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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION
This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the
"Securities Act"), and Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act"). These forward-looking
statements are subject to known and unknown risks, uncertainties and other factors which may cause actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by such forward-looking
statements. In some cases, you can identify forward-looking statements by terminology such as “will,” “should,” “intend,” “expect,”
“plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue,” or the negative of such terms or other comparable
terminology. This report includes, among others, statements regarding our:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

material dependence on our relationships with Yahoo! and
Google;
dependence of our Partner Network segment on relationships with distribution partners, and on the introduction of new
products and services, which require significant investment;
dependence of our Owned and Operated Network segment on our ability to effectively market and attract
traffic;
ability to acquire traffic through other search
engines;
dependence on our financing arrangements with Western Alliance Bank, which is collateralized by our
assets;
covenants and restrictions in our grant agreement with the state of
Arkansas;
lack of control over content and functionality of advertisements we display from third-party
networks;
need to keep pace with technology
changes;
fluctuations of quarterly financial results and the trading price of our common
stock;
vulnerability to interruptions of
services;
dependence on key
personnel;
vulnerability to regulatory and legal uncertainties and our ability to comply with applicable laws and
regulations;
need to protect our intellectual
property;
vulnerability to publishers who could fabricate
clicks;
dilutive impact to our stockholders from outstanding restricted stock grants, warrants and
options;
seasonality of our business;
and
downturn or uncertainty in global economic
conditions.

These forward-looking statements were based on various factors and were derived utilizing numerous assumptions and other factors that
could cause our actual results to differ materially from those in the forward-looking statements. Most of these factors are difficult to predict
accurately and are generally beyond our control. You should consider the areas of risk described in connection with any forward-looking
statements that may be made herein. Readers are cautioned not to place undue reliance on these forward-looking statements and readers
should carefully review this report in its entirety, including the risks described in Part II, Item 1A. Risk Factors appearing in this report,
together with those appearing in Item 1A. Risk Factors, in our Annual Report on Form 10-K for the year ended December 31, 2015 and our
subsequent filings with the Securities and Exchange Commission.
Except for our ongoing obligations to disclose material information under the Federal securities laws, we undertake no obligation to release
publicly any revisions to any forward-looking statements, to report events or to report the occurrence of unanticipated events. These
forward-looking statements speak only as of the date of this report, and you should not rely on these statements without also considering
the risks and uncertainties associated with these statements and our business.
OTHER PERTINENT INFORMATION
Unless specifically set forth to the contrary, when used in this report the terms "Inuvo," the “Company,” "we," "us," "our" and similar terms
refer to Inuvo, Inc., a Nevada corporation, and its subsidiaries. When used in this report, “2015” means the fiscal year ended December 31,
2015 and "2016" means the fiscal year ending December 31, 2016. The information which appears on our corporate web site at
www.inuvo.com is not part of this report.
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
INUVO, INC.
CONSOLIDATED BALANCE SHEETS
September 30, 2016 (Unaudited) and December 31, 2015
2016

2015

Assets
Current assets
Cash
Accounts receivable, net of allowance for doubtful accounts of $23,000 and $17,200,
respectively
Unbilled revenue
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other assets
Goodwill
Intangible assets, net of accumulated amortization
Other assets
Total other assets
Total assets
Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable
Accrued expenses and other current liabilities
Total current liabilities

$

$

$

Long-term liabilities
Deferred tax liability
Other long-term liabilities
Total long-term liabilities
Stockholders’ equity
Preferred stock, $.001 par value:
Authorized shares 500,000, none issued and outstanding
Common stock, $.001 par value:
Authorized shares 40,000,000; issued shares 25,212,884 and 24,752,408, respectively;
outstanding shares 24,836,357 and 24,375,881, respectively
Additional paid-in capital
Accumulated deficit
Treasury stock, at cost - 376,527 shares
Total stockholders' equity
Total liabilities and stockholders' equity

$

3,638,111

4,257,204

6,315,256
10,999
383,752
10,348,118
1,751,924

7,001,337
16,154
345,752
11,620,447
1,805,561

5,760,808
8,574,936
29,229
14,364,973
26,465,015

5,760,808
9,320,951
224,759
15,306,518
28,732,526

7,873,231
2,804,056
10,677,287

$

$

10,080,315
3,169,445
13,249,760

3,799,600
330,008
4,129,608

3,799,600
722,722
4,522,322

—

—

25,213
130,241,873
(117,212,407)
(1,396,559)
11,658,120
26,465,015

See accompanying notes to the consolidated financial statements.
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$

$

24,752
129,081,029
(116,748,778)
(1,396,559)
10,960,444
28,732,526

INUVO, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three and Nine Months Ended September 30, 2016 and 2015
(Unaudited)

Net revenue
Cost of revenue
Gross profit
Operating expenses
Marketing costs
Compensation
Selling, general and administrative
Total operating expenses
Operating (loss) income
Interest expense, net
(Loss) income from continuing operations before taxes
Income tax benefit
Net (loss) income from continuing operations
Net income from discontinued operations
Net (loss) income
Per common share data
Basic and diluted:
Net (loss) income from continuing operations
Net income from discontinued operations
Net (loss) income

For the Three Months Ended
September 30,
2016
2015
$ 17,485,087
$ 19,254,052
5,136,242
5,876,429
12,348,845
13,377,623
9,921,395
1,650,474
1,229,177
12,801,046
(452,201)
(25,729)
(477,930)
43,013
(434,917)
171,844
(263,073)

$
$

Weighted average shares
Basic
Diluted

(0.02)
0.01
(0.01)

24,694,566
24,694,566

10,153,987
1,540,730
1,047,808
12,742,525
635,098
(23,101)
611,997
7,332
619,329
32,065
651,394

$
$

0.03
—
0.03

24,271,895
24,788,469

See accompanying notes to the consolidated financial statements.
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For the Nine Months Ended
September 30,
2016
2015
$ 51,864,448
$ 49,402,809
13,392,598
19,038,392
38,471,850
30,364,417
30,395,472
4,973,192
3,759,225
39,127,889
(656,039)
(71,784)
(727,823)
91,999
(635,824)
172,197
(463,627)

$
$

(0.03)
0.01
(0.02)

24,571,271
24,571,271

21,659,395
4,073,240
3,214,113
28,946,748
1,417,669
(111,674)
1,305,995
379,085
1,685,080
37,632
1,722,712

$
$

0.07
—
0.07

24,209,667
24,549,072

INUVO, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
For the Nine Months Ended
September 30,
2016
2015
Operating activities:
Net (loss) income
Adjustments to reconcile net (loss) income to net cash provided by operating activities:
Settlement of tax liability
Depreciation and amortization
Stock based compensation
Amortization of financing fees
Recovery (Provision) of doubtful accounts
Adjustment of European liabilities related to discontinued operations
Change in operating assets and liabilities:
Accounts receivable and unbilled revenue
Prepaid expenses and other assets
Accounts payable
Accrued expenses and other liabilities
Net cash provided by operating activities
Investing activities:

$

Purchases of equipment and capitalized development costs
Net cash used in investing activities
Financing activities:
Net proceeds (payments) on revolving line of credit
Net taxes paid on RSU grants exercised
Payments on term note payable and capital leases
Net cash used in financing activities
Net change – cash
Cash, beginning of year
Cash, end of period
Supplemental information:
Interest paid
Income taxes paid
Non-cash investing and financing activities:
Purchase of property and equipment under capital lease
Purchase of intangible assets through a contingent liability
Stock issuance for partial settlement of contingent liability
Write-down of domain names due to partial settlement of contingent liability

