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PART I – FINANCIAL INFORMATION
 

ITEM 1. FINANCIAL STATEMENTS
 
  

DRONE AVIATION HOLDING CORP.
(FKA MACROSOLVE, INC.)

 
 
 

Interim Unaudited Financial Statements
 
 
 

For the Period Ended September 30, 2014
 
 

 



 

 

 
DRONE AVIATION HOLDING CORP.     
(FKA MACROSOLVE, INC.)     
BALANCE SHEETS     
 
  9/30/2014  12/31/2013
  (Unaudited)   
ASSETS     
         
CURRENT ASSETS:         
  Cash  $ 1,897,489  $ 109,826 
  Accounts receivable - trade   129,484   8,085 
  Inventory   126,321   75,311 
  Prepaid expenses   54,880   1,186 
         
          Total current assets   2,208,174   194,408 
         
PROPERTY AND EQUIPMENT, at cost:   23,287   6,561 
  Less - accumulated depreciation and amortization   (5,582)   (4,563)
         
          Net property and equipment   17,705   1,998 
         
OTHER ASSETS:         
  Goodwill   136,406   807,824 
  Intangible assets   115,587   —   
         
          Total other assets   251,993   807,824 
         
TOTAL ASSETS  $ 2,477,872  $ 1,004,230 

         
LIABILITIES AND STOCKHOLDERS' EQUITY         
         
CURRENT LIABILITIES:         
  Note Payable - Oklahoma Technology Commercialization Center- Current  $ 110,000  $ —   
  Due to parent   —     206,874 
  Accounts payable - trade and accrued liabilities   89,197   90,911 
  Accounts payable due to related party   4,882   50,691 
  Unearned revenue   142,355   1,650 
         
          Total current liabilities   346,434   350,126 
         
TOTAL LIABILITIES  $ 346,434  $ 350,126 
         
COMMITMENTS AND CONTINGENCIES   —     —   
         
STOCKHOLDERS' EQUITY (DEFICIT):         
  Convertible Preferred stock, Series A, $.0001 par value; authorized 595,000 shares;  $ 46  $ —   
       458,250 and 0 shares issued and outstanding, at September 30, 2014         
       and December 31, 2013, respectively         
  Convertible Preferred stock, Series B, $.0001 par value; authorized 324,671 shares;   32   —   
       324,671 and 0 shares issued and outstanding, at September 30, 2014         
       and December 31, 2013, respectively         
  Convertible Preferred stock, Series B-1, $.0001 par value; authorized 156,231 shares;   7   —   
       68,731 and 0 shares issued and outstanding, at September 30, 2014         
       and December 31, 2013, respectively         
  Convertible Preferred stock, Series C, $.0001 par value; authorized 355,000 shares;   35   —   
       345,400 and 0 shares issued and outstanding, at September 30, 2014         
       and December 31, 2013, respectively         
  Convertible Preferred stock, Series D, $.0001 par value; authorized 36,050,000 shares;   3,605   1,000 
       36,050,000 and 10,000,000 shares issued and outstanding, at September 30, 2014     
       and December 31, 2013, respectively         
  Convertible Preferred stock, Series E, $.0001 par value; authorized 2,700,000 shares;   270   —   
       2,700,000 and 0 shares issued and outstanding, at September 30, 2014         
       and December 31, 2013, respectively         
  Convertible Preferred stock, Series F, $.0001 par value; authorized 2,000,000 shares;   110   —   
      1,100,333 and 0 shares issued and outstanding, at September 30, 2014         



      1,100,333 and 0 shares issued and outstanding, at September 30, 2014         
       and December 31, 2013, respectively         
  Common stock, $.0001 par value; authorized 300,000,000 shares;   3,093   —   
      30,928,114 and 0 shares issued and outstanding, at September 30, 2014         
      and December 31, 2013, respectively         
  Additional paid-in capital   3,587,048   921,500 
  Retained Earnings (Deficit)   (1,462,808)   (268,396)
         
          Total stockholders' equity   2,131,438   654,104 
         
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY  $ 2,477,872  $ 1,004,230 

         
The accompanying notes are an integral part of these unaudited financial statements.         
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DRONE AVIATION HOLDING CORP.          
(FKA MACROSOLVE, INC.)          
STATEMENTS OF OPERATIONS AND (UNAUDITED)          
 
   For the Three Months    For the Nine Months  
   Ended    Ended  
   9/30/2014    9/30/2013    9/30/2014    9/30/2013  
                 
Revenues  $ 328,063  $ 76,082  $ 682,389  $ 893,278 
                 
Cost of good sold   231,624   77,281   475,201   406,180 
                 
Gross profit   96,439   (1,199)   207,188   487,098 
                 
General and administrative expense   1,043,618   84,735   1,231,000   246,448 
                 
Income (loss) from operations   (947,179)   (85,934)   (1,023,812)   240,650 
                 
Other income (expense)                 
     Loss on sale and impairment of securities held for resale   —     —     (42,821)   —   
     Loss on derivative liability   (80,988)   —     (350,969)   —   
     Income tax expense   (3,258)   —     (3,258)   —   
     Interest income   142   15   209   32 
     Interest expense   (299)   (147)   (2,239)   (147)
                 
     Total other income (expense)   (84,403)   (132)   (399,078)   (115)
                 
NET INCOME (LOSS)   (1,031,582)   (86,066)   (1,422,890)   240,535 
                 
Deemed dividend on Series F Convertible Preferred Stock   (192,558)   —     (192,558)   —   
                 
NET INCOME (LOSS) ATTRIBUTABLE TO COMMON
STOCKHOLDERS   (1,224,140)   (86,066)   (1,615,448)   240,535 
                 
Weighted average number of common shares outstanding - basic and
diluted   21,382,238   —     9,878,864   —   

                 
Basic and diluted net income (loss) per share  $ (0.06)  $ —    $ (0.16)  $ —   

                 
The accompanying notes are an integral part of these unaudited financial statements.
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DRONE AVIATION HOLDING CORP.     
(FKA MACROSOLVE, INC.)     
STATEMENTS OF CASH FLOWS (UNAUDITED)     
 
For the Nine Months Ended September 30,   9/30/2014    9/30/2013  
OPERATING ACTIVITIES:         
     Net (loss) income  $ (1,422,890)  $ 240,535 
     Adjustments to reconcile net (loss) income to net cash         
      provided by (used in) operating activities:         
          Loss on disposal and impairment of available-for-sale securities   42,821   —   
          Loss on derivative liability   350,969   —   
          Depreciation   659   1,113 
          Amortization   19,963   —   
          Shares issued for service - third party   348,334   —   
          Changes in current assets and liabilities:         
              Accounts receivable   5,566   (22,550)
              Inventory   (53,347)   (22,861)
              Prepaid expenses and other current assets   (16,096)   34,295 
              Accounts payable and accrued expense   (163,252)   (302)
              Due from related party   22,728   —   
              Deferred revenue   142,355   —   
              Customer deposit   —     (50,000)
         
          Net cash (used in) provided by operating activities   (722,190)   180,230 
         
INVESTING ACTIVITIES:         
      Purchase of furniture and equipment   (16,726)   —   
      Cash paid on business combination, net   (304,639)   (715)
      Cash from reverse merger   1,629,263   —   
      Cash from sales of available-for-sale securities   168,704   —   
         
          Net cash (used in) provided by investing activities   1,476,602   (715)
         
FINANCING ACTIVITIES:         
     Proceeds from warrant exercises   17,000   —   
     Proceeds from Series F preferred stock issued for cash   822,750   —   
     Proceeds from common stock issued for cash   653,327   —   
     Redemption of Series B-1 preferred stock   (350,000)   —   
         
