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PART I  
  
ITEM 1.                      FINANCIAL STATEMENTS (UNAUDITED)  
  
Professional Diversity Network, Inc.
CONDENSED BALANCE SHEETS (Unaudited)
 
 

  
March 31,

 2013   

December
31,

2012  
       
       
Current Assets:       

Cash and cash equivalents  $ 20,513,060  $ 868,294 
Accounts receivable   766,232   1,923,048 
Marketable securities, at fair value   254,787   251,349 
Prepaid expense   216,963   63,982 

Total Current Assets   21,751,042   3,106,673 
         

Property and equipment, net   54,104   34,863 
Security deposits   23,711   23,711 
Deferred offering costs - initial public offering   -   832,240 
Developed technology, net   443,861   402,890 
Goodwill   635,671   635,671 
Trade name   90,400   90,400 

Total assets  $ 22,998,789  $ 5,126,448 
         
         
Current Liabilities:         

Accounts payable  $ 301,574  $ 265,013 
Accrued expenses   125,264   85,327 
Deferred revenue   552,586   500,000 
Warrant liability   304,560     

Total current liabilities   1,283,984   850,340 
         

Notes payable - members, net of original issue discount of $0 and $138,256
as of March 31, 2013 and December 31, 2012, respectively   -   1,487,900 
Deferred tax liability   195,737   - 

         
Total liabilities   1,479,721   2,338,240 

Commitments and contingencies         
         
Stockholders’ Equity         

Common stock $0.01 par value, 25,000,000 shares authorized, 6,318,227
and 3,487,847 shares issued and outstanding, as of March 31, 2013 and
December 31, 2012   63,182   34,878 

Additional paid-in capital   21,932,761   2,751,827 
Accumulated Deficit   (481,816)   - 
Accumulated other comprehensive income   4,941   1,503 

Total stockholders’ equity   21,519,068   2,788,208 
         

Total liabilities and stockholders’ equity  $ 22,998,789  $ 5,126,448 
 

The accompanying notes are an integral part of these unaudited financial statements.
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Professional Diversity Network, Inc.
CONDENSED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME (Unaudited)
 
 

  
For the Three Months Ended

March 31,  
  2013   2012  
Revenues       

Recruitment services  $ 535,680  $ 1,000,000 
Consumer advertising and marketing solutions revenue   384,123   514,661 

Total revenues   919,803   1,514,661 
         
Costs and expenses:         

Cost of services   239,213   202,052 
Sales and marketing   455,809   290,712 
General and administrative   421,066   253,350 
Depreciation and amortization   55,424   20,711 
Gain on sale of property and equipment   (4,734)   - 

Total costs and expenses   1,166,778   766,825 
         

(Loss) income from operations   (246,975)   747,836 
         
         
Other income (expense)         

Interest expense   (155,137)   (45,037)
Interest and other income   5,225   3,282 

Other expense, net   (149,912)   (41,755)
         
Change in fair value of warrant liability   110,808   --- 
         
(Loss) income before income taxes   (286,079)   706,081 

Income tax expense   195,737   - 
Net (loss)income  $ (481,816)  $ 706,081 
         
Other comprehensive income:         

Net (loss) income  $ (481,816)  $ 706,081 
Unrealized gains on marketable securities   3,438   25,834 
Comprehensive (loss) income  $ (478,378)  $ 731,915 

         
Net (Loss) Income per

Common Share Basic and diluted  $ (0.11)  $ 0.21 
         

Shares used in computing pro forma net (loss) income per
common share:         

Basic and diluted    4,307,794   3,487,847 
         
         
Pro-forma computation related to conversion to a C
corporation upon completion of initial public offering         

Historical pre-tax net (loss) income before taxes  $ (286,079)  $ 706,081 
Pro-forma income tax provision   (164,370)   292,155 
Pro-forma net (loss) income  $ (121,709)   413,926 
Pro-forma (loss) earnings per share - basic and diluted         
Weighted average number of shares outstanding    4,307,794   3,487,847 

         
Unaudited Pro-Forma (Loss) earnings per share  $ (0.03)  $ 0.12 
 

The accompanying notes are an integral part of these unaudited financial statements.
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Professional Diversity Network, Inc.
CONDENSED STATEMENT OF STOCKHOLDERS’ EQUITY (Unaudited)

  Common Stock              

  Shares   Par Value   

Additional
Paid In
Capital   

 
Accumulated

Deficit   

Accumulated other
comprehensive
income (loss)   

Total
Stockholders’

Equity  
                   
                   
                   
Balance at December 31, 2012   3,487,847  $ 34,878  $ 2,751,827     $ 1,503  $ 2,788,208 
Conversion of debt to equity   205,380   2,054   1,640,982          1,643,036 
                        
Net proceeds from initial public

offering   2,625,000   26,250     17,739,952          17,766,202 
                        
Unrealized holding gain on

marketable securities                  3,438   3,438 
                        
Distributions to members           (200,000)          (200,000)
                        
Net loss              $ (481,816)       (481,816)
Balance at March 31, 2013   6,318,227  $ 63,182  $ 21,932,761  $ (481,816)  $ 4,941  $ 21,519,068 
 
 
 
 
 
 

The accompanying notes are an integral part of these unaudited financial statements.
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Professional Diversity Network, Inc.
CONDENSED STATEMENTS OF CASH FLOWS (Unaudited)
 
 

  
For the Three Months Ended

March 31,  
  2013   2012  
Cash flows from operating activities:       
Net (loss) income  $ (481,816)  $ 706,081 
Adjustments to reconcile net (loss) income to net cash

provided by operating activities:         
Depreciation and amortization expense   55,424   20,710 
Deferred tax expense   195,737   - 
Change in fair value of warrant liability   (110,808)   - 
Realized loss on sale of investments, net   -   588 
Gain on sale of property and equipment   (4,734)   - 
Interest added to notes payable   16,881   27,837 
Accretion of interest on notes payable   138,256   17,200 
Changes in operating assets and liabilities:         

Accounts receivable   1,209,402   158,986 
Accounts payable   (4,258)   311,805 
Accrued expenses   39,937   (82,825)
Prepaid expenses   (152,981)   - 
Deferred income   -   (75,000)

Net cash provided by operating activities   901,040   1,085,382 
         
Cash flows from investing activities:         

Costs incurred to develop technology   (92,466)   (19,089)
Sale of property and equipment   6,203   - 
Purchases of property and equipment   (24,639)   - 

Net cash used in investing activities   (110,902)   (19,089)
         
Cash flows from financing activities:         

Distributions to members   (200,000)   (893,333)
Proceeds from IPO, net of offering costs   19,474,565   - 
Repayments of notes payable       (48,000)
Deferred IPO costs   (419,937)   (267,773)

Net cash provided by (used in) financing activities   18,854,628   (1,209,106)
         
Net  increase (decrease) in cash and cash equivalents   19,644,766   (142,813)
Cash and cash equivalents, beginning of year   868,294   2,254,431 
Cash and cash equivalents, end of period  $ 20,513,060  $ 2,111,618 
         
Supplemental disclosures of other cash flow information:         

Cash paid for income taxes  $ -  $ - 
Cash paid for interest  $ -  $ - 

Non-cash disclosures:         
IPO costs in accounts payable  $ 40,819  $ - 
Deferred revenue in accounts receivable  $ 52,586  $ - 
Conversion of notes payable to equity  $ 1,643,037  $ - 
Reduction of additional paid-in capital for deferred 

initial public offering costs  $ 1,292,996  $ - 
Fair value of warrant liabilities  $ 415,368  $ - 

 
The accompanying notes are an integral part of these unaudited financial statements.
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Professional Diversity Network, Inc.
Condensed Notes to Financial Statements

 
1. Description of Business
 
Professional Diversity Network, Inc. (the “Company,” “Professional Diversity Network,” “we,” “our” and “us”) is a corporation organized
under the laws of Delaware, originally formed as IH Acquisition, LLC under the laws of the State of Illinois on October 3, 2003. The
Company operates an online professional networking community with career resources specifically tailored to the needs of seven different
diverse cultural groups including: Women, Hispanic Americans, African Americans, Asian Americans, differently-abled, veterans, lesbians,
gay, bisexual and transgender (LGBT), and students, and graduates seeking to transition from education to career. The network’s purposes,
among others, are to assist its members in their efforts to connect with like-minded individuals, identify career opportunities within the
network and connect members with prospective employers. The Company’s technology platforms are integral to the operation of its business.
 
2. Liquidity, Financial Condition and Management’s Plans
 
The Company has historically funded its operations principally from cash flows generated in its operating activities. We had been dependent
on Monster Worldwide for all of our recruitment revenue pursuant to an alliance agreement that expired December 31, 2012. Because our
agreement with Monster Worldwide was exclusive in so far as it prohibited us from selling our recruitment services to anyone other than
Monster Worldwide, the growth of the Company had been dependent on the growth of Monster Worldwide’s diversity recruitment business.
We believe that by expanding on the sources of our recruitment revenue, which we have begun to do by entering into non-exclusive
agreements with new strategic business partners or agreements that provide for limited exclusivity, such as the one we entered into with
LinkedIn Corporation (“LinkedIn”) in November 2012, and by increasing our sales force to commence direct sales of our products and
services, we have an opportunity to provide better services to our customers and achieve revenues and margins that are greater than those
achieved during the term of our agreement with Monster Worldwide.
 
The non-renewal of our agreement with Monster Worldwide had a material impact on revenue and operating cash flow. Under our agreement
with Monster Worldwide, we have agreed to provide limited support and access to data to permit Monster Worldwide to continue to meet
certain obligations to its customers in 2013. With respect to job postings that Monster sold prior to the expiration of our agreement on
December 31, 2012, we are permitting Monster to maintain such postings on our websites until the earlier of (a) the date that Monster
Worldwide’s obligation to maintain such posting expires or (b) December 31, 2013. In addition, we will continue to provide Monster with
access to our data until December 31, 2013. We do not expect the job postings that Monster Worldwide sold prior to the expiration of our
agreement to remain posted on our websites through December 31, 2013 and we and Monster Worldwide may agree to remove the vast
majority of such job postings from our websites on or around June 30, 2013. We have incurred and expect to continue to incur only de minimis
additional labor and costs, and will not receive any additional payments from Monster Worldwide subsequent to the expiration of our
agreement. Additionally, as of January 1, 2013, we have begun to sell our products and services directly to employers, except for those
identified as restricted by LinkedIn.

