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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) DHE SECURITIES EXCHANGE ACT OF 19:

For the quarterly period endétarch 31, 2014
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy OHE SECURITIES EXCHANGE ACT OF 19¢

For the transition period from to

Commission File Numbef00-54519

RACKWISE, INC.
(Exact name of registrant as specified in its arart

Nevada 27-0997534
(State or other jurisdiction of incorporation oganization) (I.LR.S. Employer Identification No

2365 Iron Point Road, Suite 190, Folsom, CA 95630
(Address of principal executive offices)(Zip Code)

(916) 984-6000
(Registrant’s telephone number, including area fode

(Former name, former address and former fiscal ifedranged since last report)
Indicate by check mark whether the registrant @9 filed all reports required to be filed by Sewti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirefilécsuch reports), and (2) has been sul
to such filing requirements for the past 90 dayssX No I
Indicate by check mark whether the registrant hiwnitted electronically and posted on its corpoifeb site, if any, every Interactive D
File required to be submitted and posted pursuaiule 405 of Regulation $8232.405 of this chapter) during the precedi@grionths (c
for such shorter period that the registrant wasired to submit and post such files). Y& No [J

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-axcelerated filer, or a smaller repori
Z%Tpany. See the definitions of “large accelerdiled,” “accelerated filer” and “smaller reportingpmpany” in Rule 122 of the Exchanc
Large accelerated fildC] Accelerated filed
Non-accelerated filell (Do not check if a smaller reporting compa Smaller reporting compar(XI]
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgfe Act).
YesO No

As of May 12, 2014, there were 6,622,017 shardébeofssuer's common stock outstanding.
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Rackwise, Inc. and Subsidiary
Condensed Consolidated Balance Sheets

March 31, December 31
2014 2013
(unaudited)
Assets
Current Assets
Cash $ 48,08: $ 53,07¢
Accounts receivable, net of allowance for factoriegs of $11,034 and $19,670, respecti 72€ 46,84¢
Deferred financing costs, n 34,01 231,96t
Prepaid expenses and other current assets 58,30 17,27¢
Total Current Asset 141,12¢ 349,16
Property and equipment, r 156,89: 181,32(
Intangible assets, n 37,76: 52,31:
Deposits and other assets 55,96¢ 55,96¢
Total Assets $ 391,750 $ 638,76!
Liabilities and Stockholders' Deficiency
Current Liabilities:
Accounts payabl $ 1,982,75. $ 2,122,78
Accounts payabl- related party 200,00( 170,00(
Current portion of due to fact 73,41¢ 2,227,301
Accrued expense 2,605,26! 2,722,10:
Accrued interes 134,99 117,69:
Notes payabli 608,94! 608,94!
Notes payabli 150,00( -
Shareholder advanc- related party 60,00( -
Current portion of deferred re 79,57( -
Current portion of rent liabilit 278,13: 237,36!
Deferred revenues 531,59! 413,55¢
Total Current Liabilities 6,704,67! 8,619,75.
Accrued interes- related parties, n«-current portior - 158,32:
Notes payabl+- related parties, net, n-current portior - 2,123,30!
Shareholder advances, I-current portior - 310,00t
Deferred rent, nc-current portior 2,927 73,18t
Rent liability, non-current portion - 29,33¢
Due to factor, non-current portion 2,928,13: -
Total Liabilities 9,635,73! 11,313,90
Commitments and Contingenci
Stockholders' Deficiency
Preferred stock, $0.0001 par val
authorizec- 10,000,000 share
issued and outstandil- none - -
Common stock, $0.0001 par val
authorizec- 300,000,000 share
issued and outstandil- 6,622,017
and 450,781 shares, respectiv 662 45
Additional paic-in capital 43,556,65 39,287,23
Accumulated deficit (52,801,30) (49,962,41)
Total Stockholders' Deficiency (9,243,98)) (10,675,13)
Total Liabilities and Stockholders' Deficiency $ 391,75. $ 638,76!

See Notes to these Condensed Consolidated Fin&tatgiments




Rackwise, Inc. and Subsidiary
Condensed Consolidated Statements of Operations

(unaudited)
For The Three Months Ended
March 31,
2014 2013
Revenues $ 398,94t $ 543,44
Direct costs of revenues 100,52: 146,86
Gross Profit 298,42t 396,58(
Operating Expenses
Sales and marketir 116,22° 610,43¢
Research and developme 235,58( 448,82:
General and administrative 644,73! 612,87!
Total Operating Expenses 996,54 1,672,14.
Loss From Operations (698,116 (1,275,56)
Other Expense
Interest (319,939 (140,36¢)
Amortization of debt discour (319,819 -
Amortization of deferred financing cos (121,019 (11,449
Induced note conversic (1,380,001 -
Loss on extinguishment - (531,430
Total Other Expense (2,140,77)) (683,244
Net Loss $ (2,838,89) $ (1,958,801
Net Loss Per Common Share - Basic and Diluted $ (149 $ (5.20
Weighted Average Number of Common Shares OutstgndBasic and Diluted 1,987,18 376,46¢

See Notes to these Condensed Consolidated Fin&tatgiments




Rackwise, Inc. and Subsidiary

Condensed Consolidated Statement of Changes in Skbolders' Deficiency

For The Three Months Ended March 31, 2014

(unaudited)
Additional
Common Stock Paid-In Accumulated
Shares Amount Capital Deficit Total

Balance- December 31, 201 450,78: $ 45 $39,287,23 $(49,962,41) $(10,675,13)
Conversion of notes, accrued interest and wariatdsommon

stock 2,551,23i 25E 2,574,75' - 2,575,01.
Inducement for conversion of notes, accrued intened

warrants 3,000,001 30C 1,379,70 - 1,380,00!
Conversion of shareholder advances into commork stod

warrants 620,00( 62 309,93 - 310,00(
Stoclk-based compensatic - - 5,02i - 5,027
Net loss - - - (2,838,89) (2,838,89)
Balance - March 31, 2014 6,622,01 $ 662 $43,556,65 $(52,801,30) $ (9,243,98I)

See Notes to these Condensed Consolidated Fin&tatgiments




Condensed Consolidated Statements of Cash Flows

Cash Flows From Operating Activities
Net loss

Rackwise, Inc. and Subsidiary

(unaudited)

Adjustments to reconcile net loss to net cash usegerating activities

Depreciation and amortizatic
Stoclk-based compensation |
Loss on extinguishmel
Induced note conversic
Amortization of debt discour
Amortization of deferred financing cos
Deferred ren

Changes in operating assets and liabilit
Accounts receivabl
Prepaid expenses and other current a:
Accounts payabl
Accounts payabl-related partie:
Accrued factor fee
Accrued expense
Accrued interes
Accrued interes- related partie
Rent liability
Deferred revenues

Total Adjustments
Net Cash Used in Operating Activities
Cash Flows From Investing Activities
Acquisition of property and equipme
Acquisition of intangible assets

Net Cash Used in Investing Activities

Cash Flows From Financing Activities

Proceeds from issuance of common stock and warnagtt$2]

Proceeds from shareholder advar
Proceeds from shareholder advar- related part
Deferred financing cos
Proceeds from factor, net
Net Cash Provided by Financing Activities
Net (Decrease) Increase In Cas

Cash - Beginning

Cash - Ending

[1] Includes accrued issuable equity of $24,750lHerthree months ended March 31, 2013.

For The Three Months Ended

March 31,

2014 2013
(2,838,89) $ (1,958,80)
43,57¢ 58,28"
5,027 186,68t
- 531,43t
1,380,001 -
319,81¢ -
121,01¢ 11,44
9,31: (5,28()
54,75¢ 204,68:
(41,029 16,14:
(140,03() 42,27"
30,00( 30,65¢
220,03¢ 60,81(
(116,832 343,35:
232,02( 16,43¢
(158,329 5,85:
11,43( -
118,03¢ 23,58¢
2,088,82 1,526,37!
(750,06¢) (432,43)
(4,609 (2,370
: (6,376)
(4,609 (8,746
- 129,99¢
150,00( -
60,00( -
(5,897 -
545,57: 330,10°
749,67+ 460,10t
(4,996 18,92:
53,07¢ 16,79¢
48,08: $ 35,72

[2] Gross proceeds of $150,000 less issuance 06$20,001 for the three months ended March 313201

See Notes to these Condensed Consolidated Fin&tatgiments




Rackwise, Inc. and Subsidiary
Condensed Consolidated Statements of Cash Flows ef@inued

(unaudited)
For The Three Months Ended
March 31,
2014 2013
Supplemental Disclosures of Cash Flow Information
Non-cash operating and financing activiti
Equity issuable $ - % (24,750
Conversion of debt, accrued interest and warramdsaquity $ 2,885,01 $ 779,73t

See Notes to these Condensed Consolidated Fin&tatgiments




Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 1 - Organization and Operations

Organization and Operations

Rackwise, Inc. and Subsidiary (collectively “Rackeii or the “Company”js headquartered in Folsom, California, with awafe developmel
and data center in Research Triangle, North Caxolihe Company creates Microsoft applications &iwork infrastructure administrators tl
provide for the modeling, planning, and documentatf data centers. The Company sells its apptinatin four primary products: Rackwise
Standard Edition, Rackwise Enterprise Edition, Réask Datacenter Manager and Rackwise Web Edition.

Basis of Presentation

The accompanying unaudited condensed consolidettaddial statements have been prepared in accadaitit accounting principles
generally accepted in the United States of AmgfidaS. GAAP”) for interim financial information. Acordingly, they do not include all of the
information and footnotes required by U.S. GAAP domplete financial statements. In the opinion ahagement, such statements include al
adjustments (consisting only of normal recurrirggis) which are considered necessary for a faieptation of the condensed consolidated
financial statements of the Company as of March2814. The results of operations for the three imenhded March 31, 2014 are not
necessarily indicative of the operating resultstii@r full year. It is recommended that these cosdértonsolidated financial statements be rea
in conjunction with the consolidated financial staents and related disclosures for the year enéedrbber 31, 2013 included in the Annual
Report on Form 10-K filed with the Securities andEange Commission (“SEC”) on April 15, 2014.

Note 2 — Liquidity, Going Concern and Management'$lans

During the three months ended March 31, 2014 aid®,26e Company recorded losses from operatioapmfoximately $698,000 and
$1,276,000, respectively, and net losses of apprataly $2,839,000 and $1,959,000, respectivelyodigin cost reduction measures, the
Company decreased its loss from operations duhiaghtree months ended March 31, 2014, despite uegathecreasing to approximately
$399,000 from approximately $543,000 in the sam@®gdeén 2013. During the three months ended Marth2®14 and 2013, the Company
used cash in operating activities of approxima$21$0,000 and $432,000, respectively. As of March2B14, the Company had limited cast
approximately $48,000, a working capital deficiemfypproximately $6,564,000, an accumulated daficapproximately $52,801,000 and
owed the Internal Revenue Service (“IRS”") approxeha$l1,567,000 for payroll tax liabilities, periaft and interest which has yet to be
remitted to the taxing authorities. As of March 2@14, the IRS had placed federal tax liens thgtegate to approximately $1,567,000 agains
the Company in connection with all of the Companyhpaid payroll taxes. The IRS had begun collagtimceedings against the Company
had moved forward in placing a levy against itskbaocounts. On April 11, 2014, the IRS agreed &peud further collection efforts until July
15, 2014, in order to allow the Company time te &h installment payment agreement for its appr@alMay 8, 2014, a former officer of the
Company paid approximately $250,000 to the IRShsbat the Company’s liability to the IRS was regldiby that amount. As a result, the
Company and the former officer verbally agreed thatCompany would repay that amount to the forofiécer, plus interest on the unpaid
principal amount at a rate of 1% per month, purst@a defined payment schedule, subject to fodnalimentation. Due to the current tax
liens, the Company is in default of its factorimggagement. As such, the factor could demand é&phyment of the outstanding balance at any
time. As of the date of filing, the Company is mompliant with the payment schedule of certain llsgétlements due to a shortage of funds

a result, the plaintiffs could take actions thatidoresult in additional compensatory damages agjéiie Company.