          Net cash provided by financing activities   1,143,077   —   
         
NET INCREASE IN CASH   1,897,489   179,515 
         
CASH, beginning of period   —     162,297 
         
CASH, end of period  $ 1,897,489  $ 341,812 

         
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:         
Cash paid during the quarters ended September 30:         
    Interest  $ 2,239  $ 147 
    Income taxes  $ 3,258  $ —   

Noncash investing and financing activities for the quarters ended September 30:         
    Cashless exercise of Series E preferred stock attached warrants  $ 37  $ —   
    Derivative liability written off to APIC due to warrant exercise  $ 2,510,793  $ —   
    Conversion of Series A preferred stock to common stock  $ 1,368  $ —   
    Conversion of Series C preferred stock to common stock  $ 96  $ —   
    Reverse merger adjustment  $ (2,116,221)  $ —   
    Deemed dividend beneficial conversion feature on convertible preferred stock  $ 192,558  $ —   
    Business combination adjustment  $ 79,000  $ —   

         
The accompanying notes are an integral part of these unaudited financial statements.         
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Drone Aviation Holding Corp.
(FKA MacroSolve, Inc.)
Notes to Interim Unaudited Financial Statements
 
For the Period Ended September 30, 2014
 
 1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 

The accompanying unaudited interim financial statements have been prepared in accordance with accounting principles generally accepted in
the United States for interim financial statements and do not include all the information and footnotes required by accounting principles
generally accepted in the United States for complete financial statements. The information furnished reflects all adjustments, consisting only
of normal recurring items which are, in the opinion of management, necessary in order to make the financial statements not misleading. The
financial statements as of December 31, 2013 have been audited by an independent registered public accounting firm. These financial
statements should be read in conjunction with the financial statements and the notes thereto included in Drone Aviation Holding Corp.’s
(F/K/A MacroSolve, Inc.) (The “Company”) 10K for the calendar year ended December 31, 2013.

 
Description of Business:
 
The Company, through its wholly owned subsidiary Lighter Than Air Systems Corp. (LTAS), provides critical aerial and land-based
surveillance and communications solutions to government and commercial customers. LTAS systems are designed and developed in-house
utilizing proprietary technologies and processes that result in compact, rapidly deployable aerostat solutions and mast-based ISR systems.
The LTAS systems are able to fulfill critical requirements of the military and law enforcement in the U.S. and internationally.
 
Use of Estimates:
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and
liabilities, and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.
 
Concentration of Credit Risk:
 
Financial instruments which potentially subject the Company to concentrations of credit risk consist of cash and trade receivables. The
Company places its cash with high credit quality financial institutions. At times such cash may be in excess of the FDIC limit. With respect
to trade receivables, the Company routinely assesses the financial strength of its customers and, as a consequence, believes that the
receivable credit risk exposure is limited.
 
Cash Equivalents:

 
Cash equivalents are represented by operating accounts or money market accounts maintained with insured financial institutions, including
all highly-liquid investments with maturities of three months or less when purchased to be cash equivalents. The Company had no cash
equivalents as of September 30, 2014 and December 31, 2013.
 
Accounts Receivable and Credit Policies:
 
Trade accounts receivable consist of amounts due from the sale of tethered aerostats, accessories, spare parts and delivery and installation of
aerostats.  Accounts receivable are uncollateralized customer obligations due under normal trade terms requiring payment within 30 days of
receipt of the invoice.  The Company provides an allowance for doubtful accounts equal to the estimated uncollectible amounts based on
historical collection experience and a review of the current status of trade accounts receivable.  At September 30, 2014 and December 31,
2013, the Company deems $0 and $0 as uncollectible, respectively.
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Marketable Securities:
 
All marketable securities are classified as available-for-sale securities. Available-for-sale securities are carried at fair value with resulting
unrealized gains and losses, reported as a component of accumulated other comprehensive loss. The Company did not have any available-
for-sale securities at September 30, 2014.
 
Inventories

 
Inventories are stated at the lower of cost or market, using the first-in first-out method. Cost includes materials, labor and manufacturing
overhead related to the purchase and production of inventories. We regularly review inventory quantities on hand, future purchase
commitments with our supplies, and the estimated utility of our inventory. If the review indicates a reduction in utility below carrying value,
we reduce our inventory to a new cost basis through a charge to cost of goods sold.
 
Long-Lived Assets & Goodwill:

 
The Company accounts for long-lived assets in accordance with the provisions of ASC 360-10-35, “Impairment or Disposal of Long-lived
Assets”.  This Statement requires that long-lived assets be reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable.  Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of an asset to future undiscounted net cash flows expected to be generated by the asset.  If the carrying amount of an asset exceeds
its estimated future cash flows, an impairment charge is recognized by the amount by which the carrying amount of the asset exceeds the fair
value of the asset.  No impairment charges were incurred during the periods ended September 30, 2014 and December 31, 2013.
 
The Company accounts for goodwill and intangible assets in accordance with ASC 350 "Intangibles Goodwill and Other". ASC 350
requires that goodwill and other intangibles with indefinite lives be tested for impairment annually or on an interim basis if events or
circumstances indicate that the fair value of an asset has decreased below its carrying value.
 
Derivative Financial Instruments:
 
The Company evaluates its financial instruments to determine if such instruments are derivatives or contain features that qualify as embedded
derivatives. For derivative financial instruments that are accounted for as liabilities, the derivative instrument is initially recorded at its fair
value and is then re-valued at each reporting date, with changes in the fair value reported in the statements of operations. For stock-based
derivative financial instruments, the Company uses a Black-Scholes option pricing model, in accordance with ASC 815-15 “Derivative and
Hedging” to value the derivative instruments at inception and on subsequent valuation dates. The classification of derivative instruments,
including whether such instruments should be recorded as liabilities or as equity, is evaluated at the end of each reporting period. Derivative
instrument liabilities are classified in the balance sheet as current or non-current based on whether or not net-cash settlement of the derivative
instrument could be required within 12 months of the balance sheet date.
 
Beneficial Conversion Features:
 
The intrinsic value of a beneficial conversion feature inherent to a convertible note payable, which is not bifurcated and accounted for
separately from the convertible note payable and may not be settled in cash upon conversion, is treated as a discount to the convertible note
payable. This discount is amortized over the period from the date of issuance to the date the note is due using the effective interest method. If
the note payable is retired prior to the end of its contractual term, the unamortized discount is expensed in the period of retirement to interest
expense. In general, the beneficial conversion feature is measured by comparing the effective conversion price, after considering the relative
fair value of detachable instruments included in the financing transaction, if any, to the fair value of the common shares at the commitment
date to be received upon conversion.
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Recurring Fair Value Measures  Level 1  Level 2  Level 3  Total
                 
September 30, 2014                 

Derivative liability  $ 0  $ 0  $ 0  $ 0 
Available-for-sale securities  $ 0  $ 0  $ 0  $ 0 

                 
December 31, 2013                 

Derivative liability  $ 0  $ 0  $ 0  $ 0 
Available-for-sale securities  $ 0  $ 0  $ 0  $ 0 

 

 
Fair Value of Financial Instruments:
 
The Company measures its financial assets and liabilities in accordance with the requirements of FASB ASC 820, “Fair Value
Measurements and Disclosures”. ASC 820 clarifies the definition of fair value, prescribes methods for measuring fair value, and establishes
a fair value hierarchy to classify the inputs used in measuring fair value as follows:
 
Level 1 – Quoted prices are available in active markets for identical assets or liabilities as of the reporting date. Active markets are those in
which transactions for the asset or liability occur in sufficient frequency and volume to provide pricing information on an ongoing basis.
Level 1 primarily consists of financial instruments such as exchange-traded derivatives, marketable securities and listed equities.
 
