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PART1 FINANCIAL INFORMATION

Item 1. Financial Statements

VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE

Unaudited Interim Consolidated, Condensed Balance Sheets

(In United States dollars)

Assets

Current assets:
Cash and cash equivalents
Value added taxes recoverable
Prepaid expenses

Total Current assets

Property and equipment, net of accumulated depreciation of $29,584
(December 31, 2012 - $28,163)

Total assets

Liabilities and Stockholders Deficiency
Current liabilities:

Accounts payable and accrued liabilities (note 9)

Accrued interest on promissory notes and 10% senior convertible
notes

payable to related parties (note 9)

Deferred revenue

Promissory notes payable (notes 2, 9)

Promissory notes payable to related parties (notes 2,9)

10% Senior convertible notes (notes 3, 9)

10% Senior convertible notes payable to related parties (notes 3, 9)

Convertible promissory notes (note 4)

Total current liabilities

Total liabilities

Stockholders deficiency (note 5):
Preferred stock ($0.001 par value. Authorized 50,000,000 shares;
issued

and outstanding Nil shares at June 30, 2013 and at December 31,

2012)
Common stock, ($0.001 par value. Authorized 700,000,000 shares;

$

$

June 30, 2013

174,480
10,844
6,500
191,824

5,006

196,830

$ 3,646,910

214,111
320,000
51,106
25,907
6,679,815
631,945
6,319
11,576,113

11,576,113

December 31,

2012

$ 2,110
2,494

4,604

4,737

$ 9,341

$ 3,382,408

189,986
320,000
49,850
43,158
6,237,304
659,445
10,954
10,893,105

10,893,105
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issued and outstanding 211,000,115 and 184,399,565 shares at

June 30, 2013 and December 31, 2012, respectively.) 211,000
Additional paid in capital 28,969,476
Deficit accumulated during the development stage (40,531,325)
Retained earnings prior to entering development stage 21,304

Treasury stock (7,000 shares at March 31, 2013 and December 31, 2012,
at cost)

(49,738)
Total stockholders deficiency (11,379,283)
Basis of presentation (note 1)
Contingent liabilities (note 10)
Subsequent events (note 14)
Total liabilities and stockholders deficiency $ 196,830

184,400
28,291,884
(39,331,614)
21,304

(49,738)
(10,883,764)

$ 9,341

See accompanying notes to unaudited interim consolidated financial statements.
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Unaudited Interim Consolidated, Condensed Statements of Operations
For the three and six months ended June 30, 2013 and 2012
And for the Period from August 3, 1999 to June 30, 2013

(In United States dollars)

Expenses:
Selling, general and administrative
Research and development
Depreciation of property and equipment
Gain on sale of property and equipment
Write-off of prepaid services
Write-off of deferred consulting
services
Write-off of accounts receivable
Write-off of due from related party
Loss on cash pledged as collateral for
operating lease
Write-down of property and equipment

Loss before the undernoted

Other income (expenses):

Interest income

Gain (loss) on extinguishment of debt,
accounts

payable and accrued liabilities (note

6)

Interest and financing costs (notes 7 and
9)

Foreign exchange gain (loss)

Net loss

Loss per common share basic and diluted

(note 8)

Three Months Ended Six Months Ended
June 30, June 30,

2013 2012 2013 2012
$ 356,305 $97,001 $ 481,327 $ 390,523
30,627 26,819 30,627 62,164
710 1,781 1,421 3,562
387,642 125,601 513,375 456,249
(387,642) (125,601) (513,375) (456,249)
(1,600) - 925 31,888
(467,190) (225,284) (756,498) (564,099)
40,517 34,810 69,237 3,657
(428,273) (190,474) (686,336) (528,554)
$(815,915) $(316,075) $(1,199,711) $(984,803)
$(0. 00) $(0.00) $(0.01) $(0.01)

Period from
August 3, 1999
To June 30,

2013

$17,121,061
10,236,752
454,365
(7,442)
496,869

1,048,100
16,715
12,575
21,926
14,750

29,415,671

(29,415,671)

61,728

360,000
(11,442,122)

(95,260)
(11,115,654)

$(40,531,525)



Edgar Filing: VALIDIAN CORP - Form 10-Q

Weighted average number of common
shares outstanding during period
202,314,731 155,690,109 195,857,785 151,785,783

See accompanying notes to unaudited interim consolidated financial statements.
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Unaudited Interim Consolidated, Condensed, Statements of Cash Flow
For the three and six months ended June 30, 2013 and 2012
And for the Period from August 3, 1999 to June 30, 2013

(In United States dollars)

Six Months
Ended Period from
August 3, 1999
June 30, 2013 to
2013 2012 June 30, 2013
Cash flows from operating activities:
Net loss $(1,199,711) $(984,803) $(40,531,525)

Adjustments to reconcile net loss to net cash used in

operating activities:

Depreciation of property and equipment 1,421 3,562 454,365
Stock-based compensation 125,400 209,680 4,066,254

Non-cash interest and financing expense 755,534 548,067 11,381,662

Loss (gain) on extinguishment of debt and accrued liabilities (925) (31,888) (360,000)

Non-cash penalties - - 166,900

Write-off of prepaid services -- -- 496,869

Write-off of deferred consulting services - - 1,048,100

Currency translation adjustment on liquidation of

investment in foreign subsidiary -- -- (26,212)

Gain on sale of property and equipment -- -- (7,442)

Write-off of accounts receivable - - 16,715

Write-off of due to related party - - 12,575

Loss on cash pledged as collateral for operating lease -- -- 21,926

Write-down of property and equipment -- -- 14,750

Increase (decrease) in cash resulting from changes in:

Value added taxes recoverable (8,351) 5,642 918
Prepaid expenses (6,500) - (54,018)
Accounts payable and accrued liabilities 94,687 59,638 4,944,087
Deferred revenue - - 320,000
Due to a related party -- -- (5,178)

Net cash used in operating activities (238,445) (190,102) (18,039,054)
Cash flows from investing activities:

Additions to property and equipment (1,690) -- (548,633)

Proceeds on sale of property and equipment -- -- 176,890

Cash pledged as collateral for operating lease -- -- (21,926)
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Net cash used in investing activities

Cash flows from financing activities:

Capital lease repayments

Issuance of promissory notes

Issuance of 10% senior convertible notes

Issuance of convertible promissory notes

Debt and equity issuance costs

Repayment of promissory notes

Repayment of 10% senior convertible notes
Proceeds from exercise of stock purchase warrants
Increase in due from related party

Issuance of common shares

Redemption of common stock

Issuance of 4% senior subordinated convertible debentures
Net cash provided by financing activities

Effects of exchange rates on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents:

Beginning of period

End of period

$

(1,690)

20,156
399,500
65,000
(5,000)
(35,963)
(31,000)

412,693

(188)
172,370

2,110
174,480

Supplementary information (note 11)

See accompanying notes to unaudited interim consolidated financial statements.

$

(2,009)
3,532
217,500
32,500
(2,500)
(32,364)
(30,000)

186,659

522
(2,921)

11,957
9,036

$

(393,669)

(30,489)
4,923,129
4,284,500

353,000
(958,483)
(353,248)

(68,000)

412,500

12,575
8,030,000

(49,738)

2,000,000
18,555,746

16,658
139,681

34,799
174,480
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

Validian Corporation (the Company ) was incorporated in the State of Nevada on April 12, 1989 as CCC Funding
Corp. The Company underwent several name changes before being renamed to Validian Corporation on January 28,
2003.

Since August 3, 1999, the efforts of the Company have been devoted primarily to the development of a high speed,
highly secure method of transacting business using the Internet, and to the sale and marketing of the Company s
products.