1,722,712

—
1,658,352
1,002,044
19,200
5,800
(176,988)

(406,453)
1,306,729
385,818
13,404
(13,036)
(56,611)

685,436
138,330
(2,030,096)
(349,869)
488,582

(1,058,331)
1,279
3,239,004
63,275
5,197,790

(929,380)

(1,050,678)

(929,380)

(1,050,678)

$

—
(140,742)
(37,553)
(178,295)
(619,093)
4,257,204
3,638,111 $

$
$

55,085
26,000

$
$

102,969
97,483

$
$
$
$

—
—
300,001
46,367

$
$
$
$

103,609
715,874
—
—

See accompanying notes to the consolidated financial statements.
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(463,627) $

(1,793,275)
(251,083)
(1,895,341)
(3,939,699)
207,413
3,714,525
3,921,938

Inuvo, Inc.
Notes to Consolidated Financial Statements
Note 1 – Organization and Business
Company Overview
Inuvo, Inc. and subsidiaries ("we", "us" or "our") is an internet advertising technology and digital publishing company.
We develop technology to deliver content and targeted advertisements over the internet. We generate revenue when an end user clicks on
the advertisements we delivered. We manage our business as two segments, the Partner Network and the Owned and Operated Network.
The Partner Network delivers advertisements to our partners' owned or managed websites and applications on desktop, tablet and mobile
devices. We generate revenue in this segment when an advertisement we serve is clicked. At that time, we share a portion of the revenue we
collect from the advertiser with the publishing partner where the click originated. Our proprietary technology platform allows for targeted
distribution of advertisements at a scale that measures in the hundreds of millions of advertisements delivered monthly.
The Owned and Operated Network designs, builds and markets consumer websites and applications. This segment consists of our mobileready ALOT websites and acquired web properties. The focus is on providing engaging content to our users. The majority of revenue
generated by this segment is derived from clicks on advertisements delivered through web searches and advertisements displayed on the
websites.
We have taken several significant steps to position our business for long-term success including investments in ad serving technology, the
development of adaptive, native advertising technology, the creation of proprietary content, the expansion of publishers within the Partner
Network, the continued expansion of direct relationships with advertisers, and the optimization of overhead and operational costs all of
which we expect will improve revenue and profitability. Our ALOT-branded websites and applications have a broad appeal focusing on
popular topics such as health, local search, finance, careers, travel, living and education. These sites are content rich, searchable, mobileready web properties. We plan to continue the expansion of our website and mobile application business by expanding the ALOT brand
and acquiring websites. Recently, we launched the ALOT Auto site that focuses on popular automotive topics. In 2015, we launched our
proprietary native advertising solution for web publishers and application developers, "SearchLinks"®. This is our entry product in the fast
growing native advertising marketplace where ad copy seamlessly integrates with the content of the host website or application.
SearchLinks was made available to the marketplace in the third quarter of 2015 and is included in the Partner Network. We expect it to be a
contributor for the remainder of 2016 and 2017.
Liquidity
On September 27, 2016, we renewed our Business Financing Agreement with Western Alliance Bank ("Western Alliance Bank"), the
parent company of Bridge Bank, N.A., our original lender (see Note 5, "Notes Payable"). The renewal provided continued access to the
revolving line of credit up to $10 million through September 2018. As of September 30, 2016, the balance of the revolving line of credit
was zero and had approximately $5.7 million of available credit. During the first quarter of 2014, we filed an S-3 registration statement
with the Securities and Exchange Commission ("SEC") to replace the existing, expiring S-3 “shelf” registration statement. Though the
revolving line of credit and cash generated by operations is expected to provide sufficient cash for operations over the next twelve months,
we may still elect to sell stock to the public or to selected investors, or borrow under the current or any replacement line of credit or other
debt instruments in order to fund the development of our technologies, make acquisitions, pursue new business opportunities or grow
existing businesses.
Customer concentration
We generate the majority of our revenue from two customers, Yahoo! and Google. At September 30, 2016 and December 31, 2015, these
two customers combined accounted for 98.5% and 98.6%, respectively, of our gross accounts receivable balance. For the three and nine
months ended September 30, 2016, these two customers combined accounted for 98.6% and 98.2% of net revenue, respectively. For the
three and nine months ended September 30, 2015, these two customers combined accounted for 97.8% and 98.1% of net revenue,
respectively.
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We leverage the vast, direct relationships Yahoo! and Google have with advertisers as an alternative to going directly to advertisers
ourselves. While this strategy creates a concentration risk, it also provides upside opportunities not the least of which include; access to
hundreds of thousands of advertisers across geographies; the ability to scale our business across verticals; an avoidance of the sales costs
associated with a direct to advertisers sales force; access to innovation; and macro level market insight.
Note 2 – Summary of Significant Accounting Policies
Basis of presentation
The consolidated financial statements presented are for Inuvo, Inc. and its consolidated subsidiaries. The accompanying unaudited
consolidated financial statements have been prepared based upon SEC rules that permit reduced disclosure for interim periods. Certain
information and footnote disclosures have been condensed or omitted in accordance with those rules and regulations. The accompanying
consolidated balance sheet as of December 31, 2015, was derived from audited financial statements, but does not include all disclosures
required by accounting principles generally accepted in the United States ("GAAP"). In our opinion, these consolidated financial
statements reflect all adjustments that are necessary for a fair presentation of results of operations and financial condition for the interim
periods shown including normal recurring accruals and other items. The results for the interim periods are not necessarily indicative of
results for the full year. For a more complete discussion of significant accounting policies and certain other information, this report should
be read in conjunction with the consolidated financial statements and accompanying notes included in our Annual Report on Form 10-K for
the year ended December 31, 2015, which was filed with the SEC on February 12, 2016.
Use of estimates
The preparation of financial statements, in accordance with GAAP, requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, net revenues and expenses and disclosure of contingent assets and liabilities. The estimates and
assumptions used in the accompanying consolidated financial statements are based upon management’s regular evaluation of the relevant
facts and circumstances as of the date of the consolidated financial statements. We regularly evaluate estimates and assumptions related to
allowances for doubtful accounts, accrued sales reserve, goodwill and purchased intangible asset valuations, lives of intangible assets,
deferred income tax asset valuation allowances, contingent liabilities, including the Arkansas grant contingency, and stock compensation.
Actual results may differ from the estimates and assumptions used in preparing the accompanying consolidated financial statements, and
such differences could be material.
Revenue Recognition
We recognize revenue in accordance with Accounting Standards Codification (“ASC”) 605-10 Revenue Recognition. We recognize
revenue when the following criteria have been met: persuasive evidence of an arrangement exists, the fees are fixed and determinable, no
significant obligations remain and collection of the related receivable is reasonably assured.
Most of our revenue is generated through clicks on advertisements presented on our properties or those of our partners. We recognize
revenue from clicks in the period in which the click occurs. Payments to partners who display advertisements we serve are recognized as
cost of revenue. Revenue from data sales and commissions is recognized in the period in which the transaction occurs and the other revenue
recognition criteria are met.
Recent accounting pronouncements
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) 2014-09, “Revenue from

