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CAUTIONARY STATEMENT

All statements included or incorporated by reference in this Quarterly Report on Form 10-Q (this “Form 10-Q”),
other than statements or characterizations of historical fact, are “forward-looking statements.” Examples of
forward-looking statements include, but are not limited to, statements concerning projected sales, costs, expenses and
gross margins, our accounting estimates, assumptions and judgments, the prospective demand for our products; the
projected growth in our industry; the competitive nature of and anticipated growth in our industry, and our
prospective needs for, and the availability of, additional capital. These forward-looking statements are based on our
current expectations, estimates, approximations and projections about our industry and business, management’s
beliefs, and certain assumptions made by us, all of which are subject to change. Forward-looking statements can often
be identified by such words as “anticipates,” “expects,” “intends,” “plans,” “predicts,” “believes,” “seeks,”
“estimates,” “may,” “will,” “should,” “would,” “could,” “potential,” “continue,” “ongoing,” similar expressions
and variations or negatives of these words. These statements are not guarantees of future performance and are
subject to risks, uncertainties and assumptions that are difficult to predict. Therefore, our actual results could differ
materially and adversely from those expressed in any forward-looking statements as a result of various factors, some
of which are set forth in the “Risk Factors” section of this Report, which could cause our financial results, including
our net income or loss or growth in net income or loss to differ materially from prior results, which in turn could,
among other things, cause the price of our common stock to fluctuate substantially. These forward-looking statements
speak only as of the date of this report. We undertake no obligation to revise or update publicly any forward-looking
statement for any reason, except as otherwise required by law.

FIINTS
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PART 1 - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

ALLDIGITAL HOLDINGS, INC

CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets

Cash and cash equivalents

Accounts receivable, net of allowance of $0 and $0
Prepaid expenses and other current assets
Total current assets

Property and Equipment, net

Other Assets

Deposits

Intangibles — domain names

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities

Accounts payable and accrued expenses

Deferred revenue

Total current liabilities

Stockholders’ Equity

Preferred stock, $0.001 par value, 10,000,000 shares authorized, none and none issued
and outstanding, respectively

Common stock, $0.001 par value, 90,000,000 shares authorized, 25,444,728 and
25,440,728 issued and outstanding, respectively

Additional paid-in capital

Accumulated deficit

Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes to these unaudited consolidated financial statements.

June 30,
2013
(unaudited)

$912,400
107,728
55,641
1,075,769
97,811

11,164
19,750
$1,204,494

$603,099
861,791
1,464,890

25,445

2,364,811
(2,650,652)
(260,396 )

$1,204,494

December
31,2012

$462,761
122,064
53,362
638,187
80,311

11,164
19,750
$749,412

$520,308
347,773
868,081

25,441

2,277,132
(2,421,242)
(118,669 )

$749,412
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ALLDIGITAL HOLDINGS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2013 2012 2013 2012
Net sales $1,026,187 $646,427 $2,038,294  $1,598,276
Cost of sales 607,792 599,696 1,217,977 1,242,975
Gross profit 418,395 46,731 820,317 355,301
Operating expenses
Selling, marketing, and advertising 99,741 201,054 215,841 387,533
General and administrative 440,900 359,415 900,023 828,910
Total operating expenses 540,641 560,469 1,115,864 1,216,443
Loss from operations (122,246 ) (513,738 ) (295,547 ) (861,142
Other income (expense)
Interest income 125 407 284 852
Interest expense - (85 ) - (85
Other income - 521 66,653 521
Total other income (expense) 125 843 66,937 1,288

Loss from operations before provision for income taxes (122,121 ) (512,895 ) (228,610 ) (859,854
Provision for income taxes - - (800 ) (2,400
Net loss $(122,121 ) $(512,895 ) $(229,410 ) $(862,254
Basic and diluted net loss per share $(0.00 ) $(0.02 ) $(0.01 ) $(0.03

Basic and diluted weighted-average shares outstanding 25,444,728 25,390,728 25,444,419 25,390,728

See accompanying notes to these unaudited consolidated financial statements.
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ALLDIGITAL HOLDINGS, INC
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Six Months Ended