1. Basis of presentation

The accompanying consolidated financial statements include the accounts of Validian Corporation and its wholly
owned subsidiaries (collectively, the "Company") after elimination of all significant intercompany balances and
transactions. The financial statements have been prepared in conformity with generally accepted accounting principles
in the United States of America which require management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. While management has based its assumptions and
estimates on the facts and circumstances currently known, final amounts may differ from such estimates.

The interim financial statements are unaudited but, in the opinion of management, include all adjustments (consisting
only of normal recurring entries) necessary for a fair presentation of the financial position and results of operations of
the Company for the periods presented. The results of operations for the three and six months ended June 30, 2013 are
not necessarily indicative of the operating results for the full fiscal year ending December 31, 2013. These unaudited
interim financial statements have been prepared following accounting principles consistent with those used in the
annual audited financial statements and should be read in conjunction with the annual audited financial statements for
the year ended December 31, 2012.

Going concern

10
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The consolidated financial statements have been prepared assuming that the Company will continue as a going
concern. The Company has no revenues, has negative working capital of $11,384,289, and stockholders deficiency of
$11,379,283 as at June 30, 2013, and has incurred a loss of $1,199,711 and negative cash flow from operations of
$238,445 for the six months then ended. Furthermore, the Company failed to settle certain 10% senior convertible
notes and promissory notes plus accrued interest when they matured on various dates between October 2008 and
December 2012. As a result of these non-payment defaults, all of the 10% senior convertible notes, as well as
$36,250 of the promissory notes were in default at June 30, 2013, 2013, in accordance with the default provisions of
the respective notes, and consequently are due and payable on demand. In addition, the Company expects to continue
to incur operating losses for the foreseeable future, and has no lines of credit or other financing facilities in place.

The Company expects to incur operating expenses of approximately $719,000 for the year ending December 31, 2013,
subject to the availability of adequate funding. In the event the Company cannot raise the additional funds necessary
to finance its research and development and sales and marketing activities, it may have to cease operations.

All of the factors above raise substantial doubt about the Company s ability to continue as a going concern.
Management s plan to address these issues includes raising capital through the private placement of equity, the
exercise of previously-issued equity instruments and through the issuance of additional promissory notes. The
Company s ability to continue as a going concern is subject to management s ability to successfully implement these
plans. Failure to do so could have a material adverse effect on the Company s position and or results of operations and
could also result in the Company ceasing operations. The consolidated financial statements do not include
adjustments that would be required if the assets are not realized and the liabilities settled in the normal course of
operations.

Even if successful in obtaining financing in the near term, the Company cannot be certain that cash generated from its
future operations will be sufficient to satisfy its liquidity requirements in the longer term, and it may need to continue
to raise capital by issuing additional equity or by obtaining credit facilities. The Company s future capital
requirements will depend on many factors, including, but not limited to, the market acceptance of its products and the
level of its promotional activities and advertising required to generate product sales. No assurance can be given that
any such additional funding will be available or that, if available, it can be obtained on terms favorable to the
Company.

11
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

2. Promissory notes payable

The following table sets forth the financial statement presentation of the promissory note proceeds on issuance, and
the changes in the financial statement presentation of the balance allocated to the notes as at and for the periods ended

June 30, 2013 and December 31, 2012:

Six months
ended June 30,
2013
(unaudited)
Balance beginning of period $ 93,008
Notes issued 20,156
Principal repaid (35,963)
Adjustment for foreign currency translation (188)
$ 77,013
Due on demand, interest at 12%, unsecured, repayable in
Canadian dollars $ 7,163
Due on demand, interest at 12%, unsecured, repayable in
United States dollars 69,850
77,013
Payable to related parties (note 11) (25,907)
$ 51,106

Year ended
December 31,
2012

$ 117,897
32,201
(58,571)
1,481

$ 93,008

$ 32,158

60,850
93,008
(43,158)
$ 49,850

13
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Included in interest and financing costs for the three and six months ended June 30, 2013 is $2,310 (2012: $2,901) and
$5,281 (2012: $6,158), respectively, of interest on the promissory notes. Interest on the promissory notes paid in cash
during the three and six months ended June 30, 2013 was $nil (2012: $2,901) and $963 (2012: $6,158), respectively.

14
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

3. 10% Senior convertible notes

The following table sets forth the financial statement presentation of the note proceeds on issuance, and the changes in
financial statement presentation of the balance allocated to the 10% senior convertible notes for the periods ended

June 30, 2013 and December 31, 2012:

Six months Year
Ended Ended
June 30, 2013 December 31,
2012
(unaudited)
Balance beginning of period $ 6,896,749 $ 6,466,265
Note proceeds on issuance 1,199,432 838,536
Allocated to common stock and additional paid-in capital for the
relative
fair value of stock issued to holders of the notes:
Allocated to common stock par value (6,919) (2,123)
Allocated to additional paid-in capital (146,221) (55,268)
(153,140) (57,392)
Allocated to additional paid-in capital for the intrinsic value of the
beneficial conversion feature (192,301) (86,635)
Proceeds allocated to 10% senior convertible notes on issuance 853,991 694,509
Accretion recorded as a charge to interest and financing costs 345,441 144,027
Principal matured and repaid through the issuance of new 10%
senior convertible notes (723,421) (371,052)
Principal converted pursuant to the conversion feature of the notes (30,000) --
Principal repaid in cash (31,000) (37,000)

7,311,760 6,896,749

15
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Payable to related parties (note 11) (631,945) (659,445)

$6,679,815  $6,237,304

During the six months ended June 30, 2013, the Company issued an aggregate of $1,199,432 of its 10% senior
convertible notes. $399,500 of the notes were issued for cash; $773,932 of the notes were issued in settlement of
$723,421 in previously issued 10% senior convertible notes and $50,511 in accrued interest thereon; and $26,000 of
the notes were issued in settlement of accounts payable and accrued liabilities. During this period the Company
settled $45,360 in accrued interest thereon through the issuance of 1,511,997 shares of the Company s common stock;
holders of the notes exercised the conversion feature and converted $30,000 in principal, plus $616 in accrued interest
thereon, into 1,020,548 common shares of the Company s common stock; and $31,000 in principal of the notes was
repaid in cash.

Under the terms of the notes issued during the six months ended June 30, 2013, the holders are permitted, at any time,
to convert all or a portion of the outstanding principal plus accrued interest into common stock of the company, at a
rate of one common share for each $0.03 of debt converted. The Company has the option of pre-paying all or any
portion of the balance outstanding on the notes at any time, without penalty or bonus, with the permission of the
holders. Interest on the notes is accrued until the notes are either repaid by the Company or converted by the holder.
At the Company s option, interest may be paid either in cash or in common shares of the Company. If interest is paid
in common shares, the number of shares required for settlement will be calculated at the rate of conversion in effect
for the conversion of the note principal. $179,500 of the notes issued during the period are payable on demand,;
$1,019,932 mature on dates ranging from December 31, 2013 to December 31, 2014.

16
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

3. 10% Senior convertible notes (continued)

Holders of the notes issued during the six months ended June 30, 2013 were granted 6,918,220 common shares of the
Company upon issuance of the notes; $153,140, representing the relative fair value of the common shares at the
issuance date, was allocated to the common shares par value and additional paid in capital.

The conversion feature of $294,500 of the notes issued during the six months ended June 20, 2013 were in-the-money
at the date of issuance. $192,301, representing the relative fair value of the beneficial conversion feature at the
issuance date, was allocated to additional paid in capital.