Level 2 - Pricing inputs are other than quoted prices in active markets included in level 1, which are either directly or indirectly observable as
of the reported date and includes those financial instruments that are valued using models or other valuation methodologies. These models
are primarily industry-standard models that consider various assumptions, including quoted forward prices for commodities, time value,
volatility factors, and current market and contractual prices for the underlying instruments, as well as other relevant economic measures.
Substantially all of these assumptions are observable in the marketplace throughout the full term of the instrument, can be derived from
observable data or are supported by observable levels at which transactions are executed in the marketplace. Instruments in this category
generally include non-exchange-traded derivatives such as commodity swaps, interest rate swaps, options and collars.
 
Level 3 – Pricing inputs include significant inputs that are generally less observable from objective sources. These inputs may be used with
internally developed methodologies that result in management’s best estimate of fair value.

 
The following table sets forth by level within the fair value hierarchy the Company’s financial assets and liabilities that were accounted for at
fair value as of September 30, 2014 and December 31, 2013:
 

 
Revenue Recognition and Unearned Revenue:
 
The Company recognizes revenue when all four of the following criteria are met: 1) persuasive evidence of an arrangement exists; 2)
delivery has occurred and title has transferred or services have been rendered; 3) our price to the buyer is fixed or determinable; and 4)
collectability is reasonably assured. We record unearned revenue as a liability and their associated costs of sales as work in process
inventory. In 2014, the Company recognized $1,650 in revenue from a 2013 sale that was delivered in 2014. At September 30, 2014, the
Company recorded $142,355 as deferred revenue and $94,470 as work in process inventory on a product order delivered in October 2014.
There is a balance of $129,484 in accounts receivable at September 30, 2014 for sales on account.
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Income Taxes:

 
The Company accounts for income taxes utilizing ASC 740, “Income Taxes” (SFAS No. 109).  ASC 740 requires the measurement of
deferred tax assets for deductible temporary differences and operating loss carry forwards, and of deferred tax liabilities for taxable
temporary differences.  Measurement of current and deferred tax liabilities and assets is based on provisions of enacted tax law.  The effects
of future changes in tax laws or rates are not included in the measurement.  The Company recognizes the amount of taxes payable or
refundable for the current year and recognizes deferred tax liabilities and assets for the expected future tax consequences of events and
transactions that have been recognized in the Company’s financial statements or tax returns.  The Company has recorded a 100% valuation
allowance against net deferred tax assets due to uncertainty of their ultimate realization.  Valuation allowances are established when
necessary to reduce deferred tax assets to the amount expected to be realized.

 
Employee Stock-Based Compensation:
 
The Company accounts for stock-based compensation in accordance with ASC 718, “Compensation-Stock Compensation”. ASC 718
requires companies to measure the cost of employee services received in exchange for an award of equity instruments, including stock
options, based on the grant-date fair value of the award and to recognize it as compensation expense over the period the employee is required
to provide service in exchange for the award, usually the vesting period.
 
Non-Employee Stock-Based Compensation:
 
The Company accounts for stock-based compensation in accordance with the provision of ASC 505, “Equity Based Payments to Non-
Employees” (“ASC 505”), which requires that such equity instruments are recorded at their fair value on the measurement date. The
measurement of stock-based compensation is subject to periodic adjustment as the underlying equity instruments vest.
 
Related Parties:
 
A party is considered to be related to the Company if the party directly or indirectly or through one or more intermediaries, controls, is
controlled by, or is under common control with the Company. Related parties also include principal owners of the Company, its
management, members of the immediate families of principal owners of the Company and its management and other parties with which the
Company may deal if one party controls or can significantly influence the management or operating policies of the other to an extent that one
of the transacting parties might be prevented from fully pursuing its own separate interests. A party which can significantly influence the
management or operating policies of the transacting parties or if it has an ownership interest in one of the transacting parties and can
significantly influence the other to an extent that one or more of the transacting parties might be prevented from fully pursuing its own
separate interests is also a related party.
 
Earnings or Loss per Share:
 
The Company accounts for earnings per share pursuant to ASC 260, Earnings per Share, which requires disclosure on the financial
statements of "basic" and "diluted" earnings (loss) per share. Basic earnings (loss) per share are computed by dividing net income (loss) by
the weighted average number of common shares outstanding for the year. Diluted earnings (loss) per share is computed by dividing net
income (loss) by the weighted average number of common shares outstanding plus common stock equivalents (if dilutive) related to stock
options and warrants for each year. As there was a net loss for the periods, basic and diluted loss are the same for the three and nine months
ended September 30, 2014.
 
Recent Accounting Pronouncements
 
Management does not believe that any recently issued, but not effective, accounting standards, if currently adopted, would have a material
effect on the Company's financial statements.
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2. MERGER BETWEEN MACROSOLVE, INC. AND DRONE AVIATION HOLDING CORP

 
On April 14, 2014, a majority of shareholders of MacroSolve, Inc. (“MacroSolve) common stock approved a plan of merger whereby
MacroSolve would merge with Drone Aviation Holding Corp., its newly created wholly-owned Nevada subsidiary, for the purpose of the
redomestication. Pursuant to the redomestication, the shareholders approved a share consolidation, whereby MacroSolve’s shareholders
would receive one share of common stock, par value $0.0001 per share of the Nevada subsidiary for every 50.56186 shares of
MacroSolve’s common stock (the Merger Exchange Rate). The approved merger and redomestication occurred on April 30, 2014.
 
Prior to the Merger, MacroSolve had 198,219,132 shares of common stock issued and outstanding. Subsequent to the Merger, as a result of
the Merger Exchange Ratio described above, Drone Aviation Holding Corp. had approximately 3,920,700 shares of common stock issued
and outstanding on April 30, 2014.
 
On April 30, 2014 as a result of the merger, MacroSolve’s preferred stock Series C, D and D-1 were reissued as Drone Aviation Holding
Corp. preferred stock Series A, B and B-1 with 595,000 shares, 324,671 shares and 156,231 shares issued respectively.
 

3. DRONE AVIATION CORP AQUISITION OF LIGHTER THAN AIR SYSTEMS  
 
On March 31, 2014, Drone Aviation Corp. (DAC) was incorporated in the state of Nevada. During April and May 2014, investors
purchased 34,100,000 shares of DAC common stock for an aggregate purchase price of $653,327. On May 5, 2014, DAC entered into an
agreement with World Surveillance Group, Inc. (WSGI) to purchase 100% of WSGI’s interest in its subsidiary, Lighter Than Air Systems
(LTAS), of Jacksonville, Florida. LTAS provides critical aerial and land-based surveillance and communications solutions to government
and commercial customers. DAC paid $335,000 and issued 10,000,000 shares of its common stock valued at the market price on the
respective dates of issuance, and the fair value of the shares was determined to be $79,000, or a total of $414,000, to WSGI as consideration
for LTAS. Since the Company acquired cash of $30,361 from LTAS, as shown in the following table, the net cash amount the Company
paid is $304,639.
 
In accordance with ASC 805-10 Business Combination and purchase acquisition accounting, DAC initially allocated the consideration to the
net tangible and identifiable intangible assets, based on their estimated fair values as of the date of acquisition. Goodwill represents the
excess of the purchase price over the fair value of the underlying net tangible and intangible assets. The following preliminary table
summarizes the estimated fair values of the assets acquired and liabilities assumed at the acquisition date.
 