The Company’s current strategy is to leverage pastrips to sell its software through a robust tesektwork in such a way that the Company
rapidly grows its market share and revenues wiuitgrolling costs, eventually resulting in profitsdacash from operations. To that end, the
Company has significantly reduced its internal sakeadcount to reduce working capital needs. Hoxyévis will require the Company to raise
additional capital and continue substantial capite¢stment to fund the Company’s near term opegadieficits and incremental legal and
accounting costs associated with being a publicpaoy. Additionally, the Company will require addital capital for continued development
of its proprietary products until such time thatain generate positive cash flows. During the tihmeaths ended March 31, 2014 and 2013, the
Company raised approximately $750,000 and $460,@8pectively, in cash from financing activitiesrfr factoring its receivables and from
private offerings of common stock, warrants andt debhding. The Company has relied upon its factpriglationship to fund its short term
working capital requirements.




Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)

Note 2 — Liquidity, Going Concern and Management'$lans — Continued

The Company believes it will be successful in thefferts; however, there can be no assurance thep@oy will meet its internal revenue
forecasts or, if necessary, be successful in giadditional debt or equity financing to fund ifsesations on terms agreeable to the Company.
These matters raise substantial doubt about thep@oy’s ability to continue as a going concern. Thedensed consolidated financial
statements do not include any adjustments thattrbigiimecessary if the Company were unable to caat@s a going concern. The Company
presently has enough cash on hand to sustainetsitipns for approximately forty-five days. The Gmany anticipates the receipt of funding
within such forty-five day period, but there canrzeassurance that it will occur. If the Companynsble to obtain additional financing on a
timely basis and, notwithstanding any request thmg@any may make, the Company’s debt holders dagre to convert their notes into
equity or extend the maturity dates of their notles,Company may have to delay note and vendor eaigyand/or initiate cost reductions,
which would have a material adverse effect on thm@any’s business, financial condition and resaflisperations, and ultimately the
Company could be forced to discontinue its openatitiquidate, and/or seek reorganization undetit® bankruptcy code.

Note 3 — Significant Accounting Policies

Accounts Receivable and Allowance for Doubtful Agnts

The Company recognizes an allowance for doubtfabacts to ensure that accounts receivable areveosiated due to uncollectibility. At the
time accounts receivable are originated, the Compansiders a reserve for doubtful accounts baesati@creditworthiness of customers. The
provision for uncollectible amounts is continualkyiewed and adjusted to maintain the allowaneelatel considered adequate to cover fu
losses. The allowance is management’s best estwhatecollectible amounts and is determined basedistorical performance that is tracked
by the Company on an ongoing basis. During thesthtenths ended March 31, 2014 and 2013, the Congplsges from bad debts were not
material. The losses ultimately incurred couldeatifinaterially in the near term from the amountarestied in determining the allowance.

In addition, the Company factors its receivableth\ill recourse and, as a result, accounts fofab®ring akin to a secured borrowing,
maintaining the gross receivable asset and dugctorfliability on its books and records. In cortfmtwith the factoring of its receivables, the
Company estimates an allowance for factoring fess@ated with the collections. These fees rarma 2% to 80% depending on the actual
timing of the collection. The actual recognitionsaich fees may differ from the estimates dependpan the timing of collections. Due to the
current tax liens, the Company is in default o§ thiictoring arrangement. As such, the factor cdeltiand full repayment of the outstanding
balance. As of March 31, 2014 and December 31, 20&3Company accrued factor fees of approximaigi8,000 and $589,000,
respectively, related to other secured advanceshwhere included within due to factor on the corsehconsolidated balance sheets includec
elsewhere herein. During the three months endediVait, 2014 and 2013, the Company recorded faets &f approximately $246,000 and
$116,000, respectively, which are included witlmterest expense in the condensed consolidatednstate of operations. The non-current
portion of due to factor represents amounts sulesgtyuassigned by the Company’s factor to Rackwiseding I, LLC, who, in turn,
converted the obligation into a three-year, Sec@endvertible Promissory Note. See Note 9 — Subs®dtsents — 12% Secured Convertible
Notes.

Use of Estimates

The preparation of financial statements in confoymiith U.S. GAAP requires management to make estand assumptions that affect the
reported amounts of assets and liabilities, discks of contingent assets and liabilities, and mtepcamounts of revenues and expenses in the
condensed consolidated financial statements anddt@mpanying notes. Actual results could diffenfrthose estimates. The significant
estimates and assumptions of the Company are bsdd compensation, the useful lives of fixed assad intangibles, depreciation and
amortization, the allowances for factoring fees mmwme taxes, and the fair value of convertibhaficial instruments.

Concentration of Credit Risk and Customers

Financial instruments that potentially expose tloenfany to concentration of credit risk consist ity of cash and accounts receivable. The
Company's cash is deposited with major financistittions. At times, such deposits may be in esadshe Federal Deposit Insurance
Corporation insurable amount. The Company genedals not require collateral from its customers genkrally requires payment in 30 dé
The Company evaluates the collectability of itscants receivable and provides an allowance forngiatiecredit losses as necessary.
Historically, such losses have been within managgis:iexpectations.




Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 3 — Significant Accounting Policies — Continuk

Concentration of Credit Risk and CustomerSontinued

Two customers provided 16% and 11% of revenuesiduhie three months ended March 31, 2014. Onemestprovided 12% of revenues
during the three months ended March 31, 2013. #Athe Company’s long-lived assets are located énUhited States of America.

As of March 31, 2014, receivables from two cust@remprised 56% and 42% of total receivables, ctsdy. As of December 31, 2013,
receivables from three customers comprised 53%, 4138410% of total receivables, respectively.

Revenue Recognition

In accordance with ASC topic 985-605, “Software &aye Recognition,” perpetual license revenue isgeized when (i) persuasive evidence
of an arrangement exists; (ii) delivery has ocaliseservices have been rendered; (iii) the saies s fixed or determinable; and (iv)
collectability is reasonably assured. Deliveryasisidered to have occurred when title and rislos$ lhave been transferred to the customer,
which generally occurs after a license key has loe¢imered electronically to the customer. The Canys perpetual license agreements dc
(a) provide for a right of return, (b) contain agt@ce clauses, (c) contain refund provisionsdpcéntain cancellation provisions.

In the case of the Company’s (a) subscription-béisedses, and (b) maintenance arrangements, wiérsaparately, revenues are recognizec
ratably over the service period. The Company defarenue for software license and maintenance agmees when cash has been received
from the customer and the agreement does not gdatifecognition under ASC Topic 985-605. Such ante are reflected as deferred
revenues in the accompanying financial statemdims.Company’s subscription license agreements d¢ap@rovide for a right of return, (b)
contain acceptance clauses, (c) contain refundgioms, or (d) contain cancellation provisions.

The Company provides professional services tougsamers. Such services, which include trainingtaittation, and implementation, are
recognized when the services are performed. Thep@oynalso provides volume discounts to variousarusts. In accordance with ASC To
985-605, the discount is allocated proportionallytte delivered elements of the multiple-elemerdragement and recognized accordingly.

For software arrangements with multiple elementsctvare comprised of (1) licensing fees, (2) psefenal services, and (3)
maintenance/support, revenue is recognized depengen whether vendor specific objective evidef#SQE”) of fair value exists for
separating each of the elements. Licensing rigletgi@nerally delivered at time of invoice, professil services are delivered within one to six
months and maintenance is for a twelve month conhtfeccordingly, licensing revenues are recognizpdn issuance of invoice, professional
services are recognized when all services have tielarered and maintenance revenue is amortizedatgelve month period. The Company
determined that VSOE exists for both the delivered undelivered elements of its multiple-elemerarsgements. The Company limits its
assessment of fair value to either (a) the prigegdd when the same element is sold separateb) tng price established by management
having the relevant authority. There may be cdsasgver, in which there is objective and reliabl&ence of fair value of the undelivered
item(s) but no such evidence for the delivered {gmnin those cases, the selling price methodés tis allocate the arrangement consideration
if all other revenue recognition criteria are ménder the selling price method, the amount of atersition allocated to the delivered item(s) is
calculated based on estimated selling prices.

Fair Value of Financial Instruments

The carrying amounts of financial instruments, uldlihg cash, accounts receivables, accounts payadiiejed expenses and deferred revenue
approximated fair value as of the balance sheetpl@sented, because of the relatively short ntatdisites on these instruments. The carrying
amounts of the financing arrangements issued apped® fair value as of the balance sheet date predebecause interest rates on these
instruments approximate market interest rates afiasideration of stated interest rates, anti-iituprotection and associated warrants.




Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 3 — Significant Accounting Policies — Continuk

StockBased Compensation

The Company has an equity plan which allows forgtamting of stock options to its employees, doextind consultants for a fixed number of
shares with an exercise price equal to the fainevalf the shares at date of grant. The Companyuresthe cost of services received in
exchange for an award of equity instruments baseti®fair value of the award. For employees anecthbrs, the fair value of the award is
measured on the grant date and for non-employeegair value of the award is generally re-measworefinancial reporting dates and vesting
dates until the service period is complete. Thevalue amount is then recognized over the pemrdises are required to be provided in
exchange for the award, usually the vesting pe&adce the shares underlying the Company’s equéynat currently registered, the fair value
of the Company'’s restricted equity instruments estimated based on historical observations of pasks paid for the Company's restricted
common stock.

Stock-based compensation for directors is reflentegeneral and administrative expenses in the @ased consolidated statements of
operations. Stock-based compensation for emplage@£onsultants could be reflected in (a) salesnaantteting expenses; (b) research and
development expenses; or (c) general and admitNg&raxpenses in the condensed consolidated staterokoperations.

Reclassifications

Certain prior period amounts have been reclassifiedomparative purposes to conform to the fi@tHl4 presentation. These reclassifications
have no impact on the previously reported net loss.

Net Loss Per Common She

Basic net loss per share is computed by dividiregnt loss applicable to common shares by the wezighverage number of common shares
outstanding during the period. Weighted averageeshautstanding for the three months ended Mar¢cR@13 (1) includes the weighted
average impact of 32,413 shares of common stocklids as of March 31, 2013 and (2) excludes thghted average impact of the 10,000
shares of common stock being held in escrow (tleef@ved Shares”). In accordance with the accoutitexgture, (1) the Company has given
effect to the issuance of the issuable stock inmgimg basic net loss per share because the umitggiiares are issuable for little or no cash
consideration; and (2) the Company has excludedrpact of the Escrowed Shares through the releéatebecause they were contingently
returnable.

Diluted net loss per common share adjusts basitoagtper common share for the effects of potdptiflutive financial instruments, only in
the periods in which such effects exist and angtigié. At March 31, 2014, outstanding stock optiansl warrants to purchase 59,366 and
1,685,200 shares of common stock, respectively 48g738 shares of common stock issuable upon csioveof outstanding notes (including
warrants to purchase 194,785 shares of common)siaare excluded from the calculation of diluted losts per common share because their
impact would have been anti-dilutive. At March 3013, outstanding stock options and warrants tohage 76,695 and 235,022 shares of
common stock, respectively, and 36,300 sharesmfman stock issuable upon conversion of outstandatgs (including warrants to purchase
9,947 shares of common stock) were excluded frarc#hculation of diluted net loss per common sh&eause their impact would have been
anti-dilutive.

