the first of January, April, July, and
October with such interest payable in cash, shares of common stock or a combination thereof. Payment of interest in
shares of common stock is subject to certain conditions being met including the existence of a registration statement
which has been declared effective by the SEC and which covers the required number of interest shares. A total of
2,133,333 shares have been included on the registration statement relating to the payment of interest in shares instead
of cash. As per the purchase agreement which governs the November 2007 private placement, this is the required
minimum to be registered for interest shares and is calculated as the total interest payable over the three year term of
the notes divided by 75% of the current conversion price of $0.45 per share as follows:

($3,000,000 x 8% x 3 years) / (75% x $0.45/share) = 2,133,333 registrable shares

In addition to the interest shares, 6,666,667 shares relating to the common stock underlying the 2007 Notes and
3,333,333 shares relating to the common stock underlying the 2007 Warrants have also been registered, for a total of
12,133,333 registrable shares.

The 2007 Notes are convertible under any of the following circumstances, subject to the provision that the

stockholders’ beneficial ownership percentage cannot exceed 4.99% after such conversion:
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during any period after the Issue Date, (i) the daily volume weighted average
price per share of common stock of the Company for at least 20 out of any 30
consecutive trading days, which period shall have commenced only after the
Issue Date (the “Threshold Period”), exceeds $0.90 (subject to adjustment for
reverse and forward stock splits, stock dividends, stock combinations and other
similar transactions of the common stock of the Company that occurs after the
Issue Date), (ii) for at least 20 trading days during the applicable Threshold
Period, the daily trading volume for the common stock of the Company on the
trading market of the Company exceeds $100,000 per trading day and (iii) all of
the Equity Conditions (as defined in the 2007 Notes) are met (unless waived by a
holder) for the applicable time period set forth in the 2007 Notes;

any time after the Issue Date in whole or part, at the option of the holder, at any
time and from time to time until such 2007 Note is no longer outstanding.

The conversion price of the 2007 Notes is $0.45 per share and is subject to downward adjustment in the event of the
issuance by the Company of any common stock or Common Stock Equivalents (as defined in the 2007 Notes
agreement) at a price per share less than the then applicable conversion price of the 2007 Notes. In addition, the
conversion price is subject to adjustment upon the occurrence of certain enumerated events.

The 2007 Warrants were exercisable immediately as of the Issue Date and for a period of five years from the Issue
Date at an exercise price of $0.50 per share. The Black-Scholes valuation model was used to estimate the fair value of
these warrants using the following assumptions: volatility of 55%, term and expected life of five years, risk free
interest rate of 3.40%, market value at the time of issuance of underlying common stock of $0.395, and a zero
dividend rate. The Company determined the estimated fair value of the warrants to be $582,664.

The 2007 Notes have been accounted for as long term debt, net of a debt discount consisting of the allocated value of
the warrants and a beneficial conversion feature. The embedded conversion feature has been deemed to be a
beneficial conversion feature pursuant to EITF 98-5, Accounting for Convertible Securities with beneficial
Conversion feature or Contingently Adjustable Conversion Ratio, and EITF 00-27, Application of Issue No. 98-5 to
Certain Convertible Instruments. These standards require that the fair value of the conversion feature of the
instrument be treated as a debt discount against the liability portion of the note. This beneficial conversion feature is
calculated by computing the intrinsic value between the effective conversion price and fair value of common stock on
the Issue Date. The effective conversion price is based on the allocation of the relative values of the 2007 Notes and
the 2007 Warrants on a relative fair value basis. The debt discount resulting from the beneficial conversion feature
was determined to be $159,629. The allocated fair value of the 2007 Warrants was determined to be $526,296, which
was also recorded as a debt discount. The Company is amortizing the combined debt discount of $685,925 over the
term of the 2007 Notes on a straight-line basis, which approximates the effective interest method. The amortization of
the debt discount is being recorded as additional interest expense.

Total interest expense related to the 2007 Notes, including amortization of debt discount, for the six months ended
June 30, 2008, is $234,320, which consisted of $120,000 in interest paid or accrued during the six month period ended
June 30, 2008, as well as $114,320 relating to the amortization of the debt discount.

There was $324,184 of debt issuance costs including placement agent fees and legal expenses. These costs have been
capitalized as an asset and are being amortized over the three year term of the 2007 Notes. During the six month
period ended June 30, 2008, amortization of these costs in the amount of $54,031 resulted in net reported debt
issuance costs of $261,148 as of June 30, 2008. Debt issuance cost at December 31, 2007 was $315,179
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As of June 30, 2008 and December 31, 2007, the amounts on the Company’s balance sheet for the long term
convertible debt were $2,449,354 and $2,335,034, respectively.
Note 12. Income Taxes
The Company accounts for income taxes under SFAS No. 109, Accounting for Income Taxes, which requires an asset

and liability approach to financial accounting and reporting for income taxes. Under the liability method, deferred
income tax assets and liabilities are computed annually for temporary differences between the financial
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statement and tax basis of assets and liabilities that will result in taxable or deductible amounts in the future based on
enacted tax laws and rates applicable to the periods in which the differences are expected to affect taxable

income. Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to
be realized. Income tax expense is the tax payable or refundable for the period plus or minus the change during the
period in deferred tax assets and liabilities.

The Company adopted the provisions of FASB Interpretation 48, “Accounting for Uncertainty in Income Taxes - an
interpretation of FASB Statement No. 109,” on January 1, 2007. As the Company has a valuation allowance against
the full amount of its net deferred tax asset, the adoption of FIN 48 did not have an impact on the financial statements
for the six months ended June 30, 2008. The Company does not expect FIN 48 to have an impact on the financial
statements during fiscal year 2008.

At the adoption date, the Company applied FIN 48 to all tax positions for which the statute of limitations remained
open. As a result of the implementation of FIN 48 there were no unrecognized tax benefits and, accordingly, there has
been no effect on the Company’s financial condition or result of operations.

The Company files income tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions. Tax
regulations within each jurisdiction are subject to the interpretation of the related taxes laws and regulations and
require significant judgment to apply. The Company is no longer subject to U.S. federal and state examinations for
years before 2004, and Canadian federal and provincial tax examination for years before 2004. Management does not
believe there will be any material changes in the Company’s unrecognized tax position over the next 12 months.

The Company recognizes interest accrued related to unrecognized tax benefits in interest expense and penalties in
operating expenses for all periods presented. There was no accrued interest or penalties associated with any
unrecognized tax benefits, nor was any interest expense recognized during the six months ended June 30, 2008 and the
six months ended June 30, 2007.

Note 13. Note Payable - Related Party Transactions and Borrowings

On May 28, 2008, the Company entered into a Bridge Loan Financing Agreement (the “Agreement”) with Shawn
Kreloff, Chairman and CEO