The Company completed an initial public offering (“IPO”) of its equity securities (Note 11) on March 8, 2013 and received $19,474,565 in
proceeds net of offering costs. The Company incurred approximately $1.3 million of IPO expenses through March 31, 2013 in its efforts to
complete the IPO. Expenses incurred in connection with the IPO were accounted for as a reduction of the offering proceeds.

As of March 31, 2013, there have been no immediate or material changes to the core operations of our business; however, we have incurred
various expenses associated with becoming a public company. These expenses include increases in professional fees and the hiring of
additional administrative staff that are customarily associated with establishing a public company compliance structure.  We have also made
investments in technologies that we need to support the evolution of our business from a fixed fee recruitment service with an exclusive source
of revenue to a platform that uses social media to promote the integration of diverse groups into the workforce. We believe that the planned
evolution of our business, launched in 2013, will enable to diversify our revenue sources and customer base over time.
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3. Summary of Significant Accounting Policies
 
The accompanying unaudited condensed financial statements as of March 31, 2013 and for the three months then ended have been prepared in
accordance with the accounting principles generally accepted in the United States of America (“U.S. GAAP”) for interim financial
information and pursuant to the instructions to Form 10-Q and Article 8 of Regulation S-X of the Securities and Exchange Commission
(“SEC”) and on the same basis as the Company prepares its annual audited consolidated financial statements. The condensed balance sheet as
of March 31, 2013, condensed statements of comprehensive (loss) income, condensed statements of cash flows  for the three months ended
March 31, 2013 and 2012, and the condensed statements of stockholders’ equity for the three months ended March 31, 2013 are unaudited, but
include all adjustments, consisting only of normal recurring adjustments, which the Company considers necessary for a fair presentation of the
financial position, operating results and cash flows for the periods presented. The results for the three months ended March 31, 2013 are not
necessarily indicative of results to be expected for the year ending December 31, 2013 or for any future interim period. The condensed
balance sheet at December 31, 2013 has been derived from audited financial statements; however, it does not include all of the information
and notes required by U.S. GAAP for complete financial statements. The accompanying condensed financial statements should be read in
conjunction with the consolidated financial statements for the year ended December 31, 2012, and notes thereto included in the Company’s
annual report on Form 10-K, which was filed with the SEC on April 1, 2013.
 
Accounting Estimates - The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amount of revenues and expenses during the reporting period. Significant areas that required
management to make estimates and assumption that affect the amounts and disclosures in the financial statements include revenue recognition,
valuation of goodwill, trade name and URL, costs capitalized to develop technology and the Company’s estimated useful lives of assets.
Actual results could differ from those estimates.
 
Significant Accounting Policies - Other than as described in this Note 3, there have been no material changes to the Company’s significant
accounting policies as compared to the significant accounting policies described in the Company’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2012 as filed with the SEC on April 1, 2013.
 
Advertising and Marketing Expenses - Advertising and Marketing expenses are expensed as incurred. For the three months ended March 31,
2013 and 2012 the Company incurred advertising and marketing expenses of approximately $157,000 and $107,000, respectively.
 
Income Taxes – As a result of the Company’s completion of its IPO, the Company’s results of operations are taxed as a C Corporation. Prior
to the IPO, the Company’s operations were taxed as a limited liability company, whereby the Company elected to be taxed as a partnership and
the income or loss was required to be reported by each respective member on their separate income tax returns. Therefore, no provision for
income taxes has been provided in the accompanying condensed financial statements for periods prior to March 31, 2013.
 
This change in tax status to a taxable entity resulted in the recognition of deferred tax assets and liabilities based on the expected tax
consequences of temporary differences between the book and tax basis of the Company’s assets and liabilities at the date of the IPO. This
resulted in a net deferred tax expense of $195,737 being recognized and included in the tax provision for the three and nine months ended
March 31, 2013. The tax expense was determined using an effective tax rate of 40.6% for the period from March 4, 2013 (the date on which
the tax status changed to a C Corporation) to March 31, 2013.
 
The unaudited pro forma computation of income tax expense (benefit) included in the condensed statements of comprehensive income (loss),
represents the tax effects that would have been reported had the Company been subject to U.S. federal and state income taxes as a corporation
for all periods presented. Pro forma taxes are based upon the statutory income tax rates and adjustments to income for estimated permanent
differences occurring during each period. Actual rates and expenses could have differed had the Company actually been subject to U.S. federal
and state income taxes for all periods presented. Therefore, the unaudited pro forma amounts are for informational purposes only and are
intended to be indicative of the results of operations had the Company been subject to U.S. federal and state income taxes as a corporation for
all periods presented.
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The Company recognizes deferred tax liabilities and assets for the expected future tax consequences of events that have been included in the
financial statements or tax returns. Deferred tax liabilities and assets are determined based on the difference between the financial statement
basis and tax basis of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse. The
Company estimates the degree to which tax assets and credit carryforwards will result in a benefit based on expected profitability by tax
jurisdiction. A valuation allowance for such tax assets and loss carryforwards is provided when it is determined to be more likely than not that
the benefit of such deferred tax asset will not be realized in future periods. If it becomes more likely than not that a tax asset will be used, the
related valuation allowance on such assets would be reduced. The following table provides a breakdown of the Company’s net deferred tax
liability as of March 31, 2013:
 

Net Operating Loss  $ 92,188 
Goodwill and trade name   (85,872)
Developed technology   (180,100)
Property and equipment   (21,953)
  $ (195,737)

 
Fair Value of Financial Assets and Liabilities- Financial instruments, including cash and cash equivalents, accounts payable and accrued
liabilities which are carried at historical cost, which management believes that the recorded amounts approximate fair value due to the short-
term nature of these instruments.
 
The Company measures the fair value of financial assets and liabilities based on the exchange price that would be received for an asset or paid
to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between
market participants on the measurement date. The Company maximizes the use of observable inputs and minimizes the use of unobservable
inputs when measuring fair value. The Company uses three levels of inputs that may be used to measure fair value:
 

Level 1 — quoted prices in active markets for identical assets or liabilities
 

Level 2 — quoted prices for similar assets and liabilities in active markets or inputs that are observable
 

Level 3 — inputs that are unobservable (for example cash flow modeling inputs based on assumptions
 

Financial assets measured at fair value on a recurring basis are summarized below:

  
March 31,

2013   

Quoted
prices in

active markets
for

identical assets
(Level 1)   

Significant
other

observable
inputs

(Level 2)   

Significant
unobservable

inputs
(Level 3)  

Assets:             
Marketable securities  $ 254,787  $ 254,787  $ -  $ - 
                 
Liabilities:                 
Fair value of warrant obligations (Note 10)  $ 304,560  $ -  $ -  $ 304,560 

  

December
31,

2012   

Quoted
prices in

active markets
for

identical assets
(Level 1)   

Significant
other

observable
inputs

(Level 2)   

Significant
unobservable

inputs
(Level 3)  

Marketable securities  $ 251,349  $ 251,349  $ -  $ - 
 
The Company considers its investments in exchange traded shares to be Level 1.
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Level 3 liabilities are valued using unobservable inputs to the valuation methodology that are significant to the measurement of the fair value
of the derivative liabilities. For fair value measurements categorized within Level 3 of the fair value hierarchy, the Company’s accounting and
finance department, who report to the Chief Financial Officer, determine its valuation policies and procedures. The development and
determination of the unobservable inputs for Level 3 fair value measurements and fair value calculations are the responsibility of the
Company’s accounting and finance department and are approved by the Chief Financial Officer.

Level 3 Valuation Techniques:

Level 3 financial liabilities consist of warrant liabilities for which there is no current market for these securities such that the determination of
fair value requires significant judgment or estimation. Changes in fair value measurements categorized within Level 3 of the fair value
hierarchy are analyzed each period based on changes in estimates or assumptions and recorded as appropriate.

The Company uses the Black-Scholes option valuation model to value Level 3 financial liabilities at inception and on subsequent valuation
dates. This model incorporates transaction details such as the Company’s stock price, contractual terms, maturity, risk free rates, as well as
volatility.

A significant decrease in the volatility or a significant decrease in the Company’s stock price, in isolation, would result in a significantly lower
fair value measurement. Changes in the values of the derivative liabilities are recorded in “(Loss) gain due to change in fair value of derivative
instruments” in the Company’s condensed consolidated statements of operations.

As of March 31, 2013, there were no transfers in or out of Level 3 from other levels in the fair value hierarchy.
 
Net (Loss) Earnings per Share - The Company computes basic net (loss) earnings per share by dividing net (loss) earnings per share
available to common stockholders by the weighted average number of common shares outstanding for the period and excludes the effects of
any potentially dilutive securities. Diluted earnings per share, if presented, would include the dilution that would occur upon the exercise or
conversion of all potentially dilutive securities into common stock using the “treasury stock” and/or “if converted” methods as applicable. The
computation of basic net (loss) income per share for the three months ended March 31, 2013 and 2012, excludes the potentially dilutive
securities summarized in the table below because their inclusion would be anti-dilutive.
 