The Company failed to settle certain of its 10% senior convertible notes plus accrued interest thereon when they
matured on various dates between October 1, 2008 and December 31, 2012. At June 30, 2013, a significant portion of
these notes remained in default for non-payment. As a result of these non-payment defaults, all of the 10% senior
convertible notes are in default at June 30, 2013, in accordance with the default provisions of the notes, and
consequently are payable on demand. Interest is accrued at the coupon rate on all notes outstanding past the maturity
date.

The following table summarizes information regarding the 10% senior convertible notes outstanding at June 30, 2013:

Note Conversion

Principal Rate
$ 6,300,253 $0.03
511,507 0.038
500,000 0.10

$ 7,311,760

17
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At June 30, 2013, $2,835,025 of the 10% senior convertible notes were secured by a first position lien on all of the
assets of the Company. The remaining $4,476,735 were unsecured. As a result of the event of default noted above,
holders of secured notes have the right to exercise their lien on all of the assets of the Company.

Included in interest and financing costs for the three months ended June 30, 2013 is $178,128 (2012: $170,458) in
coupon rate interest accrued on the 10% senior convertible notes, and $244,637 (2012: $3,421) in accretion related to
the relative fair value of the equity components of the 10% senior convertible notes at issuance. Included in interest
and financing costs for the six months ended June 30, 2013 is $349,374 (2012: $336,862) in coupon rate interest
accrued on the 10% senior convertible notes, and $345,441 (2012: $143,357) in accretion related to the relative fair
value of the equity components of the 10% senior convertible notes at issuance.

At June 30, 2013, the fair value of the stock issuable to fully convert the 10% senior convertible note principal, was
$18,049,062, which exceeds the principal outstanding on that date by $10,737,302.

4. Convertible promissory notes

During the six months ended June 30, 2013, the Company issued $65,000 of its convertible promissory notes for cash.
The notes bear interest at the rate of 8% until they mature, or until there is an event of default; thereafter, any portion
of the principal or interest which has not been settled will be subject to interest at the rate of 22% per annum.

18
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

4. Convertible promissory notes (continued)

$32,500 of the notes issued during the six months ended June 30, 2013 mature on November 6, 2013, and may be
prepaid during the period from issuance to August 3, 2013, in full, at various rates ranging from 130% to 145% of the
principal balance plus accrued interest to the date of prepayment. The holder has the option to convert any balance of
principal and interest which is unpaid at August 3, 2013 or thereafter, into common stock of the Company. $32,500 of
the notes issued during the six months ended June 30, 2013 mature on February 3, 2014, and may be prepaid during
the period from issuance to October 27, 2013, in full, at various rates ranging from 130% to 145% of the principal
balance plus accrued interest to the date of prepayment. The holder has the option to convert any balance of principal
and interest which is unpaid at October 27, 2013 or thereafter, into common stock of the Company.

The rate of conversion for these notes is calculated as the average of the lowest three trading prices during the thirty
trading days immediately preceding such conversion, discounted by 55%. $65,000, representing the relative fair value
of the beneficial conversion feature of the notes at date of issuance, was allocated to additional paid in capital.

Also during the six months ended June 30, 2013, holders of the convertible promissory notes exercised the conversion
feature of the notes, and converted $52,500 of note principal, and $1,300 of accrued interest on the notes, into
11,333,118 common shares of the Company.

Convertible promissory notes issued during 2012, and remaining payable at June 30, 2013 are as follows: $17,500
mature on September 17, 2013, and could be prepaid until June 12, 2013, in full, at various rates ranging from 130%
to 145% of the principal balance plus accrued interest to the date of prepayment; the holder has the option to convert
any balance of principal and interest which was unpaid at June 12, 2013 or thereafter, into common stock of the
Company. The rate of conversion for these notes is calculated as the average of the lowest three trading prices during
the thirty trading days immediately preceding such conversion, discounted by 55%. All of the notes bear interest at
the rate of 8% until they mature, or until there is an event of default.

20
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The convertible promissory notes contain penalty provisions relating to events of default, pursuant to which the
Company could be required not only to pay interest at the rate of 22% following such an event, but also to pay
immediately 150% of the principal outstanding plus accrued interest and penalty interest; alternatively, the Company
could be required, at the discretion of the holder, to issue stock in satisfaction of the value determined under such
penalty provisions, at the rate of conversion in effect at such time as the holder so elects. In addition to non-payment
of the note principal and interest at maturity or failure to transfer stock on receipt of a notice of conversion from the
holder, events of default include making an assignment or appointment of a receiver or trustee, ceasing operations,
liquidating assets or entering into bankruptcy proceedings; certain money judgments filed against the Company;
breach of covenants, representations or warranties under the note; delisting of the Company s stock or failure to
comply with the exchange act; failure to maintain property or rights which are necessary to the Company s business;
certain restatements of the Company s financial statements as filed with the SEC during the preceding two years;
effectuating a reverse stock split without first providing the holder with 20 days notice of such occurrence; replacing
the Company s transfer agent without first providing to the successor transfer agent, the necessary instructions to effect
a transfer of stock to the holder pursuant to the terms of the note.

The discount to market conversion feature of the convertible promissory notes causes a theoretical possibility that the
Company may be required to settle the notes by issuing more shares than are authorized. Furthermore, this feature
causes the notes to fall within the FAS 133 definition of a derivative liability. Management has calculated that the
maximum number of shares required to convert the principal plus accrued interest on the convertible notes at June 30,
2013 was 8,474,859, which represents less than 2% of the authorized, unissued shares at that date, and has also
estimated that the fair value of the notes at June 30, 2013 approximates face value, therefore no adjustment for fair
value restatement has been made.
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

4. Convertible promissory notes (continued)

The convertible promissory notes are being accreted to their face value over the term of the notes through periodic
charges to interest expense, using the effective interest rate method. During the three and six months ended June 30,
2013, accretion of $36,866 (2012: $44,005) and $48,359 (2012: $67,610), respectively, was included in interest and
financing costs.

Also included in interest and financing costs for the three and six months ended June 30, 2013 is $1,747 (2012:
$1,259) and $3,536 (2012: $3,513), respectively, relating to accrued coupon-rate interest on the convertible
promissory notes; and $3,502 (2012: $3,224) and $4,507 (2012: $4,792), respectively, relating to the amortization of
deferred finance fees incurred in connection with the placement of the convertible promissory notes.

At June 30, 2013, the fair value of the stock issuable to fully convert the convertible promissory note principal was
$645,617, which exceeded the principal amount outstanding on that date by $563,117.

5. Stockholders deficiency

(a) Common stock transactions

During the six months ended June 30, 2013, the Company issued an aggregate of 4,500,000 shares of its common
stock as partial remuneration for consulting services rendered and to be rendered. $125,400, representing the fair
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value of the stock at issuance, was allocated to shares and additional paid in capital, and was charged to expense.

During the six months ended June 30, 2013, the Company issued an aggregate of 1,511,997 shares of its common
stock in settlement of $45,360 in accrued interest on the 10% senior convertible notes.

During the six months ended June 30, 2013, holders of the 10% senior convertible notes exercised the conversion
feature of the notes, and converted $30,000 of note principal, plus $616 in accrued interest thereon, into 1,020,548
common shares of the Company.

During the six months ended June 30, 2013, holders of the convertible promissory notes exercised the conversion
feature of the notes, and converted $52,500 of note principal, plus $1,300 of accrued interest thereon, into 11,333,118
common shares of the Company.

During the six months ended June 30, 2013, the Company issued an aggregate of 1,316,667 shares of its common
stock in settlement of $39,500 in accounts payable and accrued liabilities; a net gain of $925 was recognized.