Property and equipment  $ 1,638 
Accounts receivable   135,050 
Cash in bank   30,361 
Due from related party   20,650 
Prepaid expenses   1,382 
Inventory   72,974 
Intangible asset   135,550 
Current liabilities   (120,010)
Goodwill   136,406 
Total purchase price  $ 414,000 

 
Intangible asset is in relation to the acquired customer list with a useful life of five years.

 
The consolidated financial statements included herein are presented for the fiscal year ended December 31, 2013 and the period from January
1, 2013 to May 5, 2014 since LTAS is considered DAC’s predecessor.
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4. DRONE AVIATION HOLDING CORP AND DRONE AVIATION CORP SHARE EXCHANGE, REVERSE MERGER AND

RECAPITALIZATION
 

On June 3, 2014, the Company entered into a Share Exchange Agreement with DAC.  Upon closing of the transaction, the shareholders of
all of DAC’s outstanding shares transferred all 44,100,000 outstanding shares of common stock of DAC to the Company in exchange for
an aggregate of 8,050,000 shares of common stock and 36,050,000 shares of Series D Preferred Stock, or a total of 44,100,000 common
shares of the Company. Pursuant to the terms of the Exchange Agreement, certain Drone Shareholders who, as a result of receiving the
shares of common stock would hold in excess of 3.33% of the Company’s issued and outstanding common stock on a post-closing basis,
elected to receive shares of the Company’s Series D Preferred Stock. At the closing of the transaction, the Company had 3,920,700 common
shares, 595,000 shares of Series A Preferred Stock, 324,671 shares of Series B Preferred Stock, 156,231 shares of Series B-1 Preferred
Stock and 355,000 shares of Series C Preferred Stock issued and outstanding.
 
As a result of the Share Exchange, DAC and its subsidiary, Lighter Than Air Systems, became our wholly owned subsidiaries.
 
For accounting purposes, this transaction is being accounted for as a reverse merger and has been treated as a recapitalization of Drone
Aviation Holding Corp. with Drone Aviation Corp. considered the accounting acquirer, and the financial statements of the accounting
acquirer became the financial statements of the registrant. The 44,100,000 shares issued to shareholders of DAC and its designees in
conjunction with the share exchange transaction have been presented as outstanding for all periods. The historical consolidated financial
statements include the operations of the accounting acquirer for all periods presented.
 
On June 3, 2014, the assets and liabilities of DAHC carried onto the books were:
 

Cash in bank  $ 1,629,263 
Available-for-sale securities   211,525 
Prepaid expenses   37,403 
Current liabilities   (95,325)
Derivative liabilities   (2,159,824)
Note payable   (110,000)
 
Total

 $ 486,958 

 
Series E Preferred Private Placement
 
On June 3, 2014, the Company sold an aggregate of 2,700,000 units in a private placement of its securities to certain investors at a purchase
price of $0.50 per unit pursuant to subscription for an aggregate purchase price of $1,350,000. Each unit consists of one share of the
Company’s Series E Convertible Preferred Stock, par value $0.0001 per share, each of which is convertible into one share of Common
Stock, with such rights and designations as set forth in the Certificate of Designation; and a three year warrant to purchase one share of
Common Stock at an exercise price of $1.00 per Warrant Share.
 

5. SHAREHOLDERS’ EQUITY
 

Following the April 30, 2014 merger between MacroSolve, Inc. and Drone Aviation Holding Corp. and the resulting share consolidation,
the Company had approximately 3,920,700 shares of common stock issued and outstanding. On June 3, 2014, the Company entered into a
Share Exchange Agreement with Drone Aviation Corp. (DAC) and issued 8,050,000 shares of common stock and 36,050,000 shares of
Series D Preferred Stock to DAC shareholders, to exchange for the 34,100,000 DAC common shares outstanding, which were originally
issued for cash amount of $653,327. The Company issued a total of 18,957,414 common shares in the period from June 3, 2014 to
September 30, 2014, described further as follows:
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The Company issued 3,810,000 shares of common stock between June 3 and June 30, 2014 pursuant to conversions of 38,100 shares of
Series A Preferred Stock.
 
The Company issued 9,865,000 shares of common stock during the third quarter pursuant to conversions of 98,650 shares of Series A
Preferred Stock.
 
On July 1, 2014, the Company entered into a consulting agreement for twelve months investor relations, marketing and public relations
services. The agreement includes stock compensation of 250,000 shares immediately deliverable and an additional 250,000 shares
deliverable after six months if the agreement is still in force. The 250,000 shares delivered in July were valued at $215,000.
 
On July 21, 2014, the Company issued a total of 1,700,000 shares of common stock to two consulting firms which held warrants issued on
May 19, 2014 for services which were exercised for cash at a $.01 strike price or a total of $17,000.
 
The Company issued 960,000 shares of common stock on August 25, 2014 pursuant to the conversion of 9,600 shares of Series C
Preferred Stock.
 
On August 26, 2014, the Company issued an aggregate of 372,414 shares of restricted common stock to seven investors pursuant to the
cashless exercise of 100% of the warrants associated with Series E Preferred Stock.
 
On August 27, 2014, the Company issued 2,000,000 shares of restricted common stock with monthly vesting to two members of its newly-
formed Strategic Advisory Board for twelve months services. The advisors can earn a pro rata portion of the shares, calculated based on the
twelve-month vesting period, in the event the service agreements are terminated prior to the expiration date as described in the agreements.
The Company recognized a total of $133,334 expense for the pro rata portion of shares earned by the two advisors during the nine months
ended September 30, 2014.
 

 
6. PREFERRED STOCK

 
All of the preferred stock of the Company is convertible into common shares. The Series A and Series C Preferred Stock conversion ratio is
100 to 1. The Series B, B-1, D, E and F Preferred Stock conversion ratio is 1 to 1. The conversion price of Series B stock may be adjusted if
a ‘dilutive triggering event’ occurs which could happen if the Company were to sell or issue common stock, warrants or convertible
securities without consideration or for a consideration per share less than the conversion price in effect immediately prior to such sale or
issue (dilutive triggering price). In such case, the Series B conversion price would be reduced to a price equal to the dilutive triggering price.
All preferred stock has voting rights equal to the number of shares it would have on an ‘as if converted’ basis. All preferred stock is entitled
to dividends rights equal to the number of shares it would have on an ‘as if converted’ basis. None of the preferred stock is redeemable,
participating nor callable.
 
The Company analyzed the embedded conversion option for derivative accounting consideration under ASC 815-15 “Derivatives and
Hedging” and determined that the conversion option should be classified as equity.
 
The Company analyzed the conversion option for beneficial conversion features consideration under ASC 470-20 “Convertible Securities
with Beneficial Conversion Features” and noted Series F Preferred Stock contained a beneficial conversion feature. See discussion below.
 
Between June 4 and June 30, 2014, seven holders of Series A Preferred Stock converted a total of 38,100 shares of Series A Preferred
Stock for 3,810,000 shares of restricted common stock in accordance with their conversion rights which includes a blocker with respect to
individual ownership percentages.
 
Between July 1 and September 30, 2014, seven holders of Series A Preferred Stock converted a total of 98,650 shares for 9,865,000 shares
of restricted common stock in accordance with their conversion rights which includes a blocker with respect to individual ownership
percentages.
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The Series B-1 Preferred Stock contains a liquidation provision whereas in the event of a fundamental transaction (such as the merger which
occurred on June 3, 2014), the shareholder has the option to receive a preferential amount of cash equal to 400% of the stated value per
share. On June 6, 2014, the sole holder of Series B-1 stock liquidated 87,500 shares for $350,000 leaving a remaining balance of 68,731
shares of Series B-1 preferred outstanding.
 
