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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

[X] Quarterly report pursuant section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended September 30, 2012
[ ] Transition report pursuant section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission file number 000-31909

ALTERNET SYSTEMS INC.

(Exact name of small business issuer as specified in its charter)

Nevada 88-047897
(State of Incorporation) (I.R.S. Employer Identification No.)
2665 S. Bayshore Dr.
Miami, Florida 33133
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executive offices and principal place of business)

Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during
the past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
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(Do not check if a smaller reporting company)
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PART1 FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.

Our unaudited interim consolidated financial statements for the three month period ended September30, 2012 form
part of this quarterly report. They are stated in United States Dollars (US$) and are prepared in accordance with
United States generally accepted accounting principles.

ALTERNET SYSTEMS INC.
CONSOLIDATED INTERIM FINANCIAL STATEMENTS
SEPTEMBER 30, 2012

(Unaudited Prepared by Management)

CONSOLIDATED INTERIM BALANCE SHEETS

CONSOLIDATED INTERIM STATEMENTS OF OPERATIONS
CONSOLIDATED INTERIM STATEMENTS OF CASH FLOWS
CONSOLIDATED INTERIM STATEMENT OF STOCKHOILDERS EQUITY

NOTES TO CONSOLIDATED INTERM FINANCIAL STATEMENTS
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ALTERNET SYSTEMS INC.

CONSOLIDATED INTERIM BALANCE SHEETS
(Unaudited)

As at September 30, 2012 and December 31, 2011

ASSETS

Current Assets
Cash
Accounts receivable
Share subscriptions receivable
Prepaids and deposits
Deferred financing costs

Fixed assets (Note 3)
Intellectual property (Note 4)

TOTAL ASSETS
LIABILITIES

Current Liabilities
Accounts payable and accrued charges
Wages payable
Accrued taxes
Customer deposits (Note 2)
Deferred income (Note 2)
Other loans payable (Notes 5 and 9)
Due to related parties (Notes 5 and 9)
Current portion of long-term debt (Note 6)
Current portion of capital leases (Note 7)
Derivative liability (Note 5)

Long term debt (Note 6)
Capital leases (Note 7)
TOTAL LIABILITIES

STOCKHOLDERS' EQUITY (DEFICIENCY)
Capital stock (Note 8)

Authorized: 100,000,000 common shares with a par value of $0.00001
Issued and outstanding: 86,606,607 common shares (2011 - 74,171,876)

Additional paid-in capital

Private placement subscriptions (Note 8)
Obligation to issue shares

Deficit

Non-controlling interest

$

September
30
2012

13,034
1,789,478
4,000
389,674
88,409
2,284,595
309,939
1,600,000

4,194,534

1,129,472
695,669
677,387
563,855
280,186
341,516
367,356
129,029
41,602
73,659
4,299,731
99,937
6,856

4,406,524

863

13,446,635

480,362
(14,118,160)
(190,300)
(21,690)

$

December
31,
2011

77,312
2,215,586
4,000
335,010

2,631,908
142,408
1,600,000

4,374,316

1,802,876
321,285
505,833
655,828
359,400

2,448
50,040

44,499
3,742,209

23,142
3,765,351

738
11,171,559
630,362
113,333
(11,626,148)
289,844
319,121
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TOTAL STOCKHOLDERS' EQUITY
(DEFICIENCY) (211,990) 608,965

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 4194534 $ 4,374,316
The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.