Recently Issued Accounting Pronouncements

In February 2013, the FASB issued ASU 2013-02-Comprehensive Income (Topic 220):  Reporting of Amounts Reclassified Out of
Accumulated Other Comprehensive Income (“ASU 2013-02”).  ASU 2013-02 is intended to improve the reporting of reclassifications out of
accumulated other comprehensive income.  Accordingly, an entity is required to report the effect of significant reclassifications out of
accumulated other comprehensive income on the respective line items in net income if the amount being reclassified is required under
GAAP to be reclassified in its entirety to net income.  For other amounts that are not required under GAAP to be reclassified in their entirety
to net income in the same reporting period, an entity is required to cross-reference other disclosures required under GAAP that provide
additional detail about those amounts.  The amendments in this ASU supersede the presentation requirements for reclassifications out of
accumulated other comprehensive income in ASU 2013-05 and ASU 2013-12.  ASU 2013-02 is effective for reporting periods beginning
after December 15, 2012.  The Company adopted ASU 2013-02 effective January 1, 2013 and the adoption did not have an impact on the
quarterly financials but may have an impact in future periods.

       
  2013   2012  
Warrants to purchase common

stock   131,250   --- 
 
 
4. Marketable Securities
 
Investments in Marketable Securities are as follows:

  March 31, 2013   December 31, 2012  

  
Amortized

cost   

Gross
unrealized

gains   

Gross
unrealized

losses   
Estimated
fair value   

Amortized
cost   

Gross
Unrealized

Gains   

Gross
unrealized

losses   
Estimated
fair value  

                         
                         
Equity                         

 Exchange traded
fund  $ 249,846  $ 4,941   -  $ 254,787  $ 249,846  $ 1,503   -  $ 251,349 
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5. Capitalized Technology
 
Capitalized Technology is as follows:
 
    
  March 31, 2013  December 31, 2012 
Capitalized cost:       
Balance, beginning of period  $ 734,291  $ 376,044 
Additional capitalized cost   92,466   358,247 
Balance, end of period  $ 826,757  $ 734,291 
         
Accumulated amortization:         
Balance, beginning of period  $ 331,401  $ 229,897 
Provision for amortization   51,495   101,504 
Balance, end of period  $ 382,896  $ 331,401 
Net Capitalized Technology  $ 443,861  $ 402,890 
 
Beginning the third quarter of 2012, the Company embarked on updating the technology stack of its web product platform to support
emerging technologies. Dubbed "V2", the platform was switched over to at the end of year 2012, though the development continued through
the first quarter of 2013.

The new technology stack employed in V2, completely switched over the platform to object-oriented programming that will make it easier for
components of the platform to be modular, and integrate with other services as and when needed. Further, automated testing tools are being set
up on new technology stack, which will add more stability to the sites, and make it easier to identify bugs.

The front end of the V2 product platform follows responsive web design, allowing it to serve up a web experience optimized for devices of
different screen sizes such as mobile phones and tablets, which is in line with the shift of internet usage to mobile. Further, the design of all the
websites is being changed to simplify the user experience and makes the websites visually more modern.

Talent recruitment communities or groups on the Company’s websites are an integral product for employers to brand themselves for social
diversity recruitment and build a diverse talent pool. The setup of these groups involves custom programming by software developers. V2
improves the setup process by employing a Content Management System that allows for Client Services personnel to themselves set up a
group, much like setting up web pages on a blog.
 
V2 also unifies the different diversity sites of the Company, by tying them together with a common login and enabling a user that identifies
with multiple affinities to easily change between sites they are members of. This unified experience also allows for online traffic to be driven
to a single site, and then redirected automatically to the appropriate network.
 
6. Property and Equipment
 
Property and Equipment is as follows:
 
    

  
March 31,

2013   
December
31, 2012  

Computer hardware  $ 64,759  $ 64,759 
Furniture and Fixtures   24,880   19,884 
Leasehold improvements   18,171   13,876 
   107,810   98,519 
Less: Accumulated Depreciation   53,706   63,656 
  $ 54,104  $ 34,863 
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Depreciation expense for the three months ended March 31, 2013 and 2012 was $3,929 and $3,000 respectively, and is recorded in
depreciation and amortization expense in the accompanying condensed statements of comprehensive  (loss) income.
 
7. Accrued Expenses
 
Accrued expenses consist of the following:

    

  
March 31,

2013   
December
31, 2012  

Deferred rent  $ 10,082  $ 6,149 
Accrued expenses   115,080   78,084 
Payroll liabilities   102   1,094 
Total accrued expenses  $ 125,264  $ 85,327 
 
8. Notes Payable

As of March 31, 2013, no notes payable are outstanding.  As part of our reorganization in connection with our initial public offering, we
entered into a debt exchange agreement with the three founders of the Company, whereby three outstanding promissory notes in the principal
amounts of $1,341,676, $142,000 and $37,143 plus accrued interest owed to them, respectively, were exchanged for 168,982, 28,851 and
7,547 shares of common stock, respectively, at a price per share equal to the initial public offering price, which was $8.00 per share. This
transaction was exempt from registration pursuant to Section 4(2) of the Securities Act of 1933, as amended (the “Securities Act”).
 
At December 31, 2012, Notes Payable included the three notes described above. The interest rate on the notes was 6% per annum, with all
unpaid interest and principal due on November 1, 2014. The Company assumed one of such notes payable at an acquisition date fair value of
$692,614 and a face value of $1,341,676. The discount on the note was recorded at 6.055%.
 
The remaining unamortized discount was $0 and $138,256 at March 31, 2013 and December 31, 2012, respectively. The balance on this note
was $0 and $1,199,703 at March 31, 2013 and December 31, 2012, respectively. The second note payable, including accrued but unpaid
interest, was $0 and $228,443 at March 31, 2013 and December 31, 2012, respectively. The third note payable was in the amount of $0 and
$59,753 at March 31, 2013 and December 31, 2012, respectively. The total notes payable including accrued but unpaid interest amounted to $0
and $1,487,899 as of March 31, 2013 and December 31, 2012, respectively. Interest expense on these note obligations amounted to $155,137
and $45,037 for the three months ended March 31, 2013 and 2012, respectively. Interest expense includes the amortization of the debt
discount of $138,256 and $17,200 for the three months ended March 31, 2013 and 2012, respectively. Payments on the notes were $0 and
$48,000 for the three months ended March 31, 2013 and 2012, respectively.
 
9. Commitments and Contingencies
 
Lease Obligations - The Company leases office space under two operating lease agreements. The first agreement expires in 2014. During the
three months ended March 31, 2013 and 2012 the Company incurred $14,880 and $10,480, respectively of rent expense under the first lease
agreement and is included in general and administrative expense in the Condensed Statements of Comprehensive (Loss) Income. On January
18, 2013, we entered into a sublease agreement for our former headquarters space of approximately 1,870 square feet. The sublease provides
$3,000 per month rent, expires on October 31, 2013 and $ amount is included in general and administrative expense in the Condensed
Statements of Comprehensive (Loss) Income. On December 16, 2012 the Company entered into a second and separate operating lease
agreement commencing on January 1, 2013 to lease 4,600 square feet of office space. The lease expires on June 30, 2015 and provides for
monthly rent of $4,064 for the first 10 months and $6,386 per month for the remaining 20 months of the lease. During the three months ended
March 31, 2013 the Company incurred $11,610 of rent expense under the first lease agreement and is included in general and administrative
expense in the Condensed Statements of Comprehensive (Loss) Income.
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Future minimum payments under the leases at March 31, 2013 are as follows:
 
Year ending December 31,    

2013 (remaining 9 months)  $ 79,940 
2014   120,259 
2015   38,313 
Total  $ 238,512 

10. Warrant Liability

The common stock purchase warrants issued to the underwriters in the Company’s IPO in March 2013 have certain cash settlement features
that require them to be recorded as liability instruments. At issuance, a portion of the proceeds from the IPO were allocated to the value of the
warrant and recorded as an offering cost, reducing the proceeds from the IPO. Accordingly, as a liability the warrant obligations are adjusted
to fair value at the end of each reporting period with the change in value reported in the statement of operations. Such fair values were
estimated using the Black-Scholes valuation model. The Company will continue to adjust the warrant liability for changes in fair value until
the earlier of the exercise, at which time the liability will be reclassified to stockholders’ equity, or expiration of the warrants.

The warrant liability was valued using the Black-Scholes option valuation model and the following assumptions on the following dates:

  

March
31,

2013   

March
4,

2013  
Expected life  5.88 years  6.00 years 
Risk-free interest rate   0.86%  0.86%
Dividend yield   0.00%  0.00%
Volatility   48%  48%
Warrants outstanding   131,250   131,250 
Fair value of warrants  $ 304,560  $ 415,368 

The fair value of the warrant liability decreased to $304,560 at March 31, 2013 from $415,368 at March 4, 2013. Accordingly, the Company
decreased the warrant liability by $110,808 to reflect the change in fair value at March 31, 2013. This amount is included as a change in the
fair value of warrant instruments in the accompanying condensed statement of operations for the three months ended March 31, 2013. The
following table sets forth a summary of the changes in the fair value of our Level 3 financial liabilities that are measured at fair value on a
recurring basis:

Beginning balance  $ -- 
Initial warrant valuation   (415,368)
 
Net unrealized gain   110,808 
Ending balance  $ (304,560)
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11. Stockholders’ Equity
 
Initial Public Offering– On March 8, 2013, we consummated our initial public offering of 2,625,000 shares of our common stock at a price to
the public of $8.00 per share.  The aggregate offering price for shares sold in the offering was $21 million. The offer and sale of all of the
shares in the offering were registered under the Securities Act pursuant to registration statements on Form S-1 (File Nos. 333-187081 and 333-
181594), which were declared effective by the SEC on March 4, 2013 and March 7, 2013, respectively.  Aegis Capital Corp. and Merriman
Capital, Inc. acted the underwriters for the offering. The net proceeds of the offering, after deducting the underwriting discounts and
commissions, the underwriters’ accountable expense allowance of up to 1.5% of the gross proceeds from the sale of the firm shares and
offering expenses payable by us, were approximately $18.2 million.
  
