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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company; as defined within Rule 12b-2 of the Exchange Act.
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PART I - FINANCIAL INFORMATION

Item 1 - Interim Financial Statements June 30, 2012

SINGLE TOUCH SYSTEMS, INC

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets
Current assets

Cash and cash equivalents
Accounts receivable - trade
Prepaid expenses

Other current asset

Total current assets

Property and equipment, net

Other assets

See accompanying notes.

Capitalized software development
costs, net

Intangible assets:

Patents

Patent applications cost

Software license

Deposits and other assets

Total other assets

Total assets

$

June 30,

2012

(Unaudited)

554,025
1,097,919
91,562
155,000
1,898,506

250,009

397,035
641,027
635,202
76,000
103,328
1,852,592

4,001,107

September 30,

$

2011

523,801
907,275
93,872
155,000
1,679,948

303,214

395,188

714,623
544,240

99,481
1,753,532

3,736,694
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SINGLE TOUCH SYSTEMS, INC
CONDENSED CONSOLIDATED BALANCE SHEETS - continued

June 30 September 30,
2012 2011
(Unaudited)

Liabilities and Stockholders' Equity (Deficit)
Current liabilities
Accounts payable $ 699,612 $ 1,178,057
Accrued expenses 155,279 176,232
Accrued compensation - related party 72,986 36,410
Current obligation on patent acquisitions 86,217 163,680

Convertible debentures- unrelated parties,

including accrued interest,

net of discounts of $179,912 1,400,855 -
Convertible debentures - related party,

including accrued interest,

net of discounts of $38,865 492,505 -

Total current liabilities 2,907,454 1,554,379

Long-term liabilities
Deferred revenue 25,000 -

Total liabilities 2,932,454 1,554,379

Stockholders' Equity (Defiit)

Preferred stock, $.0001 par value, 5,000,000
shares authorized;

none outstanding

Common stock, $.001 par value; 200,000,000
shares authorized,

132,232,392 shares issued and outstanding as
of June 30, 2012

and 130,882,392 issued and outstanding as of

September 30, 2011 132,232 130,182
Additional paid-in capital 124,595,958 123,446,398
Accumulated deficit (123,659,537) (121,394,265)
Total stockholders' equity (deficit) 1,068,653 2,182,315

Total liabilities and stockholders' equity
(deficit) $ 4,001,107 $ 3,736,694
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See accompanying notes.
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SINGLE TOUCH
SYSTEMS, INC

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue
Wireless applications

Operating Expenses
Royalties and
application costs
Research and
development
Compensation expense
(including stock based
compensation of
$290,528,
$260,000,
$290,528, and
$3,447,279 *)
Depreciation and
amortization
General and
administrative
(including stock based
compensation of
$0, $395,100,
$90,022, and
$811,529 *)

Loss from operations

Other Income
(Expenses)

Net (loss) on
settlement of
indebtedness
Interest expense

Net (loss) before
income taxes

For the Three Months Ended
June 30,

2012
1,585,195

776,881

17,236

959,195

179,534

478,707
2,411,553

(826,358

(144,380

(970,738

2011
$ 1,154,710

580,734

7,779

699,129

165,366

979,749
2,432,757

(1,278,047 )

(16,580 )

(1,294,627 )

For the Nine Months Ended

June 30,
2012 2011

$ 4,729,691 $ 3,200,143
2,194,512 1,540,089
70,486 40,651
2,332,979 4,593,083
498,609 459,946
1,587,120 2,505,925
6,683,706 9,139,694
(1,954,015 ) (5,939,551 )
- (651,315 )
(310,457 ) (34,072 )
(2,264,472 ) (6,624,938 )
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Provision for income

taxes - - (800 ) (800 )
Net income (loss) $ (970,738 ) $ (1,294,627 ) $ (2,265,272 ) $ (6,625,738 )
Basic and diluted loss

per share $ (0.01 ) $ (0.01 ) $ (0.02 ) $ (0.05 )
Weighted average

shares outstanding 131,710,414 128,472,131 130,779,655 126,908,269

* For the quarters

ended June 30, 2012

and 2011 and
for the nine months ended June 30,
2012 and 2011, respectively.

See accompanying notes.
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SINGLE TOUCH SYSTEMS, INC
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Nine Months Ended

June 30,

2012 2011
Cash Flows from Operating Activities
Net loss $ (2,265,272 ) $ (6,625,738 )
Adjustments to reconcile net loss to net
cash
used in operating activities:
Depreciation expense 82,574 70,823
Amortization expense - software
development costs 319,498 295,285
Amortization expense - patents 96,537 93,838
Amortization expense - discount of
convertible debt 188,282 -
Stock based compensation 380,550 4,258,808
Loss on settlement of debt 651,315
(Increase) decrease in assets
(Increase) decrease in accounts receivable (190,644 ) (272,970 )
(Increase) decrease in prepaid expenses 2,309 6,811
(Increase) decrease in deposits and other
assets (3,847 ) 11,051
Increase (decrease) in liabilities
Increase (decrease) in accounts payable (478,443 ) 27,169 )
Increase (decrease) in accrued expenses 15,623 56,671
Increase (decrease) in deferred revenue
expenses 25,000 -
Increase (decrease) in accrued interest 122,174 5,686
Net cash used in operating activities (1,705,659 ) (1,475,589 )
Cash Flows from Investing Activities
Patents and patent applications costs (113,902 ) (71,649 )
Purchase of property and equipment (29,370 ) (108,560 )
Capitalized software development costs (321,345 ) (401,706 )
Payment on purchase of Anywhere
software license (30,000 ) -
Net cash used in investing activities $ (494,617 ) $ (581,915 )