CONSOLIDATED INTERIM STATEMENTS OF OPERATIONS

(Unaudited)

REVENUE
Sales

Sales discounts
TOTAL REVENUE
COST OF SALES

Direct cost of sales
GROSS PROFIT
OPERATING EXPENSES

Bad debt

Bank charges and interest

Depreciation
Financing costs

Interest on long-term debt and capital

leases

Investor relations

Licenses, dues, and insurance
Management and consulting

Marketing
Office and general
Professional fees

Rent

Salaries
Telephone and utilities

Travel

TOTAL OPERATING EXPENSES

NET LOSS BEFORE OTHER ITEMS

OTHER ITEMS
Customer fees

Gain (loss) on foreign exchange

Interest income

Gain (loss) on debt settlement
Increase (decrease) in derivative

liability

NET LOSS BEFORE INCOME TAXES

INCOME TAXES

NET LOSS BEFORE

NON-CONTROLLING INTEREST $

Three months ended

September 30,

2012 2011
176,591 $ 60,606 $
176,591 60,606
162,268 48,138

14,323 12,468
52,905 10,087
27,940 13,395
6,829 -
1,930 1,726
120 120
628 450
570,602 169,110
1,033 4,068
8,551 27,872
43,508 129,144
30,930 22,577
334,629 231,259
14,165 9,275
40,645 65,866
1,134,415 684,949
(1,120,092) (672,481)
- 21
5,763 (37)
504 -
22,778 (147,865)
21,579 -
50,624 (147,881)
(1,069,468) (820,362)
(1,069,468) $ (820,362) $

Nine months ended

September 30,
2012 2011
452,891 $ 137,450
- (8,656)
452,891 128,794
276,300 98,786
176,591 30,008
853 3,023
168,510 44,718
65,325 22,436
6,829 -
9,222 3,697
26,610 40,530
3,381 3,182
1,260,963 502,840
18,697 9,368
30,818 49,848
207,408 238,201
95,285 58,883
802,814 801,189
44,309 19,576
131,538 149,145
2,872,562 1,946,636
(2,695,971) (1,916,628)
- 187
(247,384) (354)
1,382 2,231
(581,030) (291,818)
21,579 (165,734)
(805,453) (455,488)
(3,501,424) (2,372,116)
2,399 -
(3,503,823) $ (2,372,116)
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NON-CONTROLLING INTEREST (345,484) (235,264) (1,011,811) (529,321)

NET LOSS ATTRIBUTABLE TO
ALTERNET SYSTEMS INC. FOR THE

PERIOD $ (723,984) $ (585,098) $ (2,492,012) $ (1,842,795)
BASIC NET LOSS PER SHARE $ 0.01) $ 0.01) $ (0.03) $ (0.03)
WEIGHTED COMMON SHARES

OUTSTANDING 84,334,030 66,608,356 81,296,505 57,417,023

The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.

CONSOLIDATED INTERIM STATEMENTS OF CASH FLOWS

(Unaudited)

OPERATING ACTIVITIES

Net loss from operations attributable to Alternet Systems Inc.

Non-controlling interest
Add: Items Not Affecting Cash

Depreciation

Shares for services
Shares for debt
Deferred compensation
Loss on debt settlement

Changes In Non-Cash Working Capital:

Accounts receivable

Prepaids and deposits

Accounts payable and accrued charges
Wages payable

Accrued taxes

Customer deposits

Deferred income

Due to related parties

INVESTING ACTIVITIES
Acquisition of fixed assets
Acquisition of intellectual property

FINANCING ACTIVITIES
Change in loans payable
Change in capital leases
Change in long-term debt

Derivat

ive liability

Deferred financing costs

Net proceeds on sale of common stock and subscriptions

Share issue costs
Warrants issued

NET CHANGE IN CASH DURING THE PERIOD

CASH, BEGINNING OF PERIOD

CASH, END OF PERIOD
The accompanying notes are an integral part of these financial statements

$

$

Nine months ended
September 30,

2012

(2,492,012) $

(1,011,811)

65,325
63,000

581,030

426,108
(54,664)
79,142
704,410
171,554
(91,973)
(79,214)
317,316
(1,321,789)

(232,856)

(232,856)

469,132
(19,183)
228,966
73,659
(88,409)
750,000
(8,996)
85,198
1,490,367

(64,278)
77,312

13,034

$

2011

(1,842,795)
(529,321)

22,436
336,375
1,261,092
74,832
291,818

533,495
(14,329)
(615,234)
(128,690)
149,762
(31,800)
104,895
(84,042)
(471,506)