In connection with the issuance of the Company s 10% senior convertible notes during the three months ended June
30, 2013, the Company issued an aggregate of 6,918,220 shares of its common stock, with a relative fair value of
$153,139, to the holders of the notes.

(b)

Stock option transactions

During the six months ended June 30, 2013, 3,825,000 of the Company s stock options expired.
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A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

5. Stockholders deficiency (continued)

(©)

Stock-based compensation

The following table presents the total of stock-based compensation included in the expenses of the Company for the
three and six months ended June 30, 2013 and 2012:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
Selling, general and administrative $ 125,400 $ - $30,900 $ --
Research and development - - - 209,680
Total stock-based compensation included in expenses $ 125,400 $ - $30,900 $ 209,680

6. Gain on extinguishment of debt, accounts payable and accrued liabilities

During the six months ended June 30, 2013, the Company issued an aggregate of 1,316,667 shares of its common
stock in settlement of $39,500 in accounts payable and accrued liabilities; a net gain of $925 was recognized.

7. Interest and financing costs
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Interest and financing costs include accrued and paid coupon rate interest; accretion and financing costs relating to the
10% senior convertible notes, promissory notes, and convertible promissory notes.

8. Loss per share

As the Company incurred a net loss during the six months ended June 30, 2013, and during the six months ended June
20, 2012, the loss and diluted loss per common share are based on the weighted-average common shares outstanding
during the period. The following outstanding instruments could have a dilutive effect in the future:

June 30, 2013  June 30, 2012
(unaudited) (unaudited)
Shares issuable on conversion of 10% senior
convertible notes 228,469,136 213,578,123
Shares issuable on conversion of convertible promissory

notes and accrued interest thereon 8,474,859 13,929,678

Stock options 600,000 7,700,000
237,543,995 235,207,801
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VALIDIAN CORPORATION AND SUBSIDIARIES
A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

9. Related party transactions

Included in 10% senior convertible notes payable (note 3) is $584,387 (December 31, 2012  $611,887) payable to a
director and to a company controlled by a director, and $47,558 (December 31, 2012  $47,558) payable to an
individual related to a director and a company controlled by an individual related to a director.

Included in promissory notes payable (note 2) is $25,907 (December 31, 2012 - $43,158) payable to the director and
to a company controlled by a director.

$214,111 (December 31,2012  $189,986) in accrued interest charges relating to the 10% senior convertible notes and
promissory notes is included in accrued liabilities at June 30, 2013. $15,851 (2012: $17,958) and $33,568 (2012:
$36,273) is included in interest and financing costs for the three and six months ended June 30, 2013, respectively.

10. Contingent liabilities

On or around August 3, 2010, an agent of the Company was served notice of the commencement of legal action
against the Company by a former consultant of the Company. The plaintiff was seeking approximately $171,900 in
unpaid fees relating to a service contract entered into by the Company and the consultant in January of 2007, plus
legal and other costs. A settlement was reached in January 2013, wherein the Company agreed to pay a total of
$47,500 to the former consultant through installment payments over a thirteen-month period, commencing January
2013. In the event the Company obtains financing of $250,000 or more, the outstanding balance remaining at the time
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of such financing is to be repaid in full. If there should be an event of default, which includes failure to make a
scheduled payment as agreed, the Company would become liable to pay a total of $171,887 (reduced by payments
made to the date of default) to the former consultant, and would also be required to reimburse all legal fees incurred
by the former consultant in relation to this matter. The settlement amount, adjusted for prior accruals totaling
$24,000, was recorded as expense and accounts payable for the period ended December 31, 2012.
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VALIDIAN CORPORATION AND SUBSIDIARIES

A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

11. Supplementary cash flow information

The Company paid no income taxes during the six months ended June 30, 2013, nor during the six months ended June
30, 2012. Interest paid in cash during the six months ended June 30, 2013 was $963 (2012: $16,032).

Non-cash financing activities are excluded from the consolidated statements of cash flows. The following is a
summary of such activities for the six months ended June 30, 2013 and 2012:

2013 2012

Issuance of the Company s 10% senior convertible notes in settlement of

previously issued 10% senior convertible notes and accrued interest $ 773,932 $ 321,745
thereon
Issuance of the Company s common stock on conversion of the 10% senior

convertible notes plus accrued interest thereon 30,616 3,020
Issuance of the Company s common stock on conversion of convertible

promissory notes plus accrued interest thereon 53,800 67,120
Issuance of the Company s common stock as compensation to consultants 125,400 22,180
Issuance of the Company s common stock in settlement of accounts
payable

and accrued liabilities 39,500 -
Issuance of the Company s 10% senior convertible notes in settlement of

accounts payable and accrued liabilities 26,000 -
Issuance of the Company s 10% senior convertible notes in settlement of

previously issued 12% convertible notes and accrued interest thereon -- 193,366
Issuance of the Company s common stock as incentive for entering into

consulting services agreements -- 187,500

$ 1,049,248 § 794931
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12. Fair value measurements

The carrying value of cash and cash equivalents, amounts receivable, accounts payable and accrued liabilities
approximates fair value due to the short term to maturity of these instruments. The carrying value of the 10% senior
convertible notes, the convertible promissory notes, and the promissory notes approximate fair value, due to the
issuance of certain of these debt instruments during the six weeks prior to the period ended June 30, 2013, under
conditions substantially identical to those existing at June 30, 2013.

13. Recent accounting pronouncements

Management does not believe that any recently issued but not yet effective accounting pronouncements, if adopted,
would have a material effect on the accompanying financial statements.
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A DEVELOPMENT STAGE ENTERPRISE
Notes to Unaudited Interim Consolidated, Condensed Financial Statements
June 30, 2013

(In United States dollars)

14. Subsequent events

On July 9, 2013, the Company issued $63,000 of its convertible promissory notes for cash. The notes bear interest at
the rate of 8% until they mature, or until there is an event of default; thereafter, any portion of the principal or interest
which has not been settled will be subject to an annual interest rate of 22%. The notes mature on April 11, 2014, and
may be prepaid in full during the period from issuance to January 5, 2014, at various rates ranging from 130% to
145% of the principal balance plus accrued interest to the date of prepayment. The holder has the option to convert
any balance of principal and interest which is unpaid at January 5, 2014 or thereafter, into common stock of the
Company. The rate of conversion for these notes is calculated as the average of the lowest three trading prices during
the ten days immediately preceding such conversion, discounted by 49%.

On July 10, 2013, holders of the convertible promissory notes exercised the conversion feature of the notes, and
converted $17,500 of note principal, and $1,500 of accrued interest thereon, into 1,826,923 common shares of the
Company.

On July 15, 2013, the Company exercised the prepayment option of the convertible promissory notes, and issued
payment of $49,868 to the holder of the note, in settlement of $32,500 in note principal plus $746 in accrued interest
thereon.

33



Edgar Filing: VALIDIAN CORP - Form 10-Q

14

34



Edgar Filing: VALIDIAN CORP - Form 10-Q

Item 2. Management s Discussion and Analysis or Plan of Operations

FORWARD-LOOKING INFORMATION

We caution readers that certain important factors may affect our actual results and could cause such results to differ
materially from any forward-looking statements that we make in this report. For this purpose, any statements that are

not statements of historical fact may be deemed to be forward-looking statements. This report contains statements

that constitute forward-looking statements. These forward-looking statements can be identified by the use of
predictive, future-tense or forward-looking terminology, such as believes, anticipates, expects, estimates, plans,
or similar terms. These statements appear in a number of places in this report and include statements regarding our

intent, belief or current expectations with respect to many things, some of which are:

trends affecting our financial condition or results of operations for our limited history;

our business and growth strategies;

our technologys;

the Internet; and

our financing plans.