Series F Preferred Private Placement
 
On August 27, 2014, the Company sold an aggregate of 1,100,333 units in a private placement of its securities to certain investors at a
purchase price of $0.75 per unit pursuant to subscription for an aggregate purchase price of $822,750, net of $2,500 financing fees. Each
unit consists of one share of the Company’s Series F Convertible Preferred Stock, par value $0.0001 per share, each of which is convertible
into one share of Common Stock, with such rights and designations as set forth in the Certificate of Designation. The Company evaluated
the convertible preferred stock under FASB ASC 470-20-30 and determined it contained a beneficial conversion feature. The intrinsic value
of the beneficial conversion feature was determined to be $192,558. The beneficial conversion feature was fully amortized and recorded as a
deemed dividend.
 

 
7. OPTIONS AND WARRANTS

 
On April 30, 2014, the merger date between MacroSolve and Drone Aviation Holding Corp. and effective date of the Merger Exchange
Ratio, there were a total of 36,814 vested and 24,723 unvested options carried over to the reverse merger with Drone Aviation Corp. on
June 3, 2014 with strike prices ranging from $1.67 to $126.40. During September 2014, the holders of these options voluntarily agreed to
terminate their options. At September 30, 2014 there are no outstanding options.
 
On April 30, 2014, the merger date between MacroSolve and Drone Aviation Holding Corp. and effective date of the Merger Exchange
Ratio, there were a total of 673,683 warrants carried over to the reverse merger with Drone Aviation Corp. on June 3, 2014 with strike
prices ranging from $2.53 to $16.57. A total of 188,676 of these warrants with strike prices of $5.06 expired between July and September
2014 leaving a total of 485,007 outstanding warrants.
 
During May 2014, the Company issued a total of 1,700,000 warrants for services. The warrants have a term of three years, and exercise
price of $0.01. The 1,700,000 warrants were exercised for cash in July 2014 for a total of $17,000. As further described above in Note 4, on
June 3, 2014, the Company issued 2,700,000 warrants to purchase one share of common stock at an exercise price of $1.00 per warrant
share to investors who purchased Series E Preferred Stock. The exercise price of $1.00 per warrant may be adjusted any time during the first
twenty-four months from issuance under the terms of a Favored Nations Provision contained in the warrant. If at any time during that
twenty-four month period the Company should issue common stock or convertible securities at a price lower than $1.00 per share, unless
the warrant holder consents to such lower price issuance, then the exercise price of the warrant shall be automatically reduced to reflect such
other lower price and the number of warrant securities shall be adjusted to reflect such lower price. The warrants expire on June 3, 2017. In
August 2014, all seven investors holding the warrants attached to Series E Preferred Stock executed cashless exercises of their warrants
resulting in the issuance of 372,414 shares of restricted common stock.
 
Because these warrants have full reset adjustments tied to future issuances of equity securities by the Company, they are subject to derivative
liability treatment under ASC 815-40-15 “Determining whether an Instrument (or Embedded feature) is Indexed to an Entity’s Own Stock.”
ASC 815-40-15 requires as of the date the warrant is issued, the derivative liability to be measured at fair value and re-evaluated at the end of
each reporting period.
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As of June 3, 2014, the fair value of the warrants derivative liability is $2,159,824 – see Note #4. On August 26, 2014, when the warrants
were exercised, the Company determined the fair value of the derivative liability to be $2,510,793, and upon warrant exercise, the derivative
liability was written off to additional paid in capital.

As a result of the warrant exercises, as of September 30, 2014, the fair value of the warrants derivative liability is $0, and the Company
recognized a loss on derivative liability of $350,969 for the nine months ended September 30, 2014. The fair value of the derivative liability
was estimated at the date of grant and the date of warrant exercised using a Black-Scholes option pricing model.

8. INVESTMENT IN SECURITIES HELD FOR RESALE

The Company owned common stock in DecisionPoint Systems, Inc. (DPSI), MEDL Mobile Holdings, Inc. (MEDL) and Endexx
Corporation (EDXC) as a result of certain 2012 and 2013 business transactions of MacroSolve, Inc. These securities were revalued at fair
market value on June 3, 2014 as part of the reverse merger accounting. During the second quarter, the Company sold 607,284 shares of DPSI
and 147,692 shares of MEDL, representing all of its holdings in those securities, with losses of $21,635 and $3,686 recorded respectively.
The Company received a total of $168,704 net cash proceeds from the sales. The Company holds 125,000 shares of EDXC, but has been
unable to liquidate the shares due to issues with Endexx Corporation not being a fully-reporting company. The Company has determined that
the EDXC shares are impaired and has charged off the $17,500 carrying value. A total of $42,821 was recorded as loss on sale of securities
for the nine months ended September 30, 2014.

9. OKLAHOMA TECHNOLOGY COMMERCIALIZATION CENTER

At the time of the April 30, 2014 merger between MacroSolve, Inc. and Drone Aviation Holding Corp., MacroSolve had an $110,000 balance
on its refundable award from the State of Oklahoma Technology Business Finance Program. The parties are currently discussing a release
from the debt that is unrelated to the current operations.

10. SUBSEQUENT EVENTS

Between October 21 and November 4, 2014, two investors in Series A Preferred Stock converted a total of 13,000 shares to 1,300,000 shares
of common stock.
 

14



 

 
ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
 

Certain statements in Management's Discussion and Analysis ("MD&A"), other than purely historical information, including
estimates, projections, statements relating to our business plans, objectives and expected operating results, and the assumptions upon which
those statements are based, are "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995,
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements generally can
be identified by the use of forward-looking terminology such as “may,” “would,” “expect,” “intend,” “could,” “estimate,” “should,”
“anticipate,” or “believe.” and similar expressions.  Forward-looking statements are based on current expectations and assumptions that
are subject to risks and uncertainties which may cause actual results to differ materially from the forward-looking statements. These
statements are subject to a number of risks, uncertainties and developments beyond our control or foresight including changes in the trends
of the advanced aerostats and tethered drone industry formation of competitors, changes in governmental regulation or taxation, changes in
our personnel and other such factors.  We undertake no obligation to update or revise publicly any forward-looking statements, whether as a
result of new information, future events, or otherwise.  Readers should carefully review the risk factors and related notes included under Item
1A of our Annual Report on Form 10-K for the year ended December 31, 2013 filed with the Securities and Exchange Commission on March
28, 2014 and the risk factors and related notes in our Current Report on Form 8-K filed with the Securities and Exchange Commission on
June 5, 2014.
 

The following MD&A is intended to help readers understand the results of our operation and financial condition, and is provided
as a supplement to, and should be read in conjunction with, our Interim Unaudited Financial Statements and the accompanying Notes to
Interim Unaudited Financial Statements under Part 1, Item 1 of this Quarterly Report on Form 10-Q.

Growth and percentage comparisons made herein generally refer to the three and nine months ended September 30, 2014
compared with the three and nine months ended September 30, 2013 unless otherwise noted. Unless otherwise indicated or unless the context
otherwise requires, all references in this document to “we,” “us,” “our,” the “Company” and similar expressions to Drone Aviation
Holding Corp. and depending on the context, its subsidiaries.

Business Overview
 

Drone Aviation Holding Corp. (“Drone Aviation,” “we,” “us,” or the “Company”) is a Nevada corporation formed on April 17,
2014 as a wholly owned subsidiary of MacroSolve, Inc., an Oklahoma corporation (“MacroSolve”). Effective April 30, 2014, MacroSolve
merged with and into Drone Aviation, with Drone Aviation as the surviving entity, for purposes of moving the Company’s state of
incorporation from Oklahoma to Nevada (the “Redomestication”). Any references to “Drone Aviation,” “we,” “us,” or the “Company” or any
similar references relating to periods before the Redomestication shall be construed as references to MacroSolve, being the previous parent
company of Drone Aviation.