Contracts with Customers,” which supersedes the revenue recognition requirements in Topic 605, “Revenue Recognition” and requires
entities to recognize revenue in a way that depicts the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or services. In August 2015, the FASB issued ASU
2015-14, which defers by one year the effective date of ASU 2014-09. Accordingly, this guidance is effective for interim and annual
periods beginning after December 15, 2017 with early adoption permitted for interim and annual periods beginning after December 15,
2016. The Company plans to adopt this guidance on January 1, 2018. The Company is currently evaluating the effects, if any, that the
adoption of this guidance will have on the Company’s financial position, results of operations and cash flows.
In November 2015, FASB issued ASU No. 2015-17, Balance Sheet Classification of Deferred Taxes, to simplify the presentation of
deferred income taxes. The amendments in this Update require that deferred tax liabilities and assets be
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classified as noncurrent in a classified statement of financial position. The amendments in this Update apply to all entities that present a
classified statement of financial position. The current requirement that deferred tax liabilities and assets of a tax-paying component of an
entity be offset and presented as a single amount is not affected by the amendments in this Update. The amendments in this Update are
effective for financial statements issued for annual periods beginning after December 15, 2016, and interim periods within those annual
periods. Earlier application is permitted for all entities as of the beginning of an interim or annual reporting period. The adoption of ASU
2015-17 is not expected to have a significant impact on the Company’s consolidated financial position or results of operations.
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). This standard will require all leases with durations greater than
twelve months to be recognized on the balance sheet and is effective for interim and annual reporting periods beginning after December 15,
2018, although early adoption is permitted. We believe adoption of this standard will have an impact on our Consolidated Balance Sheets.
Although we have not completed our assessment, we do not expect the adoption to change the recognition, measurement or presentation of
lease expenses within the consolidated financial position or results of operations.
In March 2016, the FASB issued ASU No. 2016-09, Compensation—Stock Compensation (Topic 718). This standard makes several
modifications to Topic 718 related to the accounting for forfeitures, employer tax withholding on share-based compensation and the
financial statement presentation of excess tax benefits or deficiencies. ASU 2016-09 also clarifies the statement of cash flows presentation
for certain components of share-based awards. The standard is effective for interim and annual reporting periods beginning after December
15, 2016, although early adoption is permitted. The adoption of ASU 2016-09 is not expected to have a significant impact on the
Company’s consolidated financial position or results of operations.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230) Classification of Certain Cash Receipts and
Cash Payments. This Update addresses eight specific cash flow issues with the objective of reducing the existing diversity in practice. The
amendments in this Update are effective for public business entities for fiscal years beginning after December 15, 2017, and interim periods
within those fiscal years. The adoption of ASU 2016-15 is not expected to have a significant impact on the Company’s consolidated
financial position or results of operations.
Note 3– Property and Equipment
The net carrying value of property and equipment was as follows as of:
September 30,
2016
$
240,577
809,089
5,949,792
441,381
7,440,839
(5,688,915)
$
1,751,924

Furniture and fixtures
Equipment
Software
Leasehold improvements
Subtotal
Less: accumulated depreciation and amortization
Total

December 31,
2015
$
230,637
2,815,748
9,856,947
436,311
13,339,643
(11,534,082)
$
1,805,561

During the three and nine months ended September 30, 2016, depreciation expense was $325,236 and $958,704, respectively. During the
three and nine months ended September 30, 2015, depreciation expense was $229,350 and $615,778, respectively.
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Note 4 – Other Intangible Assets and Goodwill
The following is a schedule of intangible assets as of September 30, 2016:

Term

Customer list, Google
Customer list, all other
Trade names, ALOT (1)
Domain websites (2)
Trade names, web properties (1)
Intangible assets classified as long-term
Goodwill, Partner Network
Goodwill, Owned and Operated Network
Goodwill, total

20 years
10 years
5 years
5 years
-

Accumulated
Amortization and
Impairment

Carrying
Value

$

$
$
$

8,820,000
1,610,000
960,000
669,507
390,000
12,449,507

$

1,776,544
3,984,264
5,760,808

$

$

$

Net Carrying
Value

(2,021,250) $
(737,935)
(880,000)
(235,386)
—
(3,874,571) $
—
—
—

$
$

Year-to-date
Amortization

6,798,750
872,065
80,000
434,121
390,000
8,574,936

$

1,776,544
3,984,264
5,760,808

$

330,750
120,753
144,000
104,145
—
699,648

$

—
—
—

$

(1) We have determined the ALOT trade names should be amortized over five years and the trade names related to our web properties
have an indefinite life, and as such are not amortized.
(2) On May 8, 2015, we purchased two domain websites with a fair value of $715,874. We determined they should be amortized over
five years (see Note 7). The carrying value was adjusted by approximately $46 thousand to reflect the lower price paid as compared
to the contingent liability recorded as a result of the change in the price of Inuvo stock from the date of acquisition to the first
contingent release of shares.
Amortization expense over the next five years and thereafter is as follows:
2016
2017
2018
2019
2020
Thereafter

$

231,060
764,240
732,240
732,240
612,858
5,112,298
$ 8,184,936

Total
Note 5 - Notes Payable

On March 1, 2012 we entered into a Business Financing Agreement with Bridge Bank, which is now owned by Western Alliance Bank.
The agreement provided us with a $5 million term loan and access to a revolving credit line of up to $10 million which we use to help
satisfy our working capital needs. We have provided Western Alliance Bank with a first priority perfected security interest in all of our
accounts and personal property as collateral for the credit facility. Available funds under the revolving credit line are 80% of eligible
accounts receivable balances plus $1 million, up to a limit of $10 million. Eligible accounts receivable is generally defined as those from
United States based customers that are not more than 90 days from the date of invoice. We had approximately $5.7 million available under
the revolving credit line as of September 30, 2016.
On September 27, 2016, the Company entered into the Sixth Business Financing Modification Agreement with Western Alliance Bank, the
parent company of Bridge Bank, our original lender, that renewed the existing Agreement and modified some terms. The modified terms
require a monthly quick ratio of not less than .75 to 1.00; quarterly consolidated revenue shall not negatively deviate more than 20% from
projections; and quarterly consolidated Adjusted EBITDA shall not negatively deviate more than $500,000 from projections. The renewed
agreement extended the revolving line of credit to September 2018. While we periodically utilize our line of credit for operating needs, as of
September 30, 2016, the balance of the revolving line of credit was zero. We were in compliance with all bank covenants as of
September 30, 2016.
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Note 6 – Accrued Expenses and Other Current Liabilities
The accrued expenses and other current liabilities consist of the following as of:
September 30,
2016
$
2,060,206
250,000
222,477
209,522
35,434
13,468
7,949
5,000
$
2,804,056

Accrued marketing costs
Accrued sales allowance
Contingent stock due for acquired domains, current portion
Accrued expenses and other
Capital leases, current portion
Deferred Arkansas grant, current portion
Accrued taxes
Accrued payroll and commission liabilities
Total

December 31,
2015
$
1,404,488
500,000
238,625
294,629
46,313
27,679
13,803
643,908
$
3,169,445

Note 7 – Other Long-Term Liabilities
Other long-term liabilities consist of the following as of:
September 30,
2016
$
172,604
147,029
5,839
4,536
$
330,008

Deferred rent
Contingent stock due for acquired domains, less current portion
Deferred Arkansas grant, less current portion
Capital leases, less current portion
Total