We caution readers that any such forward-looking statements are not guarantees of future performance and involve
significant risks and uncertainties. In fact, actual results most likely will differ materially from those projected in the
forward-looking statements as a result of various factors. Some factors that could adversely affect actual results and
performance include:
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our limited operating history;

our lack of sales to date;

our requirements for additional capital and operational funding;

the failure of our technology and products to perform as specified;

the discontinuance of growth in the use of the Internet;

the enactment of new adverse government regulations; and

the development of better technology and products by others.

You should carefully consider and evaluate all of these factors. In addition, we do not undertake to update
forward-looking statements after we file this report with the SEC, even if new information, future events or other
circumstances have made them incorrect or misleading.

CRITICAL ACCOUNTING POLICIES

We prepare our financial statements in accordance with generally accepted accounting principles in the United States
of America. The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
related disclosures of contingent assets and liabilities at the date of the financial statements, and the reported amounts
of revenues and expenses during the reporting period. Significant accounting policies and methods used in
preparation of the financial statements are described in note 2 to our 2012 Consolidated Financial Statements included
in our Annual Report on Form 10-K for the year ended December 31, 2012. We evaluate our estimates and
assumptions on a regular basis, based on historical experience and other relevant factors. Actual results could differ
materially from these estimates and assumptions. The following critical accounting policies are impacted by
judgments, assumptions and estimates used in preparation of our June 30, 2013 Interim Consolidated Financial
Statements.
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Research and development expenses:

We expense all of our research and development expenses in the period in which they are incurred. At such time as
our product is determined to be commercially available, we will capitalize those development expenditures that are
related to the maintenance of the commercial products, and amortize these capitalized expenditures over the estimated
life of the commercial product. The estimated life of the commercial product will be based on management s
estimates, including estimates of current and future industry conditions. A significant change to these assumptions
could impact the estimated useful life of our commercial product resulting in a change to amortization expense and
impairment charges.
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Stock based compensation:

The Company accounts for its stock-based payments in accordance with FASB Accounting Standards Codification
Topic 718 Compensation Stock Compensation , which requires all share-based payments, including stock options
granted by the Company to its employees, to be recognized as expenses, based on the fair value of the share-based
payments at the date of grant. For purposes of estimating the grant date fair value of stock-based compensation, the
Company uses the Black Scholes option-pricing model, and has elected to treat awards with graded vesting as a single
award. The fair value of awards granted is recognized as compensation expense on a straight-line basis over the
requisite service period, which in the Company s circumstances is the stated vesting period of the award.

Financial instruments

We have issued convertible notes and convertible notes with common shares. The fair value of the convertible notes
is required to be estimated as well as the fair value of the convertible notes issued with common shares. There are
significant assumptions and management estimates used in determining these amounts. A significant change to these
assumptions could result in a significant change to the fair value of the convertible notes.

RESULTS OF OPERATIONS

The three months ended June 30, 2013 compared to the three months ended June 30, 2012

Revenue: We had no revenue during the three months ended June 30, 2013, nor during the three months ended June
30, 2012. Since August 1999 we have directed all of our attention towards the completion, and sales and marketing of
our software applications. We believe that if we are successful in our development and sales and marketing efforts,
we will generate a source of revenue in the future from sales and/or licensing of our software applications.

Selling, general and administrative expenses: Selling, general and administrative expenses consist primarily of
personnel costs, professional fees, communication expenses, travel and other miscellaneous costs associated with
supporting our research and development, sales and marketing and investor relations activities. During the three
months ended June 30, 2013, we incurred a total of $356,305, as compared to $97,001 during the three months ended
June 30, 2012. There was an overall increase in selling, general and administrative expenses of $259,304 (267%)
during the three months ended June 30, 2013 as compared to the three months ended June 30, 2012.
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The increase in selling, general and administrative expense occurred primarily as a result of an increase in stock-based
consulting fees incurred during the period ended June 30, 2013 as compared to the period ended June 30, 2012.
During the three months ended June 30, 2013, we issued 1,000,000 shares of our common stock as a bonus to a
consultant, and 2,000,000 shares of our common stock to consultants as partial remuneration pursuant to the terms of
the consulting agreements. There were no comparable transactions during the three months ended June 30, 2013.

We have made efforts to minimize selling, general and administrative expenses wherever possible, through measures
such as reducing the number of personnel, postponing our Annual General Meeting, reducing the number of trade
shows in which we participate, reducing travel costs, delaying production of new promotional material, and reducing
our occupancy costs. We will continue to carefully monitor our selling, general and administrative expenses as we
work within current budgetary limits leading up to the full commercial release of our products.

Research and development expenses: Research and development expenses consist primarily of personnel costs
directly associated with the development of our software applications. During the three months ended June 30, 2013,
we incurred a total of $30,627, as compared to $26,819 during the three months ended June 30, 2012 on research and
development activities. There was an overall increase in research and development expenses of $3,808 (14%) during
the three months ended June 30, 2013 as compared to the three months ended June 30, 2012.

During the three months ended June 30, 2013, we engaged a team of consultants identified during the course of the
evaluation process we carried out during the previous three month period. The initial mandate of this group is to
enable the next version of our software server component to support web applications, and to enable the next version
of the client component of our software to function on each of the four major mobile operating systems. The
development work undertaken during the three months ended June 30, 2012 was of a different nature, but nonetheless
involved a similar amount of effort; accordingly the expense for these two periods did not vary significantly.
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Interest and financing costs: Interest and financing costs during the three months ended June 30, 2013 consisted of
costs associated with our 10% senior convertible notes, our promissory notes, and our convertible promissory notes.
Interest and financing costs during the three months ended June 30, 2012 consisted of costs associated with our 10%
senior convertible notes, our promissory notes, our 12% convertible notes, our convertible promissory notes, and
interest on the capital lease. During the three months ended June 30, 2013, we incurred $467,190 in interest and
financing costs, an increase of $241,906 (107%) from the $225,284 in interest and financing costs incurred during the
three months ended June 30, 2012.

The $467,190 in interest and financing costs we incurred during the three months ended June 30, 2013 is comprised of
$182,186 of interest paid and payable to the holders of our debt; $244,637 of accretion of our 10% senior convertible
notes; $36,865 of accretion of our convertible promissory notes; and $3,502 of amortized deferred finance fees
relating to the convertible promissory notes. The $225,284 in interest and financing costs we incurred during the three
months ended June 30, 2012 is comprised of $174,618 of interest paid and payable to the holders of our debt; $3,421
of accretion of our 10% senior convertible notes; $44,005 of accretion of our convertible promissory notes; $3,224 of
amortized deferred finance fees relating to the 12% convertible notes; and $16 in interest on the capital lease.

We failed to settle certain of our promissory notes and 10% senior convertible notes, and accrued interest thereon,
when they became due on various dates between October 1, 2008 and December 31, 2012, and a significant portion of
these notes remain in default as at June 30, 2013. In accordance with the default provision of the 10% senior
convertible notes, and certain of the promissory notes, this has resulted in all of these notes becoming due and payable
on demand as of the date of the default, or in the case of notes issued subsequent to the default, on the date of
issuance, notwithstanding any other stated maturity date. Consequently, the accretion relating to the equity
components of either of these instruments issued since the initial event of default, and the amortization of any finance
charges incurred thereon, has occurred in the period of issuance.