(139,502)
(100,000)
(239,502)

(336,410)
77,590

1,183,500
(15,000)

909,680
198,672
13,718

212,390
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ALTERNET SYSTEMS INC.
CONSOLIDATED INTERIM STATEMENT OF STOCKHOLDERS' EQUITY
(Unaudited)

Additional Private Other
Common Paid in Placement Deferred Obligation Accumulated Comprehen
to
Shares Stock Capital Subscriptions Compensation Issue Deficit Income
shares

Balance
December
31,2010 48,219,648 483 7,860,223 145,362 (79,832) 108,000 (9,016,091) (165

Issuance of

common

stock for

debt at

$0.155 per

share -

February

25,2011 1,220,363 12 189,144 = - - -

Issuance of

common

stock for

debt at

$0.13 per

share -

April 12,

2011 2,214,276 22 287,834 - - - -

Issuance of

common

stock for

debt at

$0.13 per

share -

April 19,

2011 1,498,000 15 194,726 - - - -

Issuance of

common

stock for

services at

$0.13 per

share -

April 19,

2011 1,289,000 13 167,557 - - - -

10



Issuance of
common
stock for
debt at
$0.13 per
share -
April 21,
2011

Issuance of
common
stock for
services at
$0.13 per
share -
April 21,
2011

Issuance of
common
stock for
services at
$0.12 per
share -
May 3,
2011

Issuance of
common
stock for
debt at
$0.10 per
share -
May 13,
2011

Issuance of
common
stock for
services at
$0.12 per
share -
June 7,
2011

Issuance of
common
stock for
services at
$0.11 per
share -

444,079

600,000

1,500,000

1,016,613

400,000

250,000
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15

10

57,726

77,994

179,985

101,651

47,996

27,497

(78,000)

(120,000)

11
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June 8,
2011

Issuance of

common

stock for

cash at

$0.10 per

share -

June 15,

2011 3,333,333 33 499,967 - - -
The accompanying notes are an integral part of these financial statements

12
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ALTERNET SYSTEMS INC.
CONSOLIDATED INTERIM STATEMENT OF STOCKHOLDERS' EQUITY
(Unaudited)

Additional Private Other
Common Paid in Placement Deferred Obligation Accumulated Comprehensi
to
Shares Stock Capital Subscriptions Compensation Issue Deficit Income
shares

Issuance of

common

stock for

services at

$0.11 per

share -

June 21,

2011 250,000 2 27,498 - - - -

Issuance of
common
stock for
services at
$0.10 per
share - July

7,2011 250,000 2 24,998 - (25,000) -

Issuance of

common

stock for

cash at

$0.10 per

share - July

14, 2011 1,935,000 19 193,481 (193,500) - - -

Issuance of

common

stock for

debt at

$0.10 per

share - July

14, 2011 252,934 2 25,291 - - - -

Issuance of

common

stock for

debt at

$0.12 per

share - July

20,2011 2,265,207 23 271,802 - - - -

13



Issuance of
common
stock for
debt at
$0.13 per
share - July
25,2011

Issuance of
common
stock for
cash at
$0.15 per
share -
August 2,
2011

Issuance of
common
stock for
debt at
$0.12 per
share -
August 2,
2011

Issuance of
common
stock for
services at
$0.11 per
share -
August 11,
2011

Issuance of
common
stock for
services at
$0.12 per
share -
August 16,
2011

Issuance of
common
stock for
debt at
$0.12 per
share -

133,304

600,000

733,333

112,500

112,500

500,000
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1 17,329 - -
6 89,994 - -
7 87,993 - -
1 12,374 - -
1 13,499 - -
5 59,995 = -

14
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September
15,2011
The accompanying notes are an integral part of these financial statements

15
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ALTERNET SYSTEMS INC.
CONSOLIDATED INTERIM STATEMENT OF STOCKHOLDERS' EQUITY
(Unaudited)