 
As of June 3, 2014 (the closing of the Share Exchange with Drone Aviation Corp.), we are focused on the business of the design,

development, marketing and sale of lighter-than air (“LTA”) advanced aersostats and land-based intelligence, surveillance and reconnaissance
(“ISR”) solutions and tethered drones. Drone Aviation Corp. (our wholly owned subsidiary) (“Drone”) through its wholly owned subsidiary,
Lighter Than Air Systems Corp. (“LTAS”), is focused on the development of a series of tethered aerostats known as the Blimp in a Box®
(“BiB”) system and the Winch Aerostat Small Platform (“WASP”) as well as certain other tethered drone products. The BiB system is a
lighter-than-air, compact aerostat platform either self-contained on a trailer that can be towed by an MATV or MRAP or other standard
vehicle, or it can operate from the bed of a pickup truck. It is designed to provide semi-persistent, mobile, real-time day/night high definition
footage for “ISR”, detection of improvised explosive devices (“IEDs”), border security and other governmental and civilian uses. The WASP
is a mobile, tactical-sized aerostat capable of carrying a variety of payloads in support of military operations. Both the BiB and the WASP can
also be utilized for disaster response missions, by supporting two-way and cellular communications, by acting as a repeater or providing
wireless networking.

Recent Transactions

 
Drone Aviation Holding Corp. Commences Trading on the OTC:QB Marketplace
 

On July 15, 2014, the Company upgraded its common stock to trade on the OTC:QB, a platform for emerging growth companies
that are current in their reporting and have undergone an annual verification and management certification process. On that same date, the
Company unveiled a new website with current investor and product information, including videos and images of the BiB and WASP systems
utilized by governmental, military and commercial customers.
 
U.S. Department of Defense Award for Sustainment Equipment
 

On June 25, 2014, the Company announced an award to provide sustainment kits to support the BiB-250 tethered aerostat system
currently stationed at U.S. Army Garrison Fort Polk. The order is valued at over $259,000. During September 2014, approximately $117,000
in revenue was recognized from this order and the remaining $142,000 was recognized in October 2014.
 
Formation of Strategic Advisory Board
 

On August 28, 2014, the Company announced the formation of a Strategic Advisory Board (SAB) headed by Dr. Phillip Frost. Dr.
Frost brings extensive government and military relationships built during his 13 year tenure as a Director of Northrop Grumman, combined
with his capital market expertise. Joining Dr. Frost on the SAB is Mr. Steve Rubin who has extensive experience as a practicing lawyer,
general counsel and board member to multiple public companies. The Company issued a total 2,000,000 shares of restricted common stock
with monthly vesting provisions to these two members in consideration for twelve months services. The shares were valued at $.80 upon
issuance and $133,333 was recognized as expense in September 2014 for shares that vested in September 2014.



issuance and $133,333 was recognized as expense in September 2014 for shares that vested in September 2014.
 

15



 

 
 

Series F Convertible Preferred Stock Financing
 
On August 27, 2014, the Company sold an aggregate of 1,100,333 shares of its Series F Preferred Stock in a private placement of its

securities at a purchase price of $0.75 per share for an aggregate purchase price of $825,250. Each share of the Series F Preferred Stock is
convertible into one (1) share of common stock and has a stated value of $0.0001.  The conversion ratio is subject to adjustment in the event of
stock splits, stock dividends, combination of shares and similar recapitalization transactions.   The Company is prohibited from effecting the
conversion of the Series F Preferred Stock to the extent that, as a result of such conversion, the holder would beneficially own more than
3.33% (provided that certain investors elected to block their beneficial ownership at 4.99%), in the aggregate, of the issued and outstanding
shares of the Company’s common stock calculated immediately after giving effect to the issuance of shares of common stock upon the
conversion of the Series F Preferred Stock.  Each share of the Series F Preferred Stock is entitled to the number of votes equal to the number
of shares of common stock such share is convertible into at such time, but not in excess of the beneficial ownership limitation then in effect.  
The Company evaluated the convertible preferred stock under FASB ASC 470-20-30 and determined it contained a beneficial conversion
feature. The intrinsic value of the beneficial conversion feature was determined to be $192,558. The beneficial conversion feature was fully
amortized and recorded as a deemed dividend.
 
Cancellation of Options and Warrants

 
During September 2014, two option holders agreed to the cancellation of 61,537 options with exercise prices between $1.67 and

$126.40. At September 30, 2014, there are no outstanding options.
 
During May 2014, the Company issued 1,700,000 warrants for services at an exercise price of $.01. The 1,700,000 warrants were

exercised for cash in July 2014 for a total of $17,000. On June 3, 2014, the Company issued 2,700,000 warrants attached to the Series E
Convertible Preferred Stock offering with an exercise price of $1.00 per share. In August 2014, all seven investors holding the Series E
warrants executed cashless exercises of their warrants resulting in the issuance of 372,414 shares of restricted common stock. Between July
and September 2014, 186,676 warrants with an exercise price of $5.06 expired leaving a total of 485,007 outstanding warrants with exercise
prices ranging from $2.53 to $16.57.

 
Results of Operations
 
Quarter Ended September 30, 2014 compared to Quarter Ended September 30, 2013

 
Net Revenues:  Net revenues of $328,000 for the quarter ended September 30, 2014 increased $252,000 or 331% from $76,000 for

the same period in 2013.   Sources of revenue were derived primarily from the sale of tethered aerostats, accessories, spare parts and delivery
and installation of aerostats.
 

Cost of Good Sold and Gross Profit:  Cost of good sold for the quarter ended September 30, 2014 increased $155,000 or 200%
from $77,000 for the quarter ended September 30, 2013 to $232,000 in 2014. Costs include material, parts and labor associated with the sale
of tethered aerostats, accessories and spare parts. The resulting gross profit for the quarter ended September 30, 2014 of $96,000 was an
increase from the $(1,000) gross loss for the same quarter of 2013.  Gross profit margins were 29% and (2%) for the quarters ended
September 30, 2014 and 2013, respectively.
 

Operating Expenses:  Operating expenses primarily consist of selling, general and administrative expenses.  Selling, general and
administrative expenses increased $959,000 or 1,132%, to $1,044,000 in the quarter ended September 30, 2014 from $85,000 for the same
period in 2013. The merger and acquisition activities brought a new management team, board of directors and strategic advisors to the
Company for the purpose of increasing business opportunities and shareholder value. Approximately $210,000 of the increase in operating
expenses is related to salaries and benefits, $285,000 of the increase is related to investor relations of which $215,000 was non-cash stock
compensation, $144,000 of the increase is related to director and strategic advisory board compensation of which $133,000 was non-cash
stock compensation, $177,000 of the increase is related to marketing and promotions, $102,000 of the increase is related to one-time legal and
accounting fees for the transactions, and $35,000 of the increase is related to research and development.

 
Income (Loss) from Operations:  Loss from operations for the quarter ended September 30, 2014 increased $861,000 or 1,002%, to

$(947,000) from loss from operations of $(86,000) in 2013, primarily due to the increased operating expenses described above offset by the
increase in gross profit for the 2014 quarter.
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Other Income and Expense:  Total other expenses increased $84,000 in the third quarter of 2014 from $(132) in 2013.  This increase

is primarily due to the loss on derivative liability.
 