As a result of the above, the accretion and finance charge components of interest and financing costs relating to the
10% senior convertible notes for the three months ended June 30, 2013, and for the three months ended June 30, 2012
relate only to notes issued during these periods. The fair value of the equity components relating to these classes of
notes issued during the three months ended June 30, 2013 was greater than the fair value of equity components
relating to similar notes issued during the three months ended June 30, 2012, which resulted in an increase of
$241,216 (7,051%) in accretion related to these classes of notes.

Accretion of our convertible promissory notes decreased by $7,140 (16%) primarily as a result of the conversion of a
larger amount of principal of these notes during the three months ended June 30, 2012 as compared to the three
months ended June 30, 2013; because these notes are accreted over their term, the accretion is recognized in full on
conversion, resulting in an acceleration of the accretion during the period in which a conversion takes place.

Interest paid and payable to the holders of our debt increased by $7,568 (4%), as a result of a net increase of $432,738
in principal outstanding on our interest-bearing debt during the period from June 30, 2012 to June 30, 2013.
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Foreign exchange gain (loss): Foreign exchange gain (loss) is comprised of realized and unrealized gains and losses
on foreign currency translations, the majority of which relate to accounts payable and accrued liabilities, and
obligations under our promissory notes, denominated in Canadian dollars. During the three months ended June 30,
2013, and during the three months ended June 30 2012, the United States dollar gained strength relative to the
Canadian dollar, resulting in an overall gain on foreign currency translations of $40,517 and 34,810, respectively.

Net loss: We incurred a loss of $815,915 (rounded to $0.00 per share) for the three months ended June 30, 2013,
compared to a loss of $316,075 (rounded to $0.00 per share) for the three months ended June 30, 2012. Our revenues
and future profitability are substantially dependent on our ability to:

raise additional capital to fund operations;

license software applications to a sufficient number of clients;

be cash-flow positive on an ongoing basis;

modify the successful software applications, over time, to provide enhanced benefits to then-existing users; and

successfully develop related software applications.

The six months ended June 30, 2013 compared to the six months ended June 30, 2012

Revenue: We had no revenue during the six months ended June 30, 2013, nor during the six months ended June 30,
2012. Since August 1999 we have directed all of our attention towards the completion, and sales and marketing of our
software applications. We believe that if we are successful in our development and sales and marketing efforts, we
will generate a source of revenue in the future from sales and/or licensing of our software applications.
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Selling, general and administrative expenses: Selling, general and administrative expenses consist primarily of
personnel costs, professional fees, communication expenses, travel and other miscellaneous costs associated with
supporting our research and development, sales and marketing and investor relations activities. During the six months
ended June 30, 2013, we incurred a total of $481,327, as compared to $390,523 during the six months ended June 30,
2012. There was an overall increase in selling, general and administrative expenses of $90,804 (23%) during the six
months ended June 30, 2013 as compared to the six months ended June 30, 2012.

The increase in selling, general and administrative expense occurred primarily as a result of an increase in stock-based
consulting fees incurred during the period ended June 30, 2013 as compared to the period ended June 30, 2012, as
well as an increase in travel and other costs related to our marketing and investor relations activities.

We have made efforts to minimize selling, general and administrative expenses wherever possible, through measures
such as reducing the number of personnel, postponing our Annual General Meeting, reducing the number of trade
shows in which we participate, reducing travel costs, delaying production of new promotional material, and reducing
our occupancy costs. We will continue to carefully monitor our selling, general and administrative expenses as we
work within current budgetary limits leading up to the full commercial release of our products.

Research and development expenses: Research and development expenses consist primarily of personnel costs
directly associated with the development of our software applications. During the six months ended June 30, 2013,
we incurred a total of $30,627, as compared to $62,164 during the six months ended June 30, 2012 on research and
development activities. There was an overall decrease in research and development expenses of $31,537 (51%) during
the six months ended June 30, 2013 as compared to the six months ended June 30, 2012.

During the first part of the six months ended June 30, 2013, we did not conduct any development activities, while we
evaluated the development options required to position our software competitively given the recent changes in the
way in which non-mobile and mobile applications interface. During this time we identified the methodology and skill
set required to enable the next version of our software server component to support web applications, and to enable
the next version of the client component of our software to function on each of the four major mobile operating
systems. We determined that we would need to engage additional consultants in order to have the breadth of skill sets
required for the next level of our software development, and we did so during the period; they began work on this
initial mandate in May 2013.

The decrease in research and development expenses occurred primarily as a result of our halting these activities for
part of the six months ended June 30, 2013 in order to plan our area of focus for the next phase of development; we
conducted research and development activities throughout the six months ended June 30, 2012.
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Interest and financing costs: Interest and financing costs during the six months ended June 30, 2013 consisted of
costs associated with our 10% senior convertible notes, our promissory notes, and our convertible promissory notes.
Interest and financing costs during the six months ended June 30, 2012 consisted of costs associated with our 10%
senior convertible notes, our promissory notes, our 12% convertible notes, our convertible promissory notes, and
interest on the capital lease. During the six months ended June 30, 2013, we incurred $756,498 in interest and
financing costs, an increase of $192,399 (34%) from the $564,099 in interest and financing costs incurred during the
six months ended June 30, 2012.

The $756,498 in interest and financing costs we incurred during the six months ended June 30, 2013 is comprised of
$358,191 of interest paid and payable to the holders of our debt; $345,441 of accretion of our 10% senior convertible
notes; $48,359 of accretion of our convertible promissory notes; and $4,507 of amortized deferred finance fees
relating to the convertible promissory notes. The $564,099 in interest and financing costs we incurred during the six
months ended June 30, 2012 is comprised of $348,290 of interest paid and payable to the holders of our debt;
$143,357 of accretion of our 10% senior convertible notes; $67,610 of accretion of our convertible promissory notes;
$4,792 of amortized deferred finance fees relating to the 12% convertible notes; and $50 in interest on the capital
lease.

We failed to settle certain of our promissory notes and 10% senior convertible notes, and accrued interest thereon,
when they became due on various dates between October 1, 2008 and December 31, 2012, and a significant portion of
these notes remain in default as at June 30, 2013. In accordance with the default provision of the 10% senior
convertible notes, and certain of the promissory notes, this has resulted in all of these notes becoming due and payable
on demand as of the date of the default, or in the case of notes issued subsequent to the default, on the date of
issuance, notwithstanding any other stated maturity date. Consequently, the accretion relating to the equity
components of either of these instruments issued since the initial event of default, and the amortization of any finance
charges incurred thereon, has occurred in the period of issuance.
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As a result of the above, the accretion and finance charge components of interest and financing costs relating to the
10% senior convertible notes for the six months ended June 30, 2013, and for the six months ended June 30, 2012
relate only to notes issued during these periods. The fair value of the equity components relating to these classes of
notes issued during the six months ended June 30, 2013 was greater than the fair value of equity components relating
to similar notes issued during the six months ended June 30, 2012, which resulted in an increase of $202,084 (141%)
in accretion related to these classes of notes.

Accretion of our convertible promissory notes decreased by $19,251 (28%) primarily as a result of the conversion of a
larger amount of principal of these notes during the six months ended June 30, 2012 as compared to the three months
ended June 30, 2013; because these notes are accreted over their term, the accretion is recognized in full on
conversion, resulting in an acceleration of the accretion during the period in which a conversion takes place.

Interest paid and payable to the holders of our debt increased by $9,901 (3%), as a result of a net increase of $432,738
in principal outstanding on our interest-bearing debt during the period from June 30, 2012 to June 30, 2013.