Note 4 — Accrued Expenses
Accrued expenses consist of the following:

March 31, December 31

2014 2013
(unaudited)
Accrued commission $ 502,05¢ $ 522,33
Accrued payrol 239,41: 247,33:
Accrued payroll taxes [1 1,574,52! 1,557,13
Accrued vacatiol 144,30: 159,88.
Accrued professional fees 144,96¢ 235,40¢
Total accrued expenses $ 260526 $ 2,722,10

(1) Includes accrual for interest and penalties.




Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 4 — Accrued Expenses — Continued
Accrued expenses include liabilities for unpaidnediytaxes along with an estimate of related indéed penalties. See Note 2 — Liquidity,
Going Concern and Management’s Plans. Accrued esgseincludes liabilities for legal settlements désed in Note 8 — Commitments and
Contingencies.
Note 5 — Notes Payable
Summary

The following table summarizes the Company’s inddhess at March 31, 2014 and December 31, 2013:

Debt Accrued Interest
March 31, December 31 March 31, December 31
2014 2013 2014 2013
(unaudited) (unaudited)
Notes payable
5% Note $ 50,00 $ 50,00 $ 13,267 $ 12,65:
12% Notes- Amendec 508,94! 508,94! 113,65¢ 98,59¢
8% Note 50,00( 50,00( 8,06¢ 6,44«
Total - Notes payable $ 608,94! $ 608,94! $ 134,99: $ 117,69:
Notes payabl- related parties, ne
12% Offering Note: $ - $ 245191 % - $ 158,32:
12% Offering Notes - Debt Discount - (328,61)) - -
Total - Notes payable - related parties, net $ - % 2,123,300 $ - $ 158,32:
Shareholder advances $ 210,000 $ 310,000 $ - $ -
Total $ 818,94! $ 3,042,25 $ 134,99: $ 276,01

During the three months ended March 31, 2014 ai@,20e Company recorded interest expense relatedtés payable of approximately
$74,000 and $24,000, respectively.

5% Note

In December 2008, the Company issued a $50,000diéopayable (the “5% Note”) to a lender. The 5%eNeas past due at March 31, 2014
and December 31, 2013.

12% Notes- Amended Terms

As of March 31, 2014 and December 31, 2013, the é@Awertible promissory notes (the “Amended 12%dd8tremained outstanding and
were past due. Pursuant to the terms of the Ameh@&dNotes, noteholders are entitled to all legadedies in order to pursue collection and
the Company is obligated to bear all reasonablesadsollection. To date, the Amended 12% Notala have not pursued collection.

8% Note

As of March 31, 2014 and December 31, 2013, thee8fvertible promissory note (the “8% Note”) is pdse and is ranked senior to the
Offering Notes.

Shareholder Advances

In August and September 2013, the Company borrameatygregate of $310,000 via interest free loara tiwo unaffiliated shareholders
(collectively, the “Shareholders”). On February 2014, the Company issued an aggregate of 6200 aonsisting of an aggregate of
620,000 shares of common stock and five-year westapurchase an aggregate of 620,000 sharesmwhoa stock at an exercise price of
$0.50 per share to the Shareholders in considarafitheir conversion of $310,000 of advances@i@e of $0.50 per unit.
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Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 5 — Notes Payable — Continued

Shareholder AdvancesContinued

In March 2014, the Company borrowed $150,000 aftjd®® from an unaffiliated shareholder and Blac&rBond Financial Group LLC
(“Black Diamond”), respectively, via short-terménest free loans with no defined repayment schedd®f March 31, 2014, the amounts
remain outstanding.

12% Offering Notes

On March 10, 2014, the Company entered into an Aleérand Restated Agreement (the “Amended Agreementti Navesink RACK, LLC
(“NavRACK?") and Black Diamond Financial Group LLCBlack Diamond”) and their affiliates (collectivelyhe “Purchasers”). The Amended
Agreement amends an agreement among the Purcldasedsas of August 9, 2013 (the “Original Agreerfjent

The Original Agreement provided Black Diamond aral/RACK with the right to convert the 12% securedwartible promissory notes (the
“Offering Notes”),including all accrued interest due thereon, intb2,236 shares of common stock (50% to each gbdhtes), which amoul
would have represented upon issuance 85% of thep@oyis outstanding shares immediately following @mpany’s reverse split on August
2, 2013. Upon any such conversion, five-year wasrémpurchase an aggregate of 65,384 shares ahoarstock at a price of $3.00 per share
(the “Offering Warrants”) were to be cancelled.

The Amended Agreement required Black Diamond and®CK to immediately convert the Offering Notesyuplaccrued and unpaid interest,
into an aggregate of 5,551,236 shares of commak $50% to each of the parties) at which time tliieidhg Notes and Offering Warrants
were cancelled and Black Diamond and NavRACK reldamnd terminated their security interest in thenGany’s assets, which resulted from
the purchase of the Offering Notes.

Accordingly, the conversion was recorded by deratogg (a) the $2,451,918 of Offering Notes; (bg 8214,720 of accrued interest; (c) the
$82,831 of unamortized debt offering costs; andhd)$8,793 of unamortized debt discount; thercigdliting equity for the $2,575,014
carrying value of the notes and accrued interdst. Company then recorded $1,380,000 of inducedcwteersion expense during the three
months ended March 31, 2014, which represents \dltiee 3,000,000 incremental shares of commorkgtacsuant to the inducement offer.
Note 6 — Equity

Stock Warrants

There were no compensatory warrants issued dunmghtee months ended March 31, 2014 and 2013.

Note Holder Warrant:

See Note 5 — Notes Payable for additional details.
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Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 6 — Equity — Continued
Stock Warrants- Continued

Warrant Summary

A summary of the stock warrant activity during theee months ended March 31, 2014 is presentedvbelo

Weighted
Weighted Average
Average Remaining
Number of Exercise Life Intrinsic
Warrants Price In Years Value
Balance, December 31, 20 1,130,58: $ 32.71
Issued 620,00( 0.5C
Exercisec - -
Cancelled (65,38) 3.0C
Balance, March 31, 2014 1,685,200 $ 22.011] 3.7C $ -
Exercisable, March 31, 2014 1,685,200 $ 22.071] 3.7C $ z

[1] Investor warrants to purchase 551 shares ofncomstock had a variable exercise price as of Maigt2014. These warrants are
excluded from the weighted average exercise g

The following table presents information relatesgtock warrants at March 31, 2014:

Warrants Outstanding Warrants Exercisable

Weighted
Outstanding Average Exercisable
Exercise Number of Remaining Life Number of
Price Warrants In Years Warrants

$ 0.5C 620,00( 4.9C 620,00(
10.9¢ 10,86¢ 3.6(C 10,86¢
15.4¢ 13,13: 1.7¢ 13,13:
16.1( 4,45¢ 1.81 4,45¢
16.9¢ 14,90¢ 2.54 14,90¢
20.07% 37,06( 2.6C 37,06(
21.21 255,49: 3.6¢ 255,49:
24.71 8,80¢ 2.7¢ 8,80¢
40.17 599,60( 2.4¢ 599,60(
42.3: 93,54¢ 4.6 93,54¢
63.3¢ 26,77¢ 3.4 26,77¢
Variable 551 1.4C 551
1,685,20! 3.7C 1,685,20!

The warrants to purchase an aggregate of 551 sbhecesnmon stock with a variable exercise pricauéddo the volume weighted average p
of the common stock for the 20 trading days immtedijgpreceding the exercise date) were exercisatbdg@proximately $7.34 per share as of
March 31, 2014.
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Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)

Note 6 — Equity — Continued

Stock Options

No stock options were granted during the three moahded March 31, 2014 and 2013. The Companyfasgeiure assumptions of 10%
20% per annum.

The Company recorded stock-based compensation sx@esociated with options of approximately $5&0®$162,000 during the three
months ended March 31, 2014 and 2013, respectiVblgse amounts have been included in operatingneggean the accompanying condense
consolidated statements of operations. As of M&fGH014, there was approximately $69,000 of urgeized stock-based compensation
expense that will be amortized over a weightedayeiperiod of 0.8 years.

A summary of the option activity during the threenths ended March 31, 2014 is presented below:

Weighted
Weighted Average
Average Remaining
Number of Exercise Life Intrinsic
Options Price In Years Value
Outstanding, December 31, 20 62,31 $ 103.3(
Grantec - -
Exercisec - -
Forfeited (2,945 102.8:
Outstanding, March 31, 2014 59,36¢ $ 103.3; 75 $ -
Exercisable, March 31, 2014 52,94¢ $ 103.4¢ 74 $ -

The following table presents information relatedgtock options at March 31, 2014:

Options Outstanding Options Exercisable
Weighted
Outstanding Average Exercisable
Exercise Number of Remaining Life Number of
Price Options In Years Options

$ 54.0C 167 8.5 56
66.0C 25(C 8.4 84
103.5( 51,12: -3 46,84¢
104.4( 7,82 8.C 5,96(
59,36¢ 7.4 52,94¢

Note 7 — Related Party Transactions

Effective January 1, 2014, the Company’s agreeméhta stockholder to provide financial advisorywsees to the Company automatically
renewed for an additional twelve month term, whpcbvides that the Company pay fees of $10,000 metinfor twelve months. The
agreement shall be extended for successive onesge@ds unless either party provides written reo80 days prior to the end of the term of its
election to terminate the agreement. During theghmonths ended March 31, 2014 and 2013, the Compaarded expense of $30,000 and
$30,000 related to the agreement.
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Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)

Note 8 - Commitments and Contingencies
Litigation

On January 25, 2013, the Company and its CEO wareed defendants in a complaint filed in the SupeZmurt of California, County of
Sacramento, case number 34-2013-00138978 by Damiels, a former employee. The complaint allegesttteaCompany entered into an
employment agreement with Mr. Lucas for the purpasgfgroviding services as the Company’s Regioaé$SManager, that the Company anc
its CEO breached the agreement by refusing to cosgte Mr. Lucas for his services, and as a regultl ucas is seeking lost compensation
and benefits in the amount of $77,429, compensatanyages, attorneys’ fees, interest, and any ogfief as the court deems just and proper.
The CEO was thereafter dismissed with prejudicenftbe case. On February 6, 2014, the Company andiMdas signed a settlement
agreement for an amount which was accrued for atiMal, 2014. The Company is required to make pagsrgursuant to a specific schedule
As of the date of filing, the Company is not corapti with the payment schedule due to a shortaenak. As a result, the plaintiff could take
action against the Company that would result intaathl compensatory damages.

On January 25, 2013, the Company and its CEO wareed defendants in a complaint filed in the SupeZmurt of California, County of
Sacramento case number 34-2013-00138979 by TinBdahgne, a former employee who was terminated foseaThe complaint alleges that
the Company entered into an employment agreemehttlaé Plaintiff for the purposes of providing sees as the Company’s Senior Vice
President, Global Accounts and Partners, that tragany and its CEO breached the agreement by ngftsicompensate Mr. Barone for his
services, and as a result, Mr. Barone is seekisigclompensation and benefits in the amount of B84 ,additional tax liability of $150,000,
compensatory damages, exemplary and/or punitiveagemin an amount to be determined, attorneys, fieesest, and any other relief as the
court deems just and proper. The CEO was theredifterissed with prejudice from the case. On Jan23r®014, the Company and Mr.
Barone signed a settlement agreement for an amhioh was accrued for at March 31, 2014. The Commnequired to make payments
pursuant to a specific schedule. As of the daféiong, the Company is not compliant with the paymechedule due to a shortage of funds. As
a result, the plaintiff could take action agaire Company that would result in additional comptaryadamages.