See accompanying notes.
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SINGLE TOUCH SYSTEMS, INC
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS -
Continued

For the Nine Months Ended

June 30,

2012 2011
Cash Flows from Financing Activities
Proceeds from issuance of common stock 318,000 8,150
Proceeds from issuance of convertible debt
- unrelated parties 1,500,000 -
Proceeds from issuance of convertible
debt - related parties 500,000 -
Loan advances received from related
parties - 17,685
Fees paid pursuant to warrant settlement - (30,000 )
Repayments on related party loans - (790,822 )
Principal reduction on obligation on
patent purchases (87,500 ) (164,833 )
Net cash provided by financing activities 2,230,500 (959,820 )
Net increase (decrease) in cash 30,224 (3,017,324 )
Beginning balance - cash 523,801 4,040,169
Ending balance - cash $ 554,025 $ 1,022,845
Supplemental Information:
Interest expense paid $ - $ 14,345
Income taxes paid $ 800 $ 800

Non-cash investing and financing activities:
For the nine-months ended June 30, 2012

During the nine months ended June 30, 2012, the Company received $2,000,000 through the
issuance of

convertible debt including common stock warrants to purchase 4,000,000 shares of the
Company's common

stock at $0.25 per share. The Company recognized discounts against the principal amounts
due totaling $464,252

12
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with an offsetting amount charged to equity. The discount is being amortized over the
one-year term of the

respective debt instrument. The discounts consist of the relative fair value of the warrants
totaling $412,736

and the relative fair value of beneficial conversion features totaling $51,516.

See accompanying notes.
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During the nine months ended June 30, 2012, the Company agreed to modify the terms of warrants
granted

to a consultant under a new agreement replacing a prior June 2011 agreement to purchase
1,000,000 shares

of the Company's common stock. Under the modified terms, the exercise price was reduced from
$0.80 per

share to $0.40 per share and the expiration date of the warrants was extended from June 14, 2014
to December

14, 2014. The Company recognized compensation expense during the period of $53,600 on the
modification.

During the nine months ended June 30, 2012, the Company was granted a perpetual license to
utilize the

Anywhere software. In consideration for the license, the Company agreed to pay $30,000 and
issue

200,000 shares of its common stock. The license was valued at $76,000 (See Note 6). The
$30,000 was

paid April 2012.

During the nine months ended June 30, 2012, the Company recognized stock-based compensation
of
$326,950 on the vesting of 4,000,000 options.

During the nine months ended June 30, 2012, the Company charged amortization of a beneficial
conversion
feature on convertible debt due to a Director of $57,193 to equity.

For the nine-months ended June 30, 2011

During the nine months ended June 30, 2011, the Company issued 944,316 shares of its common
stock through the cashless exercise of 1,050,000 warrants.

During the nine months ended June 30, 2011, the Company issued 723,684 shares of its common
stock

through a settlement with a former Note holder as to the number of shares he was entitled to in the
original

conversion of his note. The Company recognized a loss of $651,315 on the issuance of the
723,684 shares.

During the nine months ended June 30, 2011, the Company issued 3,400,000 shares of its
common stock

to two officers as compensation. The shares were valued at $2,960,000 and charged to operations
as

compensation expense.

In June 2011, the Company issued 100,000 shares of its common stock to its legal counsel valued

at
$50,000, which was charged to operation.

14
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During the nine months ended June 30, 2011, the Company charged $575,857 to equity relating to
the amortization of discounts on related party convertible debt.

During the nine months ended June 30, 2011, the Company granted options to its officers,
employees,

and certain consultants to purchase 21,155,000 sharers of the Company's common stock. Of the
options granted, 10,655,000 vested during the period and were valued at $1,248,808 which were
charged to operations.

See accompanying notes.
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Single Touch Systems, Inc.

Notes to Condensed Consolidated Financial Statements
June 30, 2012
(Unaudited)

1. Organization, History and Business

Single Touch Systems, Inc. (“the Company”) was incorporated in Delaware on May 31, 2000, under its original name,
Hosting Site Network, Inc. On May 12, 2008, the Company changed its name to Single Touch Systems, Inc.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements contain all adjustments (consisting only of
normal recurring adjustments) which, in the opinion of management, are necessary to present fairly the financial
position of the Company as of June 30, 2012, and the results of its operations and cash flows for the three months and
nine months ended June 30, 2012 and 2011. Certain information and footnote disclosures normally included in
financial statements have been condensed or omitted pursuant to rules and regulations of the U.S. Securities and
Exchange Commission (“the Commission”). The Company believes that the disclosures in the unaudited condensed
consolidated financial statements are adequate to ensure the information presented is not misleading. However, the
unaudited condensed consolidated financial statements included herein should be read in conjunction with the
financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the year ended
September 30, 2011 filed with the Commission on December 30, 2011.