Additional
Paid in

Private

Common Placement Deferred Obligation
to
Issue

shares

Shares Stock Capital Subscriptions Compensation

Cancellation
of common
stock issued
for services at
$0.13 per
share - April
19, 2011 (250,000) 3) (32,497) - 16,250 -
Issuance of
common
stock for
services at
$0.14 per
share -
November
21,2011 100,000 1 13,999 - - -
Issuance of
common
stock for
services at
$0.14 per
share -
November
22,2011 112,500 1 15,749 - - -
Issuance of
common
stock for
services at
$0.14 per
share -
December 7,
2011 1,000,000

10 139,990 - - -

Issuance of 33
common

stock for cash

at $0.15 per

share -

3,333,333 499,967 (500,000) - -

Accumulated

Deficit

Othe

Comprehe

16

Incon



December 29,
2011

Issuance of
common
stock for debt
at $0.17 per
share -
December 29,
2011

Share issue
costs

Share
subscriptions
from prior
years issued

Private
placement
subscriptions
received

Services
provided per
term of
contracts

Obligation to
issue shares
per
consulting
agreements

Obligation to
issue shares
per
employment
agreement

Obligation to
issue shares
per
consulting
agreement

Obligation to
issue shares
per Debt
Settlement

245,903

500,000
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41,802

(39,000)

14,995

(15,000)

1,193,500

76,082

(12,500)

(10,000)

100,000

25,000

113,333

17
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agreement

Subsidiary

shares issued

to non-

controlling

interest - - - - - - -
The accompanying notes are an integral part of these financial statements

L]
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ALTERNET SYSTEMS INC.
CONSOLIDATED INTERIM STATEMENT OF STOCKHOLDERS' EQUITY
(Unaudited)

Additional Private Otl
Obligation
Common Paid in Placement Deferred to Accumulated Compre
Issue
Shares Stock Capital Subscriptions Compensation  shares Deficit Inc

Increase

(decrease) in

derivative

liability - - - - - - - 4

Non-controlling
interest - - - - - - -

Net loss for the
year - - - - - - (2,278,661)

Balance
December 31,
2011 74,171,826 738 11,171,559 630,362 - 113,333 (11,294,752) {

Issuance of

common stock

for debt at

$0.29 per share

- February 22,

2012 60,000 1 17,399 - - - -

Issuance of
common stock
for debt at
$0.30 per share

- March 5, 2012 2,138,358 21 641,486 - (113,333) -

Issuance of

common stock

for services at

$0.31 per share

- March 31,

2012 112,500 1 34,874 - - - -

Issuance of

common stock

for debt at

$0.28 per share

- April 11, 2012 113,889 1 31,888 - - - -

19
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Issuance of

common stock

for debt at

$0.24 per share

- April 19,2012 400,000 4 95,996 - - - -

Issuance of

common stock

for debt at

$0.25 per share

- April 26, 2012 152,778 2 38,193 - - - -

Issuance of

common stock

for debt at

$0.22 per share

- May 7, 2012 16,438 1 3,615 - - - -

Issuance of

common stock

for cash at

$0.15 per share

-May 17,2012 1,402,116 14 210,303 - - - -

Issuance of

common stock

for cash at

$0.15 per share

- June 4, 2012 1,264,550 13 189,670 - - - -

Issuance of

common stock

for debt at

$0.14 per share

July 2, 2012 58,965 1 8,254 - - - -
The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.
CONSOLIDATED INTERIM STATEMENT OF STOCKHOLDERS' EQUITY
(Unaudited)

Additional Private Ot
Common Paid in Placement Deferred Obligation Accumulated Compr
to
Shares Stock Capital  Subscriptions Compensation Issue Deficit Inc
shares