On June 19, 2013, the Company and its CEO were chdefendants in a complaint filed in the Superiou@ of California, County of
Sacramento case number 34-2013-00146750 by Davgh&vaa former employee of the Company who residroed the Company. The
complaint alleges that the Company entered interaployment agreement with the Plaintiff for thegmses of providing services as the
Company’s Executive Vice President, Sales, thaCibepany and its CEO breached the agreement bsingfto compensate Mr. Wagner for
his services, and as a result, Mr. Wagner is sgdkist compensation and benefits in the amountl87$65.72, severance pay in the amou
$45,000, attorneys’ fees, interest, and any otlezfras the court deems just and proper. The CE®thereafter dismissed with prejudice from
the case. On February 6, 2014, the Company antMdgner signed a settlement agreement for an amchioh was accrued for at March 31,
2014. The Company is required to make paymentaipatgo a specific schedule. As of the date afdilithe Company is not compliant with
the payment schedule due to a shortage of funda.r&sult, the plaintiff could take action agaitit Company that would result in additional
compensatory damages.

On or about January 15, 2014, the Company was nasadiefendant in a notice of claim filed with 8tate of California Labor
Commissioner, State Case Number 17-64278DB by R&eterick, a former employee who resigned fromGQoenpany. The claim is for
alleged unpaid commissions earned in the amou$82{908 plus alleged HSA contributions in the am@ifr$4,605. The Company has hired
counsel to represent it in the matter and has edii@to negotiations with the plaintiffs to setthese claims. A hearing has not yet been
scheduled on the case.

On or about February 13, 2014, the Company was dasedefendant in a complaint filed in the CountyDa Page, Circuit Court of tl
Eighteenth Judicial Court of the State of lllindig Altima Technologies index number 2014L000044e Thaim alleges the Plaintiff rende
work, labor, products and services to the Companmycipally in the form of ESDRs (equipment shapesl alata records) and is seel
$107,358 (which amount includes interest through date of the complaint), together with additiomgkrest and certain other cost:
connection with this action, including Plaintiffsasonable attorney’fees. The Company has retained counsel in theemntatinvestigate tt
claims and recommend a course of action.

The Company records legal costs associated withdostingencies as incurred and has accrued fpratable and estimable settlements.

Departure of CFO

On January 21, 2014, the CompanZhief Financial Officer and Secretary notified tbompany of his decision to resign, effective dan31
2014. The Company’'President, Chief Executive Officer and Chairmathe Board of Directors assumed the additionat il interim Chie
Financial Officer, effective January 31, 2014, paegd search for a replacement.
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Rackwise, Inc. and Subsidiary
Notes to Condensed Consolidated Financial Statement
(unaudited)

Note 8 — Commitments and Contingencies — Continued

Operating Leases

During the fourth quarter of 2013, the Companyasés its subtenant from its obligations under the Vegas, Nevada sub-lease and the
Company abandoned the leased premises. As a ribsuompany established an accrual for the remguirgnt liability of $278,134 and
$266,703 as of March 31, 2014 and December 31,,28%Bectively.

Termination of Customer Agreement

Effective February 19, 2014, Intel Corporation ¢dl) terminated the December 5, 2011 Softwaredgragon and License Agreement (the
“Agreement”) between the Company and Intel for payment of software license royalties in the appnate amount of $463,000. The
termination requires the Company to cease all toetdirect exercises of license rights underAlgeeement, except as necessary to support
the Company'’s few existing customers who have presly installed and are using the Intel DCM sofivar

Note 9 - Subsequent Events

The Company evaluates events that have occurredthét balance sheet date but before the finastEt#ments are issued. Based upon the
evaluation, the Company did not identify any redagd or non-recognized subsequent events that wwaud required further adjustment or
disclosure in the consolidated financial statememtsept for as noted below.

Option Grants

On May 5, 2014, the Company granted to its diregtemployees and consultants ten-year optionsrthpse an aggregate of 1,063,790 share
of common stock at an exercise price of $0.50 pareswhich were granted under the Company’s 2018t¥tncentive Plan. The options vest
as follows: (i) options to purchase an aggregate@53,790 shares of common stock vested immegjatet! (ii) an option to purchase 10,000
shares of common stock vests ratably over threesymathe grant date anniversaries. As a conditiadghe grant, all recipients holding
previously issued options were required to returchsoptions to the Company for cancellation.

12% Secured Convertible Notes

On May 7, 2014, the Company sold a $3,296,703 1BBée-year, Secured Convertible Promissory Not ‘fitote”) to Rackwise Funding I,
LLC (the “Rackwise Funding”), an entity owned by t@ompany’s majority stockholder, Black Diamonda gturchase price of $3,000,000
which reflects a 9% discount to the face amountkiRése Funding was the assignee of $3,000,000km ee “Factor Debt”) owed by the
Company to its factor (the “Factor”). The net puash by Rackwise Funding through the conversiohefactor Debt took place at the initial
closing of an offering being made by the CompanRagckwise Funding or affiliated persons (the “Noftiéering”) of up to $9,346,703 in face
or principal amount of Notes at an aggregate puweipaice of $8,505,500 (a 9% discount to the faweuant). It is intended that Rackwise
Funding will purchase additional tranches of No&z;h in the amount of at least $250,000 (the “Murh Monthly Funding Amount”) on the
15th day of each month (each a “Subsequent Furiditg”). The Company may, in its sole discretiortedaine to accept lesser amounts from
Rackwise Funding on each Subsequent Funding Daten thaking a payment of the Minimum Monthly FundAmgount on a Subsequent
Funding Date, Rackwise Funding has the exclusifat to purchase the Notes on the terms provideeifentil the following Subsequent
Funding Date.

The first $6,046,703 in principal amount of Notefdsare convertible into units (the “Initial Unijsat a conversion price of $0.50 per Initial
Unit. Each Initial Unit consists of one share ofranon stock and a five-year warrant to purchasesbiaee of common stock (the “Initial Unit
Warrants”) with an exercise price of $0.625 pereh@he remaining $3,300,000 in principal amourilofes to be offered are convertible into
units (the “Subsequent Unitsd} a conversion price of $0.75 per Subsequent Baith Subsequent Unit consists of one share of amstock
and a five-year warrant to purchase one sharermafman stock (the “Subsequent Unit Warrants”) witheaarcise price of $0.94 per share.
While the Notes remain outstanding, the converpiaces for the Initial Units and Subsequent Urniftany, will be subject to weighted average
anti-dilution protection and proportional adjustrtsesubject to customary exceptions. The warrantsa@o weighted average anti-dilution price
protection and proportional adjustments subjecustomary exceptions. The Purchaser has been dramee-time demand registration right
with regard to the shares comprising part of thgalniJnits and Subsequent Units and the sharesnlyidg the Initial Unit Warrants and
Subsequent Unit Warrants.
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Notes to Condensed Consolidated Financial Statement
(unaudited)
Note 9 — Subsequent Events — Continued

12% Secured Convertible NotesContinued

The Notes bear interest at the rate of 12% perrarpayable quarterly in arrears. During the firsiryeerm of the Notes, until such time that the
Company achieves positive cash flow for a minimdriwo successive fiscal quarters, at the Compaogt®n, interest payable in any quarter
may be paid in kind and added to the balance oRNtttes payable quarterly in arrears. Upon the geciee and continuance of an event of
default, as such term is defined in the Notesrale of interest payable on the Notes will be iasszl to 18% per annum. Payments of interest
at the 18% default rate are not payable in kinad: Niotes will be secured by a security intereshidi lien on all of the Company’s presently
owned or subsequently acquired assets. Subjeetrinitped liens, the Notes will rank senior in pitpto all of the Company’s existing and
future indebtedness.

In connection with and at the time of each closifi§jlote subscriptions, Rackwise Funding is entitted cash structuring fee equal to 7.5% of
the aggregate amount of capital provided by RackWwisnding in connection with the purchase of théelloin addition, Rackwise Funding v
receive units, with each unit consisting of onersltd common stock and a five-year warrant to pasehone share of common stock. Rackwis
Funding is entitled to receive units at the rat@.6f75 units for every $0.50 advanced by Rackwisgdihg in connection with the purchase of
the first $6,046,703 in principal amount of Notdee(“Initial Purchase Fee Units”). This will equatel50 Initial Purchase Fee Units for every
$1,000 invested at a purchase price of $910. The383 Initial Purchase Fee Units, which is the nemdf Initial Purchase Fee Units issuable
against the first $6,046,703 in principal amouniotes sold at a purchase price of $5,502,500,awiltain warrants exercisable at a price of
$0.625 per share (the “Initial Purchase Fee WastariRackwise Funding will be entitled to receivats at the rate of 0.075 units for every
$0.75 advanced by Rackwise Funding in connectidh thie purchase of the remaining $3,300,000 incad amount of Notes sold at a
purchase price of $3,003,000 (the “Subsequent Reechee Units”). This will equate to 100 Subseq@emthase Fee Units for each $1,000 in
principal amount of Notes purchased at a purchéase pf $910. The Subsequent Purchase Fee Unitsavitain warrants exercisable at a p

of $0.94 per share (the “Subsequent Purchase Femait&).If the cash structuring fee remains unpaid by Oet®1i, 2014, Rackwise Fundi
will have the option to convert the cash structgrfiee into 450,000 shares of the Company’s comnmrksand five-year warrants to purchase
an aggregate of 16,452 shares of common stockanmitxercise price of $0.01 per share.

If Rackwise Funding purchases an aggregate of $6/03 in principal amount of Notes under and iroadance with the terms of the Note
Offering, Rackwise Funding will be given a six miomiption, commencing upon the completion of theeNoffering, to purchase up to an
additional $5,000,000 in principal amount of Notesthe same terms and condition as the Notes psedha the Note Offering except that the
unit conversion price shall be $1.20 per unit drelWnit Warrants shall have an exercise price d&per share.

In connection with the initial closing of the Nda@éfering, the Company granted Rackwise Fundingitiet to appoint two new members to 1
Company’s Board of Directors.

In connection with the advances made by the Faiesuiting in the Factor Debt, the Company issueekfiear warrants to purchase 72,420 an(
1,448,400 shares of common stock to the FactoRamttwise Funding, respectively. Each of such wasrare exercisable to purchase one
share of the Company’s common stock at an exepeise of $0.01 per share. The warrants contain te@javerage anti-dilution price
protection and proportional adjustments subjecustomary exceptions.

Consulting Agreements

On April 28, 2014, the Company entered into a mitath agreement for investor relations servicesolmsideration of the services to be
rendered, the Company agreed to issue 200,000ssbfrestricted common stock of the Company, isleuad follows: (i) 50,000 shares upon
execution of the agreement, (ii) 50,000 sharestyidays from the effective date of the agreemedt(@rn 100,000 shares six months from the
effective date of the agreement.

On April 28, 2014, the Company entered into a thnemth agreement for business development sendicesnsideration of the services to be
rendered, the Company agreed to issue 100,000ssbfrestricted common stock of the Company, iskuab follows: (i) 25,000 shares upon
execution of the agreement, (ii) 25,000 sharestyidays from the effective date of the agreemedt(@r 50,000 shares six months from the
effective date of the agreement.