December 31,
2015
$
198,323
477,249
15,940
31,210
$
722,722

On May 8, 2015, we purchased two domain websites with a fair value of $715,874 (see Note 4). The purchase consideration was our
common stock and is contingent upon the seller attaining specific performance targets over three years. On May 8, 2016, the seller
achieved the specific performance target for the first year and as a result, we issued 166,667 shares of common stock. The accrued
contingent liability and the related intangible asset, domain websites, were adjusted by approximately $46 thousand to reflect the lower
price paid as compared to the contingent liability recorded as a result of the change in the price of Inuvo stock from the date of acquisition
to the first contingent release of shares.
Note 8 – Income Taxes
We have a deferred tax liability of $3,799,600 as of September 30, 2016, related to our intangible assets.
We also have a net deferred tax asset of approximately $39,852,000. We believe it is more likely than not that essentially none of our
deferred tax assets will be realized, and we have recorded a valuation allowance for the net deferred tax assets that may not be realized as
of September 30, 2016.
Note 9 - Stock-Based Compensation
We maintain a stock-based compensation program intended to attract, retain and provide incentives for talented employees and directors
and align stockholder and employee interests. Currently, we grant options and restricted stock units ("RSUs") from the 2010 Equity
Compensation Plan (“2010 ECP”). Option and RSUs vesting periods are generally up to three years.
Compensation Expense
For the three and nine months ended September 30, 2016, we recorded stock-based compensation expense for all equity incentive plans of
$315,596 and $1,002,044, respectively. For the three and nine months ended September 30, 2015, we recorded stock-based compensation
expense for all equity incentive plans of $251,144 and $385,818. Total compensation cost
11

not yet recognized at September 30, 2016 was $1,902,574 to be recognized over a weighted-average recognition period of 1.3 years.
Significant Grants and Cancellations
On July 27, 2015 and August 4, 2015, we granted certain employees service and performance RSUs totaling 965,500 shares with a
weighted average fair value of $3.03 per share. The service RSUs vest annually over a three year period, commencing in July 2016, at the
rate of 25% of the grant in year one and year two and the remaining 50% of the grant vesting on the third anniversary of the grant date.
The awarding of the performance RSUs is contingent upon achieving certain revenue and profit targets and vest annually, one-third upon
each anniversary of the grant date. On July 27, 2016, August 4, 2016, and August 5, 2016, the first measurement period targets were
achieved and the number of shares issued totaled 297,690 with a weighted average fair value of $1.32.
On April 1, 2016, we granted members of our board of directors a total of 63,160 RSUs with a weighted average fair value of $1.90 a share
which fully vest on March 31, 2017.
The following table summarizes the stock grants outstanding under our 2005 Long-Term Incentive Plan ("2005 LTIP") and 2010 ECP plans
as of September 30, 2016:

2010 ECP
2005 LTIP (*)
Total
(*) Expired June 2015

Options
Outstanding
250,498
13,748
264,246

RSUs
Outstanding
790,985
114,972
905,957

Options and
RSUs Exercised
2,337,705
835,113
3,172,818

Available
Shares
606,757
—
606,757

Total
3,985,945
963,833
4,949,778

Note 10 – Discontinued Operations
Certain of our subsidiaries previously operated in the European Union ("EU"). Though our operations ceased in 2009, statutory
requirements required a continued presence in the EU for varying terms until November 2015. Profits and losses generated from the
remaining assets and liabilities are accounted for as discontinued operations.
In the third quarter of 2016, our petition with the UK (United Kingdom) Companies House to strike off and dissolve the remaining
subsidiary in the EU was approved. As a result, for the three and nine months ended September 30, 2016, we recorded net income of
$171,844 and $172,197, respectively. The net income came primarily from the writing off of certain accrued liabilities originating in 2009
and earlier. For the three and nine months ended September 30, 2015, we recorded net income of $32,065 and $37,632 largely due to
adjustment of certain liabilities originating in 2009 and earlier and translation adjustments.
Note 11 - Earnings per Share
During the three and nine month periods ended September 30, 2016, we generated a net loss from continuing operations and as a result, all
of our shares are anti-dilutive. During the three and nine month periods ended September 30, 2015, we generated net income from
continuing operations. Accordingly, some of our outstanding stock options, warrants and restricted stock awards have a dilutive impact for
the 2015 periods, illustrated in the following table. We generated basic and diluted earnings per share from net income of $0.03 for the
three month period ending September 30, 2015 and $0.07 for the nine month period ending September 30, 2015.
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Weighted average shares outstanding for basic EPS
Effect of dilutive securities
Options
RSUs
Warrants

For the Three Months Ended
For the Nine Months Ended
September 30, September 30, September 30, September 30,
2016
2015
2016
2015
24,694,566
24,271,895
24,571,271
24,209,667
—
—
—
24,694,566

Weighted average shares outstanding for diluted EPS

13,971
296,831
205,772
24,788,469

—
—
—
24,571,271

9,353
251,428
78,624
24,549,072

In 2015, we had potentially dilutive options and restricted stock units. We had 308,925 outstanding stock options with a weighted average
exercise price of $4.56 for the three months ended September 30, 2015 and 313,543 outstanding stock options with a weighted average
price of $4.50 for the nine months ended September 30, 2015. For the three months ended September 30, 2015, we had 806,363
outstanding restricted stock units with a weighted average price of $3.82. For the nine months ended September 30, 2015, we had 1,097,442
restrictive stock units outstanding with a weighted average exercise price of $3.20. All warrants were dilutive for the three and nine months
ended September 30, 2015.
Note 12 - Leases
We lease certain office space and equipment. As leases expire, it can be expected that they will be renewed or replaced in the normal
course of business. Rent expense from continuing operations was $42,248 and $135,635 for the three and nine months ended September 30,
2016, respectively and $21,997 and $34,897 for the three and nine months ended September 30, 2015.
Minimum future lease payments under non-cancelable operating leases as of September 30, 2016 are:

2016
2017
2018
2019
2020
Total

$

$

45,393
182,456
183,858
184,852
140,749
737,308

In April 2015, we entered into a five year agreement to lease office space in Little Rock, Arkansas commencing October 1, 2015, to serve
as our headquarters. The new lease is for 12,245 square feet and will cost approximately $171,000 during its first year. Thereafter, the lease
payment will increase by 2%.
Note 13 - Litigation and Settlements
From time to time we may become subject to legal proceedings, claims and litigation arising in the ordinary course of business. In addition,
we are currently involved in the following litigation which is not incidental to its business:
Oltean, et al. v. Think Partnership, Inc.; Edmonton, Alberta CA. On March 6, 2008, Kelly Oltean, Mike Baldock and Terry Schultz, former
employees, filed a breach of employment claim against Inuvo in The Court of Queen's Bench of Alberta, Judicial District of Edmonton,
Canada, claiming damages for wrongful dismissal in the amount of $200,000 for each of Kelly Oltean and Terry Schultz and $187,500 for
Mike Baldock. On March 6, 2008, the same three plaintiffs filed a similar statement of claim against Vintacom Acquisition Company,
ULC, a subsidiary of Inuvo, again for wrongful dismissal and claiming the same damages. In October 2009, the two actions were
consolidated. On August 18, 2016, the case was dismissed by a Consent Order whereby the case was dismissed without costs to the
Company.
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Note 14 - Segments
We operate our business as two segments, Partner Network and Owned and Operated Network which are described in Note 1.
Listed below is a presentation of net revenue and gross profit for all reportable segments for the three and nine months ended
September 30, 2016 and 2015. We currently only track certain assets at the segment level and therefore assets by segment are not presented
below.
Revenue by Segment
For the Three Months Ended
September 30, 2016
$
Partner Network
Owned and
Operated
Network
Total net
revenue

For the Nine Months Ended

September 30, 2015

% of Revenue

$

September 30, 2016

% of Revenue

$

% of Revenue

September 30, 2015
$

% of Revenue

6,165,769

35.3%

7,241,441

37.6%

16,187,174

31.2%

24,098,859

48.8%

11,319,318

64.7%

12,012,611

62.4%

35,677,274

68.8%

25,303,950

51.2%

17,485,087

100.0 %

19,254,052

100.0 %

51,864,448

100.0 %

49,402,809

100.0 %

Gross Profit by Segment
For the Three Months Ended
September 30, 2016
Gross Profit
$
%
Partner Network
Owned and
Operated Network
Total gross profit

