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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
Xl  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30, 2011

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
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Commission file number: 333-163172
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101 California Street; Suite 245(

San Francisco, California 94111
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Indicate by check mark whether the registrant € filed all reports required to be filed by SeetidB or 15(d) of the Securities Exchange Act

of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past 90 dayesX] No O

Indicate by check mark whether the registrant liésnitted electronically and posted on its corpo¥dteb site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8232.405 of this ¢egpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y&l No O

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, maccelerated filer, or a smaller reporting

company. See definitions of “large accelerated,fifaccelerated filer” and “smaller reporting coany” in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated file O Accelerated filel O
Non-accelerated file O (Do not check if a smaller reporting compa Smaller reporting compar
Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the A¢8s0]  No

As of November 10, 2011, there were 86,007,775eshaf the issuer's common stock outstanding.
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Rackwise, Inc.
Condensed Consolidated Balance Shee

September December
30, 31,
2011 2010
(unaudited)
Assets
Current Assets
Cash $ 198,67° $ 47,36¢
Accounts receivable, net of allowance for factorfiegs
of $38,418 and $160,551, respectiv 110,76: 1,044,99!
Prepaid expenses and other current assets 124,68: 39,05!
Total Current Asst 434,12: 1,131,411
Property and equipment, r 97,77 84,22
Intangible assets, n 164,09: 198,12¢
Deposits and other assets 22,13 17,94
Total Assets $ 718,11¢ $ 1,431,70:
Liabilities and Stockholders' Deficiency
Current Liabilities:
Accounts payabl $ 1,327,39. $ 868,89!
Accounts payabl- related partie 385,87« 282,23
Due to factol 341,06( 946,79(
Accrued expense 983,49: 589,76!
Accrued interes- related partie 7,02: 368,95(
Current portion of notes payable, ne!
debt discoun- related partie 50,00( 2,764,74.
Derivative liabilities- related partie - 1,645,85:
Current portion of capital lease obligatic 6,25¢ 7,07¢
Deferred revenue 548,42! 903,15¢
Other current liabilitie: 21,99: 22,00t
Total Current Liabilitie 3,671,51. 8,399,46
Notes payable, n«-current portior - 100,00(
Capital lease obligations, non-current portion - 4,42(
Total Liabilities 3,671,51. 8,503,88
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- 82,547,775 and 38,846,7.
shares, respective 8,25¢ 3,88¢
Additional paic-in capital 26,461,94 18,117,34
Note receivabl- stockholdel - (187,71)
Accumulated deficit (29,423,59) (25,005,69)
Total Stockholders' Deficier (2,953,39) (7,072,179
Total Liabilities and StockHets' Deficiency $ 718,11¢ $ 1,431,70

See Notes to these Condensed Consolidated Fin&tatgment




Rackwise, Inc.
Condensed Consolidated Statements of Operatiol

(unaudited)
For The Three Months For The Nine Months
Ended September 30 Ended September 30
2011 2010 2011 2010
Revenues $ 664,82: $ 668,37¢ $ 1,461,40. $ 1,769,70.
Direct cost of revenues 63,74¢ 91,33 162,21 262,89:
Gross Profit 601,07¢ 577,04! 1,299,18! 1,506,80!
Operating Expenses
Sales and marketir 445,07¢ 445,30 1,022,65 1,202,02.
Research and developme 271,81¢ 211,40! 717,09: 736,81:
Transaction expens 882,40: - 882,40: -
General and administratiy 1,067,47 550,89! 2,324,26! 1,531,92!
Total Operating Expenses 2,666,77! 1,207,60. 4,946,41. 3,470,76
Loss From Operations (2,065,69) (630,559 (3,647,22) (1,963,95)
Other Income (Expense,
Interest, ne (49,55() (119,75) (332,941) (310,88f)
Amortization of debt discout (123,11) (644,10 (632,38() (1,585,15)
Amortization of deferred financing cos (179,067 - (347,63) -
Gain (loss) on change in fair value of derivatiiabilities 165,06: (107,729 542,28: 714,89:
Total Other Expense (186,66¢f) (871,581) (770,669 (1,181,14)
Net Loss $ (2,252,36) $ (1,502,14) $ (4,417,89) $ (3,145,10)
Net Loss Per Common Share - Basic and Diluted $ (0.05) $ (0.0 $ (0.17) $ (0.0¢)
Weighted Average Number of Common She
Outstandin¢- Basic and Dilutec 44,746,99 40,436,25 41,905,72 40,418,10

See Notes to these Condensed Consolidated Fin&tategment




Rackwise, Inc.
Condensed Consolidated Statement of Changes in Skbolders' Deficiency
For the Nine Months Ended September 30, 201

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

Balance- December 31, 201 38,846,74 $ 3,88t $ 18,117,334 $ (187,71) $ (25,005,69) $ (7,072,17)
Conversion of notes and accrt

interest into shares of comm

stock 28,901,26 2,89( 6,436,20! - - 6,439,09!
Stoclk-based compensatic - - 255,79¢ - - 255,79¢
Exercise of warrant 1,609,74 161 2,88¢ - - 3,04¢
Issuance of common stock a

warrants- private placement, n 3,190,00! 31¢ 512,77- - - 513,09:
Reclassification of derivative liabilit

to equity - - 1,133,18I - - 1,133,18!
Outstanding common stock

Rackwise, Inc. at the tirr

of the exchang 10,000,01 1,00( (2,000 - - -
Forgiveness of note receival

- stockholdel - - - 187,71 - 187,71
Warrants issued in connecti

with convertible note - - 4,75(C - - 4,75(
Net loss - - - - (4,417,89) (4,417,89)
Balance- September 30, 201 8254777 $ 8,25F $ 26,461,94 $ - $(29,423,59) $ (2,953,39)

See Notes to these Condensed Consolidated Fin&tatgment




Rackwise, Inc.

Condensed Consolidated Statements of Cash Flo

Cash Flows From Operating Activities
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Depreciatior
Amortization of intangible asse
Stoclk-based compensatic

Forgiveness of note receival- stockholde!
Change in fair value of derivative liabiliti

Amortization of debt discout
Amortization of deferred financing cos
Provision for factoring fee

Changes in operating assets and liabilit
Accounts receivabl

Prepaid expenses and other current a:

Accounts payabl

Accounts payabl- related partie
Due to factol

Accrued expense

Accrued interes- related partie
Deferred revenue

Other current liabilitie:

Deposits and other ass:

Total Adjustments
Net Cash Used in Operating Activities

Cash Flows From Investing Activities
Acquisition of property and equipme
Acquisition of intangible asse

Net Cash Used in Investing Activities

Cash Flows From Financing Activities
Proceeds from notes payal
Repayment of notes payal
Deferred financing cos
Proceeds from warrant exerc

Issuance of common stock and warrants, ne

Payment of capital lease obligatic

Net Cash Provided by Financing Activities

Net Increase In Cast
Cash- Beginning

Cash- Ending

[1] Gross proceeds of $797,500, less issuances c0$284,407.

See Notes to these Condensed Consolidated Fin&tatgment

(unaudited)

For The
Nine Months Ended September 3C
2011 2010
$ (4,417,89) $ (3,145,100
37,65 46,94
104,05 124,03:
255,79¢ 129,58
187,71 -
(542,28) (714,89)
632,38( 1,585,15I
347,63: -
(122,13) (62,95¢)
1,056,36! 616,96"
(85,629 (3,759
458,49¢ (10,35¢)
103,63 218,11(
(605,73() (373,80()
393,72¢ 160,92:
326,42¢ 236,77¢
(354,73) (49,639
(14) -
(4,190 (2,789
2,189,18! 1,900,30:
(2,228,71) (1,244,79)
(51,209 (63,179
(70,027) (134,95()
(121,224 (198,129
2,337,98I 1,653,75!
- (200,001)
(347,63) -
3,04¢ -
513,09: -
(5,239 (4,809
2,501,24 1,448,95I
151,31: 6,02
47,36¢ 4,89(
$ 198,677 $ 10,91




Rackwise, Inc.
Condensed Consolidated Statements of Cash Flo- Continued

(unaudited)
For The
Nine Months Ended September 3C
2011 2010
Supplemental Disclosures of Cash Flow Information

Non-cash financing activite:

Conversion of notes payable into shares of commnmrks $ 5,750,75. $ s
Conversion of accrued interest into shares of comstock $ 688,33 $ 13,56¢
Reclassification of derivative liabilities into dtu $ 1,133,181 $ .
Warrants issued in connection with convertible sote $ 4,75 $ 119,49!

See Notes to these Condensed Consolidated Fin&tategiment




Rackwise, Inc.
Notes to Condensed Consolidated Financial Statement

(unaudited)

Note 1 — Organization, Operations, and Basis of Psentation

Organization and Operations

Rackwise, Inc., formerly Visual Network Design, If¢Rackwise” or the “Company”)is headquartered in San Francisco, California
offices in Las Vegas, Nevada; El Segundo, Califorand Research Triangle, North Carolina. The Compaeates Microsoft applications
network infrastructure administrators that provide the modeling, planning, and documentation ofadeenters. The Company sells
applications in four primary products: Rackwisers@rd Edition, Rackwise Enterprise Edition, Raclen3ata Center Manager and Racky
Web edition.

On August 24, 2010, Cahaba Pharmaceuticals, Indewada corporation formed on August 20, 2010 (‘&@®ati) merged with MIB Digital
Inc., a Florida corporation formed on SeptemberZZ®9. Cahaba was the survivor in the merger amgbtimcipal purpose of the merger wa
change the domicile of the company from FloriddN&vada. On July 8, 2011, Cahaba merged with VibleWwork Design, Inc., a Neva
corporation. Cahaba was the survivor in the mekgér changed its name in the merger to Visual Netwdesign, Inc. (“Visual”). On
September 29, 2011, Visual merged with Rackwise, BnNevada corporation formed on September 2Bl.20isual Network Design, Inc. w
the survivor in the merger, but changed its naméé merger to Rackwise, Inc. The sole purposehef@ahaba to Visual and Visual
Rackwise mergers was to change the company’s name.

Basis of Presentation

The accompanying unaudited condensed financiaregts have been prepared in accordance with aieguominciples generally acceptec
the United States of America (“U.S. GAAPf)r interim financial information. Accordingly, tigedo not include all of the information &
footnotes required by U.S. GAAP for complete finahstatements. In the opinion of management, siatements include all adjustme
(consisting only of normal recurring items) whicte @onsidered necessary for a fair presentaticheftondensed financial statements o
Company as of September 30, 2011. The results efatipns for the three and nine months ended SémteB0, 2011 are not necesse
indicative of the operating results for the fullayelt is recommended that these condensed finlasteitements be read in conjunction with
financial statements and related disclosures feryéar ended December 31, 2010 included in theeGuReport on Form B-filed with the
SEC on September 27, 2011. The Company evaluaggsethat have occurred after the balance sheethdatbefore the financial stateme
are issued. Based upon the evaluation, the Comgahyot identify any recognized or neeeognized subsequent events that would
required further adjustment or disclosure in thaudited condensed financial statements.

Reverse Merger

On September 21, 2011, the Company and its whmllged subsidiary executed a reverse merger agreéeminan operating company (i
“Merger Agreement”)Pursuant to the Merger Agreement and following @ering (see below), the stockholders of the ofiegacompan
received an aggregate of 72.7% of the common stétcke Company as a result of converting each sbbmmmon stock of the operat
company for (1) approximately 1.27 shares of comstonk in the Company (the “Merger Sharegid (2) approximately 1.27 warrants, €
to purchase one-half share of common stock in hagany (the “Merger Warrants”).

An indemnification representative for the operatoognpany$ stockholders executed an Escrow Agreement, wheretmas agreed that 5%
the Merger Shares (3,000,000 shares) due to thratdpge companys stockholders would be held in escrow for a twarygeriod. In addition,
Lock-Up Agreement requires that officers, directdesy employees and holders of 10% or more of the@anys common stock (1) not sell
otherwise transfer their shares for a period olfiteign months; and (2) not register their sharea fogriod of two years.

The Merger Warrants are exercisable for a peridiivefyears at an exercise price of $0.625 perdhéire of common stock and are identic
the Investor Warrants (see below) in all matergpects except that (i) the resale of the commackainderlying them is not covered b
registration statement; (ii) the Company may redéeenMerger Warrants only if they are eligible ® déxercised on a cashless basis; ant
they are only exercisable on a cashless basisrinemion with a redemption of the Merger Warramtd anly commencing one year after
date of filing the Current Report on Form 8-K wille SEC regarding the reverse merger.

-6-




Rackwise, Inc.
Notes to Condensed Consolidated Financial Statement

(unaudited)

Note 1 — Organization, Operations, and Basis of Psentation - Continued
Reverse Merger Continued

For financial reporting purposes, the reverse nrergpresents a capital transaction of the operatiompany rather than a busir
combination, because the sellers of the operatorgpany controlled the combined company immediatelwing the completion of tf
transaction. The operating company was deemed thebaccounting acquirer in the transaction andsequently, the transaction was tre
as a recapitalization of the operating companycohdingly, the assets and liabilities and the hissh operations that are reflected in
financial statements are those of the operatingpemy and were recorded at the historical cost bafstee operating company. The pu
holding company had no assets, liabilities or tssofl operations as of the date of the acquisitibhe number of shares issued and outsta
and additional paidh capital of the Company have been retroactivdijysted to reflect the equivalent number of sha®sed by the Compa
in the reverse merger, while the operating compahistorical equity is being carried forward. Atists attributable to the reverse merger
expensed as transaction costs.