Issuance of
common stock
for services at
$0.12 per share
- August 14,

2012 112,500 1 13,499 - (14,625) -

Issuance of

common stock

for services at

$0.13 per share

- August 20,

2012 112,500 1 14,624 - - - -

Issuance of

common stock

for debt at

$0.12 per share

- August 29,

2012 1,125,393 11 135,036 - - - -

Issuance of

common stock

for debt at

$0.13 per share

September 4,

2012 2,031,461 20 264,070 - - - -

Share
subscriptions

from prior
years issued 3,333,333 33 499,967 (500,000) - - -

Private

placement

subscriptions

received - - - 400,000 - - -

Private - - - (50,000) - - -
placement

21
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subscriptions
cancelled

Share issue
costs - - (8,996) - - = -

Warrants issued
for debt - - 85,198 = - - -

Obligation to

issue shares per

consulting

agreement - - - - - 14,625 -

Subsidiary

shares issued to

non-

controlling

interest - - - - - - -

Increase

(decrease) in

derivative

liability - - - - - - -

Non-controlling
interest - - - - - - -

Net loss for the

period - - - - - - (2,513,591)
Balance

September 30,

2012 86,606,607 863 13,446,635 480,632 - - (13,808,343)

The accompanying notes are an integral part of these financial statements

22
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE 1 NATURE OF OPERATIONS AND BASIS OF PRESENTATION

Alternet Systems Inc. ( Alternet or the Company ), through its subsidiaries, provides leading edge mobile financial
solutions and mobile security and related solutions. The former are offered throughout the Western Hemisphere, but
most actively in Central and South America and the Caribbean, and the latter are offered globally.

The Company was organized under the laws of the State of Nevada on June 26, 2000, under the name North Pacific
Capital Corp. In 2001 the Company changed its name to SchoolWeb Systems Inc. and then, in 2002, to Alternet
Systems, Inc. On December 31, 2007 the Company executed a merger with TekVoice Communications, Inc. of
Miami, Florida. Since then the Company has changed business focus and strategy to mobile financial services and
mobile security. In 2011 TekVoice became inactive.

In July 2009, the Company purchased 51% of the outstanding shares of Alternet Transactions Systems, Inc. ( ATS ), a
company incorporated in the State of Florida on July 29, 2009, for $5,100. ATS is doing business as Utiba Americas.
In December 2011, ATS opened a branch in Ecuador.

In September 2009, the Company purchased 60% of the outstanding shares of International Mobile Security, Inc.
( IMS ), a company incorporated in the State of Florida for $6,000.

In February 2011, the Company purchased 100% of the outstanding shares of Megatecnica, S.A., a company
incorporated in Panama.

In August 2011, the Company incorporated a wholly owned subsidiary, Utiba Guatemala, S.A., in Guatemala.

In September 2011, the Company formed two one-member limited liability companies, Alternet Financial Solutions,
L.L.C. and Alternet Payment Solutions, L.L.C., in the State of Florida.

These consolidated interim financial statements have been prepared on the basis of a going concern, which
contemplates the realization of assets and satisfaction of liabilities in the normal course of business. At September 30,
2012 the Company had a working capital deficiency of $2,015,136. The Company s continued operations are
dependent on the successful implementation of its business plan, its ability to obtain additional financing as needed,
continued support from creditors, settling its outstanding debts and ultimately attaining profitable operations.

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated interim financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America.

Principles of Consolidation

The consolidated interim financial statements include the accounts of the following companies:
¢ Alternet Systems Inc.
e Al Systems Group, Inc., a wholly owned subsidiary of Alternet
e Tekvoice Communications, Inc., a wholly owned subsidiary of Alternet

¢ Alternet Transactions Systems, Inc., a 51% owned subsidiary of Alternet

23
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e Utiba Guatemala, S.A., a wholly-owned subsidiary of Alternet Transactions Systems Inc.
¢ [nternational Mobile Security, Inc, a 60% owned subsidiary of Alternet

® Megatecnica, S.A., a wholly owned subsidiary of International Mobile Security, Inc.

¢ Alternet Financial Solutions, L.L.C, wholly-owned subsidiary of Alternet

¢ Alternet Payment Solutions, L.L.C, wholly-owned subsidiary of Alternet

The minority interests of ATS, IMS, and ATS s and IMS s wholly owned subsidiaries have been deducted from

earnings and equity. All significant intercompany transactions and account balances have been eliminated.