Net Loss: Net loss increased $946,000 or 1,099% to $(1,032,000) for the third quarter of 2014 from net loss of $(86,000) in

2013.  This increased loss is due to the loss from operations described above and the loss on derivative liability.
 
Nine Months Ended September 30, 2014 compared to Nine Months Ended September 30, 2013
 

Net Revenues:  Net revenues decreased $211,000 or 24% to $682,000 in the nine months ended September 30, 2014 from $893,000
for the same period in 2013.  Sources of revenue were derived primarily from the sale of tethered aerostats, accessories, spare parts and
delivery and installation of aerostats.
 

Cost of Good Sold and Gross Profit:  Cost of good sold increased $69,000 or 17% to $475,000 in the nine months ended September
30, 2014 from $406,000 for the same period in 2013. Costs include material, parts and labor associated with the sale of tethered aerostats,
accessories and spare parts. The resulting gross profit for the nine months ended September 30, 2014 of $207,000 was lower by $280,000 or
57%, than the gross profit for the nine months ended September 30, 2013 of $487,000. Gross profit margins were 30% and 55% for the first
nine months of 2014 and 2013, respectively.
 

Operating Expenses:  Operating expenses primarily consist of selling, general and administrative expenses.  Selling, general and
administrative expenses increased $985,000 or 399% to $1,231,000 in the nine months ended September 30, 2014 from $246,000 for the
same period in 2013. The merger and acquisition activities brought a new management team, board of directors and strategic advisors to the
Company for the purpose of increasing business opportunities and shareholder value. Approximately $210,000 of the increase in operation
expenses is related to salaries and benefits, $285,000 of the increase is related to investor relations of which $215,000 was non-cash stock
compensation, $144,000 of the increase is related to director and strategic advisory board compensation of which $133,000 was non-cash
stock compensation, $177,000 of the increase is related to marketing and promotions, $102,000 of the increase is related to one-time legal and
accounting fees for the transactions, and $35,000 of the increase is related to research and development.

 
Income from Operations:  Loss from operations for the nine months ended September 30, 2014 increased $1,265,000 to

$(1,024,000) from net income of $241,000 for the same period in 2013, primarily due to the increased operating expenses described above
offset by the increase in gross profit for the 2014 period.
 

Other Income and Expense:  Total other expenses increased $399,000 in the nine months ended September 30, 2014 from $(115) for
the same period in 2013.  This increase is due to the loss on the sale of securities held for resale and loss on derivative liability.

 
Net Income (Loss): Net loss increased $1,664,000 or 692% to $(1,423,000) in the nine months ended September 30, 2014 from net

income of $241,000 for the same period in 2013 primarily as a result of the loss from operations described above and the loss on the sale of
securities and derivative liability.
 

  
Liquidity and Capital Resources
 

As of September 30, 2014, the Company had total current assets of $2,208,000 and total current liabilities of $346,000 for working
capital of $1,862,000. As of September 30, 2014, the Company had cash and cash equivalents of $1,897,000 and an accumulated deficit of
$(1,463,000).

 
We have historically financed our operations through operating revenues and sales of equity and debt securities to accredited

investors. While we currently believe we have sufficient capital to continue our operations for the next 12 months, we may incur significant
expenses in implementing our growth plan.  We could deplete our cash and working capital more rapidly than expected, which could result in
our need to curtail our operations.

 
Sources and Uses of Cash
 

  
Nine Months Ended

September 30,  
  2014  2013  
      
Cash flows (used in) provided by operating activities  $ (722,190)  $ 180,230 
Cash flows (used in) provided by investing activities   1,476,602    (715) 
Cash flows provided by financing activities   1,143,077   - 
Net increase in cash and cash equivalents  $ 1,897,489  $ 179,515 
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Operating Activities:

 
Net cash used in operating activities during the nine months ended September 30, 2014 was approximately $722,000, which was a

decrease in operating cash flow of approximately $902,000 from $180,000 net cash inflow from operating activities during the same nine
months of 2013. The net loss of approximately ($1,423,000) for the first nine months of 2014 was $1,664,000 greater than the same period of
2013, which was approximately $241,000. The Company recognized approximately $351,000 loss from derivative liability and $348,000 in
shares of common stock issued to a third party for services.
 
Investing Activities:

 
Net cash provided by investing activities during the nine months ended September 30, 2014 was approximately $1,477,000. As a

result of the Share Exchange in June 2014 and Series F financing, the Company received approximately $1,629,000 and paid out
approximately $305,000. In addition, approximately $169,000 cash was raised from the sale of available-for-sale securities. The Company had
approximately $715 cash flows from investing activities in the same nine month period of 2013.
 
Financing Activities:

 
Net cash provided by financing activities during the nine months ended September 30, 2014 was approximately $1,143,000. Drone

Aviation Corp. raised approximately $1,476,000 from the sale of stock. The Company paid $350,000 to redeem 87,500 shares of Series B-1
Preferred Stock. The Company did not have any cash flows from financing activities in the same period of 2013.

 
Off-Balance Sheet Arrangements

 
We do not have any off balance sheet arrangements that are reasonably likely to have a current or future effect on our financial

condition, revenues, and results of operations, liquidity or capital expenditures.
 
Critical Accounting Policies and Estimates

 
The Company’s accounting policies are more fully described in Note 1 of the Financial Statements. As disclosed in Note 1, the

preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions about future events that affect the amounts reported in the financial statements and accompanying notes. Actual results could
differ significantly from those estimates. The Company believes that the following discussion addresses the Company’s most critical
accounting policies, which are those that are most important to the portrayal of the Company’s financial condition and results of operations and
require management’s most difficult, subjective and complex judgments.
 
 Accounts Receivable and Credit Policies:
 

Trade accounts receivable consist of amounts due from the sale of tethered aerostats, accessories, spare parts and delivery and
installation of aerostats. Accounts receivable are uncollateralized customer obligations due under normal trade terms requiring payment within
30 days of receipt of the invoice.  The Company provides an allowance for doubtful accounts equal to the estimated uncollectible amounts
based on historical collection experience and a review of the current status of trade accounts receivable.  
 
Derivative Financial Instruments:
 

The Company evaluates its financial instruments to determine if such instruments are derivatives or contain features that qualify as
embedded derivatives. For derivative financial instruments that are accounted for as liabilities, the derivative instrument is initially recorded at
its fair value and is then re-valued at each reporting date, with changes in the fair value reported in the statements of operations. For stock-
based derivative financial instruments, the Company uses a Black-Scholes option pricing model, in accordance with ASC 815-15 “Derivative
and Hedging” to value the derivative instruments at inception and on subsequent valuation dates. The classification of derivative instruments,
including whether such instruments should be recorded as liabilities or as equity, is evaluated at the end of each reporting period. Derivative
instrument liabilities are classified in the balance sheet as current or non-current based on whether or not net-cash settlement of the derivative
instrument could be required within 12 months of the balance sheet date.
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Revenue Recognition and Unearned Income:

 
Revenues from the sale of products and services are recognized upon delivery.
 

Recently Issued Accounting Pronouncements
 

Management does not believe that any recently issued, but not effective, accounting standards, if currently adopted, would have a
material effect on the Company's financial statements.

 
ITEM 4 - CONTROLS AND PROCEDURES
 
a) Evaluation of disclosure controls and procedures.

 
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our

disclosure controls and procedures pursuant to Rule 13a-15 under the Securities Exchange Act of 1934 as of the end of the period covered by
this Quarterly Report on Form 10-Q. In designing and evaluating the disclosure controls and procedures, management recognizes that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are resource constraints and that
management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs.