Note 2 - Liquidity, Going Concern and Management’'$lans

The Company, inclusive of the operating company, ihaurred substantial recurring losses sincenitgption. The accompanying conder
consolidated financial statements have been prdpgssuming that the Company will continue as a g@oncern, which contemplates
realization of assets and satisfaction of liak@itiand commitments in the normal course of businBss Company has available casl
approximately $199,000 at September 30, 2011. @utie nine months ended September 30, 2011 and g Company used approxima
$2,229,000 and $1,245,000 of cash in operating/iies. The Companyg working capital deficiency was approximately 8,200 as ¢
September 30, 2011. The Company’s accumulatedidafid stockholdersdeficiency at September 30, 2011 was approxima#28;424,00
and $2,953,000, respectively.

Subsequent to September 30, 2011, the Companyadditional common stock and warrants for $830,008ggregate gross proceeds in
continuing offering. The Company needs to raiser@ygmately $1,750,000 to $2,250,000 in additiorapbital over the next twelve months
order to fund the Company’s revenue growth plaris Thpital will be utilized to fund (1) $180,0086240,000 per annum of recurring legal
accounting expenses as a result of being a pubfigpeny; and (2) the Compasyéxisting operating deficits while an investmentniade in th
sales, R&D and support functions, which managerbetieves will enable the Company to broaden prodinei(s) and enhance market
efforts to increase revenues and generate operstinqguses by the end of 2012. The Company doesureently anticipate any matel
capital expenditures. As of November 14, 2011, agament believes there is enough cash on handtaiswperations through March 2012.

In order to fund the Comparsg/current and future cash requirements, manageafeght Company plans to raise additional capitalgq
continuation of the current offering; and (2) astp# new offerings. The management of the Companglso in the process of explor
strategies to increase its existing revenues addcee operating expenditures. The Company beliavesllibe successful in these effol
however, there can be no assurance the Companbevilliccessful in raising additional debt or edfiitgncing to fund its operations on tel
agreeable to the Company. These matters raiseasuilastdoubt about the Compasyability to continue as a going concern. The faial
statements do not include any adjustments thattrbigimecessary if the Company were unable to coatits a going concern.

Note 3 - Significant Accounting Policies

Accounts Receivable and Allowance for Doubtful Agots

The Company recognizes an allowance for doubtfobants to ensure that accounts receivable arevarstated due to uncollectibility. At t
time accounts receivable are originated, the Compansiders a reserve for doubtful accounts basetie creditworthiness of customers.
provision for uncollectible amounts is continualgviewed and adjusted to maintain the allowaneelavel considered adequate to cover fu
losses. The allowance is managenebgst estimate of uncollectible amounts and isrdehed based on historical performance that ke
by the Company on an ongoing basis. During theettand nine months ended September 30, 2011 aid @@lCompany losses from b
debts were not material. The losses ultimatelyrirezlicould differ materially in the near term frdlre amounts estimated in determining
allowance.




Rackwise, Inc.
Notes to Condensed Consolidated Financial Statement

(unaudited)
Note 3 - Significant Accounting Policies - Continue

Accounts Receivable and Allowance for Doubtful Agats- Continued

In addition, the Company also factors its receigalwith full recourse and, as a result, accountshie factoring akin to a secured borrow
maintaining the gross receivable asset and duactorf liability on its books and records. In cortiwet with the factoring of its receivables,

timing of the collection. The actual recognitioinsach fees may differ from the estimates dependpan the timing of collections.

Use of Estimates

The preparation of financial statements in confeymiith U.S. GAAP requires management to make estsand assumptions that affect
reported amounts of assets and liabilities, discks of contingent assets and liabilities, and ntepoamounts of revenues and expenses
condensed financial statements and the accompamytes. Actual results could differ from those mesties. The significant estimates
assumptions of the Company are stbelsed compensation, the useful lives of fixed asaetl intangibles, depreciation and amortizatibe
allowances for factoring fees and income taxes,thedair value of derivative liabilities and wanta.

Derivative Financial Instruments

The Company does not use derivative instrumentetiye exposures to cash flow, market or foreigreagy risks. The Company evaluate:

of its financial instruments to determine if suetstruments are derivatives or contain features dualify as embedded derivatives.
derivative financial instruments that are accouritedhs liabilities, the derivative instrument istially recorded at its fair value and is then re-
valued at each reporting date, with changes inféirevalue reported in the statements of operatidi stockbased derivative financ
instruments, the Company uses the binomial lattiggions pricing model to value the derivative ingstents at inception and on subseq
valuation dates. The classification of derivatimstiuments, including whether such instruments lshbe recorded as liabilities or as equit
evaluated at the end of each reporting period.vagvie liabilities are classified in the balanceshas current or nocurrent based on whetl

or not net-cash settlement of the instrument cbeldequired within 12 months of the balance shatt.d

Concentration of Credit Risk and Significant Custosn

Financial instruments that potentially expose tlmm@any to concentration of credit risk consist ity of cash and cash equivalents
accounts receivable. The Company's cash and casiatmts are deposited with major financial ingtdns. At times, such deposits may b
excess of the Federal Deposit Insurance Corporatigsurable amount. The Company generally does emptire collateral from its custom
and generally requires payment in 30 days. The @Gomgvaluates the collectability of its accountseieable and provides an allowance
potential credit losses as necessary. Historicallgh losses have been within management’s expetat

Revenues derived from customers in the United Kamgdvere approximately $40,000 and $53,000 durirgtkinee and nine months en
September 30, 2011, respectively, and were appairi;n$93,000 and $233,000 during the three ane months ended September 30, 2
respectively. Revenues derived from customers istiau were approximately $0 and $20,000 during ttiee and nine months en
September 30, 2011, respectively, and were appaieign $0 and $6,000 during the three and nine nsoethded September 30, 2(
respectively. All remaining revenues were derivexhf customers in the United States of America.

For the three and nine months ended Septembei03Q, Bne customer accounted for 29% and 13% dfretanues, respectively. For the tt

months ended September 30, 2010, three customzoarged for 24%, 19% and 11% of total revenuepeawively. For the nine months en
September 30, 2010, one customer accounted foraf@&tal revenues.

-8-




Rackwise, Inc.
Notes to Condensed Consolidated Financial Statement

(unaudited)
Note 3 - Significant Accounting Policies - Continug

Intangible Assets

Intangible assets acquired consist of shapes fordatabase library that are schematics of specifimputer equipment that enable
customers to visualize their computer systemsntyitde assets are recorded at cost less accumwdatedization. Amortization is comput
using the straight-line method over the estimatful lives of 2.5 years.

Revenue Recognition

In accordance with Accounting Standard Codifica{{thSC”) Topic 985-605, “Software Revenue Recognitiorifcense revenue is recogni:
when (i) persuasive evidence of an arrangementseXi§ delivery has occurred or services havenbemdered; (iii) the sales price is fixec
determinable; and (iv) collectability is reasonalalysured. Delivery is considered to have occurreénwtitle and risk of loss have b
transferred to the customer, which generally ocetffter a license key has been delivered electripittathe customer. License agreement
not provide for a right of return, and historicallyroduct returns have not been significant. Opic! end user license agreements dc
contain acceptance clauses. However, if acceptaitegia are required, revenues are deferred anstomer acceptance has occurred.

For software arrangements with multiple elementsictvin the Compang' case is comprised of (1) licensing fees; (2) ggsibnal service
and (3) maintenance/support; revenue is recogriepgndent upon whether vendor specific objectivdegxe (“VSOE”)of fair value exist
for separating each of the elements or units obaeting. The Company determined that VSOE existb@iih the delivered and undelive
elements of its multipl@lement arrangements. The Company limits its agsest of fair value to either (a) the price chargden the san
element is sold separately; or (b) the price eistiabll by management having the relevant authoritg only undelivered component of
agreements relates to post-contract customer suffpS”) services. As such, the total fair value of the lindeed elements, as indicated
the VSOE of fair value, is deferred by the Compang subsequently recognized ratably over the ccinieriod in accordance ASC Topic 985-
605. There may be cases, however, in which thaevbjective and reliable evidence of fair valuelw tindelivered item(s) but no such evide
for the delivered item(s). In those cases, thedtedimethod is used to allocate the arrangemerttideration. Under the residual method,
amount of consideration allocated to the deliveitedh(s) equals the total arrangement considerdésa the aggregate fair value of
undelivered item(s).

In the case of our (a) subscriptibased licenses; and (b) maintenance arrangemeets sdid separately, revenues are recognized rababl
the service period. The Company defers revenuesdftvare license and maintenance agreements wian leas been received from
customer and the agreement does not qualify fargm@iion under ASC Topic 98605. Such amounts are reflected as deferred regenuh
accompanying financial statements.

The Company provides professional services to utgtamers. Such services, which include trainingtaitation, and implementation, .
recognized when the services are performed. Thep@ognalso provides volume discounts to variousacusts. In accordance with ASC Ta
985-605, the discount is allocated proportionadlyite delivered elements of the multiple-elemerdragement and recognized accordingly.

Fair Value of Financial Instruments

The carrying amounts of financial instruments, uithg cash and cash equivalents, receivables, atz@ayable, accrued expenses
deferred revenue, approximated fair value as oftthkance sheet dates presented, because of thivelgleshort maturity dates on the
instruments. The carrying amounts of the finan@ngngements approximate fair value as of the balaheet date presented, because in
rates on these instruments approximate marketestteates after consideration of stated interdssyantidilution protection and associa
warrants.




Rackwise, Inc.
Notes to Condensed Consolidated Financial Statement

(unaudited)
Note 3 - Significant Accounting Policies - Continue

Deferred Financing Costs

The Company has recorded deferred financing casta eesult of professional fees incurred by the @amy in conjunction with its de
financing activities. These costs are being amedtiaver the shorter of (a) the term of the relatelt or (b) the expected conversion date ¢
debt into equity instruments.

Recent Accounting Pronouncements

In May 2011, the Financial Accounting Standards rHo@FASB”) issued Accounting Standards Update (&% No. 2011904, Fair Valu
Measurement (Topic 820). This updated accountindamnece establishes common requirements for meastain value and for disclosii
information about fair value measurements in acaocd with U.S. GAAP and International Financial &tpg Standards (“IFRS”)This
guidance includes amendments that clarify the tnédout the application of existing fair value m@asnents and disclosures, while o
amendments change a principle or requirement forvilue measurements or disclosures. The guidgnoeided by this update becor
effective for interim and annual periods beginnomg or after December 15, 2011. The adoption of stégdard is not expected to hay
material impact on the Company’s financial positwmesults of operations .

Net Loss Per Common She

Basic net loss per share is computed by dividirgrtét loss applicable to common shares by the wedghverage number of common sh
outstanding during the period. Weighted averageeshautstanding for the three and nine months eSdgdember 30, 2011 (1) includes
weighted average underlying shares exercisable ghect to the issuance of 1,609,747 warrantcisadile at less than $0.01 per share
(2) excludes the weighted average impact of th@@BaD0 escrowed shares. In accordance with theuatiog literature, (1) the Company |
given effect to the issuance of these warrant®mputing basic net loss per share because thelyimgeshares are issuable for little or no ¢
consideration; and (2) the Company has excludedntpact of the escrowed shares because they atmgently returnable. Diluted net Ic
per common share adjusts basic net loss per consmare for the effects of potentially dilutive fircda instruments, only in the periods
which such effects exist and are dilutive. At Segier 30, 2011, outstanding stock warrants to pwetss,558,880 shares of common s
were excluded from the calculation of diluted retsl per common share because their impact woule leen antdilutive. At September 3
2010, outstanding stock options and warrants tohmasge 14,088,561 and 13,231,819 shares of commok, sespectively, were excluded fr
the calculation of diluted net loss per common shmcause their impact would have been anti-déutiv

Note 4 — Note Receivable — Stockholder

The Company held a note receivable from a stocldrdlot $187,717 as of December 31, 2010, that éarterest at 3.25% per annum. Du
2008, the stockholder exercised options to purclsasees of the Comparsycommon stock. Upon exercise of the options, thekbholde
signed a note in favor of the Company for $187 ftl3atisfy the exercise price obligation. The motgures on the earlier of December 201
upon the sale of the shares by the stockholdeth&doan was used to fund the purchase of Compauiye the related receivable has b
classified as a reduction of equity. The interasbme for the three months ended September 30, 204 2010 was approximately $1,500
was $4,600 for the nine months ended Septembe&(dd, and 2010.

On July 29, 2011, the Compasyboard of directors approved that, inmediatelpmtd, and conditioned upon the effectiveness efrdvers

merger, the note receivable of $187,717 from ak$tolcler of the Company was writterff after being forgiven by the Company and a sp
bonus of approximately $143,000 was awarded torciaxes associated with income to the stockholden the forgiveness of the note.
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(unaudited)
Note 5 — Notes Payable

In April 2009, the Company issued a $100,000 cditMernote payable bearing interest at a rate &b p@r annum which is due in April 20
The note is secured in accordance with the termes sécurity agreement, whereby the note holderahsescurity interest in the assets of
Company. Accrued interest on the note was payable in sh@resmmon stock for the first two years and acawgtii, accrued interest for t
nine months ended September 30, 2011 and 2010,50@2nd $7,500, respectively, was converted ir@@®and 30,525 shares of comr
stock, respectively. Interest accrued but not coedento shares of common stock for the threerdand months ended September 30, 2011
$2,500 and $5,000, respectively. The note is cdiblerat the option of the holder into a unit, cisting of one share of common stock ai
two-year warrant to purchase one-half share of comstock of the Company at an exercise price efgutile effective peshare price of tt
conversion. The Company calculated the fair valuthe embedded conversion option using the binotaitice options pricing model on 1
date of issuance and the value of the conversitioropras deemed to be immaterial. On SeptembeR@11, just prior to the reverse mer
this note and others were converted. See Note @ity=g Conversion of Non-Bridge Notes, for addibdletails.