On May 6, 2014, the Company entered into a twelegtimagreement for financial advisory servicesdnsideration of the services to be
rendered, the Company agreed to issue 100,000ssbrestricted common stock of the Company, iskuab follows: (i) 25,000 shares upon
execution of the agreement, (ii) 25,000 sharestyidays from the effective date of the agreemedt(&r 50,000 shares six months from the
effective date of the agreement, which shall vesthe later of (a) the date of issuance or (b) danti, 2015.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following discussion should be read in conjiomcwiith the financial information included elsewdén this Quarterly Report on Form 10-
Q (this “Form 10-Q"), including our unaudited condgsed consolidated financial statements for theghm®nths endelllarch 31, 2014nd
2013 and the related notes. References in this gament's Discussion and Analysis of Financial Cbadiand Results of Operations to “us,”
“we,” “our,” and similar terms refer to Rackwisenk., a Nevada corporation, together with its whallyned subsidiary Visual Network
Design, Inc., a Delaware corporatiol’'VNDI"). This discussion includes forward-lookindgasements, as that term is defined in the federal
securities laws, based upon current expectatioasittvolve risks and uncertainties, such as plagectives, expectations and intentions.
Actual results and the timing of events could diffiaterially from those anticipated in these fora-looking statements as a result of a nunm
of factors. Words such as “anticipate,” “estimateplan,” “continuing,” “ongoing,” “expect,” “believ e,” “intend,” “may,” “will,”

“should,” “could,” and similar expressions are used identify forward-looking statements.

We caution you that these statements are not gteearof future performance or events and are stibje number of uncertainties, risks and
other influences, many of which are beyond ourmnivhich may influence the accuracy of the staets and the projections upon which the
statements are based. Factors that may affect esults include, but are not limited to, the risktéas in Item 1.A in our Annual Report on
Form 1(-K filed on April 15, 2014. Any one or more of thesicertainties, risks and other influences coutdenally affect our results of
operations and whether forward-looking statemerdaslenby us ultimately prove to be accurate. Our alatesults, performance and
achievements could differ materially from thoseregped or implied in these forward-looking statetseWWe undertake no obligation to
publicly update or revise any forwelooking statements, whether from new informatfature events or otherwise.

Overview

We are a software development, sales and markedimgpany. We create applications based on the Miftroperating system for network
infrastructure administrators that provide for thedeling, planning and documentation of data centeur Data Center Management (DCIM)
software product, Rackwise®, is used by over 12&manies worldwide. Our product provides a multiel®d set of solutions for reporting on
the multiple aspects of a company’s data centehjdiing power consumption, power efficiency, carfiootprint, green grid and density
requirements. This reporting allows customers émglata center expansions and contractions asaweljuipment usage more energy
efficiently and cost effectively. Our product’s ahced design and ability to tightly interface wither new technologies, like Intel’'s newest
proprietary computer chips, enables it to colleot@real-time information (real-time means instartaus and continuous) associated with
more data center equipment usage than productsdumroompetitors. We intend to continue to takeasd&ge of new technologies that will
add to our competitive differentiators.

We have released Rackwise DCiM X.1, the latestiersf our product. This new release will allow austomers to effectively manage their
datacenter assets at a macro level, as well agdprgweal time power and thermal monitoring anchagement for individual servers, groups
of servers, racks and IT equipment such as PDltisin data centers. Rackwise DCiM X, is designed asllti-layered approach to data cente
infrastructure management. Each layer addressesp#uific needs of the various functions associaféitl operating a data center. Our solutior
provides visibility into critical and core data ¢enoperations and the underlying physical infratire and their associated resource costs. It
allows companies to optimize their use of resousteh as power, cooling, space, servers, netwoakdes, etc.

As reflected in our condensed consolidated findrst&ements for the three months ended March @14 2nd 2013, we have generated
significant losses raising substantial doubt thatwill be able to continue operations as a goimgcemn. Our independent registered public
accounting firm included an explanatory paragraptieir report for these years stating that we hrteachieved a sufficient level of revenues
to support our business and have suffered reculoBgps from operations. Our ability to executetmsginess plan is dependent upon our
generating cash flow sufficient to fund operatioDsar business strategy may not be successful ireadithg these issues. If we cannot execute
our business plan, our stockholders may lose #wdire investment in us.

We expect that with the infusion of additional ¢apand with additional management we will be ablecrease software and professional
services sales, and to expand the breadth of odupt offerings. We intend to do the following:

- Continue to add interfaces to our existing prodiferings, which would make us a differentiatotte market.

« Establish industry partners and strategic seryieggers to sell our product to customers, ancetéiopm some of the services
necessary to support the installation and mainsmahour product

« Initiate specific new marketing efforts to coordmand lead our initiatives for greater market ggition with special emphasis on
contacting and educating industry analysts to sptiea word of our capabilitie

« Expand our product offerings to include monitorargd managing the balance of our customer’s IT gtfugture.
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Recent Developments and Trends
Business

On April 7, 2014, we announced that we have entireda four-year exclusive and strategic arranggmath Unisys Corporation, a current
customer that installed our Rackwise DCiM X softevar its own data centers, pursuant to which Unisyeselling our Rackwise DCIM X to
their U.S. Federal market customers and prospegfsanding beyond the initial scope of the agreemgnisys has begun reselling our
Rackwise DCiM X software to its commercial cliemtsridwide.

Intel Corporation (“Intel”) is also a current custer that installed our Rackwise DCiM X softwareonnection with initiatives to consolidate
and maximize the operational efficiencies of itshgll network of data centers. We also enteredtiredecember 5, 2011 Software Integration
and License Agreement (the “Agreement”) with Intetonnection with Intel's DCM software.

Effective February 19, 2014, Intel terminated ttggement for non-payment of software license ragsin the approximate amount of
$463,000. The termination requires us to ceasdiraltt or indirect exercises of license rights urttie Agreement, except as necessary to
support our few existing customers who have preshpinstalled and are using the Intel DCM softwdree vast majority of our customers v
not be affected by the termination of the Agreeme&he termination of the Agreement has no impadint#l’s use of our Rackwise DCIM X
product in its data centers or otherwise.

As of March 31, 2014, the Internal Revenue Ser{/if®S”) had placed federal tax liens that aggredatapproximately $1,567,000 against us
in connection with all of our unpaid payroll tax&he IRS had begun collection proceedings agamsaing had moved forward in placing a |
against our bank accounts. On April 11, 2014, B® &greed to suspend further collection effortd daty 15, 2014, in order to allow us time
to file an installment payment agreement for itgrapal. On May 8, 2014, a former officer of the Guamy paid approximately $250,000 to the
IRS, such that our liability to the IRS was redubgdhat amount. As a result, we and the formeceffverbally agreed that we would repay
that amount to the former officer, plus interestlo@ unpaid principal amount at a rate of 1% pentimgpursuant to a defined payment
schedule, subject to formal documentation.

Financings

In September 2013, we completed a private offettimg had commenced in June 2013 (the “Units Of§gjim which we sold an aggregate of
$2,451,918 of units of our securities at a pric&1®,000 per unit. The closings resulted in aggeegat proceeds of $771,751 ($2,451,918 of
gross proceeds less $1,253,103 of debt convergielating to debt we previously borrowed) less $88% of issuance costs). Each unit (an
“Offering Unit") consisted of (i) a $10,000 prinegipamount of one year 12% secured convertible msony note (the “Offering Notes”) and
(i) a five-year warrant to purchase 267 sharesoofimon stock at a price of $3.00 per share atiamy after the maturity date of the Offering
Notes (the'Offering Warrants”). Effective March 10, 2014, thelders converted the Offering Notes, plus accaretiunpaid interest, into an
aggregate of 5,551,236 shares of our common stoskiah time the Offering Notes and Offering Watsawere cancelled and the holders
released and terminated their security interefténCompany’s assets, which resulted from the mselof the Offering Notes.

In August and September 2013, we borrowed an agtger $310,000 via short-term interest free Idams two unaffiliated shareholders. On
January 22, 2014, the shareholders agreed to dahedarloans into units of our securities, at aw@rsion rate of $0.50 per unit, with each unit
consisting of one share of our common stock anafié 5-year warrant to purchase one share of@uanmwn stock, exercisable at $0.50 per
share. As a result, in February 2014, we issuedd80shares of our common stock and warrants tchpse 620,000 shares of our common
stock.

In March 2014, we borrowed $150,000 and $60,000fam unaffiliated shareholder and Black DiamondaRaial Group LLC (“Black
Diamond”), respectively, via short-term interegtefloans with no defined repayment schedule.

On May 7, 2014, we sold a $3,296,703 12%, three;y&ecured Convertible Promissory Note (the “Note”Rackwise Funding Il, LLC (the
“Rackwise Funding”), an entity owned by our majpstockholder, Black Diamond, at a purchase pricg3¢000,000 which reflects a 9%
discount to the face amount. Rackwise Funding Wwasssignee of $3,000,000 in debt (the “Factor pebted by us to our factor (the
“Factor”). The net purchase by Rackwise Fundingulh the conversion of the Factor Debt took pladbeainitial closing of an offering being
made by us to Rackwise Funding or affiliated pesgoine “Note Offering”). The Note is convertiblgarunits (the “Initial Units”) at a
conversion price of $0.50 per Initial Unit. Eaclitiad Unit consists of one share of common stoc# arfive-year warrant to purchase one shar
of common stock (the “Initial Unit Warrants”) witm exercise price of $0.625 per share.

The foregoing securities were issued in reliancéherexemption from registration contained in Set#(a)(2) of the Securities Act of 1933, as
amended (the “Act’Jor transactions of an issuer not involving a peiblifering and/or Rule 506 of Regulation D or Regjiain S under the Ac
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Revenue

Revenues are generated from the licensing, sultiscrignd maintenance of our enterprise softwardycband to a lesser extent professional
services fees.

Direct costs of revenu

Direct costs of revenues includes the costs ofesdrusting, the costs of installing our softwanerfew clients, commissions to third parties for
installation of our software, the costs of suppord operations dedicated to customer serviceshencosts of maintaining and amortizing our
proprietary database.

Sales and marketing expenses

Sales expenses consist of compensation and oveassadiated with our channel sales, inside sallestdales and product sales support
functions. Marketing expenses consist primarilg@ipensation and overhead associated with our tigkienction, trade shows and Google
ads, which are used as a main source of sales leads

Research and development expel

Research and development expenses consist maiobngfensation and overhead of research and devetdgarsonnel and professional
services firms performing research and developriwerdtions, plus amortization of our proprietaryatzdse.

General and administrative expenses

General and administrative expenses consist afdhgensation and overhead of administrative perdamd professional services firms
performing administrative functions, including mgeaent, accounting, finance and legal services, ghpenses associated with infrastruc
including depreciation, information technology gmmunications, facilities and insurance.

Interest

Interest consists of fees associated with factavimgreceivables and interest expense associatbcbuii notes payable.

Amortization of debt discou

Amortization of debt discount represents the amatiton of the debt discount over the shorter ottfa)term of the related debt, or (b) the
conversion of the debt into equity instruments. iscount consists of the fair value of the cosi@r options associated with certain debt,
plus the fair value of the warrants provided taaierdebt holders.

Amortization of deferred financing co:

Amortization of deferred financing costs represe¢hésamortization of the deferred financing costsrdhe shorter of (a) the term of the relatec
debt, or (b) the conversion of the debt into eqiristfruments. Deferred financing costs represemptiafessional fees incurred in conjunction
with our debt financing activities.

Induced note conversic

Induced note conversion expense represents the vlkecurities issued pursuant to an induceméet. of

Loss on extinguishme

Loss on extinguishment represents the excess whkeguity securities issued to converting notehaddove the carrying value of the debt.
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Results of Operations
Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013
Overview

We reported net losses of $2,838,892 and $1,958@06e three months ended March 31, 2014 and ,2@&pectively. The increase in net |
of $880,086 or 45% is due to a $1,457,532 incre@asther expenses and a $98,154 decrease in grafi#som lower revenues, partially offset
by a $675,600 decrease in operating expenses.ddieate in operating expenses was primarily asuét i lower commissions, wages and
employee benefits related to a reduction in heagcoluiapproximately $534,000 and decreased stoskéhaompensation expenses of
approximately $182,000.