For the Nine Months Ended

September 30, 2015
Gross Profit
$
%

September 30, 2016
Gross Profit
$
%

September 30, 2015
Gross Profit
$
%

1,050,256

17.0%

1,381,134

19.1%

2,870,589

17.7%

5,111,050

21.2%

11,298,589
12,348,845

99.8%
70.6%

11,996,489
13,377,623

99.9%
69.5%

35,601,261
38,471,850

99.8%
74.2%

25,253,367
30,364,417

99.8%
61.5%

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
Company Overview
Inuvo is an internet advertising technology and digital publishing company.
We develop technology to deliver content and targeted advertisements over the internet. We generate revenue when an end user clicks on
the advertisements we delivered. We manage our business as two segments, the Partner Network and the Owned and Operated Network.
The Partner Network delivers advertisements to our partners' owned or managed websites and applications on desktop, tablet and mobile
devices. We generate revenue in this segment when an advertisement we serve is clicked. At that time, we share a portion of the revenue we
collect from the advertiser with the publishing partner where the click originated. Our proprietary technology platform allows for targeted
distribution of advertisements at a scale that measures in the hundreds of millions of advertisements delivered monthly.
The Owned and Operated Network designs, builds and markets consumer websites and applications. This segment consists of our mobileready ALOT websites and acquired web properties. The focus is on providing engaging content to our users. The majority of revenue
generated by this segment is derived from clicks on advertisements delivered through web searches and advertisements displayed on the
websites.
We have taken several significant steps to position our business for long-term success including investments in ad serving technology, the
development of adaptive, native advertising technology, the creation of proprietary content, the expansion of publishers within the Partner
Network, the continued expansion of direct relationships with advertisers, and the optimization of overhead and operational costs all of
which we expect will improve revenue and profitability. Our ALOT-branded websites and applications have a broad appeal focusing on
popular topics such as health, local search, finance, careers, travel, living and
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education. These sites are content rich, searchable, mobile-ready web properties. We plan to continue the expansion of our website and
mobile application business by expanding the ALOT brand and acquiring websites. Recently, we launched the ALOT Auto site that focuses
on popular automotive topics. In 2015, we launched our proprietary native advertising solution for web publishers and application
developers, "SearchLinks" ®. This is our entry product in the fast growing native advertising marketplace where ad copy seamlessly
integrates with the content of the host website or application. SearchLinks was made available to the marketplace in the third quarter of
2015 and is included in the Partner Network. We expect it to be a contributor for the remainder of 2016 and 2017.
Critical Accounting Policies and Estimates
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amount of assets and liabilities, the disclosure of contingent assets and liabilities and the reported amounts of revenue and
expenses during the reported periods. The more critical accounting estimates include estimates related to revenue recognition and accounts
receivable allowances. We also have other key accounting policies, which involve the use of estimates, judgments and assumptions that are
significant to understanding our results, which are described in Note 2 to our unaudited consolidated financial statements appearing earlier
in this report.
Results of Operations
Net Revenue
For the Three Months Ended September 30,
2016
Partner Network $ 6,165,769
Owned and
Operated
Network
11,319,318
Net Revenue $ 17,485,087

2015

Change

$ 7,241,441

$ (1,075,672 )

12,012,611
$ 19,254,052

(693,293)
$ (1,768,965 )

For the Nine Months Ended September 30,

% Change

2016

2015

Change

% Change

(14.9 %) $ 16,187,174

$ 24,098,859

$ (7,911,685 )

(32.8 )%

(5.8%) 35,677,274
(9.2%) $ 51,864,448

25,303,950
$ 49,402,809

10,373,324
$ 2,461,639

41.0 %
5.0 %

The Partner Network delivers advertisements to our partners' websites and applications. Revenue in this segment is both a function of the
total number of transactions processed through the ValidClick platform and the revenue we receive per transaction. The Partner Network
represented 35% and 31%, respectively, of our total net revenue for the three and nine months ended September 30, 2016 as compared to
38% and 49% in each of the comparable periods in 2015. At the end of the first quarter, we experienced fluctuations in demand from
advertisers, which translated into a reduction in revenue received for ads we delivered. The result was both a lower number of transactions
and a lower average RPC ("Revenue Per Click"). This fluctuation persisted into the third quarter 2016 and by the middle of the third
quarter, both volume of transactions and RPCs improved. Despite this fluctuation, the Partner Network grew 30% sequentially.
The Owned and Operated Network generates revenue through our consumer-facing ALOT branded websites and applications and acquired
websites. Our ALOT web properties include ALOT Health, ALOT Finance, ALOT Careers, ALOT Local, ALOT Travel, ALOT Living,
ALOT Education, and ALOT Auto. These websites are content-rich and optimized for mobile and desktop devices, and are designed to
capitalize on a growing consumer demand for content, delivered both on the desktop and on mobile devices. The Owned and Operated
Network represented 65% and 69%, respectively, of our total net revenue for the three and nine months ended September 30, 2016 as
compared to 62% and 51% in each of the comparable periods in 2015. The increased revenue in the first nine months of 2016 for this
segment is from additional advertisements served to a growing user base of our owned and operated web properties. The increase in
advertisements served and users engaged was due in part to increased marketing activity associated with our web properties where we are
continuously expanding content. The lower revenue in the third quarter 2016 compared to the same quarter in the prior year was due in part
to a reduction in marketing spend and in part due to the advertiser demand weakness described in the Partner segment. We intend to
continue to expand our Owned and Operated Network by enhancing our current websites and mobile applications, launching additional
mobile applications under the ALOT brand, expanding the content of the ALOT sites and acquiring additional web properties.
During the first quarter of 2016, the accrued sales allowance was adjusted as a result of not having an advertiser chargeback over the course
of the previous year. The adjustment increased net revenue in the first quarter of 2016 by $250,000.
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Cost of Revenue
For the Three Months Ended September 30,
2016

2015

Partner Network $ 5,115,513
Owned and
Operated
Network
20,729
Cost of
$ 5,136,242
revenue

Change

$ 5,860,307

$

(744,794)

16,122
$ 5,876,429

For the Nine Months Ended September 30,

% Change

(12.7 %) $ 13,316,585

4,607
$

(740,187)

2016

28.6%

2015

Change

$ 18,987,809

$ (5,671,224 )

76,013

50,583

(12.6 %) $ 13,392,598

$ 19,038,392

% Change
(29.9 )%

25,430

50.3 %

$ (5,645,794 )

(29.7 )%

Cost of revenue in the Partner Network is generated by payments to website publishers and application owners who host our
advertisements. The lower cost of revenue in the third quarter and first nine months of 2016 compared to the same periods in 2015 was in
large part due to lower contractual payments to publishers resulting from lower volume with the publishers.
The cost of revenue in the Owned and Operated Network consists of fees for web searches and content acquisition. Those expenses have
remained flat for the third quarter and first nine months of 2016 compared to the same period in 2015.
Operating Expenses
For the Three Months Ended September 30,
2016