During the nine months ended September 30, 20&1Ctmpany issued $2,275,000 of Convertible Bridgé&ehl to third parties which matu
between October 2011 and February 2012. The Cableiridge Notes bear interest at 10% per annuhe Tonvertible Bridge Notes
secured in accordance with the terms of a secagtgement, whereby the note holders have a sedutétest in all of the equipment, invent
and goods owned by the Company. On September 21, 2@on the closing of the reverse merger, allart®due plus accrued interes!
these Convertible Bridge Notes converted into uwiithe public company at $0.25 per unit. A unibsists of one share of common stock o
public company and a fivgear warrant to purchase half of a share of comatock of the public company at a price of $0.62bg&re. Se
Note 9, Equity— Private Offering, for additional details.

Note 6 — Notes Payable - Related Parties

As of September 30, 2011 and December 31, 201@ dingpany had the following notes payable outstapdiith its related parties:

September 3( December 31
2011 2010

Various 12% convertible notes payable to a relatatly, due various dates 12 months after issu
-(A) $ - $ 3,070,52(
Various 12% convertible notes payable to a relatatly, due various dates 12 months after issu
- (B) - 182,23
12% convertible note payable to a related partg, August 15, 201 - 60,00(
5% note payable to a related party, due June 108, the note was in default at September 30, 2
and December 31, 2010 50,00( 50,00(

50,00( 3,362,75
Less : Deferred debt discot - (598,016
Notes payabl+ related partie $ 50,000 $ 2,764,74.
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(unaudited)

Note 6 — Notes Payable - Related Parties - Contindie

(A)

(B)

In August of 2009, the Company entered into an emgent (the “Borrowing Agreementiyith a related party to borrow funds
various intervals under terms specified in suchr@smg Agreement. The funds borrowed under the &mimg Agreement a
convertible at the option of the holder into unifsthe Companys securities at the lesser of (i) $0.252 per uniiip 80% of the
purchase price per share of common stock in tisediquity or convertible debt financing of the Camyp of not less than $500,00(
aggregate proceeds. A unit consists of one shatieeo€ompany’s common stock and one tyear warrant to purchase one shai
common stock at an exercise price of $0.252. Imeotion with the issuance of the notes, the Compadsy granted a fivgeal
warrant to purchase 333 shares of the Compaogimmon stock at an exercise price of $0.252 Iparesfor each $1,000 of princi
amount. The Borrowing Agreement is in effect throudecember of 2011. During the nine month periodeenSeptember 30, 20
the Company obtained funds covered by that Borrguligreement for an aggregate borrowing of $60,d0@ notes bear interes!
12% per annum and were originally due 12 monthsiftioe respective dates of the issuance. The nodeseaured in accordance v
the terms of a security agreement, whereby the holider has a security interest in the assets e@fQbmpany. On September 2
2011, immediately prior to, and conditioned upoa #ffectiveness of the reverse merger, all of thistanding norbridge convertibl
notes converted into shares of the Com|'s common stock

The conversion price of the notes is not fixed datérminable on the date of issuance and as suwattordance with ASC Topic 815 “
Derivatives and Hedginy (“ASC 815"), the embedded conversion options of the notes omldke of issuance was valued using
binomial lattice options pricing model and recoragedderivative liabilities (see Note 7, Derivativiabilities — Related Parties). T
fair value of the conversion options and fiyear warrants issued in connection with the noteshe date of issuance aggreg
$2,618,202, and were recorded as debt discount.d€beé discount was amortized through the term efribtes. During the ni
months ended September 30, 2011, the Company ifiseegear warrants to purchase an aggregate @Z5shares of the Company’
common stock at an exercise price of $0.252 perestidpon conversion of these notes, the Compampligated to issue twgeal
warrants to purchase an aggregate of 12,427,308sbé&the Company’s common stock at an exercise pf $0.252 per share.

Another related party also received convertibleeacand warrants pursuant to the Borrowing Agreenagdt certain other nc
agreements. In accordance with these agreemest§€dmpany issued convertible notes equivalent toob%e face amount of t
convertible notes described in paragraph (A) akenwve other convertible notes. At September 30, 2i1id December 31, 2010,
aggregate of $185,237 and $128,845 of notes payadde been issued in conjunction with these agretandihese notes ¢
convertible and bear interest as described in papag(A) above. On September 21, 2011, immedigigtyr to, and conditioned up
the effectiveness of the reverse merger, all ofabistanding non-bridge convertible notes convei¢d shares of the Compamy’
common stock

The conversion price of the notes is not fixed daterminable on the date of issuance and as suabcordance with ASC 815, 1
embedded conversion option of the notes on the afassuance was valued using binomial latticeapipricing model and recorc
as derivative liabilities (see Note 7, Derivativialilities — Related Parties). The fair value of ttonversion options and fiyeal
warrants issued in connection with the notes ordtte of issuance was $185,237 in the aggregatevaadecorded as debt disco
The debt discount was amortized through the terthehote. During the nine months ended Septemhe2@®L1, the Company isst
five-year warrants to purchase an aggregate of2Z5sBares of the Compasytommon stock at an exercise price of $0.252 lpae
Upon conversion of these notes, the Company igatail to issue twgears warrants to purchase an aggregate of 638/&#es of tt
Company’s common stock at an exercise price of3@gr share.

During the three and nine months ended Septemhe2@a, the Company recorded aggregate amortizafiaiebt discount of $123,117 ¢
$644,102, respectively, and $632,380 and $1,585¢Lsidg the three and nine months ended Septenthe23.0, respectively. At Septem
30, 2011 and December 31, 2010, the outstandirambalof the unamortized debt discount was $0 a88,836, respectively.

On September 21, 2011, just prior to the reversgenethe above convertible notes were converted.ote 9, Equity — Conversion of Non-
Bridge Notes, for additional details.
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(unaudited)
Note 7 - Derivative Liabilities - Related Parties

In June 2008, the FASB finalized a new sub-seafoASC 815, “Determining Whether an Instrument (or Embedded reatis Indexed to ¢
Entity's Own Stock’. Under this new sulsection, instruments which do not have fixed settlet provisions are deemed to be derivi
instruments. The Company has determined that engloeddnversion options of various notes payable lwkic not have fixed settlem:
provisions and accordingly are not indexed to s estock, are deemed to be derivative liabilitiEse embedded conversion options of
various notes issued by the Company do not hawedfigettlement provisions as the conversion andceseeprices are not fixed &
determinable on the date of issuance. In accordaitbeASC Topic 718, ‘Stock Compensatich(*“ASC 718"), the conversion options of t
notes were bifurcated from their respective hositra@ts and recognized as derivative liabilitieke Wwarrants issued in connection with
notes payable were not deemed to be derivativdilieb because they have a fixed settlement prowmisThe fair values of these derival
liabilities are re-measured at the end of everpripg period with the change in value reportethim statement of operations.

The fair values of the embedded conversion optiatéch are associated with notes payable issuedlated parties, were measured using
binomial lattice options pricing model with the lfaking assumptions:

For the Three Months Endi For the Nine Months Ende

September 3( September 3(
2011 2010 2011 2010

Note payable (Group :

Risk free rate 0.1(% 0.16%- 0.1<% 0.10%- 0.17% 0.16%- 0.22%
Expected volatility 65% 65% 65%- 7C% 65%- 8C%
Expected life (in years 0.1z 0.22- 0.6< 0.13-0.3¢ 0.22- 0.4¢
Expected dividend yiel 0% 0% 0% 0%
Note payable (Group :

Risk free rate 0.1(% 0.1¢% 0.10%- 0.17% 0.19%- 0.32%
Expected volatility 65% 70% 65%- 7C% 65%- 8C%
Expected life (in years 0.1z 0.33-0.3¢ 0.13-0.3¢ 0.33-0.8¢
Expected dividend yiel 0% 0% 0% 0%
Note payable (Group

Risk free rate 0.1(% 0.1¢% 0.10%- 0.17% 0.19%- 0.32%
Expected volatility 65% 70% 65%- 7C% 65%- 7C%
Expected life (in years 0.1z 0.7C 0.13-0.3¢ 0.70- 0.9t
Expected dividend yiel 0% 0% 0% 0%
Note payable (Group ¢

Risk free rate 0.1(% 0.1¢% 0.10%- 0.17% 0.19%- 0.32%
Expected volatility 65% 70% 65%- 7C% 65%- 7C%
Expected life (in years 0.1z 0.7C 0.13-0.3¢ 0.70- 0.9t
Expected dividend yiel 0% 0% 0% 0%

The riskfree interest rate was based on the rates of tneasgurities with the same terms as the termbefristruments. The Company be
expected volatility on the historical volatility féen comparable publicly traded compangbmmon stock. The expected life of the notes
based on the maturity of the notes. The expecteidatid yield of zero was based upon the fact that@ompany has not historically p
dividends, and does not expect to pay dividendkerfuture.
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(unaudited)
Note 7 - Derivative Liabilities - Related Parties Continued

On September 21, 2011, immediately prior to, amiditmned upon the effectiveness of the reversegarerall of the outstanding ndiridge
convertible notes and the related accrued interestverted into an aggregate of 19,533,586 shareheofCompanys common stock. /
September 21, 2011 and December 31, 2010, theatiggiability associated with the embedded cosiaer options of notes issued to rel:
parties was revalued at $1,133,186 and $1,645@spectively. On September 21, 2011, the derivdiatglity balance of $1,133,186 w
reclassified to equity. The gain (loss) on chamgir value of derivative liabilities, included other income in the accompanying statemer
operations was $165,063 and $542,283 for the thmelenine months ended September 30, 2011, resplgctand $(107,729) and $714,893
the three and nine months ended September 30, Béxdkctively.

Note 8 - Fair Value Measures

The FASBS accounting standard for fair value measuremesigbkshes a valuation hierarchy for disclosuréhefinputs to valuation used
measure fair value. This hierarchy prioritizes ithiguts into three broad levels as follows. Levéhfduts are quoted prices (unadjusted) in a
markets for identical assets or liabilities. LeReinputs are quoted prices for similar assets @tillities in active markets or inputs that
observable for the asset or liability, either dileor indirectly through market corroboration, feubstantially the full term of the financ
instrument. Level 3 inputs are unobservable inpatsed on the Comparsydbwn assumptions used to measure assets andiéakak fair value
A financial asset or liabilitys classification within the hierarchy is determirebed on the lowest level input that is signifidanthe fair valu
measurement.

The following table provides the assets and litigicarried at fair value measured on a recutbgngjs as of September 30, 2011 and Dece
31, 2010, respectively:

Fair Value Measuremen

Level 1 Level 2 Level 3 Total
Derivative liabilities:
September 30, 201 $ - $ - 3 - 9 -
December 31, 201 $ - $ - $ 164585 $ 1,645,85:

The derivative liabilities are measured at fairueausing the binomial lattice options pricing modal are classified within Level 3 of -
valuation hierarchy. There were no changes in gleation techniques during the three and nine nmattded September 30, 2011 (see N¢
Derivative Liabilities — Related Parties).

The following table sets forth a summary of therades in the fair value of our Level 3 financiabiligties that are measured at fair value «
recurring basis for the nine months ended Septehe2011:

Septembe

30,

2011
Fair value, beginning of peric $ 1,645,85:
Derivative liabilities recorded during the peri 29,611
Reclassification of derivative liability to equi (1,133,180
Net unrealized (gain) loss on derivative finanaistruments (542,28)
Fair value, end of period $ -
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(unaudited)
Note 9 — Equity

Conversion of NofBridge Notes

On September 21, 2011, immediately prior to, amiditmned upon the effectiveness of the reversegarerll of the outstanding ndiridge
convertible notes converted into an aggregate (33586 shares of the Company’s common stock.nbleholders waived their rights to two-
year warrants in favor of the fi-year Merger Warrants that they received pursuattigaeverse merger. See Note 1, Organization, adipat
and Basis of Presentation — Reverse Merger.

Private Offering

In July 2011, the public company commenced a peivdtering (the “Offering”)pursuant to which, on September 21, 2011, the Cagnpac
an initial closing on the sale of 12,547,757 inwesinits (“Units”),at a price of $0.25 per Unit, or $3,136,938 of agate gross proceeds.
initial closing on the sale of Units included thengersion of $2,275,000 of principal, plus $64,488ccrued interest, from the Convert
Bridge Notes previously received by the Companybeh April 2011 and August 2011. The Company ra&®B,093 net proceeds as pa
the private placement ($797,500 gross proceedsceedby $284,407 offering costs). The Offering fbe tremaining 7,452,243 Units v
continue after the closing of the reverse mergachBUnit consists of one share of common stockaan@rrant to purchase omedf share ¢
our common stock (the “Investor Warrantsiich that 12,547,757 shares of common stock arektar Warrants to purchase 6,273,880 sl
of the Company’s common stock were issued.

The Offering was made on an "all or nothing" basith respect to a minimum of 12,000,000 Units ($8,000 of aggregate proceeds) and
"best efforts" basis with respect to a maximum @0R0,000 Units ($5,000,000 of aggregate proceddsg)ddition, in the event the maxim
number of Units is sold, the placement agent arddbmpany have the option to offer an additiona0@,000 Units ($1,000,000 of aggre(
proceeds). The closing of the minimum offering 2fQ00,000 Units and the closing of the reverse Brangere conditioned upon each other.

The Investor Warrants are exercisable for a peobfive years at an exercise price of $0.625 pdirdimare of common stock. The Inves
Warrants may be called for redemption by the Comrany time upon not less than 30 or more thad&@ prior written notice, provid
that, at the time of delivery of such notice, (igte is a registration statement covering the eestithe shares underlying the warrants; (ii’
average closing bid price for the Compangommon stock for each of the 20 consecutive ricadiays prior to the date of the notice
redemption is at least $1.25, as proportionallystgid to reflect any stock splits, stock dividerasnbinations of shares or like events; and
the average trading volume for the Compamyommon stock is at least 50,000 shares per daygdihe 20 consecutive trading days prior tc
date of the notice of redemption and that duringhsROday period there is no more than one trading dayhiich there is no trading in t
Company’s common stock.