The accompanying consolidated financial statements are prepared using the accrual method of accounting in
accordance with accounting principles generally accepted in the United States of America.

2. Summary of Significant Accounting Policies

Reclassification

Certain reclassifications have been made to conform the 2011 amounts to the 2012 classifications for comparative
purposes.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Single Touch Systems, Inc. and its
wholly- owned subsidiaries, Single Touch Interactive, Inc., and HSN, Inc. (an inactive company formed in New
Jersey on August 21, 2001). Intercompany transactions and balances have been eliminated in consolidation.

Revenue Recognition

Revenue is derived on a per message/notification basis through the Company’s patented technologies and a modular,
adaptable platform designed to create multi-channel messaging gateways for all types of connected devices. The
Company also earns revenue for services, such as programming, licensure on a Software as a Service (“SaaS”) basis,
and on a performance basis, such as when a client acquires a new customer through our platform. Revenue is

16
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recognized in accordance with Staff Accounting Bulletin (“SAB”) No. 101, “Revenue Recognition in Financial
Statements,” as revised by SAB No. 104. As such, the Company recognizes revenue when persuasive evidence of an
arrangement exists, title transfer has occurred, the price is fixed or readily determinable and collectability is probable.
Sales are recorded net of sales discounts.

Accounts Receivable

Accounts receivable is reported at the customers’ outstanding balances, less any allowance for doubtful
accounts. Interest is not accrued on overdue accounts receivable.

Allowance for Doubtful Accounts

An allowance for doubtful accounts on accounts receivable is charged to operations in amounts sufficient to maintain
the allowance for uncollectible accounts at a level management believes is adequate to cover any probable
losses. Management determines the adequacy of the allowance based on historical write-off percentages and
information collected from individual customers. Accounts receivable are charged off against the allowance when
collectability is determined to be permanently impaired.

Property and Equipment

Property and equipment are stated at cost. Major renewals and improvements are charged to the asset accounts while
replacements, maintenance and repairs that do not improve or extend the lives of the respective assets are
expensed. At the time property and equipment are retired or otherwise disposed of, the asset and related accumulated
depreciation accounts are relieved of the applicable amounts. Gains or losses from retirements or sales are credited or
charged to income.

Depreciation is computed on the straight-line and accelerated methods for financial reporting and income tax reporting
purposes based upon the following estimated useful lives:

Software development  2- 3 years

Equipment 5 years

Computer hardware 5 years

Office furniture 7 years
7

17



Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

Long-Lived Assets

The Company accounts for its long-lived assets in accordance with Accounting Standards Codification (“ASC”) Topic
360-10-05, “Accounting for the Impairment or Disposal of Long-Lived Assets.” ASC Topic 360-10-05 requires that
long-lived assets be reviewed for impairment whenever events or changes in circumstances indicate that the historical
cost carrying value of an asset may no longer be appropriate. The Company assesses recoverability of the carrying
value of an asset by estimating the future net cash flows expected to result from the asset, including eventual
disposition. If the future net cash flows are less than the carrying value of the asset, an impairment loss is recorded
equal to the difference between the asset’s carrying value and fair value or disposable value. The Company determined
that none of its long-term assets at June 30, 2012 were impaired.

Prepaid Royalties

The Company’s agreements with licensors and developers generally provide it with exclusive publishing rights and
require it to make advance royalty payments that are recouped against royalties due to the licensor or developer based
on product sales. Prepaid royalties are amortized on a software application-by-application basis, based on the greater
of the proportion of current year sales to total current and estimated future sales or the contractual royalty rate based
on actual net product sales. The Company continually evaluates the recoverability of prepaid royalties, and charges to
operations the amount that management determines is probable that will not be recouped at the contractual royalty rate
in the period in which such determination is made or at the time the Company determines that it will cancel a
development project. Prepaid royalties are classified as current and non-current assets based upon estimated net
product sales within the next year.

Capitalized Software Development Costs

The Company capitalizes internal software development costs subsequent to establishing technological feasibility of a
software application. Capitalized software development costs represent the costs associated with the internal
development of the Company’s software applications. Amortization of such costs is recorded on a software
application-by-application basis, based on the greater of the proportion of current year sales to total of current and
estimated future sales for the applications or the straight-line method over the remaining estimated useful life of the
software application. The Company continually evaluates the recoverability of capitalized software costs and will
charge to operations amounts that are deemed unrecoverable for projects it abandons.

Issuances Involving Non-cash Consideration

All issuances of the Company’s stock for non-cash consideration have been assigned a dollar amount equaling the
market value of the shares issued on the date the shares were issued for such services and property. The non-cash
consideration paid pertains to consulting services and the acquisition of a software license (See Note 6).