Foreign exchange gain (loss): Foreign exchange gain (loss) is comprised of realized and unrealized gains and losses
on foreign currency translations, the majority of which relate to accounts payable and accrued liabilities, and
obligations under our promissory notes, denominated in Canadian dollars. During the six months ended June 30,
2013, and during the six months ended June 30, 2012, the United States dollar gained strength relative to the Canadian
dollar, resulting in an overall gain on foreign currency translations of $69,237 and $3,657, respectively.

Net loss: We incurred a loss of $1,199,711 (rounded to $0.00 per share) for the six months ended June 30, 2013,
compared to a loss of $984,803 (rounded to $0.00 per share) for the six months ended June 30, 2012. Our revenues
and future profitability are substantially dependent on our ability to:

raise additional capital to fund operations;

license software applications to a sufficient number of clients;

be cash-flow positive on an ongoing basis;
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modify the successful software applications, over time, to provide enhanced benefits to then-existing users; and

successfully develop related software applications.

LIQUIDITY AND CAPITAL RESOURCES

General: Since inception, we have funded our operations from private placements of debt and equity securities. In
addition, until September 1999 we derived revenues from consulting contracts with affiliated parties, the proceeds of
which were used to fund operations. We have also received an aggregate of $316,650 in proceeds relating to VAR
licensing agreements. Until such time as we are able to generate adequate revenues from the licensing of our software
applications, we cannot assure that we will be successful in raising additional capital, or that cash from the issuance of
debt securities, the exercise of existing warrants and options, and the placements of additional equity securities, if any,
will be sufficient to fund our long-term research and development and selling, general and administrative expenses.

Our cash and cash equivalents increased by $172,370 during the six months ended June 30, 2013, from a balance of
$2,110 at December 31, 2012, to $174,480 at June 30, 2013. Our net loss of $1,199,711 during the period, and
resulting cash used in operations of $238,445; and the repayment of $15,807 of our promissory notes, net of $20,156
of new notes issued, were offset by an increase in cash resulting from the issuance of $368,500 of our 10% senior
convertible notes, net of repayments of $31,000; and proceeds, net of issuance costs, of $60,000, on the issuance of
convertible promissory notes.

We added an explanatory paragraph to our interim consolidated financial statements for the six months ended June 30,
2013. It states that our economic viability is dependent on our ability to finalize the development of our principal
products, generate sales and finance operational expenses, and that these factors, together with our lack of revenues to
date; our negative working capital; our loss for the year, as well as negative cash flow from operating activities in the
same period; and our accumulated deficit, raise substantial doubt regarding our ability to continue as a going concern.
At June 30, 2013, we had negative working capital of $11,384,289 and an accumulated deficit during the
development stage of $40,531,325; for the six months then ended we had a net loss of $1,199,711, and negative cash
flow from operations of $238,445. Furthermore, the Company failed to settle certain of its 10% senior convertible
notes and promissory notes, plus accrued interest thereon when they matured on various dates from October 1, 2008 to
December 31, 2012. A substantial amount of these notes remain unpaid as of June 30, 2013. All of the 10% senior
convertible notes, as well as $36,250 of the promissory notes were in default at June 30, 2013 in accordance with the
default provisions of the respective notes, and as a result are due and payable on demand.
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We anticipate commercial sales during the fourth quarter of 2013, however we cannot be assured that this will be the
case. During the six months ended June 30, 2013, we retained the services of one new consultant. During the next six
months we expect to engage one officer and director; we do not expect to hire additional personnel unless we are
successful in raising significant funds through the issuance of our debt or equity securities. We do not expect to make
any material commitments for capital equipment expenditures during the next twelve months.

We have an immediate requirement for additional working capital in order to proceed with our business plan. We
review our cash needs and sources on a month-to-month basis and we are currently pursuing appropriate opportunities
to raise additional capital to fund operations. Additional sources of capital could involve issuing equity or debt
securities. We have engaged consultants to provide advice to us with respect to the raising of capital. However,
additional funding may not be available to us on reasonable terms, if at all. The perceived risk associated with the
possible sale of a large number of shares of our common stock could cause some of our stockholders to sell their
stock, thus causing the price of our stock to decline. In addition, actual or anticipated downward pressure on our stock
price due to actual or anticipated issuance of stock could cause some institutions or individuals to engage in short sales
of our common stock, which may itself cause the price of our stock to decline. We may be unable to raise additional
capital if our stock price is too low. A sustained inability to raise capital could force us to limit or curtail our
operations.

We expect the level of our future operating expenses to be driven by the needs of our research and development and
marketing programs, offset by the availability of funds. In addition, we have since inception taken steps to keep our
expenses relatively low and conserve available cash until we begin generating sufficient operating cash flow.

Sources of Capital: Our principal sources of capital for funding our business activities have been the private
placements of debt and equity securities. During the six months ended June 30, 2013, we issued $368,500, net of
repayments, of our 10% senior convertible notes and $60,000 in convertible promissory notes, net of finance fees,
which generated cash to fund operations. During this period, we also issued $773,932 of our 10% senior convertible
notes in settlement of previously issued 10% senior convertible notes, plus accrued interest thereon; $26,000 of our
10% senior convertible notes in settlement of accounts payable and accrued liabilities; 1,511,997 shares of our
common stock in settlement of $45,360 in accrued interest on our 10% senior convertible notes; 1,316,667 shares of
our common stock in settlement of accounts payable and accrued liabilities; 1,020,548 shares of our common stock on
the partial conversion by a holder of our 10% senior convertible notes and accrued interest thereon; and 11,333,118
shares of our common stock in settlement of $15,000 convertible promissory notes, all of which reduced the amount
of cash that would otherwise have been required to settle these liabilities. We also issued 4,500,000 shares as
compensation to consultants, which also reduced the amount of cash which would otherwise have been required to
retain the consultants.

Uses of Capital: Over the past several years, we have scaled our development activities to the level of available cash
resources. Our plans with respect to future staffing will be dependant upon our ability to raise additional capital. We
have not entered into any off-balance sheet arrangements which would have resulted in our use of capital.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

N/A

ITEMS 4 AND 4T. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

An evaluation was carried out under the supervision and with the participation of our management, including our
Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as
amended (the Exchange Act )) as of the end of the period covered by this report. Based on the evaluation of our
disclosure controls and procedures, our Chief Executive Officer and Chief Financial Officer has concluded that our
disclosure controls and procedures were not effective to ensure that the information required to be disclosed by us in
the reports that we file or submit under the Exchange Act was recorded, processed, summarized and reported within
the time periods specified in the SEC s rules and forms and that such information required to be disclosed is
accumulated and communicated to management, including our Chief Executive Officer and Chief Financial Officer,

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 that occurred during the six months ended June
30, 2013 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.
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Management s Report on Internal Controls over Financial Reporting

At December 31, 2012, management of the Company provided a report on internal controls over financial reporting.
Reference should be made to our annual report on Form 10-K for that report, wherein we reported that management s
assessment at December 31, 2012 was that the Company s internal control over financial reporting was not effective to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with U.S. generally accepted accounting principles.

In connection with the preparation of the consolidated financial statements for the year ended December 31, 2012, our
management identified the existence of certain significant internal control deficiencies that they considered to be
material weaknesses. In particular, the following weaknesses in our internal control system were identified at
December 31, 2012: (1) a lack of segregation of duties; (2) the lack of timely preparation of certain back up
schedules; (3) finance staff s lack of sufficient technical accounting knowledge; (4) a lack of independent Board
oversight; and (5) signing authority with respect to corporate bank accounts. A material weakness is a significant
deficiency in one or more of the internal control components that alone or in the aggregate precludes our internal
controls from reducing to an appropriately low level of risk that material misstatements in our financial statements
will not be prevented or detected on a timely basis. We considered these matters in connection with the period-end
closing of accounts and preparation of the related consolidated financial statements and determined that no prior
period financial statements were materially affected by such matters.