June 30,

2013 2012
Cash Flows From Operating Activities
Net loss $(229,410) $(862,254)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 23,944 19,033
Stock based compensation 86,684 106,639
Provision for doubtful accounts - 34,072
Warrants issued for services - 2,550
Changes in operating assets and liabilities:
Accounts receivable 14,335 (56,042 )
Deferred costs - 11,680
Prepaid expenses and other current assets 2,279 ) (62,096 )
Deferred revenue 514,018 170,672
Accounts payable and accrued expenses 82,791 284,217
Net cash provided by (used in) operating activities 490,083 (351,529)
Cash Flows From Investing Activities
Purchase of property and equipment (41,444 ) (26,760 )
Payment for intangible - domain name - (8,500 )
Net cash used in investing activities (41,444 ) (35,260 )
Cash Flows From Financing Activities
Proceeds from exercise of stock options 1,000 -
Net cash provided by financing activities 1,000 -
Net Increase (Decrease) in Cash and Cash Equivalents 449,639 (386,789)
Cash and Cash Equivalents — beginning of period 462,761 998,853
Cash and Cash Equivalents — end of period $912,400 $612,064
Supplemental disclosures of cash flow information:
Interest paid $- $85
Income taxes paid $800 $2.400

See accompanying notes to these unaudited consolidated financial statements.

F-3



Edgar Filing: ALLDIGITAL HOLDINGS, INC. - Form 10-Q

ALLDIGITAL HOLDINGS, INC.

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION AND BUSINESS

AllDigital, Inc. was incorporated in the State of California on August 3, 2009, with the primary purpose of providing
digital broadcasting solutions dedicated to managing the complex pairing of cloud-based digital media and digital

services with Internet-connected devices. AllDigital, Inc. merged with and into a subsidiary of Aftermarket

Enterprises, Inc. (now known as AllDigital Holdings, Inc.) on July 29, 2011 (the “Aftermarket Merger”), and the

business of Aftermarket was immediately terminated. References to the “Company”, forms of “we” and “AllDigital” in this
Report generally refer to AllDigital Holdings, Inc. and its consolidated subsidiaries, including AllDigital, Inc..

Our digital broadcasting solutions consist of the technology and services required to develop, operate and support a
variety of complex Digital Service and Digital Broadcasting Workflow implementations across a diverse market of
Devices. We accomplish this by enabling, and maximizing the performance of, the cloud-based storage, processing
and transit of digital media and digital services to multiple devices simultaneously. Our business model targets a
variety of entities and existing providers of Digital Services that need to develop, operate and support a cost-effective,
high quality and secure Digital Service, through a Digital Broadcasting Workflow, across a large and diverse market
of Devices.

Our ability to successfully generate future revenues is dependent on a number of factors, including: (i) the availability
of capital to continue to develop, operate and maintain our proprietary AllDigital Cloud platform and services, (ii) the
ability to commercialize our portfolio of digital broadcasting solutions to media and entertainment companies,
enterprises, government agencies, and non profits, and (iii) our ability to attract and retain key sales, business and
product development, and other personnel as our business and offerings continue to mature. We may encounter
setbacks related to these activities.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the
United States, which require management to make estimates, judgments and assumptions that affect the reported
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amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements. The use of estimates may also affect the reported amounts of revenues and expenses during the reporting
periods. Significant estimates made by management include, among others, estimates of costs used in the calculation
of percentage of completion contracts, realization of capitalized assets, valuation of equity instruments and other
instruments indexed to the Company’s common stock, and deferred income tax valuation allowances. Actual results
could differ from those estimates. Following are discussion of the Company’s significant accounting policies.

Liquidity

The accompanying financial statements have been prepared assuming the Company will continue as a going concern.
This basis of accounting contemplates the recovery of the Company's assets and the satisfaction of its liabilities in the
normal course of conducting its business. Accordingly, the financial statements do not include any adjustments to
reflect the possible future effects on the recoverability or classification of assets and liabilities that may result from the
outcome of this uncertainty. The Company has to date incurred recurring losses and has accumulated losses
aggregating approximately $2.7 million as of June 30, 2013. The Company's business strategy includes attempting to
increase its revenue through investing further in its product development and sales and marketing efforts, and
expanding into international markets. The Company intends to finance this portion of its business strategy by using its
current working capital resources and cash flows from operations. Management believes its cash flows from
operations, together with its liquid assets will be sufficient to fund ongoing operations through at least June 30, 2014.
The Company's business strategy also includes the possibility of engaging in strategic acquisitions or otherwise taking
steps to more rapidly increase its growth rates.

F-4
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Principles of Consolidation

The consolidated financial statements include the accounts of AllDigital, Inc. that are consolidated in conformity with
accounting principles generally accepted in the United States of America (U.S. GAAP). AllDigital, Inc. is
wholly-owned by AllDigital Holdings, Inc. There are no intercompany transactions as all accounts are in the name of
AllDigital, Inc.

Cash and Cash Equivalents

The Company considers all highly liquid investments with original maturities of three months or less at the date of
purchase to be cash equivalents.