2015

$ 9,921,395
1,650,474

$ 10,153,987
1,540,730

1,229,177
Operating expenses $ 12,801,046

1,047,808
$ 12,742,525

Marketing costs
Compensation
Selling, general and
administrative

Change
$

$

For the Nine Months Ended September 30,
2015

Change

(232,592)
109,744

% Change

(2.3%) $ 30,395,472
7.1 %
4,973,192

2016

$ 21,659,395
4,073,240

$ 8,736,077
$
899,952

40.3%
22.1%

181,369
58,521

17.3%
0.5 %

3,214,113
$ 28,946,748

$
545,112
$ 10,181,141

17.0%
35.2%

3,759,225
$ 39,127,889

% Change

Operating expenses for the three months ended September 30, 2016, slightly increased compared to the same period in 2015. For the nine
months ended September 30, 2016, operating expenses increased 35% compared to the same period in the prior year primarily as a result of
higher marketing costs to launch and promote the ALOT web properties.
Marketing costs include those expenses required to attract traffic to our owned and operated websites. The decrease in marketing costs in
the three months ended September 30, 2016 compared to the same period in the prior year was due to the lower revenue in the owned and
operated properties as described above. The increase in marketing costs of $8.7 million for the nine months ended September 30, 2016
compared to the same period last year is a result of the $10.4 million revenue growth within the owned and operated website and
application business. We expect marketing costs to continue to increase proportionally as we expand the ALOT branded websites and
mobile applications and acquired web properties.
Compensation expense increased $109,744 and $899,952 in the three and nine month periods ended September 30, 2016 as compared to the
same periods in 2015, respectively, due primarily to an increase in the number of employees. Our total employment, both full-time and parttime, was 70 at September 30, 2016 compared to 61 at the same time last year. We expect compensation expense to increase, though
moderately, in the coming quarters as we hire additional developers and sales personnel to support our SearchLinks product.
Selling, general and administrative expenses increased $181,369 and $545,112 for the three and nine months ended September 30, 2016
compared to same periods in 2015, respectively, primarily due to higher depreciation and amortization expense of $93,000 in the three
months ended September 30, 2016 and $352,000 in the nine months ended September 30, 2016; higher facilities expense in the three and
nine months ended September 30, 2016 of $9,000 and $130,000, respectively, and a credit adjustment of $120 thousand associated with the
Arkansas grant in the third quarter of 2015. We do not expect selling, general and administrative expenses to increase for the remainder of
2016.
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Interest expense, net
Interest expense, net, which represents interest expense on the bank credit facility, declined in the 2016 periods from the 2015 periods as a
result of average outstanding loan balances which were significantly lower in the three and nine month periods ended September 30, 2016
than the same periods in 2015.
Income tax benefit
Income tax benefit represents the credit expected from state income tax. Due to net operating loss carryovers, we have not incurred a
federal income tax expense.
In February 2015, we settled a disputed income tax claim with the State of New Jersey. The claim related to the 2007-2009 tax years and
was settled for $100,000. As a result, the remaining long-term taxes payable liability was adjusted and resulted in a one-time $406,000
income tax benefit which we recognized in the first quarter of last year.
Income from Discontinued Operations
In the third quarter of 2016, our petition with the UK (United Kingdom) Companies House to strike off and dissolve the remaining
subsidiary in the EU was approved. As a result, for the three months ended September 30, 2016, we recorded a net income of $171,844 and
for the nine months ended September 30, 2016 net income of $172,197. The net income came primarily from the write off of accrued
liabilities originating in 2009 and earlier. For the three and nine months ended September 30, 2015, we recorded a net income of $32,065
and $37,632, respectively, largely due to translation adjustments and adjustment of certain accrued liabilities originating in 2009 and
earlier.
Liquidity and Capital Resources
On September 27, 2016, we renewed our Business Financing Agreement with Western Alliance Bank, the parent company of Bridge Bank,
our original lender (see Note 5, "Notes Payable"). The renewal provided continued access to the revolving line of credit up to $10 million
through September 2018. As of September 30, 2016, the balance of the revolving line of credit was zero and had approximately $5.7
million in availability.
In May 2015, we acquired websites from a publisher that had previously been a client on our ValidClick network. The purchase was
structured as an earn-out payable in up to 500,000 shares of our common stock over a three year period dependent upon achieving certain
minimum levels of volume. The fair value of the transaction was determined to be $715,874. The transaction was recorded as an intangible
asset on our balance sheet offset by a contingent liability of the same amount. On May 8, 2016, the seller achieved the specific
performance target for the first year and as a result, we distributed 166,667 shares of our common stock. The accrued contingent liability
and the related intangible asset, domain websites were adjusted by approximately $46 thousand to reflect the lower price paid as compared
to the contingent liability recorded as a result of the change in the price of Inuvo stock from the date of acquisition to the first contingent
release of shares.
During the first quarter of 2014, we filed an S-3 registration statement with the Securities and Exchange Commission ("SEC") to replace
the existing, expiring S-3 "shelf" registration statement, which permits us to offer and sell up to $15 million of our securities from time to
time in one or more offerings. To date, we have not taken down any sales from this shelf registration statement. Though we believe the
revolving line of credit and cash generated by operations will provide sufficient cash for operations over the next twelve months, we may
still elect to sell securities to the public or to selected investors, or borrow under the current or any replacement line of credit or other debt
instruments in order to fund the development of our technologies, make acquisitions, pursue new business opportunities or grow existing
businesses.
Cash Flows - Operating
Net cash provided by operating activities was $488,582 during the nine months ended September 30, 2016. We reported a net loss of
$463,627, which included non-cash expenses; depreciation and amortization expense of $1,658,352 and stock-based compensation expense
of $1,002,044. The change in operating assets and liabilities during the nine months ended September 30, 2016 was a net use of cash of
$1,556,199 primarily due to a decrease in the accounts payable balance by $2,030,096 partially offset by a decrease in the accounts
receivable and unbilled revenue balances by $685,436. Our terms are such, that we generally collect receivables prior to paying trade
payables.
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During the comparable period in 2015, cash provided by operating activities was $5,197,790 from a net income of $1,722,712, which
included several non-cash expenses; depreciation and amortization of $1,306,729, stock-based compensation of $385,818.
Cash Flows - Investing
Net cash used in investing activities was $929,380 and $1,050,678 for the nine months ended September 30, 2016 and 2015, respectively.
Cash used in investing activities during both periods primarily consisted of capitalized internal development costs.
Cash Flows - Financing
Net cash used in financing activities was $178,295 during 2016.
In 2015, net cash used in financing activities was $3,939,699 and was used to pay off the outstanding balance of the bank term loan and pay
down the revolving credit facility to zero.
Off Balance Sheet Arrangements
As of September 30, 2016, we do not have any off-balance sheet arrangements that have or are reasonably likely to have a current or future
effect on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital expenditures
or capital resources that are material to investors. The term "off-balance sheet arrangement" generally means any transaction, agreement or
other contractual arrangement to which an entity unconsolidated with us is a party, under which we have any obligation arising under a
guarantee contract, derivative instrument or variable interest or a retained or contingent interest in assets transferred to such entity or similar
arrangement that serves as credit, liquidity or market risk support for such assets.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
Not applicable to a smaller reporting company.
ITEM 4. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures
We maintain “disclosure controls and procedures” as such term is defined in Rule 13a-15(e) under the Securities Exchange Act of
1934. Disclosure controls and procedures are controls and procedures designed to reasonably assure that information required to be
disclosed in our reports filed under the Securities Exchange Act of 1934, such as this report, is recorded, processed, summarized and
reported within the time periods prescribed by SEC rules and regulations, and to reasonably assure that such information is accumulated
and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, to allow timely decisions
regarding required disclosure.
Our management does not expect that our disclosure controls will prevent all errors and fraud. A control system, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. In addition,
the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered
relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance
that all control issues and instances of fraud, if any, within a company have been detected. These inherent limitations include the realities
that judgments in decision-making can be faulty, and that breakdowns can occur because of simple error or mistake. Additionally, controls
can be circumvented by the individual acts of some persons, by collusion of two or more people or by management override of the control.
The design of any systems of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be
no assurance that any design will succeed in achieving its stated goals under all potential future conditions. Over time, controls may
become inadequate because of changes in conditions, or the degree of compliance with the policies or procedures may deteriorate. Because
of these inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.
As required by Rule 13a-15 under the Securities Exchange Act of 1934, as of September 30, 2016, the end of the period covered by this
report, our management concluded their evaluation of the effectiveness of the design and operation of our disclosure controls and
procedures. As of the evaluation date, our Chief Executive Officer and Chief Financial Officer
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concluded that we maintain disclosure controls and procedures that are effective in providing reasonable assurance that information
required to be disclosed in our reports under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within
the time periods prescribed by SEC rules and regulations, and that such information is accumulated and communicated to our management
to allow timely decisions regarding required disclosure.
Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting during the period ended September 30, 2016 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
PART II
ITEM 1. LEGAL PROCEEDINGS.
See Note 13, Litigation and Settlements, for a discussion of outstanding legal proceedings.
ITEM 1A. RISK FACTORS.
We desire to take advantage of the “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995. Accordingly, we
incorporate by reference the risk factors disclosed in Part I, Item 1A of our Form 10-K for the year ended December 31, 2015, filed with
the Securities and Exchange Commission on February 12, 2016 subject to the new or modified risk factors appearing below that should be
read in conjunction with the risk factors disclosed in such Form 10-K.
We rely on two customers for a significant portion of our revenues. We are reliant upon Yahoo! and Google for most of our revenue.
During the third quarter of 2016 they accounted for 67.3% and 31.3% of our revenues, respectively, and during the same period 2015 they
accounted for 62.1% and 35.8%, respectively. The amount of revenue we receive from these customers is dependent on a number of factors
outside of our control, including the amount they charge for advertisements, the depth of advertisements available from them, and their
ability to display relevant ads in response to end-user queries.
We would likely experience a significant decline in revenue and our business operations could be significantly harmed if these customers
do not approve our new websites and applications, or if we violate their guidelines or they change their guidelines. In addition, if any of
these preceding circumstances were to occur, we may not be able to find a suitable alternate paid search results provider or otherwise
replace the lost revenues. The loss of either of these customers or a material change in the revenue or gross profit they generate would have
a material adverse impact on our business, results of operations and financial condition in future periods.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
None
ITEM 3. DEFAULTS UPON SENIOR SECURITIES.
None.
ITEM 4. MINE SAFETY AND DISCLOSURES.
Not applicable.
ITEM 5. OTHER INFORMATION.
None
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ITEM 6. EXHIBITS.
Exhibit No.
10.26
31.1
31.2
32.1
32.2
101.INS
101.SCH
1010.CAL
101.DEF
101.LAB
101.PRE