Stock Based Compensation

The Company accounts for stock-based compensation under ASC Topic 505-50, formerly Statement of Financial
Accounting Standards (“SFAS”) No. 123R, "Share-Based Payment” and SFAS No. 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure - An amendment to SFAS No. 123.” These standards define a
fair-value-based method of accounting for stock-based compensation. In accordance with SFAS Nos. 123R and 148,
the cost of stock-based compensation is measured at the grant date based on the value of the award and is recognized
over the vesting period. The value of the stock-based award is determined using the Binomial or Black-Scholes
option-pricing models, whereby compensation cost is the excess of the fair value of the award as determined by the
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pricing model at the grant date or other measurement date over the amount that must be paid to acquire the stock. The
resulting amount is charged to expense on the straight-line basis over the period in which the Company expects to
receive the benefit, which is generally the vesting period. During the nine months ended June 30, 2012, the Company
recognized stock-based compensation expense totaling $380,550, of which $326,950 was recognized through the
vesting of 4,000,000 common stock options and $53,600 was recognized as compensation on the modification of
1,000,000 warrants granted to a consultant under a new agreement replacing a prior agreement (See Note 12). During
the nine months ended June 30, 2011, the Company recognized stock-based compensation expense totaling
$4,258,808 of which $2,700,000 was recognized on the issuance of 3,000,000 shares of its common stock to its
executive chairman, $260,000 was recognized on the issuance of 400,000 shares of its common stock issued to its
current President, $50,000 was recognized on the issuance of 100,000 shares of its common stock to its outside legal
counsel and $1,248,808 through the granting of options to management, employees, and consultants to purchase
10,655,000 shares of the Company’s common stock. (See Note 12).

Loss per Share

The Company reports earnings (loss) per share in accordance with ASC Topic 260-10, "Earnings per Share." Basic
earnings (loss) per share is computed by dividing income (loss) available to common shareholders by the weighted
average number of common shares available. Diluted earnings (loss) per share is computed similar to basic earnings
(loss) 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. Diluted earnings (loss) per share has not been presented since the effect of the
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assumed conversion of warrants and debt to purchase common shares would have an anti-dilutive effect. Potential
common shares as of June 30, 2012 that have been excluded from the computation of diluted net loss per share
amounted to 55,874,449 shares and include 18,670,175 warrants, 32,980,000 options and $2,112,137 of debt and
accrued interest convertible into 4,224,274 shares of the Company’s common stock. Potential common shares as of
June 30, 2011 that have been excluded from the computation of diluted net loss per share total 61,338,486 shares and
include 31,508,486 warrants and 29,830,000 options.

Cash and Cash Equivalents

For purpose of the statements of cash flows, the Company considers cash and cash equivalents to include all stable,
highly liquid investments with maturities of three months or less.

Concentration of Credit Risk

The Company primarily transacts its business with one financial institution. The amount on deposit in that one
institution may from time to time exceed the federally-insured limit.

Of the Company’s revenue earned during the three months ended June 30, 2012, approximately 99.6% was generated
from contracts with ten customers covered under the Company’s master services agreement with AT&T. Of the
Company’s revenue earned during the three months ended June 30, 2011, approximately 98.4% was generated from
contracts with eight customers covered under the Company’s master services agreement with AT&T.

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. Actual results could differ from those estimates.

Convertible Debentures

If the conversion features of conventional convertible debt provides for a rate of conversion that is below market value
at issuance, this feature is characterized as a beneficial conversion feature (“BCF”). A BCF is recorded by the Company
as a debt discount pursuant to ASC Topic 470-20 “Debt with Conversion and Other Options.” In those circumstances,
the convertible debt is recorded net of the discount related to the BCF, and the Company amortizes the discount to
interest expense or equity (if the debt is due to a related party), over the life of the debt using the effective interest
method.

Income Taxes

The Company accounts for its income taxes under the provisions of ASC Topic 740, “Income Taxes.” The method of
accounting for income taxes under ASC 740 is an asset and liability method. The asset and liability method requires
the recognition of deferred tax liabilities and assets for the expected future tax consequences of temporary differences

between tax bases and financial reporting bases of other assets and liabilities.

Recent Accounting Pronouncements
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In December 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2011-12, “Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items out of
Accumulated Other Comprehensive Income in Accounting Standards Update No. 2011-05.” This update defers the
requirement to present items that are reclassified from accumulated other comprehensive income to net income in both
the statement of income where net income is presented and the statement where other comprehensive income is
presented. The Company does not expect the adoption of ASU 2011-12 to have a material impact on its consolidated
financial statements.

In December 2011, the FASB issued ASU No. 2011-11 “Balance Sheet: Disclosures about Offsetting Assets and
Liabilities” (“ASU 2011-117). This Update requires an entity to disclose information about offsetting and related
arrangements to enable users of its financial statements to understand the effect of those arrangements on its financial
position. The objective of this disclosure is to facilitate comparison between those entities that prepare their financial
statements on the basis of U.S. GAAP and those entities that prepare their financial statements on the basis of IFRS.
The amended guidance is effective for annual reporting periods beginning on or after January 1, 2013, and interim
periods within those annual periods. The Company does not expect the adoption of ASU 2011-11 to have a material
impact on its consolidated financial statements.