Preferred Stock-  The Company has no preferred stock issued. Our amended and restated certificate of incorporation and amended and
restated bylaws include provisions that allows the company’s Board of Directors to issue, without further action by the stockholders, up to
1,000,000 shares of undesignated preferred stock;
  
Warrant – In connection with the IPO, the Company issued a warrant for 131,250 shares of common stock to the underwriter in connection
with this offering that will remain outstanding after this offering at an exercise price of $10.00 per share, equal to 125% of the initial public
offering price with an expiration date of March 4, 2019.

Common Stock- Following its IPO, the Company had one class of common stock outstanding with a total number of shares authorized of
25,000,000. As of March 31, 2013, the Company had outstanding 6,318,227 shares of common stock.

Equity Incentive Plans- Prior to the consummation of our initial public offering, we adopted the 2013 Equity Compensation Plan under which
we reserved 500,000 shares of our common stock for the purpose of providing equity incentives to our employees, officers, directors and
consultants including options, restricted stock, restricted stock units, stock appreciation rights, other equity awards, annual incentive awards
and dividend equivalents. The plan provides for a maximum of 500,000 shares that could be acquired upon the exercise of a stock option or
the vesting of restricted stock. The plan was approved by our stockholders prior to the consummation of our initial public offering.

Distributions to Members of the LLC- In 2013, prior to the reorganization on March 5, 2013, the Company made pro rata distributions to the
members of the LLC in the amount of $200,000.
 
12. Customer Concentration
 
The Company’s revenues are currently highly dependent on two customers, LinkedIn and Apollo Group, and the loss of either major customer
would materially and adversely affect the Company’s business, operating results and financial condition. Our agreement with LinkedIn, which
became effective January 1, 2013, provides that LinkedIn will make fixed quarterly payments to us in the amount of $500,000 per quarter
during the term of the agreement. (This amount is half of the fixed quarterly payments we received from Monster Worldwide, which equaled
$1 million per quarter.) Under the LinkedIn agreement, we will also earn commission for sales of our services by LinkedIn in excess of certain
thresholds. The fixed quarterly payments are payable regardless of sales volumes or any other performance metric. If Apollo Group seeks to
negotiate their agreements on terms less favorable to the Company and the Company accepts such unfavorable terms, or if the Company seeks
to negotiate better terms, but is unable to do so, then the Company’s business, operating results and financial condition would be materially
and adversely affected. Our agreement with Monster Worldwide, which expired on December 31, 2012, provided for an annual fixed fee of $4
million that was subject to adjustment based on certain criteria, e.g. the flat fee could have been decreased by 10% for any calendar quarter
where the ratio of our job applicants to jobs posted falls below a certain threshold. The flat fee could have been increased if Monster
Worldwide’s gross revenue from diversity and inclusion services (e.g., job postings, resume search services and recruitment media
advertising) exceeded a certain threshold. Monster Worldwide’s gross revenue subject to the agreement was monitored through an automated
daily export of views and applications related to the postings to ensure that contract minimums were met or additional fees were to be billed.
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Recruitment Revenue
 
Revenues from the Company’s recruitment services are recognized when the services are performed, evidence of an arrangement exists, the
fee is fixed and determinable and collectability is probable. The Company’s recruitment revenue is derived from the Company’s agreements
through single and multiple job postings, recruitment media, access to the Company’s resume database, talent recruitment communities, basic
and premier corporate memberships, hiring campaign marketing and advertising, e-newsletter marketing and research and outreach services.
  
On November 12, 2012, we entered into a diversity recruitment partnership agreement with LinkedIn, which became effective on
January 1, 2013. Pursuant to our agreement, LinkedIn may resell to its customers diversity-based job postings and recruitment advertising
on our websites. Our agreement with LinkedIn provides that LinkedIn will make fixed quarterly payments to us in the amount of $500,000
per quarter.  Under the LinkedIn agreement, we will also earn commission for sales of our services in excess of certain thresholds. The
fixed quarterly payments are payable regardless of sales volumes or any other performance metric. We may earn additional commission
payments with LinkedIn, (i) if certain sales levels are achieved, and (ii) we may earn revenue by selling our services directly, as described
above. Under our agreement with LinkedIn, we will receive (i) no commissions on the first $10 million of LinkedIn’s revenue from the
sale of our services during each calendar year, (ii) 20% commission on LinkedIn’s revenue from the sale of our services during each
calendar year that is in excess of $10 million and less than $50 million, and (iii) 15% commission on LinkedIn’s revenue from the sale of
our services during each calendar year that is in excess of $50 million. As an example solely to illustrate the stair-step structure of our
commission schedule with LinkedIn, if LinkedIn sells $60 million of our services during any calendar year, we would receive $9.5 million
in commission revenue for such year, in addition to our fixed payments, because we would earn no commission revenue for the first $10
million of LinkedIn sales of our services, $8 million in commission revenue for the next $40 million of LinkedIn sales of our services and
$1.5 million in commission revenue for the remaining $10 million of LinkedIn sales of our services. We will not obtain information about
commissions earned from LinkedIn, if any, until within 60 days following the end of any fiscal quarter.
 
Consumer Advertising and Consumer Marketing Solutions Revenue
 
The businesses and organizations that use the Company’s marketing solutions are enabled to target and reach large audiences of diverse
professionals and connect to relevant services with solutions that include email marketing, social media, search engines, traffic aggregators
and strategic partnerships. Advertising revenue is recognized based upon fixed fees with certain minimum monthly website visits, a fixed fee
for revenue sharing agreements in which payment is required at the time of posting, billed based upon the number of impressions recorded on
the websites as specified in the customer agreement or through our agreements with Apollo Group.
 
Performance under the E2E Site with Apollo Group commenced in January 2012, at which time the Company launched the advertising and
promotion of the E2E Site containing digital banners, dedicated email blasts and weekly blogs. The Company has the guaranteed Apollo
Group at least 30,000 visits to the sites over a six month period or must refund any shortfall at $5.00 per visit less than 30,000 visits or extend
the agreement until the 30,000 visit guarantee is reached. Site visits for the number of users are measured through an outside service which
monitors the Company’s compliance with such minimum visits requirement. Total fees payable under the Second Schedule may not exceed
$150,000. The Company recognizes the lesser of (i) 1/6th of the $150,000 fee per month for each of the 6 months during the minimum
measurement period of January 1, 2012 through June 30, 2012, or (ii) the cumulative number of visits through the end of such month.
Revenues under the Second Schedule were being recognized at the lesser of these two amounts to ensure that revenue does not exceed actual
visits or the requirement to maintain the portal for the minimum period of six months. The Company recognized revenue under this agreement
of $0 and $75,000 during the three months ended March 31, 2013 and 2012, respectively.
 
On June 11, 2012, we agreed to an insertion order with Apollo Group that replaces the January, 2012 EZE Schedule. The insertion order
provides for payment to us of up to $150,000 per month for a period of 12 months based upon the number of persons we refer to the
University of Phoenix who express an interest in obtaining information about attending the University of Phoenix. There is no guaranteed
payment associated with this insertion order and for the three months ended March 31, 2013 and the year ended December 31, 2012, the
Company generated $4,125 and $346,000 of revenue under the insertion order.
 
Our Second Schedule with Apollo Group is an agreement that may be renewed annually and provides for a fixed fee of $1,400,000 annually.
E2C Site users are current students or alumni of the University of Phoenix, or its affiliates, that choose to land on an Employer Group Page
that is controlled and hosted by the Company for the purpose of searching job opportunities and descriptions posted by a University of
Phoenix Alliance Partner. We invoice Apollo and recognize 1/12th of the contract revenue ratably over the term of the contract on the last day
of the month to ensure that all performance requirements have been met. There are no guarantees or required numbers of visits under the E2C
agreement. We are subject to a significantly limited performance measure that requires the E2C Site to be operational for 99.9% of the time in
each month (other than for scheduled maintenance). This E2C Site was operational prior to the start of the measurement period by utilizing
our preexisting platform. The Company recognized revenue under this agreement in the amounts of $350,000 during each of the three months
ended March 31, 2013 and 2012.
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Two customers accounted for 93%, or approximately $854,000, of total gross sales with one customer representing 54% and the other
representing 39% of total gross sales for the three months ended March 31, 2013. Two customers accounted for 94%, or approximately
$1,400,000, of total gross sales with one customer representing 66% and the other representing 28% of total gross sales for the three months
ended March 31, 2012. Two customers accounted for 90% or approximately $687,000 of accounts receivable with one customer representing
44% and the other representing 46% at March 31, 2013. In addition, two customers accounted for 72% or approximately $1,400,000  of
accounts receivable with one customer representing 52% and the other representing 20% at December 31, 2012 .
 
13. Subsequent Events
 
On April 29, 2013, the Company announced that its Board of Directors authorized a share repurchase program pursuant to which the
Company may repurchase up to $1 million of its outstanding common stock. The repurchases under the program will be made from time to
time over a six month period at prevailing market prices in open market or privately negotiated transactions, depending upon market
conditions. The manner, timing and amount of any repurchases will be determined by the Company based on an evaluation of market
conditions, stock price and other factors. Under the program, the purchases will be funded from available working capital, and the repurchased
shares will be held in treasury. The program does not obligate the Company to acquire any particular amount of common stock, and it may be
modified or suspended at any time at its discretion.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS
 
The following discussion should be read in conjunction with our Unaudited  Financial Statements, including the notes to those statements,
included elsewhere in this Quarterly Report. This section and other parts of this Quarterly Report on Form 10-Q (this “Quarterly Report”)
contains forward-looking statements within the meaning of Section 27A of the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995 concerning our future results of operations and financial position, business strategy and plans and our objectives for
future operations. In some cases, you can identify forward-looking statements by the following words: “anticipate,” “believe,” “continue,”
“could,” “estimate,” “expect,” “intend,” “may,” “ongoing,” “plan,” “potential,” “predict,” “project,” “should,” “will,” “would,” or the
negative of these terms or other comparable terminology, although not all forward-looking statements contain these words. These
statements involve known and unknown risks, uncertainties and other factors that may cause our or our industry’s results, levels of activity,
performance or achievements to be materially different from the information expressed or implied by these forward-looking statements.
Although we believe that we have a reasonable basis for each forward-looking statement contained in this Quarterly Report, we caution you
that these statements are based on a combination of facts and factors currently known by us and our projections of the future, about which
we cannot be certain. Such risks and uncertainties include, among others, those discussed in “Item 1A - Risk Factors” of our Annual Report
on Form 10-K as filed with the SEC on April 1, 2013 , as well as in our condensed financial statements, related notes, and the other
financial information appearing elsewhere in this Quarterly Report and our other filings with the Securities and Exchange Commission, or
the SEC. These factors could cause actual results to differ materially from the results anticipated by these forward-looking statements.
Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time.  It is not possible for
our management to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements we may make.
The forward-looking statements in this Quarterly Report speak only as of the date they were made. We do not intend, and undertake no
obligation, to update any of our forward-looking statements to reflect actual results or future events or circumstances. Given these risks and
uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements.