Revenue Recognition

The Company recognizes recurring and nonrecurring service revenue in accordance with the authoritative guidance
for revenue recognition, including guidance on revenue arrangements with multiple deliverables. In general, revenue
is recognized only when the price is fixed or determinable, persuasive evidence of an arrangement exists, the service is
performed and collectability of the resulting receivable is reasonably assured.

Revenue from certain design and development contracts, where a solution is designed, developed or modified to a
customer’s specifications, is recognized on a percentage of completion basis in accordance with ASC 605-35 based on
the cost-to-cost method, provided such costs can be reasonably estimated. The Company’s revenue recognition
practices related to such contracts include: developing an approved budget; comparing actual period costs to the
budget as a percentage; recognizing revenue for the period based upon the percentage of actual costs incurred
compared to total estimated costs, and; performing monthly budget-actual reviews, updates, and adjustments as
needed. The impact on revenues as a result of these revisions is included in the periods in which the revisions are
made. For contracts for which the Company is unable to reasonably estimate total contract costs, the Company waits
until contract completion to recognize the associated revenue.

Nonrecurring revenues also include “on-boarding” professional services that involve the development or integration of a
customer’s software application, digital service, system, or Application Programming Interface (“API”) to connect with
the AllDigital platform. On-boarding professional services projects are typically of a short duration and smaller

revenue amounts. The Company recognizes revenue for on-boarding professional services upon project completion

and acceptance.

11
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Monthly recurring revenues are recognized ratably over the period in which they are delivered and earned. The
Company typically charges monthly recurring platform fees, as well as monthly recurring charges for our back-end
storage, cloud processing, origin transit, and maintenance and support services. These fees are generally billed based

on a minimum commitment plus actual usage basis, and the term of such customer contracts vary typically from 12 to
24 months.

F-5
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Rarely, a customer contract will include revenue arrangements that consist of multiple product and service

deliverables. Such contracts are accounted for in accordance with ASC 605-25. For the Company’s multiple-element
arrangements, deliverables are separated into more than one unit of accounting when (i) the delivered element(s) have
value to the customer on a stand-alone basis, and (ii) delivery of the undelivered element(s) is probable and

substantially in the control of the Company. Revenue is then allocated to each unit of accounting based on the

estimated selling price determined using a hierarchy of evidence based first on Vendor-Specific Objective Evidence
(“VSOE”) if it exists, based next on Third-Party Evidence (“TPE”) if VSOE does not exist, and finally, if both VSOE and
TPE do not exist, based on the Company’s best estimate of selling price (“BESP”). If deliverables cannot be separated
into more than one unit, then the Company does not recognize revenue until all deliverables have been delivered and
accepted.

Accounts Receivable

Accounts receivable are recorded at their face amount less an allowance for doubtful accounts. The allowance for
doubtful accounts reflects management’s best estimate of probable losses in the accounts receivable balance.
Management determines the allowance based on known troubled accounts, historical experience, and other currently
available evidence. The allowance for doubtful accounts was $0 at June 30, 2013 and December 31, 2012. The
Company generally requires a deposit or advance services payments from its customers for certain contracts involving
upfront capital investment, on-boarding, or development contracts to facilitate its working capital needs.

Earnings and Loss per Share

The Company computes net earnings (loss) per share in accordance with ASC 260-10 that establishes standards for
computing and presenting net earnings (loss) per share. Basic earnings (loss) per share are computed by dividing net
income (loss) by the weighted average number of common shares outstanding during the period. Diluted earnings per
share is computed similar to basic earnings per share except that the denominator is increased to include the number of
additional common shares that would have been outstanding if the potential common shares had been issued and if the
additional common shares were dilutive.

At June 30, 2013, the Company had 3,892,274 warrants and 2,547,431 options that could potentially dilute the number
of shares outstanding. At June 30, 2012, the Company had 3,892,274 warrants and 1,024,306 options that could
potentially dilute the number of shares outstanding. These instruments were excluded from the computation of the
diluted loss per share as their impact is anti-dilutive.

Fair Value of Measurements

13
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Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Assets and liabilities recorded at fair value in the
accompanying consolidated balance sheets are categorized based upon the level of judgment associated with the

inputs used to measure their fair value. The fair value hierarchy distinguishes between (1) market participant
assumptions developed based on market data obtained from independent sources (observable inputs) and (2) an entity’s
own assumptions about market participant assumptions developed based on the best information available in the
circumstances (unobservable inputs). The fair value hierarchy consists of three broad levels, which gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest priority
to unobservable inputs (Level 3). The three levels of the fair value hierarchy are described below:

Level L
Input Definition:

Input:

Level 1 Inputs are unadjusted, quoted prices for identical assets or liabilities in active markets at the measurement
date.