Revenue

Our revenues for the three months ended March@®14 @ere $398,948 as compared to revenues of $A 84 the three months ended Me
31, 2013. Revenues decreased by $144,499 or 27%n4ding revenues were $91,800 as compared to $IBih&he prior period, a decrease
$89,800, or 49%. Maintenance revenues were $245h8@dmpared to $305,686 in the prior period, asdese of $63,886, or 21%, primarily
due to the recognition of revenue on decreasedterance renewals sold during the year. Subscripeenues were $18,039 as compared to
$35,339, a decrease of $17,300, or 49%, due toergledecrease in subscription customers. Profesisservice revenues were $47,309 as
compared to $20,822 in the prior period, an inaeHs$26,487 or 127%, as a result of the delivéryeovices on increased professional servic
contracts.

Direct costs of revenue

The direct costs of revenues during the three nsoetiled March 31, 2014 and 2013 were $100,522 &6l 867, respectively, representing a
decrease of $46,345 or 32%. The direct costs @mass as a percentage of revenues were approXira&ssl and 27% for the three months
ended March 31, 2014 and 2013, respectively. Tleeedse in direct costs of revenues was primariéted to the lack of royalty expenses
associated with the licensing of Intel DCM softwarghe three months ended March 31, 2014 dueetdatmination of the Intel Agreement. It
is impractical for the Company to break out diremsts of revenues by the types of revenues citélteinevenue discussion above.

Sales and marketing expenses

Sales and marketing expenses decreased by $494/23%%, in the three months ended March 31, 20116,227 from $610,439 in the
three months ended March 31, 2013. The decreasadn and marketing expenses was due to lower cggioniexpense, wages and benefits
(approximately $330,000) and stock-based compeanmsatipense (approximately $74,000) associatedsigifificant headcount reductions and
lower revenues.

Research and development expel

Research and development expenses decreased h2421& 48%, in the three months ended March 31420 $235,580 from $448,824 in
the three months ended March 31, 2013. The decveaseue primarily to lower wages and benefits {aximately $174,000) and stock-basec
compensation expense (approximately $49,000) astealcivith headcount reductions. While we have presly curtailed research and

development expenditures due to cash constraimt&xpect to ramp up research and development eitpeggdin the future as working capital
becomes available.

General and administrative expenses

General and administrative expenses were $644i78iithree months ended March 31, 2014 as compa®&®ll2,879 in the three months
ended March 31, 2013, an increase of $31,856, or 5%

Interest

Interest expense was $319,938 in the three monthsdeMarch 31, 2014 as compared to $140,366 ithtee months ended March 31, 2013,
an increase of $179,572, or 128%. The increaseattisutable to factor fees on increased factoraades and interest accrued on increased
outstanding notes payable as compared to the thoe¢hs ended March 31, 2013.

Amortization of debt discou

During the three months ended March 31, 2014, werded $319,819 of amortization of debt discourt@apared to $0 in the three months
ended March 31, 2013, due to the timing of the ga@®n of debt discount expense related to theedffy Notes.
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Amortization of deferred financing co:

During the three months ended March 31, 2014, werded $121,019 of amortization of deferred finagaosts as compared to $11,442 ir
three months ended March 31, 2013, an increas&Qa$,577, or 958%, which represents amortizatiodedérred financing costs incurred in
connection with the Units Offering and other prilebt financings.

Induced note conversic

During the three months ended March 31, 2014, werded induced note conversion expense of $1,38@G6@ompared to $0 in the three
months ended March 31, 2013. Induced note conveesipense represents the value of securities igausdant to an inducement offer.
Accordingly, the recognition of such charges cates with the timing of such transactions.

Loss on extinguishme

During the three months ended March 31, 2013, werded a loss on extinguishment of $531,436 as aoadpto $0 in the three months endec
March 31, 2014. Loss on extinguishment represégt®xcess value of equity securities issued toeimg noteholders above the carrying
value of the debt. Accordingly, the recognitiorsath charges correlates with the timing of suchsaations.

Liquidity and Capital Resources

We measure our liquidity a variety of ways, inchglihe following:

March 31, December 31
2014 2013
(unaudited)
Cash 48,08: $ 53,07¢

Working Capital Deficiency

Due to Factor (Current)

Notes Payable (Gro— Current)
Shareholder Advances (Gross — Current)

(6,563,55) $  (8,270,58)
73,41¢ $ 2,227,300
608,94! $ 608,94!
210,000 $ -

AR LR ||

Due to our brief history and historical operatingdes, our operations have not been a sourceuditiy and our primary sources of liquidity
have been our factoring relationship, debt andg®ds from the sale of our equity securities in sEv@ivate placements. Our current busines:
plan requires us to raise additional capital ireottd fund near term operating deficits, incremkleigal and accounting associated with being «
public company, additional product developmentaggpent of our factor, payment of IRS payroll tabilities and payment of legal
settlements.

We have relied upon our factoring relationshipuod our short term working capital requirementssTas included unsecured borrowings
which are expected to be repaid from or be exchéirge future capital raising activities. Due t@tburrent tax liens, we are in default of our
factoring arrangement. As such, the factor couldated full repayment of the outstanding balancengittene.

In September 2013, we completed a private offettimg had commenced in June 2013 (the “Units Ofggjim which we sold an aggregate of
$2,451,918 of units of our securities at a pric&1®,000 per unit. The closings resulted in aggeegat proceeds of $771,751 ($2,451,918 of
gross proceeds less $1,253,103 of debt convergielating to debt we previously borrowed) less $88% of issuance costs). Each unit (an
“Offering Unit”) consisted of (i) a $10,000 prin@pamount of one year 12% secured convertible msony note (the “Offering Notes”) and
(i) a five-year warrant to purchase 267 sharesoofimon stock at a price of $3.00 per share atiamy after the maturity date of the Offering
Notes (the'Offering Warrants”). Effective March 10, 2014, thelders converted the Offering Notes, plus accaretiunpaid interest, into an
aggregate of 5,551,236 shares of our common stoskiah time the Offering Notes and Offering Watsawere cancelled and the holders
released and terminated their security intereténCompany’s assets, which resulted from the mselof the Offering Notes.

In August and September 2013, we borrowed an agtger $310,000 via short-term interest free Idams two unaffiliated shareholders. On
January 22, 2014, the shareholders agreed to dahedarloans into units of our securities, at aw@rsion rate of $0.50 per unit, with each unit
consisting of one share of our common stock anafie 5-year warrant to purchase one share of@uanmn stock, exercisable at $0.50 per
share. As a result, in February 2014, we issuedd80shares of our common stock and warrants tchpse 620,000 shares of our common
stock.

In March 2014, we borrowed $150,000 and $60,000fam unaffiliated shareholder and Black DiamondRaial Group LLC (“Black
Diamond”), respectively, via short-term interegtefloans with no defined repayment schedule.
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On May 7, 2014, we sold a $3,296,703 12%, three;\&ecured Convertible Promissory Note (the “Note”Rackwise Funding Il, LLC (the
“Rackwise Funding”), an entity owned by our majpstockholder, Black Diamond, at a purchase pricg3¢000,000 which reflects a 9%
discount to the face amount. Rackwise Funding Wwasssignee of $3,000,000 in debt (the “Factor pebted by us to our factor (the
“Factor”). The net purchase by Rackwise Fundingulh the conversion of the Factor Debt took pladbeainitial closing of an offering being
made by us to Rackwise Funding or affiliated pesgoine “Note Offering”). The Note is convertiblgarunits (the “Initial Units”) at a
conversion price of $0.50 per Initial Unit. Eaclititd Unit consists of one share of common stoc# arfive-year warrant to purchase one shar
of common stock (the “Initial Unit Warrants”) witin exercise price of $0.625 per share. While tbsiity did not provide us with any new
funding, it did allow us to convert $3,000,000 afrent liabilities to non-current liabilities.

The proceeds from these financing activities weseduto support the general working capital needsebusiness. We do not currently
anticipate any material capital expenditures.

Availability of Additional Funds

As a result of the above developments, we raisditiadal cash and converted most of our indebteslivgs equity. Although we do not
currently anticipate any material capital expenait, as of the filing date of this Annual Reporg, still need to raise additional capital to meet
our liquidity needs for operating expenses, prodieselopment, repayment of our factor, paymenR& payroll tax liabilities and payment of
legal settlements. If we are unable to obtain adgfunds on reasonable terms, we may be reqursignificantly curtail or discontinue
operations.

Three Months Ended March 31, 2014 and 2013
Operating Activities

Net cash used in operating activities for the timemths ended March 31, 2014 and 2013 amounted30,$66 and $432,436 respective
During the three months ended March 31, 2014, ¢teash used in operating activities was primaaityibutable to the net loss of $2,838,892,
partially offset by $1,878,756 of net non-cash engses and $210,070 was generated from changesriatiogeassets and liabilities. During the
three months ended March 31, 2013, the net cashinsgperating activities was primarily attributahb the net loss of $1,958,806, partially
offset by $782,569 of net non-cash expenses an8,804 was generated from changes in operatingsaasdtliabilities.

Investing Activitie:

Net cash used in investing activities for the thramths ended March 31, 2014 and 2013 amounted,684% and $8,746, respective
Acquisition of tangible assets (property and equpthfor the three months ended March 31, 2014284@ amounted to $4,604 and $2,370,
respectively. Acquisition of intangible assets (®wacquired from a graphic designer for our dalkibrary that are schematics of specific
computer equipment) for the three months ended Mat¢ 2013 amounted to $6,376. Cash constraintsecithe Company to limit its
acquisition of tangible and intangible assets dytire three months ended March 31, 2014 and 2013.

Financing Activities

Net cash provided by financing activities for these months ended March 31, 2014 and 2013 amotm&19,674 and $460,1C
respectively. For the three months ended Marct2@14, the net cash provided by financing activitesulted primarily from the $545,571 of
net advances from our factor and $210,000 in pdeé&®m shareholder advances. For the three memithsd March 31, 2013, the net cash
provided by financing activities resulted primarilpm the $330,107 of net advances from our faatat $129,999 of net proceeds from the
of common stock and warrants (gross proceeds di,$0B less $20,001 of issuance costs).

Liquidity, Going Concern and Managem's Plans

The accompanying condensed consolidated finanitdraents have been prepared assuming that weoatilinue as a going concern, which
contemplates the realization of assets and sdiisfaaf liabilities and commitments in the normalicse of business. As discussed in Note 2 t
the accompanying condensed consolidated finaneitdraents, we have not achieved a sufficient lef/edvenues to support our business and
have suffered substantial recurring losses frommagjmas since our inception, which conditions rasbstantial doubt that we will be able to
continue operations as a going concern. The accoyimcondensed consolidated financial statememtsod include any adjustments that
might be necessary if we were unable to continuge @sing concern.
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In addition, as of March 31, 2014, we had unpaigtr@htaxes relating to the third and fourth quastef 2010, the first quarter of 2011, the tl
and fourth quarters of 2012, and the first and séaarters of 2013 in the aggregate amount ofcpately $1,567,000. As of March 31,
2014, the IRS had placed federal tax liens agamshat aggregate to approximately $1,567,000 imection with the unpaid payroll taxes.
The IRS had begun collection proceedings againahdshad moved forward in placing a levy againstbaunk accounts. On April 11, 2014,
IRS agreed to suspend further collection effortd dnly 15, 2014, in order to allow us time tcefin installment payment agreement for their
approval. On May 8, 2014, a former officer of thentpany paid approximately $250,000 to the IRS, shahour liability to the IRS was
reduced by that amount. As a result, we and thedowofficer verbally agreed that we would repayt #rmount to the former officer, plus
interest on the unpaid principal amount at a ratE per month, pursuant to a defined payment adkedubject to formal documentation. In
addition, due to the current tax liens, we aredfadlt of our factoring arrangement. As such, #etdr could demand full payment repaymel
the outstanding balance at any time.