In September 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
No. 2011-08, “Testing Goodwill for Impairment” (“ASU No. 2011-08”), which is intended to reduce the complexity and
costs to test goodwill for impairment. The amendment allows an entity the option to make a qualitative evaluation

about the likelihood of goodwill impairment to determine whether it is necessary to perform the two-step quantitative
goodwill impairment test. An entity will no longer be required to calculate the fair value of a reporting unit unless the
entity determines, based on its qualitative assessment, that it is more likely than not that
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the fair value of the reporting unit is less than its carrying amount. ASU No. 2011-08 also expands upon the examples

of events and circumstances that an entity should consider between annual impairment tests in determining whether it

is more likely than not that the fair value of a reporting unit is less than its carrying amount. The amendment becomes

effective for annual and interim goodwill impairment tests performed for the Company’s fiscal year ending September
30, 2013. Early adoption is permitted. The Company does not expect the adoption of ASU 2011-08 to have a material

impact on its consolidated financial statements.

The Company continually assesses any new accounting pronouncements to determine their applicability to the
Company. Where it is determined that a new accounting pronouncement affects the Company’s financial reporting, the
Company undertakes a study to determine the consequence of the change to its financial statements and assures that
there are proper controls in place to ascertain that the Company’s financials properly reflect the change.

3. Accounts Receivable

Accounts receivable at June 30, 2012 consist of the following:

Due from customers $ 1,178,363
Less allowance for bad debts (80,444 )
Accounts receivable - trade $ 1,097,919

4. Property and Equipment

The following is a summary of property and equipment at June 30, 2012:

Computer hardware $706,001
Equipment 46,731
Office furniture 127,669
Property and equipment, gross 880,401
Less accumulated depreciation (630,392 )
Property and equipment, net $250,009

Depreciation expense for the three months ended June 30, 2012 and 2011 was $29,059 and $24,286, respectively.
Depreciation expense for the nine months ended June 30, 2012 and 2011 was $82,574 and $70,823, respectively.

5. Capitalized Software Development Costs

The following is a summary of capitalized software development costs at June 30, 2012:

Balance — Oct 1, 2011 $395,188
Additions 321,345
Amortizations (319,498 )
Charge offs -

Balance — June 30, 2012 $397,035
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Amortization expense for the three months ended June 30, 2012 and 2011 was $118,244 and $109,959, respectively.

Amortization expense for the nine months ended June 30, 2012 and 2011 was $319,498 and $295,285, respectively.

Amortization expense for the remaining estimated lives of these costs are as follows:

Period Ending June 30,
2013 $ 256,642
2014 140,393

$ 397,035

10
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6. Intangible Assets
Patents

The following is a summary of capitalized patent costs at June 30, 2012:

Patent costs $939,534
Less accumulated amortization (298,507 )
Patents $641,027

Amortization charged to operations for the three months ended June 30, 2012 and 2011 totaled $32,231 and $31,121,
respectively. Amortization charged to operations for the nine months ended June 30, 2012 and 2011 totaled $96,537
and $93,838, respectively.

A schedule of amortization expense over the estimated life of the patents is as follows:

Period Ending June 30,

2013 $ 132,392
2014 132,392
2015 132,392
2016 132,392
2017 87,057
Thereafter 24,402

$ 641,027

In October 2011, the Company was issued US Patent 8,041,341 “System of providing information to a telephony
subscriber.” The costs associated with this patents totaling $22,940 are included above and are being amortized over
the patent’s estimated useful life of 7 years.

Software license

On March 30, 2012, the Company was granted a perpetual license to utilize the “Anywhere” software and related source
code from Soap Box Mobile, Inc. (“Soapbox”). Under the terms of the underlying agreement, the Company issued
200,000 shares of its common stock to Soapbox and paid $30,000 in April 2012. All of the consideration paid was
distributed to eight individuals comprising all of the common shareholders of Soapbox pursuant to instruction from
Soapbox. The Company valued the license at $76,000, comprising of the fair value of the 200,000 shares on date of
grant ($46,000) and the $30,000 of cash. The license, by its terms, has an indefinite life and is therefore not subject to
amortization. The Company’s executive chairman owns a majority preferred interest in Soapbox and received no
portion of the consideration paid.

7. Income Taxes

As of June 30, 2012, the Company has a net operating loss carryover of approximately $38,250,000 available to offset
future income for income tax reporting purposes, which will expire in various years through 2032, if not previously
utilized. However, the Company’s ability to use the carryover net operating loss may be substantially limited or
eliminated pursuant to Internal Revenue Code Section 382.
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The Company adopted the provisions of ASC 740-10-50, formerly FIN 48, “Accounting for Uncertainty in Income
Taxes.” The Company had no material unrecognized income tax assets or liabilities for the nine months ended June 30,
2012 or for the nine months ended June 30, 2011.

The Company’s policy regarding interest and penalties on income tax is to expense those items as general and
administrative expense but to identify them for tax purposes. During the nine months ended June 30, 2012 and 2011,
there were no income tax or related interest and penalty items in the income statement or liability on the balance sheet.
The Company files income tax returns in the U.S. federal jurisdiction and various state jurisdictions. The Company is
no longer subject to U.S. federal or state income tax examination by tax authorities for years before 2007. The
Company is not currently involved in any income tax examinations.