Level 2 Inputs, other than quoted prices included in Level I, that are observable for the asset or liability through
corroboration with market data at the measurement date.

Level 3 Unobservable inputs that reflect management’s best estimate of what market participants would use in
pricing the asset or liability at the measurement date.

F-6
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Assets subject to this classification at June 30, 2013, and December 31, 2012, were cash and cash equivalents and are
considered Level 1 assets.

For certain of the Company’s financial instruments, including accounts receivable, prepaid expenses, and accounts
payable, the carrying amounts approximate fair value due to their short maturities. The carrying amount of the
Company’s notes payable approximates fair value based on prevailing interest rates.

Income Taxes

We account for income taxes in accordance with ASC 740-10, Income Taxes. We recognize deferred tax assets and
liabilities to reflect the estimated future tax effects, calculated at the tax rate expected to be in effect at the time of
realization. We record a valuation allowance related to a deferred tax asset when it is more likely than not that some
portion of the deferred tax asset will not be realized. Deferred tax assets and liabilities are adjusted for the effects of
the changes in tax laws and rates of the date of enactment.

ASC 740-10 prescribes a recognition threshold that a tax position is required to meet before being recognized in the
financial statements and provides guidance on recognition, measurement, classification, interest and penalties,
accounting in interim periods, disclosure and transition issues. We classify interest and penalties as a component of
interest and other expenses. To date, we have not been assessed, nor have we paid, any interest or penalties.

The Company follows guidance issued by the FASB with regard to its accounting for uncertainty in income taxes
recognized in the financial statements. Such guidance prescribes a recognition threshold of more likely than not and a
measurement process for financial statement recognition and measurement of a tax position taken or expected to be
taken in a tax return. In making this assessment, a company must determine whether it is more likely than not that a
tax position will be sustained upon examination, based solely on the technical merits of the position and must assume
that the tax position will be examined by taxing authorities.

Property and Equipment

Property and equipment are recorded at cost, less accumulated depreciation and amortization. Repairs and
maintenance of equipment are charged to expense as incurred. Property and equipment are depreciated using the
straight-line method over the estimated useful lives of the assets as follows:

15
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Furniture and fixtures 5 years
Computer equipment 3 years
Software 3 years
Signs 3 years

Expenditures for major renewals and betterments that extend the useful lives of property and equipment are

capitalized. Gains or losses on dispositions of property and equipment are included in the results of operations when

realized.

16
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Impairment of Long-Lived and Intangible Assets

The Company accounts for long-lived assets, that include property and equipment and identifiable intangible assets
with infinite useful lives, in accordance with FASB ASC 350-30, that requires that the Company review long-lived
assets for impairment whenever events or changes in circumstances indicate that the Company may not recover the
carrying amount of an asset. The Company measures recoverability by comparing the carrying amount of an asset to
the expected future undiscounted net cash flows generated by the asset. If the Company determines that the asset may
not be recoverable, the Company recognizes an impairment charge to the extent of the difference between the asset’s
fair value and the asset’s carrying amount. The Company had no impairment charges during the six months ended June
30,2013 and 2012.

Stock-Based Compensation

The Company accounts for share-based compensation arrangements in accordance with FASB ASC 718, which
requires the measurement and recognition of compensation expense for all share-based payment awards to be based on
estimated fair values. We use the Black-Scholes option valuation model to estimate the fair value of our stock options
at the date of grant. The Black-Scholes option valuation model requires the input of subjective assumptions to
calculate the value of stock options. We use historical data among other information to estimate the expected price
volatility and the expected forfeiture rate.

Recent Accounting Pronouncements

In July 2012, the FASB issued ASU 2012-02, Testing Indefinite-Lived Intangible Assets for Impairment, which
amended the guidance in ASU 2011-08 to simplify the testing of indefinite-lived intangible assets other than goodwill
for impairment. ASU 2012-02 becomes effective for annual and interim impairment tests performed for fiscal years
beginning on or after September 15, 2012 and earlier adoption is permitted. The adoption of this standard did not have
a material impact on the Company’s consolidated financial position, results of operations or cash flows.

In December 2011, the FASB issued ASU No. 2011-11, Disclosures about Offsetting Assets and Liabilities. The
amendments in this update require enhanced disclosures around financial instruments and derivative instruments that
are either (1) offset in accordance with either ASC 210-20-45 or ASC 815-10-45 or (2) subject to an enforceable
master netting arrangement or similar agreement, irrespective of whether they are offset in accordance with either
ASC 210-20-45 or ASC 815-10-45. An entity should provide the disclosures required by those amendments
retrospectively for all comparative periods presented. The amendments are effective during interim and annual periods
beginning after December 31, 2012. The adoption of this standard did not have a material impact on the Company’s
consolidated financial position, results of operations or cash flows.