  
Based on our evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of September 30, 2014, our

disclosure controls and procedures are designed at a reasonable assurance level and are effective to provide reasonable assurance that
information we are required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and
reported within the time periods specified in SEC rules and forms, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure.
 
(b) Changes in internal control over financial reporting.

 
There were no changes in our internal control over financial reporting that occurred during the quarter ended September 30, 2014 that

have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

 
Item 1. Legal Proceedings
 

From time to time, we may become involved in various lawsuits and legal proceedings which arise in the ordinary course of
business.  Except as discussed below, we are not currently aware of any such legal proceedings or claims that we believe will have,
individually or in the aggregate, a material adverse effect on our business, financial condition or operating results.
 
Case No. 612-CV-46-MSS-KNM
 

As a result of the USPTO Office Action, on March 31, 2014, the Company dismissed its patent enforcement case against Newegg
Inc. with prejudice. There is a pending motion by Newegg for recovery of defendant legal fees of approximately $400,000 from the Company
in the matter of MacroSolve, Inc. v Newegg Inc. (U.S.D.C. E.D. TX) case No. 6:12-cv-46-MSS-KNM. Should the Company not prevail in
that matter, the judgment would be borne by the former MacroSolve directors who sold their loans on April 17, 2014.

 
Other than as set forth above, there are no material claims, actions, suits, proceedings, inquiries, labor disputes or investigations

pending.
 
Item 1A. Risk Factors

 
There have been no changes to the risk factors set forth in our Annual Report on Form 10-K for the fiscal year ended December 31,

2013 except as set forth in our Current Report on Form 8-K filed with the Securities and Exchange Commission on June 5, 2014.
 

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Stock issuances and redemptions
 

The Company issued 9,865,000 shares of common stock during the third quarter pursuant to conversions of 98,650 shares of Series
A Preferred Stock.

 
On July 1, 2014, the Company entered into a consulting agreement for investor relations, marketing and public relations services. The

agreement includes stock compensation of 250,000 shares immediately deliverable and an additional 250,000 shares deliverable after six
months if the agreement is still in force. The 250,000 shares delivered in July were valued at $215,000.

 
On July 21, 2014, the Company issued a total of 1,700,000 shares of common stock upon exercise of warrants held by two

consulting firms originally issued on May 19, 2014 with an exercise price of $.01 or a total of $17,000.
 
The Company issued 960,000 shares of common stock on August 25, 2014 pursuant to the conversion of 9,600 shares of Series C

Preferred Stock.
 
On August 26, 2014, the Company issued 372,414 shares of restricted common stock to seven investors pursuant to the exercise of

100% of the warrants associated with Series E Preferred Stock.
 
On August 27, 2014, the Company issued 2,000,000 shares of restricted common stock with monthly vesting provisions to two

members of its newly-formed Strategic Advisory Board in consideration for twelve months services.
 
The securities referenced above were offered and sold solely to “accredited investors” in reliance on the exemption from registration

afford by Rule 506 of Regulation D and/or Section 4(a)(2) of the Securities Act as a transaction by an issuer not involving a public offering.
 
 
Options and Warrants

 
During May 2014, the Company issued a total of 1,700,000 warrants for services. The warrants have a term of three years, and

exercise price of $0.01. The 1,700,000 warrants were exercised for cash in July 2014 for a total of $17,000. As further described in footnote,
on June 3, 2014, the Company issued 2,700,000 warrants to purchase one share of common stock at an exercise price of $1.00 per warrant
share to investors in the Series E Preferred Stock. The exercise price of $1.00 per warrant may be adjusted any time during the first twenty-
four months from issuance under the terms of a Favored Nations Provision contained in the warrant. If at any time during that twenty-four
month period the Company should issue common stock or convertible securities at a price lower than $1.00 per share, unless the warrant
holder consents to such lower price issuance, then the exercise price of the warrant shall be automatically reduced to reflect such other lower
price and the number of warrant securities shall be adjusted to reflect such lower price. The warrants expire on June 3, 2017. In August 2014,
all seven investors holding the warrants attached to Series E Preferred Stock executed cashless exercises of their warrants resulting in the
issuance of 372,414 shares of restricted common stock.
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Item 6. Exhibits
 
31.01 Certification of Chief Executive Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section

302 of the Sarbanes-Oxley Act of 2002.
 
31.02 Certification of Chief Financial Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section

302 of the Sarbanes-Oxley Act of 2002.
 
32.01 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.
 
101 INS XBRL Instance Document
 
101 SCH XBRL Taxonomy Extension Schema Document
 
101 CAL XBRL Taxonomy Calculation Linkbase Document
 
101 LAB XBRL Taxonomy Labels Linkbase Document
 
101 PRE XBRL Taxonomy Presentation Linkbase Document
 
101 DEF XBRL Taxonomy Extension Definition Linkbase Document
 

 
SIGNATURES

 
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its

behalf by the undersigned thereunto duly authorized.
 

 DRONE AVIATION HOLDING CORP.  
    
Date: November 07, 2014 By: /s/ FELICIA HESS  
  Felicia Hess  
  Chief Executive Officer (Principal Executive Officer)  
    
Date: November 07, 2014 By: /s/ KENDALL CARPENTER  
  Kendall Carpenter  
  Chief Financial Officer (Principal Financial Officer and

Principal Accounting Officer)
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EXHIBIT 31.01
 

CERTIFICATION
 

I, Felicia Hess, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of Drone Aviation Holding Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

 
(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed

under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

 
(c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

 
(d)   Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a)   All significant deficiencies and material weaknesses in the design or operation of internal control over    financial reporting
which are reasonable likely to adversely affect the registrant’s ability to record, process,    summarize and report financial
information; and

 
(b)   Any fraud, whether or not material, that involves management or other employees who have a significant    role in the

registrant’s internal controls over financial reporting.
 
 
Date: November 07, 2014
 
/s/ FELICIA HESS
Felicia Hess
(Chief Executive Officer (Principal Executive Officer)



EXHIBIT 31.02
 

CERTIFICATION
I, Kendall Carpenter, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of Drone Aviation Holding Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)   Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

 
(b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed

under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

 
(c)   Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

 
(d)   Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a)   All significant deficiencies and material weaknesses in the design or operation of internal control over   financial reporting
which are reasonable likely to adversely affect the registrant’s ability to record, process,   summarize and report financial
information; and

 
(b)   Any fraud, whether or not material, that involves management or other employees who have a significant   role in the

registrant’s internal controls over financial reporting.
 

Date: November 07, 2014
 
/s/ KENDALL CARPENTER
Kendall Carpenter
Chief Financial Officer (Principal Financial Officer and Principal Accounting Officer)



Exhibit 32.01
 

 
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 

I, Felicia Hess, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that
the Quarterly Report of Drone Aviation Holding Corp. on Form 10-Q for the fiscal quarter ended September 30, 2014 fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in this Quarterly Report on
Form 10-Q fairly presents in all material respects the financial condition and results of operations of Drone Aviation Holding Corp.

 
     
  By:  /s/ FELICIA HESS
Date: November 07, 2014  Name:  Felicia Hess
  Title:  Chief Executive Officer (Principal Executive Officer)

 

I, Kendall Carpenter, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that the Quarterly Report of Drone Aviation Holding Corp. on Form 10-Q for the fiscal quarter ended September 30, 2014 fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in this
Quarterly Report on Form 10-Q fairly presents in all material respects the financial condition and results of operations of Drone Aviation
Holding Corp.

 
     
  By:  /s/ KENDALL CARPENTER
Date: November 07, 2014  Name:  Kendall Carpenter
 

 
Title:

 
Chief Financial Officer (Principal Financial Officer and Principal
Accounting Officer)

 
 
 
 