The provisions for income tax expense for the nine months ended June 30, 2012 and 2011 are as follows:

2012 2011
Current
Federal $ - $ -
State 800 800
Total income tax expense $ 800 $ 800
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8. Obligation on Patent Acquisitions

On March 15, 2010, the Company purchased six patents and three patent applications from an unrelated third party
(the “Seller”) for $900,000 of which $550,000 was paid on the execution of the purchase agreement. Pertaining to the
agreement, $175,000 was due on or before March 15, 2011, which was paid, and the final installment of $175,000 was
due on or before March 15, 2012. The terms of the agreement were modified on March 1, 2012 whereby the
remaining $175,000 is payable in two installments. Under the modified terms, an installment of $87,500 became due
on or before March 15, 2012 and was paid. The fourth and final installment of $87,500 is now due on or before
September 15, 2012.

As the original and modified agreements do not provide for any stated interest on the payments, the Company was
required to impute interest on the payment stream. The Company present valued the payments at $831,394 using an
effective interest rate of 15% in its computation. Of the $831,394, $706,685 was allocated to the purchased patents,
and $124,709 was allocated to the patent applications. The patents are being amortized over 7 years. The value
assigned to the patent applications is not being amortized. Upon the issuance of a patent, its respective cost will be
amortized over the patent’s estimated useful life. Costs associated with abandoned applications are charged to
operations. The Company granted the Seller a license to utilize all acquired patents over their respective lives on a
worldwide basis for no consideration. In addition, the Company is required to reserve for the Seller ten abbreviated
dialing codes for a five-year period. The patents have been pledged as collateral against the remaining balance due.

As of June 30, 2012, $812,500 of the $900,000 has been paid. The remaining payment of $87,500 is due in September
2012. Interest accrued and charged to operations for the three months ended June 30, 2012 and 2011 totaled $1,283
and $5,685, respectively. Interest accrued and charged to operations for the nine months ended June 30, 2012 and
2011 totaled $10,037 and $27,769, respectively.

Following is the maturity of this obligation at June 30, 2012:

September 15, 2012 $87,500
Less imputed interest (1,283 )
$86,217

9. Convertible Debt

During the months of November and December 2011, the Company received a total of $1,800,000 in consideration for
issuing convertible notes and warrants to purchase 3,600,000 shares of the Company’s common stock to seven
investors including a Company director. In February 2012, the Company received from two investors an additional
$200,000 in consideration for issuing convertible notes and warrants to purchase 400,000 shares of the Company’s
common stock. One of the investors participated in the earlier issuance. The notes bear interest at a rate of 10% per
annum. Principal and accrued interest are fully due one year from the respective date of each loan but may be
extended by mutual consent of the holder and the Company. Outstanding principal and the first year’s accrued interest
are convertible into shares of the Company’s common stock at a conversion rate of $0.50 per share. Interest accrued
on the notes during the three months and nine months ended June 30, 2012 and charged to operations amounted to
$49,918 and $112,137, respectively.

The warrants are exercisable into common shares commencing on the date of each loan at a price of $0.25 per share
and expire three years from the respective date of grant.
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Pursuant to ASC Topic 470-20, “Debt with Conversion and Other Options,” the convertible notes were recorded net of
discounts that include the relative fair value of the warrants’ and the notes’ beneficial conversion features totaling
$464,252. The discounts are being amortized to either interest expense or equity (if the debt is due to a related party)
over the one-year term of the various notes using the effective interest method. The initial value of the warrants of
$412,736 was calculated using the Binomial Option model with a risk-free interest rates ranging from 0.39% to

0.43%, volatility ranging from 100.79% to 103.00%, and trading prices ranging from $0.22 to $0.35 per share. The
beneficial conversion feature of $51,516 was calculated pursuant to ASC Topic 470-20 using trading prices ranging
from $0.26 to $0.35 per share and an effective conversion price $0.0322 per share.

Amortization of the discounts for the three months ended June 30, 2012 totaled $117,284 of which $93,179 was
charged to interest expense and $24,105 was charged to equity. Amortization of the discounts for the nine months
ended June 30, 2012 totaled $245,475 of which $188,282 was charged to interest expense and $57,193 was charged to
equity.

The balance of these convertible notes at June 30, 2012 is as follows:

Principal balance $2,000,000
Accrued interest 112,137
2,112,137
Less discount (218,777 )
$1,893,360
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10. Related Party Transactions

On June 30, 2011, the Company entered into an agreement with its executive chairman whereby the Company was
granted an option to acquire his majority interest in Soapbox. Under the terms of the option grant, the Company was
required to pay a deposit of $155,000 which will be refunded in the event the acquisition does not close. Under the
original option agreement the term was six months, during which both parties would perform due diligence necessary
to determine the value of his majority interest and perform other actions necessary to complete the acquisition. The
option has been extended to September 30, 2012.