17
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NOTE 3 - PROPERTY AND EQUIPMENT

Property and equipment as of June 30, 2013 and December 31, 2012 consisted of the following:

Furniture and fixtures

Computer equipment

Software

Signs

Less accumulated depreciation and amortization

F-8

June 30, December
2013 31, 2012
(unaudited) ’

$ 11,618 $11,618

122,215 80,771
45,833 45,833
2,050 2,050

(83,905 ) (59,961 )

$ 97,811 $80,311
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NOTE 4 - ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses as of June 30, 2013 and December 31, 2012 consisted of the following:

June 30,

2013 | e

(unaudited) ’
Accounts payable $ 294,624 $252,793
Accrued personnel costs 222,261 155,243
Accrued professional fees 30,976 45,847
Other 55,238 66,425

$ 603,099 $520,308

NOTE 5 - LEASE OBLIGATIONS

On October 10, 2011, the Company entered into a five-year Lease Agreement for the lease of office space at 220
Technology Suite 100, Irvine, California, 92618, which is used as corporate offices effective January 1, 2012. The
lease commenced on January 1, 2012, and terminates on December 31, 2016. On November 18, 2011, the lease of
office space at 220 Technology Drive Suite 100, Irvine, California 92618 was modified from a five year term to a
three year term. All other terms of the October 10, 2011, lease agreement remain the same. Pursuant to the terms of
the lease, monthly rent paid will be $10,297 in year one, $10,504 in year two, and $10,717 in year three. Rent expense
for the six months ended June 30, 2013 and 2012 was $96,296 and $91,306, respectively.

The Company has entered into the following leases:

Effective Date Term Purpose Monthly lease
May 1, 2011 Three years Computer servers $423
June 1, 2011 Three years Computer servers $892

October 4, 2011 Three years Computer servers $902
December 21, 2011 Three years Phone system $940
February 14,2012 Three years Computer servers $767
May 4, 2012 Three years Computer servers $921
October 15,2012  Three years Computer servers $334

19
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Future minimum lease payments under operating leases at June 30, 2013 are:

Year ended
June 30,

2014
2015
2016
Total

F-9

$187,748
$135,202
$1,168

$324,118
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NOTE 6 - STOCKHOLDERS’ EQUITY

Preferred Stock

Our Board of Directors has the authority to issue Preferred Stock in one or more series and to, within the limits set
forth by Nevada law and without shareholder action:

designate in whole or in part, the powers, preferences, limitations, and relative rights, of any class of shares before
the issuance of any shares of that class;

create one or more series within a class of shares, fix the number of shares of each such series, and designate, in
whole or part, the powers, preferences, limitations, and relative rights of the series, all before the issuance of any

shares of that series;

alter or revoke the powers, preferences, limitations, and relative rights granted to or imposed upon any wholly
unissued class of shares or any wholly unissued series of any class of shares; or

increase or decrease the number of shares constituting any series, the number of shares of which was originally fixed
by the Board of Directors, either before or after the issuance of shares of the series; provided that, the number may

not be decreased below the number of shares of the series then outstanding, or increased above the total number of
authorized shares of the applicable class of shares available for designation as a part of the series.

The issuance of Preferred Stock by our Board of Directors could adversely affect the rights of holders of our common
stock. The potential issuance of Preferred Stock may:

have the effect of delaying or preventing a change in control of the Company;

discourage bids for the common stock at a premium over the market price of the common stock; and

adversely affect the market price of, and the voting and other rights of the holders of our common stock.

Common Stock

21
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50,000 shares of common stock were issued in September 2012 upon the exercise of stock options. 4,000 shares of
common stock were issued in January 2013 upon the exercise of stock options.

Stock Options

On July 28, 2011, AllDigital adopted, and in the Aftermarket Merger, the Company assumed the 2011 Stock Option

and Incentive Plan (the “Plan”) for directors, employees, consultants and other persons acting on behalf of the Company,
under which 4,500,000 shares of common stock are authorized for issuance. Options granted under the Plan vest on

the date of grant, over a fixed period of time, or upon the occurrence of certain events and have a contractual term of

up to ten years. Effective January 3, 2012, a majority of shareholders approved an increase in the number of shares
authorized from 4,500,000 to 8,500,000.

F-10

22



Edgar Filing: ALLDIGITAL HOLDINGS, INC. - Form 10-Q

During the six months ended June 30, 2013, the Company issued 1,720,