Description of Exhibit
Sixth Business Financing Modification Agreement dated September 27, 2016 by and among Western Alliance Bank,
Inuvo, Inc., BabytoBee LLC, Kowabunga Marketing, Inc., Vertro, Inc. and Alot, Inc. *
Rule 13a-14(a)/15d-14(a) certification of Chief Executive Officer *
Rule 13a-14(a)/15d-14(a) certification of Chief Financial Officer *
Section 1350 certification of Chief Executive Officer *
Section 1350 certification of Chief Financial Officer *
XBRL Instance Document *
XBRL Taxonomy Extension Schema Document *
XBRL Taxonomy Extension Calculation Linkbase Document *
XBRL Taxonomy Extension Definition Linkbase Document *
XBRL Taxonomy Extension Label Linkbase Document *
XBRL Taxonomy Extension Presentation Linkbase Document *

* filed herewith
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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.
Inuvo, Inc.
October 26, 2016

By:

/s/ Richard K. Howe
Richard K. Howe,
Chief Executive Officer, principal executive
officer

October 26, 2016

By:

/s/ Wallace D. Ruiz
Wallace D. Ruiz,
Chief Financial Officer, principal financial
and accounting officer
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SIXTH BUSINESS FINANCING MODIFICATION AGREEMENT
This Sixth Business Financing Modification Agreement (“ Business Financing Modification Agreement ”) is
entered into as of September 27, 2016, by and between WESTERN ALLIANCE BANK, an Arizona corporation
(“Lender”) INUVO, INC., a Nevada corporation (“ Parent”), BABYTOBEE, LLC, a New York limited liability
company (“Babytobee”), KOWABUNGA MARKETING, INC., a Michigan corporation (“ Kowabunga”), VERTRO,
INC., a Delaware corporation (“Vertro”), and ALOT, INC., a Delaware corporation (“ A LOT ” and together with
Parent, Babytobee, Kowabunga and Vertro, each a “Borrower” and collectively, “Borrowers”).
1.
DESCRIPTION OF EXISTING INDEBTEDNESS : Among other indebtedness which may be owing
by Borrowers to Lender, Borrowers are indebted to Lender pursuant to, among other documents, a Business Financing
Agreement, dated March 1, 2012, by and between Borrowers and Lender, as may be amended from time to time,
including by that certain First Business Financing Modification Agreement dated as of June 29, 2012, that certain
Second Business Financing Modification Agreement dated as of October 11, 2012, that certain Business Financing
Modification Agreement dated March 8, 2013, that certain Third Business Financing Modification Agreement dated as
of March 29, 2013, that certain Fourth Business Financing Modification Agreement dated as of March 6, 2014 and that
certain Fifty Business Financing Modification Agreement dated as of September 20, 2014 (collectively, the “ Business
Financing Agreement”). Capitalized terms used without definition herein shall have the meanings assigned to them in
the Business Financing Agreement.
Hereinafter, all indebtedness owing by Borrowers to Lender shall be referred to as the “ Indebtedness” and the
Business Financing Agreement and any and all other documents executed by Borrowers in favor of Lender shall be
referred to as the “Existing Documents.”
2. DESCRIPTION OF CHANGE IN TERMS .
A. Modifications to Business Financing Agreement :
i)
Section 4.10 of the Business Financing Agreement is hereby deleted in its entirety and
replaced with the following:
“Maintain its primary depository and operating accounts with Lender and, in the case of any
deposit accounts not maintained with Lender, grant to Lender a first priority perfected security interest in
and “control” (within the meaning of Section 9104 of the California Uniform Commercial Code) of such
deposit account pursuant to documentation acceptable to Lender. Notwithstanding the foregoing,
Borrowers may maintain one account in the United Kingdom with NatWest Bank, provided that at no
time shall the balance of such account exceed $50,000.”
ii)
Section 4.15 of the Business Financing Agreement is hereby deleted in its entirety and
replaced by the following:

“4.15 Maintain Borrowers’ consolidated financial condition as follows using generally accepted
accounting principles consistently applied and used consistently with prior practices (except to the extent
modified by the definitions herein):
(a)
Quick Ratio, measured monthly of not less than 0.75 to 1.00 for each monthly
measuring period.
(b)

Performance to Plan.