As discussed in Note 9, a Company director provided $500,000 of the $2,000,000 received in the Company’s
convertible debt issuance. As part of the consideration received for the $500,000, the director received warrants to
purchase 1,000,000 common shares of the Company’s common stock for a period of three years at a price of $0.25 per
share. The $500,000 note, as well as the first year’s interest on the note, is convertible into the Company’s common
shares at a conversion rate of $0.50 per share.

11. Fair Value

The Company’s financial instruments at June 30, 2012 consist principally of notes payable and convertible debentures.
Notes payable and convertible debentures are financial liabilities with carrying values that approximate fair

value. The Company determines the fair value of notes payable and convertible debentures based on the effective
yields of similar obligations.

The Company believes all of the financial instruments’ recorded values approximate fair market value because of their
nature and respective durations.

The Company complies with the provisions of ASC No. 820-10 (“ASC 820-10”), “Fair Value Measurements and
Disclosures.” ASC 820-10 relates to financial assets and financial liabilities. ASC 820-10 defines fair value,
establishes a framework for measuring fair value in accounting principles generally accepted in the United States of
America (GAAP), and expands disclosures about fair value measurements. The provisions of this standard apply to
other accounting pronouncements that require or permit fair value measurements and are to be applied prospectively
with limited exceptions.

ASC 820-10 defines fair value 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. ASC 820-10 establishes a fair value
hierarchy that 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, which are 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 under ASC 820-10 are described below:

Level 1. Valuations based on quoted prices in active markets for identical assets or liabilities that an entity has the
ability to access.

Level 2. Valuations based on quoted prices for similar assets or liabilities, quoted prices for identical assets or

liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable data
for substantially the full term of the assets or liabilities.
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Level 3. Valuations based on inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

The Company utilizes the best available information in measuring fair value. The following table summarizes, by
level within the fair value hierarchy, the financial assets and liabilities recorded at fair value on a recurring basis as
follows:

June 30, 2012:

Fair Value Measurements

Level 1 Level 2 Level 3 Total Fair Value
Liabilities
Obligation on patent
acquisitions - $ 86,217 - $ 86,217
Convertible debentures = $ 2,112,137 - $ 2,112,137

12. Stockholders’ Equity
Common Stock
The holders of the Company's common stock are entitled to one vote per share of common stock held.

During the three months ended June 30, 2012, 1,350,000 shares of the Company’s common stock were issued through
the exercise of 1,350,000 common stock warrants. The Company received $278,000 through the various exercises.
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Warrants

As indicated in Note 9, the Company issued warrants to eight investors to purchase a total of 4,000,000 shares of the
Company’s common stock at a price of $0.25 per share. The warrants expire at various dates through February 2015.

In March 2012, the Company agreed to modify the terms of warrants granted to a consultant under a new agreement
that replaced a prior agreement in June 2011 to purchase 1,000,000 shares of the Company's common stock. Under the
modified terms, the exercise price was reduced from $0.80 per share to $0.40 per share and the expiration date of the
warrants was extended from June 14, 2014 to December 14, 2014. The Company recognized consultant’s
compensation expense during the period of $53,600 on the modification.

Options

During the nine months ended June 30, 2012, the Company granted options to a director to purchase 200,000 shares of
the Company’s common stock at $0.225 per share. The Company valued the options at $6,410 using a Binomial
Option model based upon an expected life of 5 years, a risk free interest rate of 0.90%, and expected volatility of
102.42%. At the date of grant, the Company’s common stock had a trading price of $0.22 per share. The Company is
charging the $6,410 to operations as compensation expense based upon the vesting of the respective options.

During the nine months ended June 30, 2012, the Company recognized stock-based compensation of $326,950 on the
vesting of 4,000,000 options including the 200,000 options granted to the above indicated director, 1,500,000 options
granted to the Company’s Executive Chairman and 1,500,000 options granted to the Company’s President.

A summary of outstanding stock warrants and options is as follows:

Weighted

Number Average

of Shares Exercise Price
Outstanding — September 30, 2011 49,810,986 $ 0.81
Granted 4,200,000 0.25
Exercised (1,850,000 ) (.17 )
Forfeiture (510,811 ) (1.50 )
Outstanding — June 30, 2012 51,650,175 $ 0.78

Of the 51,650,175 options and warrants outstanding exercisable, 40,350,175 are fully vested and currently available
for exercise. In addition, at June 30, 2012, the Company has $2,112,137 of debt and accrued interest outstanding that
is convertible into 4,224,274 shares of the Company’s common stock.

13. Commitments and Contingency

Operating Leases

The Company leases office space in Encinitas, California; Rogers, Arkansas; Jersey City, New Jersey; and Boise,
Idaho. The Encinitas lease expires on May 31, 2013. The Rogers office is leased for a term of five years, effective
January 1, 2012. The Boise lease expires on October 14, 2012. The Jersey City lease expires on June 30, 2016 and the

Company has the option to lease the Jersey City offices for an additional five years. In addition to paying rent, the
Company is also required to pay its pro rata share of the property’s operating expenses. Rent expense for the three
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months ended June 30, 2012 and 2011 was $52,966 and $29,088, respectively. Rent expense for the nine months
ended June 30, 2012 and 2011 was $151,402 and $87,076 respectively. Minimum future rental payments under
non-cancellable operating leases with terms in excess of one year as of June 30, 2012 for the next five years and in the
aggregate are:

2013 $152,640
2014 154,877
2015 157,563
2016 160,271
2017 23,215

$648,566

Licensing Fee Obligations
The Company has entered into various licensing agreements that require the Company to pay fees to the licensors on

revenues earned by the Company utilizing the related license. The amounts paid on each license vary depending on
the terms of the related license.