Unless we specify otherwise, all references in this Quarterly Report to “Professional Diversity Network,” “we,” “our,” “us” and the
“Company” refer to Professional Diversity Network, LLC d/b/a iHispano.com prior to the consummation of our reorganization (from an
Illinois limited liability company into a Delaware corporation) on March 5, 2013, and Professional Diversity Network, Inc. after our
reorganization.

For purposes of this Quarterly Report, unless the context clearly dictates otherwise, all references to “professional(s)” means any person
interested in the company’s websites presumably for the purpose of career advancement or related benefits offered by the Company, whether
or not such person is employed and regardless of the level of education or skills possessed by such person. The Company does not impose
any selective or qualification criteria on membership and the term “professional(s)” as used in this Quarterly Report should be interpreted
accordingly. In addition, the Company does not verify that any member of a particular Company website qualifies as a member of the ethnic,
cultural or other group identified by that website. References to “user(s)” means any person who visits one or more of our websites and
“our member(s)” means an individual user who has created a member profile on that website as of the date of measurement. If a member is
inactive for 24 months then such person will be automatically de-registered from our database. The term “diverse” (or “diversity”) is used
throughout this Annual Report to include communities that are distinct based on a wide array of criteria which may change from time to
time, including ethnic, national, cultural, racial, religious or gender classification.

.

Overview

Professional Diversity Network develops and operates online websites and networks dedicated to serving diverse professionals in the United
States. To date, we have been particularly focused on Hispanic-American and African-American professionals and recently launched
additional websites dedicated to other diverse professional segments, including women, Asian-American, LGBT (lesbian, gay, bisexual and
transgender), differently-abled and military professionals.
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We were founded on October 23, 2003 under laws of the state of Illinois as IH Acquisition LLC, for the purpose of acquiring assets,
consisting primarily of an online job board for Hispanic professionals. On February 4, 2004, we changed our name to iHispano.com LLC. In
2007, we changed our business platform and implemented technology to operate our business as communities of professional networking sites
for diverse professionals, and we have continued with this business platform ever since. In September 2008, we began to brand ourselves as
Professional Diversity Network. On March 15, 2012, we changed our name from iHispano.com LLC to Professional Diversity Network, LLC.
On March 5, 2013, we reorganized our business, converting from an LLC into a Delaware corporation, in conjunction with our initial public
offering of common stock, which is listed on the NASDAQ Capital Market.

As of March 31, 2013 we had approximately 2,346,000 members and subsequently we surpassed the 2,500,000 members
milestone.  Currently,  more than 3,000 companies and organizations, including 60% of the Fortune 500 companies, have listed job postings
on our websites. Most of these listings came to us through our exclusive agreement with Monster Worldwide for our recruitment services. Our
agreement with Monster Worldwide expired on December 31, 2012 and was not renewed. On November 12, 2012, we entered into a diversity
recruitment partnership agreement with LinkedIn, which became effective on January 1, 2013. Pursuant to the LinkedIn arrangement,
LinkedIn may resell to its customers diversity-based job postings and recruitment advertising appearing on our websites. Since January 1,
2011, we have had a strategic partnership with the University of Phoenix (through its parent company, the Apollo Group, Inc.), which
advertises on our websites. Regardless of the strategic partner we may work with, we believe that our networking platforms provide an
effective means to meet the career advancement needs of diverse professionals, the employers that seek to hire them and the advertisers that
seek to reach them.

Our major assets currently are two of our websites – iHispano.com, which has over 1.2 million members in its network, and
AMightyRiver.com, which has over 900,000 members in its network. For the three months ended March 31, 2013, iHispano.com had over
683,000 unique visitors and over 781,000 visits, while AMightyRiver.com had over 202,000 unique visitors and over 230,000 visits.

We calculate unique visitors for each of our websites as users who have visited that particular website at least once regardless of whether they
are members. A user who visits one of our websites, regardless of frequency, is only counted as one unique visitor, based on data provided by
Google Analytics, a leading provider of digital marketing intelligence.

We define the number of visits for each of our websites as the number of times a user has been to that particular website. If a user is inactive
on the website site for 30 minutes or more, any future activity will be counted as a new visit. Users that leave one of our websites and return to
the same website within 30 minutes will be counted as part of the original visit.

We recently launched additional online professional networking websites that serve other diverse communities – including women
(WomensCareerChannel.com), Asian-Americans (ACareers.net), LGBT (OutProNet.com), enlisted and veteran military personnel
(Military2Career.com) and differently-abled (ProAble.net) professionals. Although each of these new professional networking websites is
fully operational, these websites are and continue to be in the early stages of development. Since its inception in September 2011,
WomensCareerChannel.com has experienced significant growth in terms of unique visitors, visits and membership. For the three months
ended March  31, 2013, this website had over 205,000 visits and over 177,000 unique visitors. By March 31, 2013,
WomensCareerChannel.com had over 117,000 members.

We believe our revenue model is aligned with our focus on serving our members. We currently provide members with access to our websites
at no cost, a strategy which we believe will allow us to continue to grow our membership base and promote high levels of member engagement
for the mutual benefit of members, employers and advertisers.
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For the three months ended March 31, 2013, we generated all of our revenue from two sources: recruitment, which generated approximately
58% of our revenue, and advertising services, which generated approximately 42% of our revenue.
 
Revenues and net income were lower in the quarter ended March 31, 2013 than in the prior period primarily as a result of the termination
as of December 31, 2012 of our agreement with Monster Worldwide, pursuant to which we received fixed quarterly payments of $1
million and also as we incur expenses to implement our business strategies and to meet the requirements of being a publicly traded
company.  Our agreement with LinkedIn, which became effective as of January 1, 2013, provides us with fixed quarterly payments of
$500,000 compared to $1 million from Monster Worldwide.   Our agreement with LinkedIn has a term of three years, but may be
terminated as early as June 30, 2013.  Accordingly, we currently expect that our recruitment revenue in 2013, and possibly in future
years, may be significantly lower than in prior years.  Our agreement with LinkedIn allows us to earn commission revenue over and above
the fixed quarterly payment of $500,000 if LinkedIn's revenue from its sale of our services exceeds $10 million in any calendar year as
follows: we earn a 20% commission on annual sales over $10 million and less than $50 million and a 15% commission on annual sales
over $50 million.  LinkedIn will report to us information about its sales of our services on a quarterly basis within 60 days of the end of
each quarter.  Accordingly, any commission earned from LinkedIn sales during any quarter will be reflected in our financial statements for
the subsequent quarter, subject to the applicable revenue recognition criteria being met.
 
Market Directly to Recruiters
 
During 2012, we commenced development of an internal business plan to market diversity recruitment services to businesses directly due to
uncertainty of whether our agreement with Monster Worldwide would expire. Following the expiration of that agreement as of January 1,
2013, we began using certain existing employees and hired additional personnel to focus on these direct marketing activities.

We believe favorable market conditions will be necessary for us to succeed in our new relationship with LinkedIn and our direct marketing
initiative. We will need lead time to develop the new sales group and it will require significant additional investments to successfully market
and sell our recruiting services directly to employers and our ability to succeed is uncertain.
 
We have segmented the diversity recruitment market into three sectors:

 · Federal, state and local governments and companies and contractors who serve these governmental entities.

 · Small and medium sized businesses as defined by companies with less than 2,500 employees
 
 · Large enterprises with greater than 2,500 employees.
 
Our sales team approaches these markets using a combination of telephone and email marketing as well as, in some cases, personal visits to
companies and or their recruitment agencies. We also plan to attend major recruitment conferences where diversity recruitment recruiters are
in attendance. Our sales team will not have the ability to sell to any of the 1,000 companies that are listed on the restricted account list
pursuant to our agreement with LinkedIn. The companies in such restricted accounts list are of varying sizes, operate in diverse geographical
locations and conduct business in different sectors. We believe LinkedIn designated these particular companies in its restricted account list
because LinkedIn has established business relationships with these companies and feels that these companies are potential purchasers of
diversity recruitment services. We are permitted, however, to market and sell our products to any company that is not on such restricted
account list after our exclusive agreement with Monster Worldwide expired on December 31, 2012. Our agreement with Monster Worldwide
requires us to maintain the diversity-based job postings that originated from Monster Worldwide prior to December 31, 2012. We are not
restricted to sell those companies any additional products or services nor are we prevented from selling those companies directly upon the
end of the fulfillment period.
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We have invested in our direct sales infrastructure and expect to continue to do so in the future. We have budgeted approximately 15% of the
net proceeds of the IPO for sales and marketing expenses, including approximately 5% for additional payroll for additional employees in our
direct sales team. These costs are primarily for sales personnel and to support the sales team with tools such as client relationship
management systems, personal computers and travel expenses. The sales expenses are variable and can be adjusted to meet market
conditions. However, there is a risk that we will not successfully sell our products and services directly to employers at a level that supports
the cost of providing those services.
 