We presently have enough cash on hand to sustaiopeuations for approximately forty-five days. \Wguire additional capital to meet our
liquidity needs to sustain our operations, payahligations and execute our business plan. Wewaremtly in discussions with alternative
sources in that regard and anticipate that weheilbuccessful in raising necessary additional ablpitt there can be no assurance that it will
occur. If we are unable to obtain additional finagoon a timely basis or if the IRS seizes casmfour bank account and, notwithstanding any
request we may make our debt holders do not agreenvert their notes into equity or extend theurigt dates of their notes, we may have to
delay note and vendor payments and/or initiate @aBictions, which would have a material adverfecebn our business, financial condition
and results of operations, and ultimately we cdng@dorced to discontinue our operations, liquidatd/or seek reorganization under the U.S.
bankruptcy code.

Off-Balance Sheet Arrangements
None.
Critical Accounting Policies and Estimates

There are no material changes from the criticabanting policies set forth in “Management’s Disdassand Analysis of Financial Condition
and Results of Operations” of our December 31, Zbcial statements included in our Annual Repororm 10-K filed with the SEC on
April 15, 2014. Please refer to that document fecldsures regarding the critical accounting peBaielated to our business.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK.
Not applicable

ITEM 4. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures

Disclosure controls are procedures that are dedigith the objective of ensuring that informati@yuired to be disclosed in our reports filed
under the Securities Exchange Act of 1934, as aptk(ttie “Exchange Act”such as this Quarterly Report, is recorded, preckssimmarize
and reported within the time periods specifiechiea 8EC’s rules and forms. Disclosure controls @ designed with the objective of ensuring
that such information is accumulated and commuedtéd our management, including the Principal E&eewand Financial Officer, as
appropriate to allow timely decisions regardinguieed disclosure. Internal controls are procedwieieh are designed with the objective of
providing reasonable assurance that (1) our traiesacare properly authorized, recorded and redperd (2) our assets are safeguarded
against unauthorized or improper use, to permiptieparation of our condensed consolidated findstéements in conformity with United
States generally accepted accounting principles.

In connection with the preparation of this Quasté&kport on Form 10-Q for the quarter ended Marhi2B14, management, with the
participation of our Principal Executive and Finah©fficer, has evaluated the effectiveness ofdsign and operation of our disclosure
controls and procedures (as defined in ExchangdrAitt 13a-15(e) and 15d-15(e)). Based upon thdtiatren, our Principal Executive and
Financial Officer concluded that, as of the enthefperiod covered by this Quarterly Report on F&¥Q, our disclosure controls and
procedures were effective.

23




Changes in Internal Controls

There was no change in our internal control oveairicial reporting that occurred during the quagteted March 31, 2014 that has materially
affected, or is reasonably likely to materiallyeadf, our internal control over financial reporting.

On January 21, 2014, Jeff Winzeler, Chief Finan©#icer and Secretary notified us of his decisiomesign. His last working day was Jant
31, 2014. Mr. Winzeler left to pursue another opyaity in a non-competing industry and did not gesas the result of any disagreement with
us on any matter relating to our operations, pedi@r practices. Guy A. Archbold, our Presidenig€CBxecutive Officer and Chairman of the
Board of Directors, assumed the additional rolentdrim Chief Financial Officer, effective Janu&@¥, 2014, pending a search for

Mr. Winzeler’s replacement. Given the Company'gent sparse liquidity, the finance function hasrbeperated on a lean basis, which,
combined with the absence of a full-time Chief Ficial Officer, could result in less than optimagjsegation of duties or financial reporting
issues. Mr. Archbold has contracted with a comsgliirm with financial reporting expertise in ord® supplement, supervise and monitor the
current finance function and ensure that accuratn€ial statements are produced on a timely basis.

Limitations on Effectiveness of Controls and Procedres

Our management, including our principal executiffeeer and principal financial officer, does notgect that our disclosure controls and
procedures or our internal controls will preverteators and all fraud. A control system, no mattew well conceived and operated, can
provide only reasonable, not absolute, assuraratdtth objectives of the control system are met.cutrol systems are designed to provide
such reasonable assurance of achieving their dlgsct-urther, the design of a control system mefi#ct the fact that there are resource
constraints and the benefits of controls must esickered relative to their costs. Because of therient limitations in all control systems, no
evaluation of controls can provide absolute assgdinat all control issues and instances of friuwhy, within our Company have been
detected. These inherent limitations include, betret limited to, the realities that judgmentsl@tision-making can be faulty and that
breakdowns can occur because of simple error dak@sAdditionally, controls can be circumventedthy individual acts of some persons, by
collusion of two or more people, or by managememetiade of the control. The design of any systeromftrols also is based in part upon
certain assumptions about the likelihood of futewents and there can be no assurance that anydeifligucceed in achieving its stated goals
under all potential future conditions. Over timentrols may become inadequate because of changesidiitions, or the degree of compliance
with the policies or procedures may deterioratedBise of the inherent limitations in a cost-effectontrol system, misstatements due to errc
or fraud may occur and not be detected.
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PART Il - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

From time to time we may be a defendant and pféintvarious legal proceedings arising in the natmourse of our business. Except as
described below, we are currently not a party §praaterial legal proceedings or government actionsyuding any bankruptcy, receivership,
or similar proceedings. Furthermore, as of the dathis Quarterly Report, our management is naravof any proceedings to which any of
our directors, officers, or affiliates, or any agste of any such director, officer, affiliate, security holder is a party adverse to our compat
has a material interest adverse to us.

On January 25, 2013, the Company and its CEO wareed defendants in a complaint filed in the SupeZmurt of California, County of
Sacramento, case number 34-2013-00138978 by Damek, a former employee of the Company. The compddleges that the Company
entered into an employment agreement with Mr. Ldcaghe purposes of providing services as our agji Sales Manager, that the Company
and its CEO breached the agreement by refusingrtgpensate Mr. Lucas for his services, and as dtréu Lucas was seeking lost
compensation and benefits, compensatory damages)ats’ fees, interest, and any other relief ascburt deems just and proper. The CEO
was thereafter dismissed with prejudice from theec®n February 6, 2014, the Company and Mr. Leicased a settlement agreement. The
Company is required to make payments pursuanspeaific schedule. As of the date of filing, then@f@any is not compliant with the payment
schedule due to a shortage of funds. As a reslplaintiff could take action against the Comptrat would result in additional compensat
damages.

On January 25, 2013, the Company and its CEO wareed defendants in a complaint filed in the SupeZmurt of California, County of
Sacramento case number 34-2013-00138979 by TinBahyne, a former employee of the Company who wasitated for cause. The
complaint alleges that the Company entered interaployment agreement with the Plaintiff for thegmses of providing services as its Seniol
Vice President, Global Accounts and Partners,ttt@Company and its CEO breached the agreemerfisimg to compensate Mr. Barone for
his services, and as a result, Mr. Barone is sgdkit compensation and benefits, additional tability, compensatory damages, exemplary
and/or punitive damages in an amount to be detemhiattorneys’ fees, interest, and any other ralahe court deems just and proper. The
CEO was thereafter dismissed with prejudice fromdhse. The Company and Mr. Barone entered inbmfidential settlement on January 23,
2014. The Company is required to make paymentaipatgo a specific schedule. As of the date afdilithe Company is not compliant with
the payment schedule due to a shortage of funda.r@sult, the plaintiff could take action agaitimgt Company that would result in additional
compensatory damages.

On June 19, 2013, the Company and its CEO were chdefendants in a complaint filed in the Superiou@ of California, County of
Sacramento case number 34-2013-00146750 by Davgh&vaa former employee who resigned from the Camppahe complaint alleges that
the Company entered into an employment agreemehttlaé Plaintiff for the purposes of providing sees as our Executive Vice President,
Sales, that the Company and its CEO breached teemgnt by refusing to compensate Mr. Wagner fshivices, and as a result, Mr.
Wagner is seeking lost compensation and benedit®rance pay, attorneys’ fees, interest, and dmsr otlief as the court deems just and
proper. The CEO was thereafter dismissed with gregufrom the case. A response to the complaimiyidg all allegations, will be filed. The
Company and Mr. Wagner entered into a confidesgtlement on February 6, 2014. The Company isned|to make payments pursuant to a
specific schedule. As of the date of filing, then@many is not compliant with the payment schedule tdua shortage of funds. As a result, the
plaintiff could take action against the Companyt thiauld result in additional compensatory damages.

On or about January 15, 2014, the Company was ndefeddant in a notice of claim filed with the 8taf California Labor Commissioner,
State Case Number 17-64278DB by Robert Roderitdsnaer employee who resigned from the Company. dlaien is for alleged unpaid
commissions earned in the amount of $32,908 plaged HSA contributions in the amount of $4,605Ti%e Company has hired counsel to
represent it in the matter and has entered intotiegns with the plaintiffs to settle these clainA hearing has not yet been scheduled on the
case.

On or about February 13, 2014, the Company was danelefendant in a complaint filed in the Courftipo Page, Circuit Court of the
Eighteenth Judicial Court of the State of lllinbig Altima Technologies index number 2014L000044e Traim alleges the Plaintiff rendered
work, labor, products and services to the Compamgipally in the form of ESDRs (equipment shaped data records) and is seeking
$107,358 (which amount includes interest throughdate of the complaint), together with additianétrest and certain other costs in
connection with this action, including Plaintiffsasonable attorney’s fees. The Company has retamensel in the matter to investigate the
claims and recommend a course of action.

ITEM 1A. RISK FACTORS.

Not applicable
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

In September 2013, we completed a private offettiag had commenced in June 2013 (the “Units Ofégjim which we sold an aggregate of
$2,451,918 of units of our securities at a pric&1,000 per unit. The closings resulted in aggeegat proceeds of $771,751 ($2,451,918 of
gross proceeds less $1,253,103 of debt convergielating to debt we previously borrowed) less $884 of issuance costs). Each unit (an
“Offering Unit") consisted of (i) a $10,000 prinegipamount of one year 12% secured convertible msony note (the “Offering Notes”) and
(i) a five-year warrant to purchase 267 sharesoofimon stock at a price of $3.00 per share atiamgy after the maturity date of the Offering
Notes (the*Offering Warrants”). Effective March 10, 2014, thelders exchanged the Offering Notes, plus accamgldunpaid interest, for an
aggregate of 5,551,236 shares of our common s&f% to each of the parties) at which time the QrifgNotes and Offering Warrants were
cancelled and the holders released and terminé#dsecurity interest in the Company’s assetsciwhésulted from the purchase of the
Offering Notes.

In August and September 2013, we borrowed an agtger $310,000 via short-term interest free Idams two unaffiliated shareholders. On
January 22, 2014, the shareholders agreed to ddhedarloans into units of our securities, at aw@rsion rate of $0.50 per unit, with each unit
consisting of one share of our common stock anafié 5-year warrant to purchase one share of@uanmn stock, exercisable at $0.50 per
share. As a result, in February 2014, we issuegd8B0shares of our common stock and warrants tchaise 620,000 shares of our common
stock.