(i)
Revenue, measured quarterly on a consolidated basis, shall not negatively
deviate more than 20% from the projections delivered in accordance with Section 4.9(e)
of the Business Financing Agreement, with respect to any quarter.
(ii) Adjusted EBITDA, measured quarterly on a consolidated basis, shall not
negatively deviate more than $500,000 from the projections delivered in accordance with
Section 4.9(e) of the Business Financing Agreement, with respect to any quarter.”
iii) The following defined terms set forth in Section 12.1 of the Business Financing Agreement
are hereby added or amended and restated in their entirety, as applicable, as follows:
“Adjusted EBITDA” means net profit before tax plus interest expense, depreciation expense and
amortization expense, plus non-cash expenses, minus non-cash gains.
"Cash Management Sublimit" means $115,000.
“Maturity Date” means September 20, 2018 or such earlier date as Lender shall have declared
the Obligations immediately due and payable pursuant to Section 7.2.
“Quick Ratio” means unrestricted cash and cash equivalents held at Bank, plus gross accounts
receivable, divided by total current liabilities.
3. CONSISTENT CHANGES. The Existing Documents are each hereby amended wherever necessary to
reflect the changes described above.
4. NO DEFENSES OF BORROWERS/GENERAL RELEASE . Each Borrower agrees that, as of this date, it
has no defenses against the obligations to pay any amounts under the Indebtedness. Each Borrower (each, a “Releasing
Party”) acknowledges that Lender would not enter into this Business Financing Modification Agreement without
Releasing Party’s assurance that it has no claims against Lender or any of Lender’s officers, directors, employees or
agents. Except for the obligations arising hereafter under this Business Financing Modification Agreement, each
Releasing Party releases Lender, and each of Lender’s and entity’s officers, directors and employees from any known
or unknown claims that Releasing Party now has against Lender of any

nature, including any claims that Releasing Party, its successors, counsel, and advisors may in the future discover they
would have now had if they had known facts not now known to them, whether founded in contract, in tort or pursuant
to any other theory of liability, including but not limited to any claims arising out of or related to the Agreement or the
transactions contemplated thereby. Releasing Party waives the provisions of California Civil Code section 1542, which
states:
A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW
OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE,
WHICH IF KNOWN BY HIM OR HER, MUST HAVE MATERIALLY AFFECTED HIS OR HER
SETTLEMENT WITH THE DEBTOR.
The provisions, waivers and releases set forth in this section are binding upon each Releasing Party and its
shareholders, agents, employees, assigns and successors in interest. The provisions, waivers and releases of this section
shall inure to the benefit of Lender and its agents, employees, officers, directors, assigns and successors in interest. The
provisions of this section shall survive payment in full of the Obligations, full performance of all the terms of this
Business Financing Modification Agreement and the Business Financing Agreement, and/or Lender’s actions to
exercise any remedy available under the Business Financing Agreement or otherwise.
5.
CONTINUING VALIDITY . Each Borrower understands and agrees that in modifying the existing
Indebtedness, Lender is relying upon such Borrower’s representations, warranties, and agreements, as set forth in the
Existing Documents. Except as expressly modified pursuant to this Business Financing Modification Agreement, the
terms of the Existing Documents remain unchanged and in full force and effect. Lender’s agreement to modifications to
the existing Indebtedness pursuant to this Business Financing Modification Agreement in no way shall obligate Lender
to make any future modifications to the Indebtedness. Nothing in this Business Financing Modification Agreement
shall constitute a satisfaction of the Indebtedness. It is the intention of Lender and Borrowers to retain as liable parties
all makers and endorsers of Existing Documents, unless the party is expressly released by Lender in writing. No maker,
endorser, or guarantor will be released by virtue of this Business Financing Modification Agreement. The terms of this
paragraph apply not only to this Business Financing Modification Agreement, but also to any subsequent Business
Financing modification agreements.
6. CONDITIONS. The effectiveness of this Business Financing Modification Agreement is conditioned upon
(i) payment by Borrowers of the Facility Fee and Due Diligence Fee, (ii) payment by Borrowers of all legal fees and
expenses in connection with this Business Financing Modification Agreement, and (iii) delivery by each Borrower of
updated Corporate Resolutions to Borrow.
7. NOTICE OF FINAL AGREEMENT . BY SIGNING THIS DOCUMENT EACH PARTY REPRESENTS
AND AGREES THAT: (A) THIS WRITTEN AGREEMENT REPRESENTS THE FINAL AGREEMENT
BETWEEN THE PARTIES, (B) THERE ARE NO UNWRITTEN ORAL AGREEMENTS BETWEEN THE
PARTIES, AND (C) THIS WRITTEN AGREEMENT MAY NOT BE CONTRADICTED BY EVIDENCE OF ANY
PRIOR,

CONTEMPORANEOUS, OR SUBSEQUENT ORAL AGREEMENTS OR UNDERSTANDINGS OF THE
PARTIES.
8. COUNTERSIGNATURE. This Business Financing Modification Agreement shall become effective only
when executed by Lender and each Borrower.
[Balance of Page Intentionally Left Blank ]

IN WITNESS WHEREOF, Borrowers and Lender have executed this Business Financing Modification
Agreement on the day and year above written.
BORROWERS:

LENDER:

INUVO, INC.

WESTERN ALLIANCE BANK, an Arizona corporation

By:
Name:
Title:

By:
Name
Title:

BABYTOBEE, LLC
By:
Name:
Title:
KOWABUNGA MARKETING, INC.
By:
Name:
Title:
VERTRO, INC.
By:
Name:
Title:
ALOT, INC.
By:
Name:
Title:
[Signature Page to Sixth Business Financing Modification Agreement]

EXHIBIT 31.1
Rule 13a-14(a)/15d-14(a) Certification
I, Richard K. Howe, certify that:
1.

I have reviewed this annual report on Form 10-K of Inuvo,
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(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

5.

a.

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

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

d.

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

The registrant's other certifying officer(s) 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: October 26, 2016
/s/ Richard K. Howe
Richard K. Howe
Chief Executive Officer, principal executive officer

EXHIBIT 31.2
Rule 13a-14(a)/15d-14(a) Certification
I, Wallace D. Ruiz, certify that:
1.

I have reviewed this annual report on Form 10-K of Inuvo,
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(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

5.

a.

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

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

d.

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

The registrant's other certifying officer(s) 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: October 26, 2016
/s/ Wallace D. Ruiz
Wallace D. Ruiz
Chief Financial Officer, principal financial and accounting officer

EXHIBIT 32.1
Section 1350 Certification
In connection with the Annual Report of Inuvo, Inc. (the “Company”) on Form 10-K for the year ended September 30, 2016 as filed with
the Securities and Exchange Commission (the “Report”), I, Richard K. Howe, Chief Executive Officer of the Company, certify, pursuant to
18 U.S.C. SS. 1350, as adopted pursuant to SS. 906 of the Sarbanes-Oxley Act of 2002, that:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended,
and

2.

The information contained in the Report fairly presents, in all material respects, the financial conditions and results of operations
of the Company.

Date: October 26, 2016
/s/ Richard K. Howe
Richard K. Howe
Chief Executive Officer, principal executive officer
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise
adopting the signature that appears in typed form within the electronic version of this written statement has been provided to the Company
and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

EXHIBIT 32.2
Section 1350 Certification
In connection with the Annual Report of Inuvo, Inc. (the “Company”) on Form 10-K for the year ended September 30, 2016 as filed with
the Securities and Exchange Commission (the “Report”), I, Wallace D. Ruiz, Chief Financial Officer of the Company, certify, pursuant to
18 U.S.C. SS. 1350, as adopted pursuant to SS. 906 of the Sarbanes-Oxley Act of 2002, that:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended,
and

2.

The information contained in the Report fairly presents, in all material respects, the financial conditions and results of operations
of the Company.

Date: October 26, 2016
/s/ Wallace D. Ruiz
Wallace D. Ruiz
Chief Financial Officer, principal financial and accounting officer
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise
adopting the signature that appears in typed form within the electronic version of this written statement has been provided to the Company
and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