The Investor Warrants, at the option of the holdesy be exercised by cash payment of the exercise  the Company. Alternatively, 1
Investor Warrants may be exercised on a cashlesis t@mmencing one year after the date of filinghef Current Report on Formi8with the
SEC regarding the reverse merger if no registrasimtement registering the shares underlying thestor warrants is then in effect. -
exercise price and number of shares of common ststlable on exercise of the investor warrants beyadjusted in certain circumstar
including stock splits, stock dividends, and futisguances of the Compasy&quity securities without consideration or fonsideration pe
share less than $0.25 (as specified in the waagmgement).

The placement agent for the Offering received d casnmission of 10% of the funds raised from ineesin the offering that were direc
attributable to the placement agent. In additibe, placement agent received five-year warrantatohase shares of the Compangbmmo
stock equal to 10% of the Units sold to investorstie Offering (the “Broker Warrants”As a result of the foregoing arrangement,
placement agent (1) was paid cash commissions&7$6; (2) was reimbursed for $23,400 of out-ofm@expenses; and (3) was issued five-
year Broker Warrants to purchase 275,000 shargbeofCompan’s common stock. In addition, the placement agetddaes a finder
connection with the Convertible Bridge Note finargi In such capacity, it earned a fee of $2,50@atedl to the issuance of a $25,
Convertible Bridge Note, plus a warrant, which wasverted upon the initial closing of the Offeriimgo a warrant to purchase up to 10,
shares of the public company common stock.
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(unaudited)

Note 9 — Equity — Continued

Private Offering- Continued

The Broker Warrants are identical to the Investark&its in all material respects except that @ tbsale of the common stock underh
them is not covered by a registration statemertt;(@nthey have an exercise price of $0.25 perslod common stock.

On September 21, 2011, the Company executed dragia rights agreement, whereby the Company cdtachto file a registration statem
covering the resale of the common stock underlyirey Units sold or to be sold in the Offering and tommon stock that is issuable u
exercise of the Investor Warrants (but not the comstock that is issuable upon exercise of the &rdarrants or Merger Warrants) wit
75 days of the final closing of the Offering, anduse commercially reasonable efforts to causeetistration statement to become effectiv
later than 150 days after it is filedThe Company will be liable for monetary penaltieshee monthly rate of 1% (to a maximum of 10%
each holdes investment in the Offering until the failure teeet the above deadlines are cured. Notwithstaniedgoregoing, no paymel
shall be owed with respect to that portion of adbok registrable securities (1) which may be soldumhsholder under Rule 144 or pursual
another exemption from registration; or (2) whiblke Company is unable to register due to limits isgabby Rule 415 under the Securities
(which shares would then be eligible for “piggybackgistration rights with respect to any registnatitatement filed by the Company wit
two years following the effectiveness of the orgiregistration statement).

Conversion of Accrued Interest

During the nine months ended September 30, 20&1Ctmpany converted accrued interest of $2,500c&ted with a $100,000 note paye
(see Note 5, Notes Payable) into 9,924 sharesroframn stock.

Stock Warrants

On June 15, 2011, 6,997,205 warrants that weredside to expire were extended for two years. Theevaf the modified warrants w
deemed to be immaterial after applying the binoratiice options pricing model using the followiagsumptions: riskree rate of 0.81%
1.40%; expected volatility of 75%; expected tern®1 years; dividend yield of 0%.

During the nine months ended September 30, 20&1Ctmpany issued warrants to purchase 50,654 sbitlies Company common stock
an exercise price of $0.252 per share for a terfivefyears to two note holders in connection witih issuance of convertible notes pay
aggregating $63,000 in principal amount. Usinglifr®mial lattice options pricing model, the Compatetermined that the relative fair va
of the warrants was $4,750. The fair value wasrdsxbas a debt discount and amortized over the eétire notes. The assumptions used il
binomial lattice options pricing model were as dalk: riskfree rate of 1.77%; expected volatility of 70.0%pected term of 4.2 yea
expected dividend yield of 0%.

On September 21, 2011, immediately prior to, anddi@ned upon the effectiveness of the reversegeremwarrants to purchase 1,609,
shares of the Comparsytommon stock were exercised for total proceed&3d45 and all of the remaining warrants to puseh&l,889,7¢
shares of the Company’s common stock were cancelled

On September 21, 2011, In connection with the evererger and Offering, warrants to purchase areggte of 36,558,880 shares of the

Company’s common stock were issued, including (gep@0,000 Investor Warrants were issued to exisimgeholders, (b) 6,273,880 Investor
Warrants were issued in connection with the Offgand (c) 285,000 Broker Warrants were issueddgtacement agent.
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Note 9 — Equity — Continued
Stock Warrants- Continued
Warrant transactions during the nine months endgdetnber 30, 2011 are as follows:
Weighted

Weighted Average
Average  Remaining

Number of Exercise Life Intrinsic
Warrants Price In Years Value
Balance, December 31, 20 13,448,84 $ 0.27:
Granted 36,609,53 0.62¢
Exercisec (1,609,74) 0.00z
Cancellec (11,889,75) 0.31(
Balance, September 30, 20 36,558,88 $ 0.62¢ 49¢ $ =
Exercisable, September 30, 2( 36,558,88 $ 0.62¢ 49t $ =

Stock Options

The Company’s board of directors adopted a Stoc&ritive Plan (the “Original Plant)nder which the Company may issue options to puse
the Companys common stock to employees, directors and comgsltdhe Company had reserved 7,973,884 sharesmofnon stock fc
issuance under the Original Plan. As of December2810, the Plan was ovatlocated by 6,426,508 shares. Prior to the reversget
options to purchase 824,406 shares of the Compargrnmon stock were forfeited. All of the outstamgdbptions to purchase 13,575,
shares of the Comparsytommon stock were cancelled immediately prioata conditioned upon the effectiveness of therssvenerger (st
Note 1,0rganization, Operations, and Basis of Presentatikeverse Merger).

Effective October 1, 2006, the Company adoptedptiogisions of ASC 718, using the modified prospextinethod. The Company utilizes
Black-Scholes option pricing model to value stogitians and records stodlkased compensation expense in its statements cdtapes ove
the period of service, which is generally the vesperiod.

During the three and nine months ended Septemhet(3(, the stockased compensation expense recorded by the Comnm@an$92,990 ar
$255,799, respectively. During the three and niratims ended September 30, 2010, the shaded compensation recorded by the Com
was $86,878 and $129,584, respectively. These ammdave been included in general and administragixgenses in the accompany
statements of operations. As of September 30, 20&te was no unrecognized stock-based compensatmnse.
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Note 9 — Equity — Continued
Stock Options- Continued

Stock option transactions under the Plan duringithe months ended September 30, 2011 are as ®llow

Weighted
Weighted Average
Average Remaining
Number of Exercise Life Intrinsic
Options Price In Years Value
Balance, December 31, 20 14,400,39 $ 0.22
Granted - -
Exercisec - -
Forfeited (824,40¢) 0.3¢
Cancelled (13,575,98) 0.21
Balance, September 30, 2011 - $ - - $ -
Exercisable, September 30, 2( - $ - - $ -

The board of directors and stockholders owning poritg of the Company’s outstanding shares adoftiec2011 Equity Incentive Plan (the
“2011 Plan”) on September 20, 2011. A total of 08,800 shares of the Company’s common stock aeswed for issuance under the 2011
Plan. The 2011 Plan authorizes the grant to ebigibtipients of nonqualified stock options, inceatstock options, restricted stock awards,
restricted stock units, performance grants intertdesmply with Section 162(m) of the Internal Rewe Code of 1986, as amended, and stock
appreciation rights. Under the 2011 Plan, (1) awandy be granted to employees, consultants, off@ed directors; (2) the maximum term of
any award shall be ten years from the date of g(8hthe exercise price of any award shall nolelss than the fair value on the date of grant;
and (4) awards will typically result in the issuaraf new common shares. As of September 30, 28&fe have been no awards granted from
the 2011 Plan.

Note 10 — Related Party Transactions

During the nine months ended September 30, 20112840, the Company entered into various relatedy paansactions with respect
financing arrangements with a Company stockholderlas affiliated entities. The outstanding balanoédebt and the related accrued int:
at September 30, 2011 and at December 31, 201htrdst expense for the nine months ended Septe3®h@011 and 2010 are disclose
Note 6.

The Company is obligated to pay management feesstockholder of $10,000 per month for generalriess consulting, which represer
$30,000 and $90,000 for each of the three and mmeths ended September 30, 2011 and 2010, respigctihe balance due as of Septer
30, 2011 and December 31, 2010 was $250,000 ar@iCKI® respectively.

The Company is obligated to pay financing fees wicgkholder equal to 10% of the proceeds from tedeances to another related pi

During the nine months ended September 30, 20&1Ctmpany issued $3,000 of notes to the holdemandied another $3,000 fee to sa
the financing fee obligation. There were no finagciees paid during the three months ended Septe3®h@011.
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Note 10 — Related Party Transactions — Continued

Effective September 30, 2011, the Company’s BodrDirectors appointed a new President and Chiefchtiee Officer (the “New CEO):
Prior to his appointment, the Company paid the Ng&O $50,000 and $192,500 during the three and miorths ended September 30, 2!
pursuant to an April 1, 2011 Management Consulfiggeement between Mr. Archbold and the Company.ddikde Management Consult
Agreement, Mr. Archbold provided general managenaaut business consulting services and advice t€timepany, including but not limit
to, services and advice related to (i) generaliass development; (ii) the reverse merger; (iig diligence processes and capital structu
and (iv) corporate planning and strategies. Theadeament Consulting Agreement was terminated upeiséptember 30, 2011 appointmet
Mr. Archbold as our President and Chief Executi¥go®r.

Note 11 — Accrued Expenses

Accrued expenses include liabilities for unpaid ne#lytaxes along with an estimate of related inter@nd penalties. In April 2011, the |
placed a Federal tax lien of approximately $179,868inst the Company in connection with a portibthese unpaid payroll taxes. Additio
Federal and State tax liens could be imposed. Tmepany is currently in discussions with the IR$miplement an installment payment plan.

Accrued expenses consist of the following:

September 3( December 31

2011 2010
(unaudited’
Accrued commission $ 2,211 $ 27,89(
Accrued payrol 263,83« 95,061
Accrued payroll taxes [1 567,28¢ 297,62:
Accrued vacatiol 128,99 134,25
Other accrued expens 21,16 34,93t
$ 983,49! $ 589,76!

[1] - includes accrual for interest and penal
Note 12 — Commitments and Contingencies

Consulting Agreement

On August 21, 2011, the Company entered into aeesgent for public relations and financial commutiizes services for a term that exp
on November 21, 2011. In consideration of serviceBe rendered, the Company agreed to pay $15f088sh per month in advance, fol
aggregate of $45,000, and, subject to the consurmmat the reverse merger, to issue 70,000 shdrésequblic company common stock
month, for an aggregate of 210,000 shares. The @oynpalues the shares and records the associatedliog expense at each issuance
For the three and nine months ended September03d, 2he Company recorded expense of $47,900,dadlin general and administrai
expenses in the accompanying statements of opesatighich includes cash fees of $15,000 and 70gb@des valued at the Septembel
2011 fair market value of $0.47 per share. The Gomgpecorded no expense in the three and nine memitied September 30, 2010.
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Rackwise, Inc.
Notes to Condensed Consolidated Financial Statement

(unaudited)
Note 12 - Commitments and Contingencies — Continued

Employment Agreements

On each of June 21, 2010, December 7, 2007, antkr@bpr 18, 2008, the Company entered into offersnoployment which provide f
annual base salaries of $250,000, $200,000 (inedets $225,000 in 2010) and $140,000 with the Cawijsathen Chief Executive Offic
(“former CEQ”), Executive Chairman of the Board@fectors (“Executive Chairman”) and Chief TechrgldOfficer (“CTQ”), respectively
In addition, the former CEO and Executive Chairraad eligible to earn a bonus of up to 50% of theise salary based upon their respe
achievements as determined by the Company's bdaditertors. The CTO is eligible to earn a bondis$6,000 per quarter based uj
achievement of goals set by his direct supervisach of the former CEO and Executive Chairman atitled to 12 months base salary in
event they are terminated “without cause” (as aefiiin their employment agreements) or “resign foodyreason” s defined in the
employment agreements). On September 29, 201fotimer CEO submitted his resignation as Chief Eige Officer, President and direc
of the Company, effective as of September 30, 20h&.former CEO continues to work for the Compang senior management position.

Note 13 — Subsequent Events

Private Offering

Subsequent to September 30, 2011, the public coynpad three additional closings of the Offering quant whereby an aggregate
3,320,000 investor units (“Unitstyere sold at a price of $0.25 per Unit, resultingg830,000 of aggregate gross proceeds. Each omsist:
of one share of common stock and a warrant to @setone-half share of our common stock (the “lroredtarrants”),such that 3,320,01
shares of common stock and Investor Warrants tehase 1,660,000 shares of the Compsimgmmon stock were issued. In addition,
placement agent (1) was paid cash commissions B08Q; and (2) was issued fiyear Broker Warrants to purchase 108,000 sharéise
Company’s common stock.

Consulting Agreement

On October 1, 2011 we entered into a six monthwting agreement (the “Consulting Agreement”) fengral business consulting services
and advice including, but not limited to, servieesl advice related to (i) corporate planning anatagies; and (ii) general financial matters.
The Company is paying $110,000 and issuing 400vg}@ants under the Consulting Agreement, payahdeigssuable on or before November
30, 2011. The warrants are exercisable to purchdike number of shares for a period of 5 yearmfissuance at an exercise price of $0.25 per
share.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjiomctvith the financial information included elsewén this Quarterly Report on Form 10-
Q, including our unaudited condensed consolidateahfcial statements for the nine months ended 8dme30, 2011 and 2010 and the rel:
notes. References in this Management’s Discussidnfaalysis of Financial Condition and Results @e@tions to “us,” “we,” “our,” anc
similar terms refer to Rackwise, Inc., a Nevadapooation. This discussion includes forwdmbking statements, as that term is defined it
federal securities laws, based upon current exgigta that involve risks and uncertainties, suchpdans, objectives, expectations
intentions. Actual results and the timing of everusld differ materially from those anticipatedthrese forwardeoking statements as a re¢
of a number of factors. Words such as “anticipatégstimate,” “plan,” “continuing,” “ongoing,” “expe ct,” “believe,” “intend,” “may,”
“will,” “should,” “could,” and similar expressions are used to identify forward-looking statements.