Revenue from our recruitment sector will be impacted positively and negatively by certain general macroeconomic conditions, such as the
national unemployment rate. An increase in demand for employees should create market conditions favorable to recruitment companies like
ourselves. Conversely, a weak employment environment should have a negative impact. We believe that our focus on diverse professionals
mitigates this risk because of the social and political environment in the United States. We believe recent trends indicate an increased focus
by companies on hiring diverse Americans for both compliance and business reasons. For example, as the Hispanic population grows and
companies seek to conduct business with this population, we expect companies will hire aggressively within the Hispanic community,
resulting in a robust demand for bilingual English/Spanish speakers and writers. Because of our specialization and focus in diversity
recruitment, as opposed to general recruitment, we have not yet experienced negative pricing pressure associated with product
commoditization (which is the act of making a product or service easy to obtain by making it as uniform, plentiful and affordable as
possible).
 
On November 12, 2012, we entered into a diversity recruitment partnership agreement with LinkedIn, which became effective on January 1,
2013. Pursuant to our agreement, LinkedIn may resell to its customers diversity-based job postings and recruitment advertising on our
websites. Our agreement with LinkedIn provides that LinkedIn will make fixed quarterly payments to us in the amount of $500,000 per
quarter.  This amount is half of the fixed quarterly payments we received from Monster Worldwide which was $1,000,000 per quarter. Under
the LinkedIn agreement, we will also earn commission for sales of our services in excess of certain thresholds. The fixed quarterly payments
are payable regardless of sales volumes or any other performance metric. Although such fixed quarterly payments are significantly less than
the fixed quarterly payments that we receive from Monster Worldwide, we believe that we have the potential to exceed our revenues from
our previous agreement with Monster Worldwide because (i) we may earn additional commission payments with LinkedIn, if certain sales
levels are achieved, and (ii) we may earn revenue by selling our services directly, as described above. Under our agreement with LinkedIn,
we will receive (i) no commissions on the first $10 million of LinkedIn’s revenue from the sale of our services during each calendar year,
(ii) 20% commission on LinkedIn’s revenue from the sale of our services during each calendar year that is in excess of $10 million and less
than $50 million, and (iii) 15% commission on LinkedIn’s revenue from the sale of our services during each calendar year that is in excess
of $50 million. However, there can be no assurance that we will meet or exceed revenues earned through Monster Worldwide in prior
periods. As an example solely to illustrate the stair-step structure of our commission schedule with LinkedIn, if LinkedIn sells $60 million of
our services during any calendar year, we would receive $9.5 million in commission revenue for such year, in addition to our fixed
payments, because we would earn no commission revenue for the first $10 million of LinkedIn sales of our services, $8 million in
commission revenue for the next $40 million of LinkedIn sales of our services and $1.5 million in commission revenue for the remaining
$10 million of LinkedIn sales of our services. We will not obtain information about commissions earned from LinkedIn, if any, until within
60 days following the end of any fiscal quarter. Accordingly, any commission earned from LinkedIn sales during any quarter will be
reflected in our financial statements for the subsequent quarter, subject to the applicable revenue recognition criteria being met.
 
During the term of our agreement with LinkedIn, we may not permit any competitor of LinkedIn to resell our diversity-based recruitment
services. Our agreement does not prohibit LinkedIn from selling its own or any third party’s diversity recruitment services, However, during
the term of our agreement with LinkedIn and for a period of one year thereafter, we may not sell our diversity-based recruitment services,
directly or indirectly, to any of the 1,000 companies on LinkedIn’s restricted account list. The companies in such restricted accounts list
range are of varying sizes, operate in diverse geographical locations and conduct business in different sectors. We believe LinkedIn
designated these particular companies in its restricted account list because LinkedIn has established business relationships with these
companies and feels that these companies are potential purchasers of diversity recruitment services. We are permitted, however, to market
and sell our products to any company that is not on such restricted account list after our exclusive agreement with Monster Worldwide
expired on December 31, 2012.
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Advertising.  We generate most of our advertising revenue from our exclusive advertising relationship with Apollo Group, for which we
place advertising on our websites and to whose website we direct our members to help advance their education. Under our agreement with
Apollo Group, we may not provide advertising services for any other institution of higher education, whether for-profit or non-profit, other
than Apollo Group. Because we have an exclusivity arrangement with Apollo Group, our revenue growth in this market segment is
dependent on the volume of students interested in, and the success of, Apollo Group’s University of Phoenix and their use of our websites.
Please see the section entitled “Business - Advertising Revenue - University of Phoenix” for further information about our business
arrangement with Apollo Group.
 
We believe that we have an opportunity for long-term growth with Apollo Group. In the short term, we are focused on maintaining our
relationship with Apollo Group. If our relationship with Apollo Group is discontinued, we would suffer a loss in advertising revenue in the
short-term. However, in the long-term, we feel that the for-profit education market sector is large enough and competitive enough to allow us
to positively adjust to the potential loss of this client because we believe our target audience of diverse professionals is highly sought after.
We believe we have significant opportunities to grow our advertising revenue from clients outside of the education sector.

Acquisitions. Part of our growth plan is to acquire companies that we believe will add to and/or expand our service offerings. We currently
intend to use approximately 40% of the net proceeds of our initial public offering for strategic acquisitions. Although we currently have no
agreements or commitments with respect to material acquisitions or investments in other companies, we may, from time to time, explore
opportunities to acquire or consolidate some of the companies in our industry, which is highly fragmented.

Cost of Growth
 
For the three months ended March 31, 2013 and in the fiscal year ended December 31, 2012, we began to increase our sales and marketing,
as well as, product development expenses. Such expenses are not capitalized under our financial statements, and we do not expect to see
significant increased revenues resulting from these investments until the third quarter of 2013 at the earliest. Therefore, as we execute our
strategy to increase advertising and recruitment revenue by hiring additional personnel, expanding our marketing efforts and building a sales
team, our profitability has declined and may continue to decline in the short-term. Additionally, as of January 2, 2013 we increased our office
space to accommodate additional personnel.
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Results of Operations
 
The following tables set forth our results of operations for the periods presented (certain items may not foot due to rounding). The period-to-
period comparison of financial results is not necessarily indicative of future results.
 
 

   
Three Months Ended

March 31,   
March 31,

2012 to
2013 %
change     2013   2012   

   (in thousands)     
Revenue:              
Recruitment services   $ 536   $ 1,000    (46.4)    
Consumer advertising and consumer marketing solutions    384    515    (25.4)  

              
Total revenue    920    1,515    (39.3)  

              
Operating expenses:              
Cost of services    239    202    18.4  
Sales and marketing    456    291    56.8  
General and administrative    421    253    66.2 
Depreciation and amortization    55    21    167.6  
Gain on sale of fixed assets   (5)    -    - 

              
Total operating expenses    1,167    767    52.2  

              
Income (loss) from operations    (247)    748    (133.0)  

              
Other income (expense):              
Interest and other income    5    3    59.2  
Interest expense    (155)   (45)   244.5 

              
Other expense, net    (150)   (42)   259.0) 

              
Change in fair value of derivative liability                     111           --                   ---  
             

(Loss) income before income taxes   $ (286)   $          706    (140.5) 
            Income tax expense                    196              --                       --  
Net (loss) income  $                (482)              706                      (168.2)%
             

Revenue
 
The following tables set forth our results of operations for the periods presented as a percentage of revenue for those periods (certain items
may not foot due to rounding). The period to period comparison of financial results is not necessarily indicative of future results.
 

  
Three Months Ended

March 31,  
   2013    2012  
Percentage of revenue by product:           
Recruitment revenue    58 %    66%  
Consumer advertising and consumer marketing solutions revenue    42  %   34  %
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Total revenue was $919,803, a decrease of $594,858, or 39.3%, for the three months ended March 31, 2013, compared to $1,514,661 for the
three months ended March 31, 2012. Revenue from our recruitment solutions decreased $464,320 as the fixed fee pursuant to our 2013
LinkedIn contract is half of the fixed fee pursuant to our 2012 Monster contract. Revenue from our consumer advertising and consumer
marketing solutions was $384,123, a decrease of $130,538, or 25.4%, for the three months ended March 31, 2013 compared to $514,661 for
the three  months ended March 31, 2012. The period over period decrease was a result of changes in our agreements with Apollo Group, a
decrease in media revenue as we changed our product offerings and a decrease in partner job posting revenue. Revenue from our Apollo
Education to Careers Agreement remained the same,  the 2011 agreement entered into with Apollo Group to provide advertising and
promotion services for its Education to Education Affinity Networking Portal Site ended in June of 2012 and such termination resulted in a
decrease to revenue of $75,000 and our  insertion order from Apollo Group resulted in additional revenue for the three months ended March
31, 2013 of $4,125 as compared to $0 for the three months ended March 31, 2012. Revenue from the insertion order is based upon the
number of persons we refer to the University of Phoenix who express an interest in obtaining information about attending the University of
Phoenix. Our media revenue for the three months ended March 31, 2013 was $0 as compared to $51,211 for the three months ended March
31, 2012 as our 2013 efforts focused on growing our recruitment solutions products.  Partner job posting revenue was $29,998 for the three
months ended March 31, 2013, a decrease of $8,452 or 22% as compared to $38,450 for the three months ended March 31, 2012. Demand
for partner services was slightly softer in the first quarter of 2013 as compared to the first quarter of 2012.
 
Operating Expenses

Cost of services expense:  Our cost of services expense for the three months ended March 31, 2013 was $239,213,  an increase of $37,161,
or 18.4%, as compared to $202,052 for the three months ended March 31, 2012. The quarter over quarter increase was primarily attributable
to a decrease of $21,000  in revenue sharing expense as our partner revenue decreased, as discussed above, and revenue sharing expense
related to our Monster contract also decreased. Revenue sharing expense for media products decreased $13,000 as we did not have any media
sales for the three months ended March 31, 2013. Costs related to the maintenance and operation of our systems and websites decreased
$17,000 consisting of a decrease in computer programmer services expense of $16,000 and a decrease to web development expense of
$9,000, as many of these services were brought in-house in the third quarter of 2012 and are now included in salaries and wages; offset by an
increase in web hosting expense of $8,000 due to increased traffic and functionality for our websites. Offsetting the decrease in cost of
services above was an increase in consulting expense of $15,000 related to our advertising and media services and our Apollo Group
agreement, and an increase in salaries and benefits of $74,000 resulting from hiring additional operations personnel in the third quarter of
2012 to support our expected revenue and traffic growth in 2013.