14
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Item 2 - Management's Discussion and Analysis of Financial Condition and Results of Operations

The following Management's Discussion and Analysis should be read in conjunction with Single Touch's financial
statements and the related notes thereto. The Management's Discussion and Analysis contains forward-looking
statements that involve risks and uncertainties, such as statements of our plans, objectives, expectations and intentions.

Any statements that are not statements of historical fact are forward-looking statements. When used, the words
“believe,” “plan,” “intend,” “anticipate,” “target,” “estimate,” “expect,” and the like, and/or future-tense or conditional constr
(“will,” “may,” “could,” “should,” etc.), or similar expressions, identify certain of these forward-looking statements. Thes:
forward-looking statements are subject to risks and uncertainties that could cause actual results or events to differ
materially from those expressed or implied by the forward-looking statements in this Report on Form 10-Q. The
Company’s actual results and the timing of events could differ materially from those anticipated in these
forward-looking statements as a result of several factors. The Company does not undertake any obligation to update
forward-looking statements to reflect events or circumstances occurring after the date of this Report on Form 10-Q.

LIS 99 ¢ 99 ¢

The following discussion should be read in conjunction with our unaudited consolidated financial statements and

related notes and other financial data included elsewhere in this report. See also the notes to our consolidated financial

statements and Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in
our Annual Report on Form 10-K for the year ended September 30, 2011.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our condensed
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses. We have identified the
following accounting policies that we believe are key to an understanding of our financial statements. These are
important accounting policies that require management’s most difficult, subjective judgments.

Revenue Recognition

Revenue is recognized in accordance with Staff Accounting Bulletin (“SAB”) No. 101, Revenue Recognition in
Financial Statements, as revised by SAB No. 104. As such, the Company recognizes revenue when persuasive
evidence of an arrangement exists, title transfer has occurred, the price is fixed or readily determinable and
collectability is probable. Sales are recorded net of sales discounts.

Non-monetary Consideration Issued for Services

We value all services rendered and property exchanged for our common stock at the quoted price of the shares issued
at date of issuance or at the fair value of the services rendered or property, whichever is more readily determinable.
All other services or property provided in exchange for other non-monetary consideration are valued at either the fair
value of the services or property received or the fair value of the consideration relinquished, whichever is more readily
determinable.

Our accounting policy for equity instruments issued to consultants and vendors in exchange for goods and services
follows the provisions of Accounting Standards Codification (“ASC’) Topic 505-50, “Equity Based Payments to Non
Employees.” The measurement date for the fair value of the equity instruments issued is determined at the earlier of (i)
the date at which a commitment for performance by the consultant or vendor is reached or (ii) the date at which the
consultant or vendor’s performance is complete. In the case of equity instruments issued to consultants, the fair value
of the equity instrument is recognized over the term of the consulting agreement. In accordance with ASC Topic 505,

an asset acquired in exchange for the issuance of fully-vested, non-forfeitable equity instruments should not be
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presented or classified as an offset to equity on the grantor’s balance sheet once the equity instrument is granted for
accounting purposes. Accordingly, we record the fair value of non-forfeitable common stock issued for future
consulting services as prepaid services in our consolidated balance sheet.

Conventional Convertible Debt

When the convertible feature of the conventional convertible debt provides for a rate of conversion that is below
market value at issuance, this feature is characterized as a beneficial conversion feature (“BCF’’). We record a BCF as a
debt discount pursuant to ASC Topic 470-20, “Debt with Conversion and Other Options.” In those circumstances, the
convertible debt will be recorded net of the discount related to the BCF. We amortize the discount to interest expense
or equity (if the debt is due to a related party) over the life of the debt using the effective interest method.

15

33



Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

Software Development Costs

We account for our software development costs in accordance with ASC Topic 985-20, “Cost of Software to be Sold,
Leased, or Otherwise Marketed.” Under ASC Topic 985-20, we expense software development costs as incurred until
we determine that the software is technologically feasible. Once we determine that the software is technologically
feasible, we amortize the costs capitalized over the expected useful life of the software.

Fair Value Measurement

The Company complies with the provisions of ASC No. 820-10, “Fair Value Measurements and Disclosures.” ASC
820-10 relates to financial assets and financial liabilities. ASC 820-10 defines fair value, establishes a framework for
measuring fair value in accounting principles generally accepted in the United States of America (“GAAP”), and
expands disclosures about fair value measurements. The provisions of this standard apply to other accounting
pronouncements that require or permit fair value measurements and are to be applied prospectively with limited
exceptions.

ASC 820-10 defines fair val