We caution you that these statements are not gteearof future performance or events and are stlbjeg number of uncertainties, risks i
other influences, many of which are beyond ourrmbmivhich may influence the accuracy of the staets and the projections upon which
statements are based. Factors that may affect esults include, but are not limited to, the risktéas in Iltem 2.01 in our Current Report
Form &K filed on September 27, 2011. Any one or moréedd uncertainties, risks and other influencesaouhterially affect our results
operations and whether forwaldeking statements made by us ultimately prove @¢oabcurate. Our actual results, performance
achievements could differ materially from thoseregped or implied in these forwalaeking statements. We undertake no obligatic
publicly update or revise any forwelooking statements, whether from new informatfatyre events or otherwise.

Overview

We are a software development, sales and marketimgpany. Our products manage and correlate theqgahysdtributes and connectivity of 1
complicated computer equipment of over 130 custosta¢a centers. Within the data center industry spexifically provide a complete set
solutions that have been previously unavailablatiret to all physical aspects of the data centepiwyiding reporting on critical present ¢
issues of power consumption, power efficiency, carfootprint, green grid, and density requiremeifitss reporting allows customers to [
data center expansions and contractions as wedgagpment usage more effectively and results imiiggnt economic savings for t
customer.

As reflected in our financial statements for thangeended December 31, 2010 and 2009, we haveagedesignificant losses, which rai
substantial doubt that we will be able to contimperations as a going concern. Our independendtezgd public accounting firm included
explanatory paragraph in their report for the yearded December 31, 2010 and 2009 regarding conedyout our ability to continue a
going concern.

Our ability to continue as a going concern is deleeh upon our generating cash flow sufficient tadiwperations and reducing opera
expenses. Our business strategy may not be suekéssiddressing these issues. If we cannot coatamia going concern, our stockhol
may lose their entire investment in us.

We expect that with the infusion of additional ¢apand with additional management we will be abléncrease sales, professional serv
and expand the breadth of our product offerings.iMénd to do the following:

Add interfaces to our existing products, which wbolake us a differentiator in the mark

Establish industry partner‘value added reselle’, or VARS, and strategic services partners to perfsome of the services we are b
asked to perform post sales cycl

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

Expand the current sales model of one team toesims$ covering six regions and build a verticalsaledel to address data center ce
industry segment:

Expand our products to include monitoring and margthe balance of the custor’'s IT infrastructure
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Recent Developments and Trends

On September 21, 2011, (1) most of our hoidge convertible notes were converted into comrstmtk; (2) we consummated the rev
merger with a public holding company; (3) our stoalklers exchanged their common stock for commocksand warrants of a public holdi
company; (4) we assigned our bridge notes to a@tblding company; (5) the bridge notes were coekinto common stock and warrant
a public holding company; (6) we sold additionaintnon stock and warrants of our public holding conypfor $797,500 of aggregate gr
proceeds. As a result of these developments, weceXp) to have an improved working capital positi¢h) to have significantly reduc
ongoing charges for interest expense, amortizatfaebt discount, amortization of deferred finagcaosts and gain on change in fair valu
derivative liabilities (the latter of which relatéal conversion options associated with the corvierthotes).

In addition, subsequent to September 30, 2011 ,olekagiditional common stock and warrants for $830,6f aggregate gross proceeds ir
continuing offering. We anticipate that we will me® raise approximately $1,750,000 to $2,250,008dditional capital over the next twe
months in order to fund our revenue growth plaris Hapital will be utilized to fund (1) $180,006240,000 per annum of recurring legal
accounting expenses as a result of being a pubtipany; and (2) our existing operating deficits levlive invest in our sales, R&D and sup
functions, which we believe will enable us to breadur product line(s) and enhance our marketifgrtefto increase revenues and gen
operating surpluses by the end of 2012. We do motntly anticipate any material capital expenditurAs of November 14, 2011, we beli
that we have enough cash on hand to sustain ouatigres through March 2012.

Revenue

Revenues are generated from the licensing, sultiseripnd maintenance of our enterprise softwarelyeband to a lesser extent professi
services fees.

Direct cost of revenue

Direct cost of revenues includes the cost of sehasting, the cost of installing our software f@awnclients, commissions to third parties
installation of our software, the costs of sup@otl operations dedicated to customer serviceshanddsts of maintaining and amortizing
proprietary database.

Sales and marketing expenses

Sales expenses consist of compensation and ovedssagiated with our channel sales, inside sales¢tdsales and product sales sug
functions. Marketing expenses consist primarilcompensation and overhead associated with our ttirgkieinction, trade shows and Goc
ads, which are used as a main source of sales leads

Research and development expel

Research and development expenses consist mairdgropensation and overhead of research and devefdppersonnel and professic
services firms performing research and developrurttions, plus amortization of our proprietaryatsse.

General and administrative expenses

General and administrative expenses consist ofcttoepensation and overhead of administrative peedoand professional services fir
performing administrative functions, including mgeenent, accounting, finance and legal services, @hpenses associated with infrastruc
including depreciation, information technology emmunications, facilities and insurance.

Interest, ne

Interest, net consists primarily of interest exgeassociated with our notes payable.

Amortization of debt discou

Amortization of debt discount represents the armatitbn of the debt discount over the shorter oftl&) term of the related debt, or (b)

conversion of the debt into equity instruments. Ddibcount consists of the fair value of the cosiar options associated with certain d
plus the fair value of the warrants provided taaierdebt holders.
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Amortization of deferred financing co:

Amortization of deferredinancing costs represents the amortization ofdiferred financing costs over the shorter of (a)tédrm of the relate
debt, or (b) the conversion of the debt into equigtruments. Deferred financing costs represemtpttofessional fees incurred in conjunc
with our debt financing activities.

Gain on change in fair value of derivative lialidi

Gain on change in fair value of derivative lial@g represents the change in the fair value of/dgvie liabilities over a reporting period, sil
derivative liabilities are required to be revalwdach reporting date.

Results of Operations
Three Months Ended September 30, 2011 Compared to Three Months Ended September 30, 2010
Overview

We reported net losses of $2,252,360 and $1,50Z¢k4%e three months ended September 30, 2012@b@, respectively. The increase in
loss of $750,213, or 50%, is primarily due to thi&74,244 net increase in operating and other exgenseluding a $882,403 increase
transaction expenses, a $516,575 increase in demedaadministrative expenses and a $179,062 iser@a the amortization of defer
financing costs; partially offset by a $272,792rewse in the gain on change in fair value of dérrediabilities and a $520,985 decrease ir
amortization of debt discount.

Revenue

Our revenues for the three months ended Septentheé@031 were $664,822 as compared to revenuesa®,$B3 for the three months en
September 30, 2010. Revenues decreased by $3/55%.d.icensing revenues were $336,335 as compar8d64,924 in the prior quarter,
increase of $71,411, or 27%, due to an increasasiallations. Maintenance revenues were $258,&72ompared to $214,603 in the p
quarter, an increase of $43,469, or 20%, due tontex@@nce renewals from the prior year along withemeie from new license sal
Subscription revenues were $60,415 as compared®@$%5 in the prior quarter, a decrease of $10,6805%, due to a shift from subscript
sales to licensing sales as well as the rebuildintpe sales force. The Company recorded profeabgarvice revenues of $10,000 during
three months ended September 30, 2011 as compai®tl?,856 in the prior period, a decrease of &8BE, or 92%, due to a decreas
demand.

Direct cost of revenue

The direct cost of revenues during the three moetited September 30, 2011 and 2010 was $63,748%Hn833, respectively, representir
decrease of $27,587, or 30%. The decrease in dicsttof revenues resulted primarily from a deadasheadcount in the installation i
client support functions that left and were notl@epd as a cash conservation measure. The dirscbtoevenues as a percentage of reve
was approximately 10% and 14% for the three moatited September 30, 2011 and 2010, respectivalyittpractical for the Company
break out direct cost of revenues by the typeswémues cited in the revenue discussion aboveubedawould be necessary to implen
time reporting in our small customer support funietiwhich would reduce productivity with little aglti value.

Sales and marketing expenses

Sales and marketing expenses decreased by $228sothan 1%, during the three months ended SepteB®) 2011 to $445,079 frc
$445,304 during the three months ended Septemhe2@@®. Sales and marketing expenses consistecadketing expenses of $51,050
$95,595 during the three months ended Septembe2@Q, and 2010, respectively, and sales expens$392,029 and $349,709 during
three months ended September 30, 2011 and 20p@ctesely.

The decrease of $44,545, or 47%, in marketing esgeeresulted primarily from a decrease in the fisogle ads.
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Sales expenses increased by $44,320, or 13%. Chsalae decreased $44,199, or 99%. This decreaate® primarily from the eliminatic
of the manager in the second half of 2010 as oeradvchannel approach was cut back due to poaitses previous years. Inside st
decreased by $24,351, or 100%, due to a decredseanicount, partially due to a cash conversatioasome. Product sales support expe
decreased by 100% during the three months ende@i8ker 30, 2011 from $117,198 during the three hwenhded September 30, 2010,
to a decrease in headcount. Direct sales incrdas&230,068, or 141%, to $393,452, during the tlmeaths ended September 30, 2011.
increase was primarily due to an increase in dsafgs personnel and our relocation to new offias.

Research and development expel

Research and development expenses increased b§186@r 29%, during the three months ended Septe®be2011 to $271,818 frc
$211,405 during the three months ended Septemhe203@. Wages and other employee related expense=ased by $62,677 as a resu
higher headcounts in 2011.

General and administrative expenses

General and administrative expenses were $1,06'ddiifg the three months ended September 30, 28tbmapared to $550,895 during
three months ended September 30, 2010, an incode®l 6,575, or 94%. This increase resulted prilpdrom $100,000 in additional fact
fees and $330,000 in costs related to loan forgisen

Interest, ne

Interest expense was $49,550 during the three mmastlkded September 30, 2011 as compared to $118#5W the three months enc
September 30, 2010, representing a decrease d@Gr 59%. The decrease resulted primarily duetewest on notridge convertible not:
being accrued for a portion of the three monthsedrseptember 30, 2011, as agreed upon by all partie

Amortization of debt discou

During the three months ended September 30, 20&lresorded expense of $123,117 for amortizatiomledft discount as comparec
$644,102 during the three months ended Septemh@030, representing a decrease of $520,985, or Bhe&decrease resulted primarily fi
the debt discount associated with notes issueelated parties becoming fully amortized in 2011.

Amortization of deferred financing co:

During the three months ended September 30, 20&Xeworded expense of $179,062 for amortizatiotedérred financing costs as compi
to none during the three months ended Septembe203@. Amortization of deferred financing costsreased primarily as a result of the 2
issuance of the bridge notes.

Gain on change in fair value of derivative lialidi

During the three months ended September 30, 204 Teworded a gain from the change in fair valuewfderivative liabilities of $165,063
compared to a loss of $107,729 during the threethsoanded September 30, 2010, representing a decie@xpense of $272,792, or 25

The fair market value of derivative liabilities dexd from the binomial lattice options pricing model fluctuateaskd on changes in
underlying assumptions.
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Nine Months Ended September 30, 2011 Compared to Nine Months Ended September 30, 2010
Overview

We reported net losses of $4,417,897 and $3,145cdk0@e nine months ended September 30, 2011 @@, 2espectively. The increase in
loss of $1,272,797, or 40%, is primarily due to $1€065,174 net increase in operating and otheersgs, including a $882,403 increas
transaction expenses, a $792,337 increase in deretaadministrative expenses, a $347,632 increaee amortization of deferred financ
costs and a $172,610 increase in the loss on chanfgr value of derivative liabilities; partiallpffset by a $952,772 decrease in
amortization of debt discount and a $179,370 deeréasales and marketing expenses.

Revenue

Our revenues for the nine months ended Septemh&@03Q were $1,461,403 as compared to revenues, 069,703 for the nine months en
September 30, 2010. Revenues decreased by $308y300%. Licensing revenues were $609,415 as cadpar$720,074 in the prior peri
a decrease of $110,659, or 15%, due to reducedigtiody as a result of the departure of the Vicedrlent of Sales and the rebuilding of
sales department. Maintenance revenues were $Mas85ompared to $622,961 in the prior period,nanease of $124,890, or 20%, du
maintenance renewals from the prior year along wétrenue from new license sales. Subscription neegmwere $94,137 as compare
$272,572 in the prior period, a decrease of $173,4865%, due to a shift from subscription satebdensing sales as well as the rebuildin
the sales force. The Company recorded professgamaice revenues of $10,000 during the nine moatiied September 30, 2011 as comy
to $154,096 in the prior period, a decrease of 1B} or 94%, due to a decrease in demand.

Direct cost of revenue

The direct cost of revenues during the nine moatiged September 30, 2011 and 2010 was $162,2132&20894, respectively, representir
decrease of $100,677, or 38%. The decrease intaiost of revenues resulted primarily from a deseem headcount in the installation

client support functions that left and were notl@epd as a cash conservation measure. The dirscbtoevenues as a percentage of reve
was approximately 11% and 15% for the nine montided September 30, 2011 and 2010, respectively.ihpractical for the Company
break out direct cost of revenues by the typesweémues cited in the revenue discussion aboveubedawould be necessary to implen
time reporting in our small customer support funetiwhich would reduce productivity with little aglti value.