Sales and marketing expense:  Sales and marketing expense the three months ended March 31, 2013 was $455,809, an increase of $165,096,
or 56.8%, as compared to $290,712 for the three months ended March 31, 2012. The quarter over quarter increase consisted of an increase in
sales and agency commissions of $9,000 related to our 2013 direct sales, an increase of $72,000 in sales and marketing salaries and benefits
and a $12,000 increase in sales and marketing travel expense which resulted from hiring additional staff in the fourth quarter of 2012 to
support our 2013 direct sales capabilities, a $22,000 increase in consulting expense and an $83,000 increase in marketing expense, both
related to customer database management tools, offset by a $33,000 decrease in online marketing expense.
 
General and administrative expense:  Our general and administrative expense for the three months ended March 31, 2013 were $421,066, an
increase of $167,716, or 66.2%, as compared to $253,350 for the three months ended March 31, 2012. The quarter over quarter increase in
general and administrative expense was primarily due to increases in personnel expenses of $111,000 related to the hiring of additional
personnel to support our initial public offering, $19,000 in new costs related to being a public company, an increase in occupancy,
technology  and communication costs of approximately $41,000 as we moved our corporate headquarters to a larger space and hired
additional employees; these increases were partially offset by a $4,000 decrease in administrative travel and a decrease in  audit and
accounting fees of approximately $6,000.
 
 
Depreciation and amortization expense:  The $34,713 increase in depreciation and amortization expense for the three months ended March 31,
2013, as compared to the three months ended March 31, 2012 was due to a $34,000 increase in amortization expense related to the
approximately $320,000 in additions to capitalized software in the third and fourth quarters of 2012 for updating the technology stack of our
web product platform to support emerging technologies. Dubbed "V2", the platform was switched over to at the end of year 2012, though the
development continued through the first quarter of 2013; depreciation expense increased approximately $1,000 related to leasehold
improvements and furniture purchased in 2013 for our new corporate headquarters.

 
21



 
 
Other Expenses and Income
Interest and other income:  Interest and other income for the three months ended March 31, 2013 increased $1,943 or 59.2%, to $5,225, as
compared to $3,282 for the three months ended March 31, 2012. The quarter over quarter increase was attributable to an increase in interest
income on our cash balances as we liquidated our bond investments in 2012, currently hold only one exchange traded fund and the majority
of our investments, including the net proceeds from our initial public offering, are in a money market account.
 
Interest expense: The increase in interest expense of $110,100, or 244.5%, to $155,137 for the three months ended March 31, 2013,
compared to $45,037 for the three months ended March 31, 2012, was attributable to an increase in accretion on the note payable to one of
the note holders as the note was exchanged to equity upon our reorganization on March 4, 2013. Interest expense includes the amortization
of a discount of $137,937 and $17,200 at March 31, 2013 and 2012, respectively, for the note. Payments on the notes were $0 and $48,000
for the three months ended March 31, 2013 and 2012, respectively.

Change in fair value of derivative liability: The $110,808 of income is related to the common stock purchase warrants issued to underwriters
in the Company’s IPO on March 4, 2013. During the three months ended March 31, 2013, we recorded a non-cash gain of $110,808 related to
changes in the fair value of our warrant liability liabilities. The change in the fair value of our warrant liability for the three months ended
March 31, 2013 was primarily the result of changes in our stock price.

 
Critical Accounting Policies and Estimates
 
On April 5, 2012, the JOBS Act was signed into law. The JOBS Act contains provisions that, among other things, reduce certain reporting
requirements for qualifying public companies. As an “emerging growth company,” we may delay adoption of new or revised accounting
standards applicable to public companies until the earlier of the date that (i) we are no longer an emerging growth company or (ii) we
affirmatively and irrevocably opt out of the extended transition period for complying with such new or revised accounting standards. We
have elected to take advantage of the benefits of this extended transition period. Our financial statements may therefore not be comparable to
those of companies that comply with such new or revised accounting standards. Upon issuance of new or revised accounting standards that
apply to our financial statements, we will disclose the date on which adoption is required for non-emerging growth companies and the date
on which we will adopt the recently issued accounting guidelines.
 
Our management’s discussion and analysis of financial condition and results of operations is based on our financial statements, which have
been prepared in accordance with U.S. GAAP. The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities and expenses. On an ongoing basis, we evaluate these estimates and judgments,
including those described below. We base our estimates on our historical experience and on various other assumptions that we believe to be
reasonable under the circumstances. These estimates and assumptions form the basis for making judgments about the carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results and experiences may differ materially from these
estimates.
 
There have been no material changes to the Company’s critical accounting policies and estimates as compared to the critical accounting
policies and estimates described in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2012 filed on April
1, 2013, which we believe  are the most critical to aid you in fully understanding and evaluating our reported financial results and affect the
more significant judgments and estimates that we use in the preparation of our financial statements.
 
Income Taxes
Until March 5, 2013, the Company was a limited liability company which elected to be taxed as a partnership. As such the Company’s income
or loss was required to be reported by each respective member on their separate income tax returns. Therefore, no provision for income taxes
had been provided in the accompanying financial statements. The income tax disclosure presented in the accompanying statements of
comprehensive income for the three months ended March 31, 2012 are provided to illustrate what the Company’s net income would have been
had income tax expense been provided for at an effective rate of 41.37%.
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Upon the consummation of our reorganization (from an Illinois limited liability company into a Delaware corporation) on March 5, 2013, the
Company is now taxed as a “C” Corporation from the time of reorganization through March 31, 2013. The Company provides for income
taxes using an asset and liability approach, under which deferred income taxes are provided based upon enacted tax laws and rates applicable
to periods in which the taxes become payable. As of March 31, 2013, the Company is in a net deferred tax liability position.
 
Liquidity and Capital Resources
 
The following table summarizes our liquidity and capital resources as of and for the three months ended March 31, 2013 and 2012,
respectively, and is intended to supplement the more detailed discussion that follows:
 

 
Liquidity and Capital Resources  March 31,  

  2013    2012  
  (in thousands)  
Cash and cash equivalents  $ 20,513  $ 2,112 
Short-term investments   255   400 
Working capital   20,467   3,399 

 
Our principal sources of liquidity are our cash and cash equivalents, marketable securities, cash generated from operations and the net
proceeds from our initial public offering. Our payment terms for one former and one current customer are 45 and 60 days, respectively.
Average days to pay are 59 and 72 days, respectively. We consider the difference between the payment terms and payment receipts a result
of transit time for invoice and payment processing and to date have not experienced any liquidity issues as a result of the payments extending
past the specified terms. Cash and cash equivalents and short term investments consist primarily of cash on deposit with banks and
investments in money market funds, corporate and municipal debt and U.S. government and U.S. government agency securities.
 
The non-renewal of our agreement with Monster Worldwide had a material impact on revenue and operating cash flow. Under our agreement
with Monster Worldwide, we have agreed to provide limited support and access to data to permit Monster Worldwide to continue to meet
certain obligations to its customers in 2013. With respect to job postings that Monster sold prior to the expiration of our agreement on
December 31, 2012, we are permitting Monster to maintain such postings on our websites until the earlier of (a) the date that Monster
Worldwide’s obligation to maintain such posting expires or (b) December 31, 2013. In addition, we will continue to provide Monster with
access to our data until December 31, 2013. We do not expect the job postings that Monster Worldwide sold prior to the expiration of our
agreement to remain posted on our websites through December 31, 2013 and we and Monster Worldwide may agree to remove the vast
majority of such job postings from our websites on or around June 30, 2013. We incurred and expect to continue to incur only de minimis
additional labor and costs, and will not receive any additional payments from Monster Worldwide subsequent to the expiration of our
agreement. Additionally, as of January 1, 2013, we are permitted to sell our products and services directly to employers, except for those
identified as restricted by LinkedIn.
 
We currently anticipate that our available funds and cash flow from operations will be sufficient to meet our working capital requirements for
the next twelve months.
 

  
Three Months

March 31  
Cash Flow Data  2013   2012  
  (in thousands)  
Cash provided by (used in):       
Operating activities  $ 901  $ 1,085 
Investment activities   (111)   (19)
Financing activities   18,855   (1,209) 
         
Net increase (decrease) in cash and cash equivalents  $ 19,645  $ (143)
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Cash and Cash Equivalents
 
The company considers cash and cash equivalents to include all short-term, highly liquid investments that are readily convertible to known
amounts of cash and have original maturities of three months or less.
 
Net Cash Provided by Operating Activities
 
Net cash provided by operating activities for the three months ended March 31, 2013 was $901,040, primarily due to collection of
outstanding receivables. The cash flow provided from operations in 2013 was due to changes in our assets and liabilities consisting of an
decrease to accounts receivable of $1,209,402, an increase in prepaid expenses of $152,981, primarily a result of prepaid directors and
officers insurance and a decrease in accounts payable and accrued expenses of $35,679. Accounts receivable, adjusted for deferred revenue in
accounts receivable, decreased approximately 60.2% in 2013 while our revenue declined 39.3%. The decrease in accounts receivable was
due collection of outstanding receivables, the increase in prepaid expenses consisted primarily of prepaid business insurance, while the
decrease in accounts payable and accrued expenses consists of  a decrease in accrued operating expenses (as adjusted for non-cash IPO costs
in accounts payable). We had a net loss of $481,816 which included non-cash depreciation and amortization of $55,424, non-cash interest
and accretion added to our notes payable of $155,137, a non-cash deferred tax expense of $195,737, a decrease in the fair value of a warrant
liability of $110,808 and a gain on sale of property and equipment of $4,734.
   