The foregoing securities were issued in reliancéherexemption from registration contained in Set#(a)(2) of the Securities Act of 1933, as
amended (the “Act”), for transactions of an isso@trinvolving a public offering and/or Rule 506Régulation D or Regulation S under the
Act.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

We are in default under a December 8, 2008, 5%08&mbomissory Note (the “5% Note”) issued to a pipal shareholder. Interest and
principal became due on the Note on June 10, 2809f March 31, 2014, we owed $50,000 in princimadl $13,267 in accrued interest on the
5% Note. We intend to pay off the 5% Note, inclydall accrued interest due thereon, as and whatirfgror revenues permit.

We are in default on $508,945 face value of 12% Adeel Notes. Accrued interest was $113,658 relat¢ioet Amended 12% Notes
outstanding at March 31, 2014. Pursuant to thederithe Amended 12% Notes, noteholders are enhtitlall legal remedies in order to pur
collection and we are obligated to bear all reabtmeosts of collection. To date, no Amended 12%eNwlders have pursued collection.

We are in default on $50,000 face value of an 8%eNaccrued interest was $8,069 related to the &% Mutstanding at March 31, 2014.
Pursuant to the terms of the 8% Note, the notehdadentitled to all legal remedies in order togue collection and we are obligated to bear a
reasonable costs of collection. To date, the 8% Motder has not pursued collection.

ITEM 4. MINE SAFETY DISCLOSURES.

Not applicable

ITEM 5. OTHER INFORMATION.

None.
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ITEM 6. EXHIBITS.

In reviewing the agreements included as exhibithi®Form 10-Q, please remember that they aredesd to provide you with information
regarding their terms and are not intended to pieainy other factual or disclosure information d@hwuor the other parties to the agreements.
The agreements may contain representations andm@s by each of the parties to the applicableegent. These representations and
warranties have been made solely for the beneth@parties to the applicable agreement and:

« should not in all instances be treated as categjstatements of fact, but rather as a way of atiag the risk to one of the parties if
those statements prove to be inaccui

» have been qualified by disclosures that were madeet other party in connection with the negotiaid the applicable agreement,
which disclosures are not necessarily reflectetiénagreemen

« may apply standards of materiality in a way thatifserent from what may be viewed as material ¢o wr other investors; and

« were made only as of the date of the applicableeagent or such other date or dates as may be ispcithe agreement and are
subject to more recent developmel

Accordingly, these representations and warrantiag mot describe the actual state of affairs ab®fate they were made or at any other time
Additional information about us may be found elsevehin this Form 10-Q and our other public filing&ich are available without charge
through the SEC’s website at http://www.sec.gov

The following exhibits are included as part of theport:

Exhibit No. Description

31.1* Certification of Principal Executive Officer pursutao Section 302 the Sarba-Oxley Act of 200z

31.2* Certification of Principal Financial Officer purquao Section 302 the Sarba-Oxley Act of 2002

30 1k Certification of Chief Executive Officer pursudnt18 U.S.C. Section 1350, as adopted pursugé¢dtion 906 of the

Sarbane-Oxley Act of 2002
Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursugseetion 906 of the

*%
322 Sarbane-Oxley Act of 200z
101.INST XBRL Instance Documer
101.SCHt XBRL Schema Documel
101.CALT XBRL Calculation Linkbase Docume
101.DEFt XBRL Definition Linkbase Documer
101.LABY XBRL Label Linkbase Documel
101.PRE1 XBRL Presentation Linkbase Docume

*  Filed herewitr

** This certification is being furnished and shalbt be deemed “filedWith the SEC for purposes of Section 18 of the Exge Act, c
otherwise subject to the liability of that sectiamd shall not be deemed to be incorporated byemée into any filing under the Securi
Act or the Exchange Act, except to the extent thatregistrant specifically incorporates it by refece.

t Pursuant to Rule 406T of Regulation S-T, this XBBlated information shall not be deemed to bkedfi for purposes of Section 18 of
Exchange Act, or otherwise subject to the liabibifythat section, and shall not be deemed part refgéstration statement, prospectu
other document filed under the Securities Act @ Exchange Act, except as shall be expressly stt fy specific reference in st
filings.
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SIGNATURES

In accordance with the requirements of the Seesrixchange Act of 1934, the Registrant has cahéedeport to be signed on its behalf by
the undersigned, thereunto duly authorized.

RACKWISE, INC.

Date: May 15, 2014 By: [/s/ Guy A. Archbolc
Name: Guy A. Archbol
Title: Chief Executive Officer, President,
Interim Chief Financial Officer (Principal
Executive Officer and Interim Financial and
Accounting Officer) and Chairme
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EXHIBIT INDEX

Exhibit No. Description

31.1* Certification of Principal Executive Officer pursutao Section 302 the Sarba-Oxley Act of 200z

31.2* Certification of Principal Financial Officer purquato Section 302 the Sarba-Oxley Act of 2002

30 1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursud¢ttion 906 of the
' Sarbane-Oxley Act of 2002

30 o Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursugseetion 906 of the
' Sarbane-Oxley Act of 200z

101.INST XBRL Instance Documer

101.SCHt XBRL Schema Documet

101.CALT XBRL Calculation Linkbase Docume

101.DEFt XBRL Definition Linkbase Documer

101.LABt XBRL Label Linkbase Documel

101.PRE1 XBRL Presentation Linkbase Documg

*  Filed herewitr

** This certification is being furnished and shalbt be deemed “filedWith the SEC for purposes of Section 18 of the Bxge Act, c
otherwise subject to the liability of that sectiamd shall not be deemed to be incorporated byemée into any filing under the Securi
Act or the Exchange Act, except to the extent thatregistrant specifically incorporates it by refece.

t  Pursuant to Rule 406T of Regulation S-T, this XBBlated information shall not be deemed to bkedfi for purposes of Section 18 of
Exchange Act, or otherwise subject to the liabibifythat section, and shall not be deemed part r&fgéstration statement, prospectu
other document filed under the Securities Act @ Exchange Act, except as shall be expressly sgt iy specific reference in st
filings.




Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE AND FINANCIAL  OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Guy A. Archbold, certify that:
1. | have reviewed this quarterly report on Forn-Q of Rackwise, Inc. for the quarterly period endiéatch 31, 201«

2. Based on my knowledge, the quarterly report doé<otain any untrue statement of material faabroit to state a material f:
necessary to make the statements made, in lighteafircumstances under which such statements made, not misleading wi
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statement$,aéimer financial information included in this gteaty report, fairly present
all material respects the financial condition, fssaf operations and cash flows of the registeenof and for the periods preset
in this quarterly repor

4. The registrans other certifying officers and | are responsilde dstablishing and maintaining disclosure contesld procedurt
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repaogtifas defined in Exchan
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tesigned under ¢
supervision, to ensure that material informatiotatieg to the registrant, including its consolidhteubsidiaries, is ma
known to us by others within those entities, paittidy during the period in which this quarterlyoet is being prepare:

(b) Designed such internal control over financial réipgr;, or caused such internal control over finah@aorting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repodimand the preparation
financial statements for external purposes in atauce with generally accepted accounting princijy

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures; and presémtiis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetlis report based
such evaluation; an

(d) Disclosed in this report any change in the segnts internal control over financial reporting thatcomed during th
registrant’s most recent fiscal quarter that hatenadly affected, or is reasonably likely to maadly affect, the registrant
internal control over financial reporting; a

5. The registransg other certifying officers and | have discloseasdd on our most recent evaluation of internalrobower financie
reporting, to the registrant’'s auditors and theitaodmmittee of the registrast’board of directors (or persons performing
equivalent function)

(&) All significant deficiencies and material weaknesge the design or operation of internal controkofinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinencia
information; anc

(b) Any fraud, whether or not material, that involvesmagement or other employees who have a signifioalet in the
registran’s internal controls

Date: May 15, 2014 By: /s/ Guy A. Archbolc
Name: Guy A. Archboli
Title:  Chief Executive Office
(Principal Executive Office




Exhibit 31.2

CERTIFICATION OF PRINCIPAL EXECUTIVE AND FINANCIAL  OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Guy A. Archbold, certify that:
1. | have reviewed this quarterly report on Forn-Q of Rackwise, Inc. for the quarterly period endiéatch 31, 201«

2. Based on my knowledge, the quarterly report doé<otain any untrue statement of material faabroit to state a material f:
necessary to make the statements made, in lighteafircumstances under which such statements made, not misleading wi
respect to the period covered by this quarterlpre

3. Based on my knowledge, the financial statement$,aéimer financial information included in this gteaty report, fairly present
all material respects the financial condition, fssaf operations and cash flows of the registeenof and for the periods preset
in this quarterly repor

4. The registrans other certifying officers and | are responsilde dstablishing and maintaining disclosure contesld procedurt
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repaogtifas defined in Exchan
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tesigned under ¢
supervision, to ensure that material informatiotatieg to the registrant, including its consolidhteubsidiaries, is ma
known to us by others within those entities, paittidy during the period in which this quarterlyoet is being prepare:

(b) Designed such internal control over financial réipgr;, or caused such internal control over finah@aorting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repodimand the preparation
financial statements for external purposes in atauce with generally accepted accounting princijy

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures; and presémtiis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetlis report based
such evaluation; an

(d) Disclosed in this report any change in the segnts internal control over financial reporting thatcomed during th
registrant’s most recent fiscal quarter that hatenadly affected, or is reasonably likely to maadly affect, the registrant
internal control over financial reporting; a

5. The registransg other certifying officers and | have discloseasdd on our most recent evaluation of internalrobower financie
reporting, to the registrant’'s auditors and theitaodmmittee of the registrast’board of directors (or persons performing
equivalent function)

(&) All significant deficiencies and material weaknesge the design or operation of internal controkofinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinencia
information; anc

(b) Any fraud, whether or not material, that involvesmagement or other employees who have a signifioalet in the
registran’s internal controls

Date: May 15, 2014 By: /s/ Guy A. Archbolc
Name: Guy A. Archboli
Title:  Interim Chief Financial Officer
(Interim Principal Financial Office




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Rackwike. (the “Company”) on Form 1Q-for the quarter ended March 31, 2014 as filedh
the Securities and Exchange Commission on the liateof (the “Report”)], Guy A. Archbold, Chief Executive Officer of theompany
certify, pursuant to 18 U.S.C. Section 1350, aspsetb pursuant to Section 906 of the Sarbabeey Act of 2002, that, to the best of

knowledge:
(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; an

(2) The information contained in the Report fairly mets, in all material respects, the financial ctiodi and results «
operations of the Compar

A signed original of this written statement reqditey Section 906 has been provided to the Compadydll be retained by the Company
furnished to the Securities and Exchange Commigsidts staff upon request.

Date: May 15, 2014 By: /sl Guy A. Archbolc
Name: Guy A. Archboli
Title:  Chief Executive Office
(Principal Executive Office




Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Rackwike. (the “Company”) on Form 1Q-for the quarter ended March 31, 2014 as filedh
the Securities and Exchange Commission on the hiateof (the “Report”)), Guy A. Archbold, Chief Financial Officer of theompany
certify, pursuant to 18 U.S.C. Section 1350, aspsetb pursuant to Section 906 of the Sarbabeey Act of 2002, that, to the best of

knowledge:
(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; an

(2) The information contained in the Report fairly mets, in all material respects, the financial ctiodi and results «
operations of the Compar

A signed original of this written statement reqditey Section 906 has been provided to the Compadydll be retained by the Company
furnished to the Securities and Exchange Commigsidts staff upon request.

Date: May 15, 2014 By: /sl Guy A. Archbolc
Name: Guy A. Archboli
Title:  Interim Chief Financial Officer
(Interim Principal Financial Office