Sales and marketing expenses

Sales and marketing expenses decreased by $17%8715%, during the nine months ended September28@] to $1,022,654 frc
$1,202,024 during the nine months ended Septenthe2®@.0. Sales and marketing expenses consistatideting expenses of $130,265
$288,389 during the nine months ended Septembe2®, and 2010, respectively, and sales expens$89%,389 and $913,635 during
nine months ended September 30, 2011 and 201@atasgy.

The decrease of $158,124, or 55%, in marketing resgee resulted primarily from a $55,000 decreasetdua cutback in the marketi
department, a $100,000 decrease in the use of 6@t and a decrease in costs associated witktipatitng in trade shows, all as ¢
conservation measures, partially offset by an meedn the use of sales conferencing.

Sales expenses decreased by $21,246, or 2%. Chsalegldecreased $137,395, or 95%. This decresske primarily from the eliminatic
of the manager in the second half of 2010 as oeradvchannel approach was cut back due to poaitses previous years. Inside st
decreased by $74,727, or 95%, due to a decredseaiticount, partially due to a cash conversationsorea Product sales support expe
decreased by 99% to $1,401 during the nine montdede September 30, 2011 from $234,425 during the mionths ended September
2010, due to a decrease in headcount. Direct satesased by $423,900, or 93%, to $880,222, dutiegnine months ended Septembe!
2011. This increase was primarily due to an in@eéaslirect sales personnel and our relocatiorete office space.
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Research and development expel

Research and development expenses decreased Bi2@18r 3%, during the nine months ended SepterBber2011 to $717,091 frc
$736,811 during the nine months ended Septembe2®B@. Wages decreased by $29,000 and consultisgdecreased by $66,000 as a r
of the termination of a consultant and an emplagdée first half of 2011, both decreases due ghaonservation measures, partially offse
a $15,000 increase due to the relocation to ouroféee space, increased IT expense and additioeadlcount in the third quarter of 2011.

General and administrative expenses

General and administrative expenses were $2,3241266g the nine months ended September 30, 20tbrapared to $1,531,929 during
nine months ended September 30, 2010, an incré&598,337, or 52%. This increase resulted primdrdm $140,000 in severance expen
$330,000 in costs related to loan forgiveness, ®IDin incremental wages for new executives, 1A pf stock based compensation exp
related to awards granted to new executives angd®0@f costs related to tax interest and penallieese increases were partially offset
$50,000 decrease in factor fees due to lower rabéeg.

Interest, ne

Interest expense was $332,940 during the nine rsoetlied September 30, 2011 as compared to $3161886 the nine months enc
September 30, 2010, representing an increase gd%$22or 7%. The increase resulted primarily fraddigaonal borrowings in 2011.

Amortization of debt discou

During the nine months ended September 30, 2011raewerded expense of $632,380 for amortization elft ddiscount as compared
$1,585,152 during the nine months ended Septenfye2@LO, representing a decrease of $952,772, %r. Bhe decrease resulted prime
from the debt discount associated with notes issnieelated parties becoming fully amortized in 201

Amortization of deferred financing co:

During the nine months ended September 30, 201kee@ded expense of $347,632 for amortizationedéiled financing costs as comp:
to none during the nine months ended Septembe2@®I@). Amortization of deferred financing costs eased primarily as a result of the 2
issuance of the bridge notes.

Gain on change in fair value of derivative lialidi

During the nine months ended September 30, 201tew@ded a gain from the change in fair valuewfderivative liabilities of $542,283
compared to a gain of $714,893 during the nine hwahded September 30, 2010, representing a dedreimsome of $172,610, or 24%. ~

fair market value of derivative liabilities derivéedbm the binomial lattice options pricing model fluctuatesskd on changes in the underh
assumptions.

-26-




Liquidity and Capital Resources

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

September 3( December 31
2011 2010
(unaudited
Cash $ 198,677 $ 47,36¢
Working Capital Deficienc $ (3,237,39) $ (7,268,04)
Notes Payable (Gro:- Current) $ 50,00 $ 3,362,75

Prior to the Merger (see Recent Developmentsbelow), we relied primarily on debt financing framar directors and principal stockhold
and their affiliates to fund our operations. Thex®any borrowed an aggregate of $1,487,980, $1,833)7Tet of repayments of $200,000)
$1,679,000, during the nine months ended SepteBhe2011 and during the years ended December 3D, &0d 2009, respectively.

Concurrent with the Merger, we converted most af iadebtedness to common stock and we sold additioommon stock and warrants
$797,500 of aggregate gross proceeds in the off¢see “Recent Developmentsbelow). In addition, subsequent to September 30120
sold additional common stock and warrants for $830,0f aggregate gross proceeds in the continuiieging. We anticipate that we will ne
to raise approximately $1,750,000 to $2,250,008dditional capital over the next twelve monthsiides to fund our revenue growth plan. 1
capital will be utilized to fund (1) $180,000 240,000 per annum of recurring legal and accoungixigenses as a result of being a pi
company; and (2) our existing operating deficitdlevive invest in our sales, R&D and support funesiowhich we believe will enable us
broaden our product line(s) and enhance our madketiforts to increase revenues and generate apgatrpluses by the end of 2012. We
not currently anticipate any material capital exgigimes. As of November 142011, we believe that we have enough cash on twaedstai
our operations through March 2012.

Recent Developments

In April 2011, the Internal Revenue Service plaeeBederal tax lien of approximately $179,000 adaissin connection with a portion of «
unpaid payroll taxes.

On July 29, 2011, our Board authorized us, condiétiacupon the effectiveness of the Merger, to faegand writeeff a note receivable
$187,717 from one of our officers and a stockhohiet award him a bonus of approximately $143,000riter to cover taxes associated
income from the forgiveness of the note. The bamillbe paid when the tax is due.

From April through August 2011, we issued bridgdgesowith an aggregate principal amount of $2,27%,69 third parties which we
scheduled to mature between October 2011 and Fgh2042. Approximately $367,000 of additional deéer financing costs were incurr
The bridge notes bore interest at 10% per annum.

On September 21, 2011, immediately prior to, antlitmned upon the effectiveness of the Merger:allLpf our outstanding convertible nc
(excluding our bridge notes), plus the related @edrinterest, converted into an aggregate of 195883shares of our common stock;
warrants to purchase 1,609,747 shares of commaik stere exercised for total proceeds of $3,045 a@hdf the remaining warrants we
cancelled; and (3) all of the outstanding optianpurchase shares of our common stock were cadcelle

On September 21, 2011, we entered into the Merggeeément and consummated the Merger with a pubkdl sompany. Pursuant to -
Merger Agreement, our stockholders received aneggde of 72.7% of the public company (following thiéial closing of the private offerin
discussed below) as a result of exchanging eaate siiaur common stock for (1) approximately 1.2ares of common stock of the Comp
and (2) approximately 1.27 warrants, each to pwselmme-half share of common stock of the Company.

Concurrent with the closing of the Merger, we igsd@,547,757 shares of common stock and five yearants to purchase 6,273,880 sh
of the Companys common stock at a price of $0.625 per sharexanange for $3,136,938 of aggregate gross procémfere deductir
$92,150 of issuance costs) pursuant to the terrttseodffering, which included the conversion of thé $2,275,000 of principal amount, p
accrued interest, of the outstanding bridge naifter(they were assigned to the public company).
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Subsequent to September 30, 2011, we issued 3BP8Itares of common stock and five year warransutchase 1,660,000 shares of
common stock at a price of $0.625 per share, ihaxge for $830,000 of aggregate gross proceeds.

Availability of Additional Funds

As a result of the above developments, which ragiitional cash and, importantly, resulted in¢baversion of most of our indebtedness
equity, our working capital situation improved. Mdhstanding these developments, we anticipate weatwvill need to raise approximat
$1,750,000 to $2,250,000 in additional capitalha hext twelve months to implement our revenue grgran. This capital will be utilized
fund (1) increased, recurring legal and accoungixgenses as a result of being a public company(@&ndur existing operating deficits wr
we invest in our sales, R&D and support functiomkich we believe will enable us to broaden our pidine(s) and enhance our marke
efforts to increase revenues and generate operatingluses by the end of 2012. We do not curreatiticipate any material capi
expenditures. As of November 14 , 2011, we beltba¢ we have enough cash on hand to sustain ouatipes through March 2012.

We plan to continue raising capital (1) as a cargtion of the current offering; and (2) as parheiv offerings; in order to meet these liqui
needs. We may be unable to raise sufficient additicapital when we need it or to raise capitafanorable terms. If we are unable to ob
adequate funds on reasonable terms, we may beredqia significantly curtail or discontinue opecais or obtain funds by entering i
financing agreements on unattractive terms.

These conditions raise doubt about our ability eatimue as a going concern. Our unaudited condensadolidated financial stateme
included elsewhere in this Quarterly Report on FAOWQ have been prepared in conformity with accounprigciples generally accepted
the United States of America (“U.S. GAAP\hich contemplate our continuation as a going com@nd the realization of assets
satisfaction of liabilities in the normal coursemfsiness. The carrying amounts of assets anditiebipresented in the financial statement
not necessarily purport to represent realizabketifement values. The financial statements donetdde any adjustment that might result fi
the outcome of this uncertainty.

Nine Months Ended September 30, 2011 and 2010
Operating Activities

Net cash used in operating activities for the ninenths ended September 30, 2011 and 2010, amotmt8d,228,712 and $1,244,7
respectively. During the nine months ended SepterBbe2011, the net cash used in operating a&s/itvas primarily attributable to the
loss of $4,417,897, reduced by an aggregate of 820Q00f noneash expenses, a $605,730 decrease in due to &actoresult of a decline
accounts receivable pledged to a factor, and a,$384decrease in deferred revenues due to a decheagvenue; partially offset by
$1,056,369 decrease in accounts receivable, a &326ncrease in accrued interest, a $458,496 iser@aaccounts payable and a $393
increase in accrued expenses. During the nine mostlded September 30, 2010, the net cash usedenatimyy activities was primar
attributable to the net loss of $3,145,100, redunedn aggregate of $1,107,861 of rmash expenses, a $373,800 decrease in amounts
factor as a result of a decline in accounts retdévaledged to a factor; partially offset by a $@B% decrease in accounts receivable d
decline in revenue, a $236,776 increase in accimeslest, a $218,110 increase in accounts payaideaa$160,922 increase in accr
expenses.

Investing Activities

Net cash used in investing activities for the mmanths ended September 30, 2011 and 2010 amoun$i®1,224 and $198,129, respectiv
The net cash used in investing activities for threermonths ended September 30, 2011 related tputehase of fixed assets totaling $51
and acquisition of intangible assets (schematithef computer systems which are referred to as “&idpr our database library) totali
$70,022. The net cash used in investing activiibeshe nine months ended September 30, 2010 detatéhe purchase of fixed assets tote
$63,173 and acquisition of intangible assets, Shidpe our database library, totaling $134,956.

-28-




Financing Activities

Net cash provided by financing activities for theenmonths ended September 30, 2011 and 2010 aewthtmt$2,501,247 and $1,448,¢
respectively. For the nine months ended SeptemBer2@11, the net cash provided by financing addisitresulted primarily from ne
borrowings of $2,337,980 and net proceeds fromigeeance of common stock and warrants of $513,08@¢$ proceeds of $797,500
$284,407 of issuance costs); partially offset b¥&832 of deferred financing costs. For the ninentim® ended September 30, 2010, the
cash provided by financing activities resulted @ity from new borrowings of $1,653,759; partialijfset by $200,000 of notes paye
repayments.

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

There are no material changes from the criticabanting policies set forth in “ManagemenDiscussion and Analysis of Financial Condi
and Results of Operations” of our December 31, Z0idhcial statements included in the Current ReparForm 8K filed with the SEC o
September 27, 2011 . Please refer to that docufoedisclosures regarding the critical accountingjgies related 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

We maintain disclosure controls and procedures dhatdesigned to ensure that material informatemuired to be disclosed in our peric
reports filed under the Securities Exchange Act@84, as amended, or 1934 Act, is recorded, predessimmarized, and reported within
time periods specified in the SESXYules and forms and to ensure that such infoomas accumulated and communicated to our manadg
including our chief executive officer and interirhief financial officer as appropriate, to allow gty decisions regarding required disclos
During the quarter ended September 30, 2011 wéedaout an evaluation, under the supervision antl thie participation of our managem:
including our principal executive officer and pripal financial officer, of the effectiveness of tlesign and operation of our disclosure con
and procedures, as defined in Rule 13(&je) under the 1934 Act. Based on this evaluatimenagement concluded that as of Septemb:
2011 our disclosure controls and procedures wdeetafe.

Limitations on Effectiveness of Controls and Procedres

Our management, including our Chief Executive Gffi(Principal Executive Officer) and Interim Chigihancial Officer (Principal Financ
Officer), does not expect that our disclosure adatand procedures will prevent all errors andrallild. A control system, no matter how v
conceived and operated, can provide only reasonableabsolute, assurance that the objectives efctntrol system are met. Further,
design of a control system must reflect the faat there are resource constraints and the bewéfitsntrols must be considered relative to
costs. Because of the inherent limitations in afiteol systems, no evaluation of controls can gievabsolute assurance that all control is
and instances of fraud, if any, within the Comphaaye been detected. These inherent limitationside;lbut are not limited to, the realities
judgments in decisic-making can be faulty and that breakdowns can obegause of simple error or mistake. Additionallgntrols can b
circumvented by the individual acts of some persbgsollusion of two or more people, or by managatroverride of the control. The des
of any system of controls also is based in parnugertain assumptions about the likelihood of fetevents and there can be no assuranc
any design will succeed in achieving its statedgyoader all potential future conditions. Over tireentrols may become inadequate becau
changes in conditions, or the degree of compliavitie the policies or procedures may deterioratedBse of the inherent limitations in a cost-
effective control system, misstatements due torenréraud may occur and not be detected.
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Changes in Internal Controls

During the fiscal quarter ended September 30, 2€idre have been no changes in our internal cootret financial reporting that ha
materially affected or are reasonably likely to enetlly affect our internal controls over financraporting. As reported in the FormkBeatec
September 29, 2011, effective September 30, 201y, & Archbold replaced Robert B. Ney as our Chisecutive Officer. We do n
anticipate that this change in management will leaweaterial effect on our internal control oveafiial reporting.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings.