Net cash provided by operating activities during the three months ended March 31, 2012 was $1,085,382 primarily due to our increased
revenue and increase in operating performance. The cash flow provided from operations in the three months ended March 31, 2012 was due to
changes in our assets and liabilities consisting of a decrease in accounts receivable of $83,986 and an increase in accounts payable and accrued
expenses of $228,980. Accounts receivable decreased approximately 11% in the three months ended 2012 while our revenue grew 9%. The
decrease in accounts receivable was due to the recognition of $75,000 of deferred revenue which was $150,000 at December 31, 2011 while
the increase in accounts payable and accrued expenses of $228,980 of which approximately $140,000 related to accrued operating expenses
and $90,000 related to accrued public offering costs. We had net income in the three months ended March 31, 2012 of $706,081 which
included non-cash depreciation and amortization of $20,710 and non-cash interest and accretion added to our notes payable of $45,037.
 
Net Cash Provided by/Used in Investment Activities
 
Net cash used in investing activities for the three months ended March 31, 2013 was $110,902. The cash used in investing activities consisted
of $92,466 invested in developed technology as the Company embarked on updating the technology stack of its web product platform to
support emerging technologies, $24,639 in purchases of property and equipment and $6,203 for the sale of property and equipment.
 
Net cash used in investing activities for the three months ended March 31, 2012 was $19,089. The cash used in investing activities consisted
of an increase of a $19,089 investment in developed technology as we incurred costs to update and enhance our websites
 
Net Cash Provided by/Used in Financing Activities
 
Net cash provided by financing activities was $18,854,628 for the three months ended March 31, 2013. The cash provided by financing
activities consisted of $19,474,565 in net proceeds from our initial public offering less $419,937 in initial public offering costs paid by the
company in the current period and are no longer deferred offset by $200,000 in distributions to members of the company prior to our
reorganization.

Net cash used in financing activities was $1,209,106 for the three months ended March 31, 2012. The cash used in financing activities
consisted of $893,333 in distributions to members of the company, $48,000 in payments on our notes payable to members of the company and
$267,773 of our public offering costs, which were deferred.
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Off-Balance Sheet Arrangements
 
Since inception, we have not engaged in any off-balance sheet activities as defined in Regulation S-K Item 303(a)(4).
 
Recent Accounting Pronouncements
 
In February 2013, the FASB issued amended standards to improve the reporting of reclassifications out of accumulated other comprehensive
income by requiring an entity to report the effect of significant reclassifications out of accumulated other comprehensive income on the
respective line items in net income if the amount being reclassified is required under U.S. GAAP to be reclassified in its entirety to net
income.  For other amounts that are not required under U.S. GAAP to be reclassified in their entirety to net income in the same reporting
period, an entity is required to cross-reference other disclosures required under U.S. GAAP that provide additional detail about those
amounts.  This would be the case when a portion of the amount reclassified out of accumulated other comprehensive income is reclassified
to a balance sheet account (for example, inventory) instead of directly to income or expense in the same reporting period.  For public entities,
the amendments are effective prospectively for reporting periods beginning after December 15, 2012.  The Company does not expect the
adoption of the provisions in this update will have a significant impact on its consolidated financial statements.
 
ITEM 3.                      QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
Not applicable.
 
ITEM 4.                      CONTROLS AND PROCEDURES
 
Disclosure Controls and Procedures
 
As of the end of the period covered by this Quarterly Report, our management conducted an evaluation, under the supervision and with the
participation of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure
controls and procedures, as such term is defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
as of March 31, 2013. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures were not effective as of the end of the period covered by this report in ensuring that information required to be
disclosed was recorded, processed, summarized and reported within the time periods specified in the SEC's rules and forms, and to provide
reasonable assurance that information required to be disclosed by us in such reports 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.
 
Limitations on the Effectiveness of Controls
 
It should be noted that any system of controls, however well designed and operated, can provide only reasonable, and not absolute, assurance
that the objectives of the system will be met. In addition, the design of any control system is based in part upon certain assumptions about the
likelihood of future events. Because of these and other inherent limitations of control systems, there is only the reasonable assurance that our
controls will succeed in achieving their goals under all potential future conditions. We have also experienced some difficulty in applying
complex accounting principles in the areas of income tax accounting and financial instruments.
 
Changes in Internal Control over Financial Reporting
 
There have been no changes in our internal control over financial reporting that occurred during our most recent fiscal quarter that have
materially affected, or are reasonably likely to materially affect, our internal controls over financial reporting.
 
We are currently in the process of compiling the system and processing documentation necessary to evaluate and correct a material weakness
in internal controls needed to comply with Section 404 of the Sarbanes-Oxley Act. The material weakness relates to our being a small
company with a limited number of employees which limits our ability to assert the controls related to the segregation of duties. During the
evaluation and testing process, if we identify one or more additional material weaknesses in our internal control over financial reporting, we
will be unable to assert that our internal controls are effective.
 
We have taken the first step towards remediating our material weakness relating to segregation of duties by hiring a Chief Financial Officer
with public company reporting experience. We intend to hire additional accounting personnel prior to management’s first required review and
evaluation of internal controls for the fiscal year ending December 31, 2013.  The costs relating to remediating this material weakness will
primarily consist of additional employment costs, which we do not expect to have a material effect on our results of operations.
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PART II
 
ITEM 1.  LEGAL PROCEEDINGS
                
None.
ITEM 1A. RISK FACTORS
      
Not applicable.
 
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
On March 8, 2013, we completed our initial public offering of 2,625,000 shares of our common stock at a price to the public of $8.00 per
share.  The aggregate offering price for shares sold in the offering was approximately $21 million. The offer and sale of all of the shares in
the offering were registered under the Securities Act pursuant to registration statements on Form S-1 (File Nos. 333-187081 and 333-
181594), which were declared effective by the SEC on March 4, 2013 and March 7, 2013, respectively.  The offering commenced on March
5, 2013 and did not terminate before all the securities registered in the registration statement were sold. Aegis Capital Corp. and Merriman
Capital, Inc. acted as the underwriters for the offering. The net proceeds of the offering, after deducting the underwriting discounts and
commissions of $1,470,000, the underwriters’ accountable expense allowance o of $55,435 and other offering expenses payable by us of
$1,293,000, were approximately $18.2 million. No payments were made by us to directors, officers or persons owning ten percent or more of
our common stock or to their associates, or to our affiliates, other than payments in the ordinary course of business to officers for salaries.
We invested the funds received in a money market account. As more fully described in Note 13 to our financial statements included in this
Quarterly Report, we announced on April 29, 2013 that our Board of Directors authorized a share repurchase program pursuant to which we
may repurchase up to $1 million of our outstanding common stock over a six-month period. There has been no material change in the
planned use of proceeds from our initial public offering as described in our final prospectus filed with the SEC on March 6, 2013 pursuant to
Rule 424(b).

 
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
         
None.
 
ITEM 4. MINE SAFETY DISCLOSURE
                    
Not applicable.
 
ITEM 5.  OTHER INFORMATION
                   
None.
 
ITEM 6.  EXHIBITS
                   
Please see the exhibit index following the signature page of this Quarterly Report.
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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.
 

 
 
    
   PROFESSIONAL DIVERSITY NETWORK, INC.
    
    
    

Date:  May 15, 2013 By: /s/ Myrna Newman

 
  Name:  Myrna Newman

Title:    Chief Financial Officer and Secretary

 
  (On behalf of the Registrant and as principal financial officer

   and principal accounting officer)
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EXHIBIT INDEX

 
Exhibit
Number   Description of Exhibit
     
     
31.1

 
Certification of Chief Executive Officer pursuant to Exchange Act Rule 13a-14(a) or Rule 15d- 14(a) as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

31.2
 

Certification of Chief Financial Officer pursuant to Exchange Act Rule 13a-14(a) or Rule 15d- 14(a) as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

32.1
 

Certification 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
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Exhibit 31.1
 

CERTIFICATIONS
 
I, James Kirsch, certify that:
 
 1. I have reviewed this quarterly report on Form 10-Q of Professional Diversity Network, Inc.;

 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 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) Omitted pursuant to Exchange Act Rules 13a-14(a) and 15d-15(a).

 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 reasonably 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 control over financial reporting.

 
Date: May 15, 2013
 
/s/ James Kirsch
James Kirsch
Chief Executive Officer
(Principal Executive Officer)
 
 
 
 



Exhibit 31.2

CERTIFICATIONS
 
I, Myrna Newman, certify that:
 
 1. I have reviewed this quarterly report on Form 10-Q of Professional Diversity Network, Inc.;

 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 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) Omitted pursuant to Exchange Act Rules 13a-14(a) and 15d-15(a).

 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 reasonably 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 control over financial reporting.

Date: May 15, 2013

/s/ Myrna Newman
Myrna Newman
Chief Financial Officer
(Principal Financial and Accounting
Officer)
 
 
 



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

 
Each of the undersigned hereby certifies, for the purposes of 18 U.S.C. Section 1350, in his capacity as an officer of Professional Diversity
Network, Inc. (the “Company”), that, to such person’s knowledge:
 
(1) the Quarterly Report on Form 10-Q of the Company for the fiscal quarter ended March 31, 2013, as filed with the Securities and

Exchange Commission (the “Report”),fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of
the Company.

 
Date: May 15, 2013
 
 /s/ James Kirsch  
 James Kirsch

Chief Executive Officer
 

   
   
 /s/ Myrna Newman  
 Myrna Newman

Chief Financial Officer  

 

 
This certification is not deemed to be “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, or otherwise subject to the
liability of that section. This certification is not deemed to be incorporated by reference into any filing under the Securities Act of 1933 or
Securities Exchange Act of 1934, except to the extent that the Company specifically incorporates it by reference.
 
 
 
 
 
 