Our size has prevented us from being able to employ sufficient resources at this time to enable us to have an adequate
level of supervision and segregation of duties within our internal control system. We will continue to monitor and
assess the costs and benefits of additional staffing within the Company.

We were unable to eliminate the identified weaknesses with respect to the period covered by this report. Set forth
below is a discussion of the significant internal control deficiencies which have not been remediated.

Lack of segregation of duties. Since commencing the development phase of our operations in August 1999, our size
has prevented us from being able to employ sufficient resources to enable us to have an adequate level of supervision
and segregation of duties within our internal control system. Our controller is the only person involved in the data
entry function, and since the departure of our chief financial officer in 2008, our chief executive officer has assumed
the role of chief financial officer. We are inadequately staffed at this time to ensure a sufficient level of segregation of
duties. As a result, this significant internal control deficiency had not been remediated as of the end of the period
covered by this report, nor do we know if we will be able to remediate this weakness in the foreseeable future.
However, we will continue to monitor and assess the costs and benefits of additional staffing.
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Lack of timely preparation of back up schedules. Throughout 2012, and during the six months ended June 30
2013, we were able to complete most of our back up schedules in a timely manner, however, during this time we
consistently experienced a lack of complete preparedness at the time our external independent accountants
commenced their field work on a quarterly basis. As such, we believe that this material weakness had not been
remediated as of the end of the period covered by this report. Inasmuch as this deficiency is related to our lack of
adequate staffing, which is a condition which our size prohibits us from remediating, we do not know if we will be
able to remediate this weakness in the foreseeable future. We will continue to review our interim procedures, and to
make changes wherever practicable to assist in remediating this deficiency.

Finance staff s lack of sufficient technical accounting knowledge. Due to the limited number of personnel, our
finance staff does not have sufficient technical accounting knowledge to address all complex and non-routine
accounting transactions that may arise. These transactions are sometimes extremely technical in nature and require an
in-depth understanding of generally accepted accounting principles. As a result of this pervasive deficiency, these
types of transactions may not be recorded correctly, potentially resulting in material misstatements of the financial
statements of the Company. To address this risk, the Company has a control whereby it consults with its auditors and
advisors, as needed, in conjunction with the recording and reporting of complex and non-routine accounting
transactions. Management has concluded that this control was operating effectively during the preceding year, as the
Company consulted with external advisors on certain complex and non-routine transactions resulting in no material
misstatements being identified during the year end audit. Although management has determined that this control was
operating effectively during the year ended December 31, 2012, the finance staff s lack of sufficient technical
accounting knowledge nonetheless remains a continued weakness in our internal control system. Any changes in the
staff complement will be dependant upon the growth of our operations and the number of our staff to allow further
technical accounting knowledge to address all complex and non-routine accounting transactions. Management will
continue to review existing consultation controls and, if appropriate, implement changes to its current internal control
processes whereby more effective consultation will be performed.
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Lack of independent Board oversight. Our Board of Directors consists of only one individual who is also the
Company s sole signing officer. We have experienced difficulties in identifying suitable candidates to serve as
independent Board members because of our size, the perceived additional liability to the public by prospective
candidates and the excessive additional costs associated with the selection of a candidate including director fees and
director liability insurance. As such, our Board lacks the controls, depth of knowledge and perspective that such
independence would provide.

Signing authority with respect to corporate bank accounts. Since the departure of our Chief Financial Officer and
Treasurer in July 2008, the positions of Director, President, Chief Executive Officer, Chief Financial Officer,
Executive Vice President, Secretary and Treasurer have been held by one person. This individual has sole signing
authority for the Company s bank accounts. Our Controller monitors our bank accounts on a regular basis, however
there can be no assurance that unauthorized or unsupported transactions will not occur.

If we are unable to remediate the identified material weakness, there is a more than remote likelihood that a material
misstatement to our SEC reports will not be prevented or detected, in which case investors could lose confidence in
the accuracy and completeness of our financial reports, which could have an adverse effect on our ability to raise
additional capital and could also have an adverse effect on our stock price.

PARTII OTHER INFORMATION

Item 1. Legal Proceedings

On or around August 3, 2010, an agent of the Company was served notice of the commencement of legal action
against the Company by a former consultant of the Company. The plaintiff was seeking approximately $171,900 in
unpaid fees relating to a service contract entered into by the Company and the consultant in January of 2007, plus
legal and other costs. A settlement was reached in January 2013, wherein the Company agreed to pay a total of
$47,500 to the former consultant through installment payments over a thirteen-month period, commencing January
2013. In the event the Company obtains financing of $250,000 or more, the outstanding balance remaining at the time
of such financing is to be repaid in full. If there should be an event of default, which includes failure to make a
scheduled payment as agreed, the Company would become liable to pay a total of $171,887 (reduced by payments
made to the date of default) to the former consultant, and would also be required to reimburse all legal fees incurred
by the former consultant in relation to this matter. The settlement amount, adjusted for prior accruals totaling
$24,000, was recorded as expense and accounts payable for the period ended December 31, 2012.

Item 1a. Risk Factors
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In addition to other information set forth in this Report, you should carefully consider the risk factors previously
disclosed in Item 1A. to Part 1 of our Annual Report on Form 10-K for the year ended December 31, 2012. There
were no material changes to these risk factors during the six months ended June 30, 2013.

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

None

Item 3. Defaults upon Senior Securities

We failed to settle certain of our 10% senior convertible notes and our promissory notes, plus accrued interest thereon
when they matured on various dates between October 1, 2008 and December 31, 2012. A significant amount of these
notes remained unpaid as of June 30, 2013, and were therefore in default and due and payable on demand.
Additionally, in accordance with the default provisions of the notes, this failure to settle the matured notes resulted in
the remaining 10% senior convertible notes and accrued interest thereon becoming also due and payable on demand.
Notwithstanding our obligation to repay these amounts immediately, the note holders have verbally communicated to
management their willingness to continue holding the notes until new terms are negotiated. We will accrue interest on
these unpaid balances at the coupon rate until a settlement is reached.

Until such time as the matured notes plus accrued interest thereon are settled, all of the 10% senior convertible notes,
and $36,250 of the promissory notes will remain in default.

Item 4. Mine Safety Disclosures

Not applicable.
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Item 5. Other Information

None

Item 6. Exhibits

(a) Exhibits.

31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002
31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1 Certification of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of
2002
32.2 Certification of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
101.INSD: XBRL Instance Document
101.SCH®: XBRL Taxonomy Extension Schema Document
101.CALM: XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF: XBRL Taxonomy Extension Definition Linkbase Document
101.LAB®: XBRL Taxonomy Extension Label Linkbase Document
101.PREM: XBRL Taxonomy Extension Presentation Linkbase Document

(1) Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration
statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities
Act of 1934 and otherwise are not subject to liability.
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SIGNATURES

In accordance with 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.

VALIDIAN CORPORATION

By: /s/ Bruce Benn

Bruce Benn

President, Chief Executive Officer
and Chief Financial officer

(principal executive officer)

Dated: August 19, 2013

In accordance with the Securities Exchange Act of 1934, this Report has been signed below by the following persons
on behalf of the registrant and in the capacities and on the dates indicated.

By: /s/ Bruce Benn

Bruce Benn

54



Edgar Filing: VALIDIAN CORP - Form 10-Q

President, Chief Executive Officer
and Chief Financial officer

(principal financial and accounting officer)

Dated: August 19, 2013
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