From time to time we may be a defendant and pféitivarious legal proceedings arising in the natroourse of our business. We
currently not a party to any material legal proéegs or government actions, including any bankrypteceivership, or similar proceedir
Furthermore, as of the date of this Quarterly Remur management is not aware of any proceedmgghtch any of our directors, officers,
affiliates, or any associate of any such direabfficer, affiliate, or security holder is a partgheerse to our company or has a material int
adverse to us.

| tem 2. Unregistered Sales of Equity Securities anldse of Proceeds.

In connection with the September 21, 2011 Mergeragreed to issue an aggregate of 60,000,000 sbiaoes common stock and 60,000,
five year warrants, each to purchase ba#-share of our common stock, to the stockholddgrfkackwise. The issuance of shares of
common stock to the Rackwise stockholders in caimmreavith the Merger was not registered under tleeusities Act in reliance upon t
exemption from registration provided by Section)4fPthe Securities Act and Regulation D promuldabg the SEC under that section, wt
exempts transactions by an issuer not involving pullic offering. These securities may not be @feor sold in the United States ab:
registration or an applicable exemption from thgistation requirement.

In connection with the September 21, 2011 initiabing under our private placement, we sold anegate of 12,547,757 units in an offerin
securities at a price of $0.25 per unit for grosscpeds of $3,136,938. Each unit consists of oaeesbf our common stock and one five
warrant to purchase orf&lf share of our common stock at a purchase ficg).625 per full share. The offering was madeydalaccredite
investors, as defined under Regulation D, Rule &044d non-“U.S. Persons” as defined in Regulatiins

In connection with the October 13, 2011 secondietpander our private placement, we sold an aggeegfal,400,000 units at a price of $C
per unit for gross proceeds of $350,000. Each eorisists of one share of our common stock and imeeykar warrant to purchase ohaH
share of our common stock at a purchase price @280per full share. The offering was made soleladcredited investors, as defined ul
Regulation D, Rule 501(a) and non- “U.S. Persasstiefined in Regulation S. The sale of the seeantas made in reliance on Section 4(:
the Securities Act, Rule 506 of Regulation D andlegulation S.

In connection with the October 26, 2011 third abgsunder our private placement, we sold an aggeegfal,080,000 units at a price of $(
per unit for gross proceeds of $270,000. Each eorisists of one share of our common stock and imeeykar warrant to purchase ohaH
share of our common stock at a purchase price @280per full share. The offering was made solelgdcredited investors, as defined ul
Regulation D, Rule 501(a) and non- “U.S. Persasstiefined in Regulation S. The sale of the seeantas made in reliance on Section 4(:
the Securities Act, Rule 506 of Regulation D andlegulation S.

In connection with the November 9, 2011 fourth igsunder our private placement, we sold an aggeega840,000 units at a price of $C
per unit for gross proceeds of $210,000. Each eorisists of one share of our common stock and imeeykar warrant to purchase ohaH
share of our common stock at a purchase price @280per full share. The offering was made solelgdcredited investors, as defined ul
Regulation D, Rule 501(a) and non- “U.S. Persasstiefined in Regulation S. The sale of the seeantas made in reliance on Section 4(:
the Securities Act, Rule 506 of Regulation D andlegulation S.

In connection with the September 21, 2011 initimising under our private placement, we issued areggte of 285,000 warrants to
placement agent in the offering. Each warrant ex@sable for a period of five years at an exerpisee of $0.25 per share. The warrants
issued in reliance on Section 4(2) of the Securitiet.

In connection with the October 13, 2011 secondimtpsinder our private placement, we issued an gggeeof 20,000 warrants to -
placement agent in the offering. Each warrant exeizable for a period of five years at an exerpisee of $0.25 per share. The warrants \
issued in reliance on Section 4(2) of the Securifiet.

In connection with the October 26, 2011 third algsunder our private placement, we issued an agtgegf 20,000 warrants to the placen

agent in the offering. Each warrant is exercisdblea period of five years at an exercise pric&@R25 per share. The warrants were issu
reliance on Section 4(2) of the Securities Act.
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In connection with the November 9, 2011 fourth tigsunder our private placement, we issued an agdeeof 68,000 warrants to
placement agent in the offering. Each warrant ex@sable for a period of five years at an exerpisee of $0.25 per share. The warrants
issued in reliance on Section 4(2) of the Securifiet.

In November 2011, we issued 140,000 shares of @unwn stock to a Consultant pursuant to an Augbise@11 Consulting Agreement un
which we are required to issue an aggregate of0B00shares. The 70,000 share balance due und@ottsulting Agreement will be issuec
December 2011. The shares issued and issuable thred&@onsulting Agreement were and will be issuedeliance on Section 4(2) of 1
Securities Act.

Item 3. Defaults Upon Senior Securities.

We are in default under a December 8, 2008, 5%08&tromissory Note (the “Notei¥sued to a principal shareholder. Interest anadcjpa
became due on the Note on June 10, 2009. As a¢@bpt 30, 2011 we owed $50,000 in principal an@2% jn accrued interest on the N
We intend to pay off the Note, including all acatiueterest due thereon, as and when funding omrga permit.

Item 4. (Removed and Reserved)
Not applicable
Item 5. Other Information.

We paid Guy Archbold an aggregate of $192,500 dutime period April 1, 2011 through September 30112@nder an April 1, 20:
Management Consulting Agreement between Mr. Arathkaoid Visual Network Design, Inc., a Delaware coaion (“VNDI-Delaware)).
Under the Management Consulting Agreement, Mr. Bobth provided general management and business Itiogsservices and advice
VNDI-Delaware, including but not limited to, serviceslauvice related to (i) general business developnfgnthe merger with Rackwis
Inc.; (iii) due diligence processes and capitalicttiring; and (iv) corporate planning and strategiehe Management Consulting Agreen
was terminated upon the September 30, 2011 appeirttaf Mr. Archbold as our President and Chief Exize Officer.

On October 1, 2011 we entered into a 6 month CtinguAgreement (the “Consulting Agreementijth Gottbetter Capital Markets, LL
("GCM"). We are paying GCM $110,000 and issuing 400,000amésrto GCM under the Consulting Agreement payahkt issuable on
before November 30, 2011. The warrants are exdaeidar the purchase of a like number of sharesafperiod of 5 years from issuance &
exercise price of $0.25 per share. Under the Ctinguhgreement, GCM is providing us with generakimess consulting services and ad
including, but not limited to, services and adwetated to (i) corporate planning and strategies; @) general financial matters. The serv
and advice to be provided by GCM under the ConsylthAgreement will not involve the offer and sale s&curities in capital raisil
transactions.

Item 6. Exhibits.

In reviewing the agreements included as exhibitthi® Form 10Q, please remember that they are included to peoyal with informatio
regarding their terms and are not intended to pgiewany other factual or disclosure information akibe Company or the other parties to
agreements. The agreements may contain represastatiind warranties by each of the parties to thelicable agreement. The
representations and warranties have been madg smie¢he benefit of the parties to the applicaddeeement and:

« should not in all instances be treated as categjostatements of fact, but rather as a way of atlag the risk to one of the partie
those statements prove to be inaccul

« have been qualified by disclosures that were madée other party in connection with the negotiatod the applicable agreeme
which disclosures are not necessarily reflectetiénagreemen

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

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

Accordingly, these representations and warrantigg not describe the actual state of affairs atefdate they were made or at any other-

Additional information about the Company may berfdielsewhere in this Form 10-Q and the Compamther public filings, which a
available without charge through the SEC’s welsitettp://www.sec.gov.
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The following exhibits are included as part of ttéport:

Exhibit No. Description
10.1 Consulting Agreement dated October 1, 2011 betvirzggistrant and Gottbetter Capital Markets, L
31.1 Certification of Principal Executive Officer pursut@o Section 302 the Sarba-Oxley Act of 2002 *
31.2 Certification of Principal Financial Officer pursutato Section 302 the Sarba-Oxley Act of 2002 *
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the
Sarbane-Oxley Act of 2002 **
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe906 of the

*%

Sarbane-Oxley Act of 2002 **

Filed herewith
Furnished herewitt
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SIGNATURES

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

RACKWISE, INC.

November 14, 201 By: /s/ Guy A. Archbold

Guy A. Archbold,
Chief Executive Office

November 14, 201 By: /s/ Steve Solodof

Steve Solodof,
Interim Chief Financial Office
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EXHIBIT 10.1

CONSULTING AGREEMENT

This Consulting Agreement (“Agreement”), made ashid 1stday of October 2011, by and between Gottbetter t@aliarkets, LL(
(“Consultant” or “Markets”), a New York limited Ia@lity company, located at 488 Madison AvenuetEloor, New York, NY 10022 ar
Rackwise Inc. f/k/a Visual Network Design, Inc. @@pany”),a Delaware corporation, whose principal place dfifess is 101 Californ
Street, Suite 2450, San Francisco, CA. 94111, iinefiter collectively referred to as the “Parties”).

WHEREAS , the Company is a public corporation and deswdarther develop its business and customers;
WHEREAS , the Consultant has knowledge and contacts rgladinhe development of companies; and

WHEREAS , the Company desires to engage Consultant to geawviformation, evaluation and consulting servitteshe Compar
subject to the conditions set forth herein.

NOW, THEREFORE , in consideration for those services Consultaatigles to the Company, the Parties agree as follows
1. Services of Consultant.

Consultant agrees to provide the Company with garrrsiness consulting services and advice, inofyddut not limited to, servic
and advice related to (i) corporate planning anatagies; and (ii) general financial matters. Beevices and advice to be provided by Mal
under this Agreement will not involve the offer asale of securities in capital raising transactidhe services to be provided by Consu
will be separate and apart from the capital raisesises provided under the Placement Agency Agreémdated August 3, 2011 ¢
Amendments thereto (collectively referred to as“th@A”). The Consultant may provide the services in conjonadith other consultants
professionals engaged by the Company.

2. Fees and Payment.

(@) The Company agrees to pay Markets the suBmefHundred Ten Thousand United States DollarsQ@®DD USD), deemed
earned upon payment (“Cash Fee”).

(b)  In addition to the Cash Fee, the Companyexgte pay the Consultant Four Hundred Thousand @809 Warrants which are
exercisable for a period of five (5) years from tlae of issuance to purchase a like number oesharthe Company’s Common Stock with an
exercise price per share of $0.25 (“Warrants”).

(c) Payment of the Cash Fee and Warrants shafldtke on or before November 30, 2011.




3.  Confidentiality.

Each Party agrees that during the course of thireégent, information that is confidential or ofregrietary nature may be disclo:
to the other party, including, but not limited froduct and business plans, software, technicalgsses and formulas, source codes, pr
designs, sales, costs and other unpublished fiakimformation, advertising revenues, usage radsertising relationships, projections,
marketing data (“Confidential Information"Confidential Information shall not include infornt that the receiving party can demonstrat
is, as of the time of its disclosure, or therealfiecomes part of the public domain through a sootieer than the receiving party, (b) was kn
to the receiving party as of the time of its discice, (c) is independently developed by the rengipiarty, or (d) is subsequently learned frc
third party not under a confidentiality obligatitmthe providing party.

4, Indemnification.

The Company agrees to indemnify and hold harmleaskdts, its officers, directors, employees and egfom and against all loss
claims, obligations, damages, expenses and llilicluding actual costs and commercially reastemaltorney fees), which Markets n
incur and which arise out of actions, failures ti ar statements made by the Company or the Compasfiicers, directors, employe
representatives and / or agents relating to thieé&ment. Notwithstanding the foregoing or anythimghe contrary herein, the Company <
not indemnify or be liable to the Consultant fosdes or damages resulting from the bad faith, gregigence, or unauthorized representa
by the Consultant, or any employees and agentseo€bnsultant, or a breach of a material term isf Agreement by the Consultant or an
its employees or agents.

5. Termination.
(@)  This Agreement shall commence on the daséwiritten above and will expire on March 31, 2@IRerm”).

(b)  The Company may terminate this AgreemerteéfConsultant materially breaches any of its repriedions, warranties or
obligations under this Agreement.

(c)  The Company may terminate this agreement t&ith(10) days prior written notice during its Term
(d) Upon any termination or expiration of thisr&gment, the Company shall pay all unpaid and adéhg fees and expenses

through the effective date of termination or exipina of this Agreement; provided, however, Markstsll be entitled to retain all fees paid at
any time by the Company prior to the terminatiorexpiration date.




6. Miscellaneous.

(@)  This Agreement establishes an “independemitactor” relationship between Consultant and tben@any. Nothing contained
in this Agreement shall be construed to creatérd y@nture, partnership, association or othetiafion, or like relationship, between the
parties. It is specifically agreed that the relaship is and shall remain that of independenigmtb a contractual relationship and that the
Consultant and their employees and agents shadl havight to bind the Company in any manner withtba written consent of the
Company. In no event shall either party be lidbtehe debts or obligations of the other excepotherwise specifically provided in this
Agreement.

(b)  The rights of each of the Parties under Agjgeement are cumulative. The rights of each efRharties hereunder shall not be
capable of being waived or varied other than bgxgress waiver or variation in writing. Any faikuto exercise or any delay in exercising any
of such rights shall not operate as a waiver oiatian of that or any other such right. Any defeetor partial exercise of any of such rights
shall not preclude any other or further exercisthat or any other such right. No act or courseasfduct or negotiation on the part of any p
shall in any way preclude such party from exergiginy such right or constitute a suspension onaniation of any such right.

(c) This Agreement shall inure to the benefit of andlmeling upon the successors and assigns of tpectge parties hereto. Tl
Agreement, either in whole or in part, may not bsigned without the written consent of the parties.

(d)  This Agreement represents the entire agreebyeand between the Company and the Consultansapersedes any and all
other agreements, either oral or written, with eg$po this Agreement only. Each party to this Agnent acknowledges that no representat
inducements, promises or agreements, orally omratbe, have been made by any party, or anyonegaotirbehalf of any party, which is not
embodied herein, and that no other agreementnstate or promise not contained in this Agreemeatidie valid or binding.

(e) No provision of this Agreement may be amenaletrminated except by a writing signed by theypar parties to be charged
therewith. Unless expressly so provided, no partyis Agreement will be liable for the performaraf any other party’s obligations
hereunder.

) If any part of this Agreement is found, oredeed by a court of competent jurisdiction, to belid or unenforceable, that part
shall be severable from the remainder of the AgergmAny modification of this Agreement will befedtive only if it is in writing and signed
by a duly authorized signatory for the Company tredConsultant.

(@) Unless the context otherwise requires, wheadherein, the singular shall be deemed to indluel@lural, the plural shall be
deemed to include each of the singular, and prosofione or no gender shall be deemed to inclueledjuivalent pronoun of the other or no
gender.

(h)  In addition to the instruments and documémtse made, executed and delivered pursuant té\tirisement, the Parties to this
Agreement each hereby confirm that they will coapemwith each other to the extent that it may bexoecessary to enter into any revisions or
amendments to this Agreement, in the future to@onfto any federal or state regulations as longuaé revisions or amendments do not
materially alter the obligations or benefits oheit party under this Agreement.




(i)  All communications hereunder will be in wrig and, except as otherwise expressly providedrherefter notice by one party
to the other of a change of address, if sent t@ihresultant, will be mailed, sent by overnight ¢euor telefaxed and confirmed to Gottbetter
Capital Markets, LLC 488 Madison Avenue, 12th FJddew York, New York 10022, Attention: Mr. Julio. Marquez, President, telefax
number (212) 400-6999, with a copy to: Law Offieé8Barbara J. Glenns, Esq. 30 Waterside Plazag 86i5, New York, New York 10010,
Attn: Barbara J. Glenns, Esq., telefax number (5BB-6578, if sent to the Company, will be maileeint by overnight courier, or certified
mail, return receipt requested and confirmed tokRR@e, Inc. f/k/a Visual Network Design, Inc. 10alornia Street, Suite 2450, San
Francisco, CA 94111 Attn: Guy A. Archbold, Presitland CEO, telefax number (972) 692-8879, witbpy to: Gottbetter & Partners,

LLP 488 Madison Avenue, 12th Floor, New York, N80R2 telefax: 212-400-6901 Attn: Scott Rapfogelg. LP.

()  This Agreement shall be deemed to have begtlenand delivered in New York City and shall beeyoed as to validity,
interpretation, construction, effect and in allatihespects by the internal laws of the State af Nerk without regard to principles of conflicts
of law thereof.

THE PARTIES HERETO AGREE TO SUBMIT ALL CONTROVERSIE S TO THE EXCLUSIVE JURISDICTION OF
FINRA ARBITRATION IN ACCORDANCE WITH THE PROVISIONS SET FORTH BELOW AND UNDERSTAND THAT (A)
ARBITRATION IS FINAL AND BINDING ON THE PARTIES, (B ) THE PARTIES ARE WAIVING THEIR RIGHTS TO SEEK
REMEDIES IN COURT, INCLUDING THE RIGHT TO A JURY TR IAL, (C) PRE-ARBITRATION DISCOVERY IS GENERALLY
MORE LIMITED AND DIFFERENT FROM COURT PROCEEDINGS, (D) THE ARBITRATOR’ S AWARD IS NOT REQUIRED
TO INCLUDE FACTUAL FINDINGS OR LEGAL REASONING AND ANY PARTY’'S RIGHT TO APPEAL OR TO SEEK
MODIFICATION OF RULES BY ARBITRATORS IS STRICTLY LI MITED, (E) THE PANEL OF THE FINANCIAL INDUSTRY
REGULATORY AUTHORITY, INC. (* FINRA ") ARBITRATORS WILL TYPICALLY INCLUDE A MINORITY OF
ARBITRATORS WHO WERE OR ARE AFFILIATED WITH THE SEC URITIES INDUSTRY, AND (F) ALL CONTROVERSIES
WHICH MAY ARISE BETWEEN THE PARTIES CONCERNING THIS AGREEMENT SHALL BE DETERMINED BY
ARBITRATION PURSUANT TO THE RULES THEN PERTAINING T O FINRA. ALL QUESTIONS CONCERNING THE
CONSTRUCTION, VALIDITY, ENFORCEMENT AND INTERPRETAT ION OF THIS AGREEMENT SHALL BE GOVERNED BY
AND CONSTRUED AND ENFORCED IN ACCORDANCE WITH THE L AWS OF THE STATE OF NEW YORK. JUDGMENT ON
ANY AWARD OF ANY SUCH ARBITRATION MAY BE ENTERED IN THE SUPREME COURT OF THE STATE OF NEW YORK
OR IN ANY OTHER COURT HAVING JURISDICTION OVER THE PERSON OR PERSONS AGAINST WHOM SUCH AWARD
IS RENDERED. THE PARTIES AGREE THAT THE DETERMINAT ION OF THE ARBITRATORS SHALL BE BINDING AND
CONCLUSIVE UPON THEM. THE PREVAILING PARTY, AS DET ERMINED BY SUCH ARBITRATORS, IN A LEGAL
PROCEEDING SHALL BE ENTITLED TO COLLECT ANY COSTS, DISBURSEMENTS AND REASONABLE ATTORNEY’ S
FEES FROM THE OTHER PARTY. PRIOR TO FILING AN ARBITRATION, THE PARTIES HEREBY AGREE THAT THEY
WILL ATTEMPT TO RESOLVE THEIR DIFFERENCES FIRST BY SUBMITTING THE MATTER FOR RESOLUTION TO A
MEDIATOR, ACCEPTABLE TO ALL PARTIES, AND WHOSE EXPE NSES WILL BE BORNE EQUALLY BY ALL
PARTIES. THE MEDIATION WILL BE HELD IN THE COUNTY  OF NEW YORK, STATE OF NEW YORK, ON AN EXPEDITED
BASIS. IF THE PARTIES CANNOT SUCCESSFULLY RESOLVE THEIR DIFFERENCES THROUGH MEDIATION, THE
MATTER WILL BE RESOLVED BY ARBITRATION. THE ARBITR ATION SHALL TAKE PLACE IN THE COUNTY OF NEW
YORK, THE STATE OF NEW YORK, ON AN EXPEDITED BASIS.




(k)  The signatories of the parties to this Agreairhave the requisite authority and / or corpoaattiority to enter into this
Agreement and the authority to execute this Agregm&his Agreement has been duly authorized aall sbnstitute a binding obligation up
each of the parties.

(D  This Agreement may be executed in any nunatb@ounterparts, original or in pdf format, whidia#l be deemed to be an
original instrument and will be enforceable agathstparties executing such counterparts. Theangdh of copies of this Agreement and of
signature pages by person or in pdf format shalktitute effective execution and delivery of thigréement. Signature of the parties
transmitted by person or in pdf format shall berdeé to be their original signatures for all purgosaAll executed counterparts shall constitute
one Agreement, notwithstanding that all signatoaiesnot signatories to the original of the samanterpart.




IN WITNESS WHEREOF , the Parties have caused this Agreement to bautecc@and have agreed to and accepted the termis
on the date first written above.

RACKWISE, INC. (f/k/a Visual Network Design, In

By: /s/ Guy A. Archbolc

Guy A. Archbold
Presiden

GOTTBETTER CAPITAL MARKETS, LLC

By: /s/ Julio A. Margue:

Julio A. Marque:
Presiden




Exhibit 31.1

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

I, Guy Archbold, Principal Executive Officer of Rawise, Inc., certify that:
1. | have reviewed this quarterly repmrtForm 10-Q of Rackwise, Inc. for the quarterlyipe ended September 30, 2011;

2. Based on my knowledge, the quartezfyort does not contain any untrue statement ofnaafact or omit to state a matel
fact necessary to make the statements made, indfghe circumstances under which such statemgete made, not misleading with resj
to the period covered by this quarterly report;

3. Based on my knowledge, the financtatesnents, and other financial information includeahis quarterly report, fair
present in all material respects the financial dod results of operations and cash flows of éagistrant as of and for the periods present
this quarterly report;

4, The registraret’ other certifying officers and | are responsibbe €stablishing and maintaining disclosure contras
procedures (as defined in Exchange Act Rules 18a}¥nd 15dt5(e)) and internal control over financial repogtifas defined in Exchan
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

(@) Designed such disclosure controls @odedures, or caused such disclosure controlpetddures to be desigt
under our supervision, to ensure that materialrmédion relating to the registrant, including itsnsolidated subsidiaries, is made known 1
by others within those entities, particularly dgrithe period in which this quarterly report is lgpprepared;

(b) Designed such internal control oveamcial reporting, or caused such internal cortkar financial reporting to |
designed under our supervision, to provide readeradsurance regarding the reliability of finanegborting and the preparation of finan
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of thgisteant's disclosure controls and procedures; and presemtdds report ot
conclusions about the effectiveness of the disctsontrols and procedures, as of the end of thedeovered by this report based on ¢
evaluation; and

(d) Disclosed in this report any changehie registrans internal control over financial reporting thacaooed durin
the registrant’s most recent fiscal quarter that inaterially affected, or is reasonably likely taterially affect, the registramstinternal contre
over financial reporting; and

5. The registrarst’other certifying officers and | have disclosedséd on our most recent evaluation of internal robmive!
financial reporting, to the registrant’'s auditonsdathe audit committee of the registranthoard of directors (or persons performing
equivalent function):

(@) All significant deficiencies and mida weaknesses in the design or operation of iatecontrol over financi
reporting which are reasonably likely to adversaffiect the registrarg’ ability to record, process, summarize and refimaincial informatior
and

(b) Any fraud, whether or not materi&lat involves management or other employees who aasignificant role in tt
registrant’s internal controls.

Date: November 14, 201 /s/Guy A. Archbold

Guy A. Archbold
Principal Executive Office



Exhibit 31.2

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

I, Steve Solodoff, Principal Financial Officer o&kwise, Inc., certify that:
1. | have reviewed this quarterly repmrtForm 10-Q of Rackwise, Inc. for the quarterlyipe ended September 30, 2011;

2. Based on my knowledge, the quartezfyort does not contain any untrue statement ofnaafact or omit to state a matel
fact necessary to make the statements made, indfghe circumstances under which such statemgete made, not misleading with resj
to the period covered by this quarterly report;

3. Based on my knowledge, the financtatesnents, and other financial information includeahis quarterly report, fair
present in all material respects the financial dod results of operations and cash flows of éagistrant as of and for the periods present
this quarterly report;

4, The registraret’ other certifying officers and | are responsibbe €stablishing and maintaining disclosure contras
procedures (as defined in Exchange Act Rules 18a}¥nd 15dt5(e)) and internal control over financial repogtifas defined in Exchan
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

(@) Designed such disclosure controls @odedures, or caused such disclosure controlpetddures to be desigt
under our supervision, to ensure that materialrmédion relating to the registrant, including itsnsolidated subsidiaries, is made known 1
by others within those entities, particularly dgrithe period in which this quarterly report is lgpprepared;

(b) Designed such internal control oveamcial reporting, or caused such internal cortkar financial reporting to |
designed under our supervision, to provide readeradsurance regarding the reliability of finanegborting and the preparation of finan
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of thgisteant's disclosure controls and procedures; and presemtdds report ot
conclusions about the effectiveness of the disctsontrols and procedures, as of the end of thedeovered by this report based on ¢
evaluation; and

(d) Disclosed in this report any changehie registrans internal control over financial reporting thacaooed durin
the registrant’s most recent fiscal quarter that inaterially affected, or is reasonably likely taterially affect, the registramstinternal contre
over financial reporting; and

5. The registrarst’other certifying officers and | have disclosedséd on our most recent evaluation of internal robmive!
financial reporting, to the registrant’'s auditonsdathe audit committee of the registranthoard of directors (or persons performing
equivalent function):

(@) All significant deficiencies and mida weaknesses in the design or operation of iatecontrol over financi
reporting which are reasonably likely to adversaffiect the registrarg’ ability to record, process, summarize and refimaincial informatior
and

(b) Any fraud, whether or not materi&lat involves management or other employees who aasignificant role in tt
registrant’s internal controls.

Date: November 14, 201 s/ Steve Solodo
Steve Solodof
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 Rackwise. (the “Company”) on Form 10-Q for the quaseded September 30, 2011 as filed
with the Securities and Exchange Commission ordéte hereof (the “Report”), I, Guy Archbold, Chiefecutive Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, ap#etbpursuant to Section 906 of the Sarbanes-Oxteyf 2002, that:

() The Report fully complies with thejuérements of Section 13(a) or 15(d) of the SemsiExchange Act of 1934; and
2 The information contained in the Retffairly presents, in all material respects, timafmcial condition and results of operations of the
Company.

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyaéll be retained by the Company and
furnished to the Securities and Exchange Commissiots staff upon request.

Date: November 14, 201 /s/Guy A. Archbold
Guy A. Archbold
Chief 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 Rackwise. (the “Company”) on Form 10-Q for the quaseded September 30, 2011 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, Steve Solodoff, Glaancial Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, ap#etbpursuant to Section 906 of the Sarbanes-Oxteyf 2002, that:

Q) The Report fully complies with thejuérements of Section 13(a) or 15(d) of the SemsiExchange Act of 1934; and
@3] The information contained in the Retffairly presents, in all material respects, timamcial condition and results of operations of the
Company.

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyaéll be retained by the Company and
furnished to the Securities and Exchange Commissiots staff upon request.

Date: November 14, 201 s/ Steve Solodo
Steve Solodof
Interim Chief Financial Office