24
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Use of Estimates and Assumptions

Preparation of the Company s financial statements in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

Cash and Cash Equivalents
The Company considers all liquid investments, with an original maturity of three months or less when purchased, to
be cash equivalents.

Equipment
Fixed assets are recorded at cost and depreciated at the following rates:

Computer equipment - 30% declining balance basis
Computer software - 30% declining balance basis
Equipment - 20% declining balance basis

Impairment of Long Lived Assets

Management monitors the recoverability of long-lived assets based on estimates using factors such as current market
value, future asset utilization, and future undiscounted cash flows expected to result from its investment or use of the
related assets. The Company s policy is to record any impairment loss in the period when it is determined that the
carrying amount of the asset may not be recoverable. Any impairment loss is calculated as the excess of the carrying
value over estimated realizable value.

Intellectual Property The Company accounts for its intellectual property in accordance with the Statement of
Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets (SFAS 142). Under the provisions of
SFAS 142, intangible assets deemed to have an indefinite life are not amortized but are subject to impairment tests at
each reporting date. The Company assesses the impairment of intangible assets on a quarterly basis or whenever
events or changes in circumstances indicate that the fair value is less than its carrying value. If the carrying amount of
the intangible asset exceeds its fair value, the intangible asset is considered impaired and the second step of the test is
performed to determine the amount of impairment loss, if any.

Revenue Recognition
The Company derives its revenues from the sale of licenses of software, implementation services, support services,
and telecommunication services. Revenues are recognized when title transfers or services are rendered, as follows:

a)  Revenue from the sale of licenses is recognized when the title of the license transfers to the customer.

b)  Revenue from implementation services performed is recognized upon completion of the service.

¢)  Revenue from support services is recognized as earned.

d) Revenue from telecommunications and hosted services are recognized when billed, which occurs in the

month the services are provided.

The Company invoices 100% of the implementation services and requires customers to pay a non-refundable deposit
prior to any services being performed. The Company recognizes the customer deposit as unearned revenue until either
completion of the implementation or upon the contract being cancelled at which time the revenue is recognized. The
uncollected portion of the implementation invoice is recorded as customer deposits until collection has occurred,
completion of the implementation services, or upon the contract being cancelled.
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The Company invoices support services at the beginning of the term and recognizes the revenue over the term of the
agreement.

Foreign Currency Translation

The financial statements are presented in United States dollars. In accordance with Statement of Financial Accounting
Standards No. 52, Foreign Currency Translation , foreign denominated monetary assets and liabilities are translated to
their United States dollar equivalents using foreign exchange rates which prevailed at the balance sheet date. Revenue
and expenses are translated at average rates of exchange during the year. Related translation adjustments are reported

as a separate component of stockholders deficit, whereas gains or losses resulting from foreign currency transactions
are included in the results of operations.
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair Value of Financial Instruments

In accordance with the requirements of SFAS No. 107, the Company has determined the estimated fair value of
financial instruments using available market information and appropriate valuation methodologies. The fair value of
financial instruments classified as current assets or liabilities approximate carrying value due to the short-term
maturity of the instruments.

Income Taxes

The Company accounts for income taxes under a method which requires the Company to recognize deferred tax assets
and liabilities for the expected future tax consequences of events that have been recognized in the Company s financial
statements or tax returns. Under this method, deferred tax assets and liabilities are determined based on the difference
between the financial statements carrying amounts and tax basis of assets and liabilities using enacted tax rates. The
Company presently prepares its tax returns on the cash basis and financial statement on the accrual basis. No deferred
tax assets or liabilities have been recognized at this time, since the Company has shown losses for both tax and
financial reporting.

Stock-Based Compensation
Prior to January 1, 2006, the Company accounted for stock-based awards under the recognition and measurement
provisions of Accounting Principles Board Opinion ( APB ) No. 25, Accounting for Stock Issued to Employees using
the intrinsic value method of accounting, under which compensation expense was only recognized if the exercise price
of the Company s employee stock options was less than the market price of the underlying common stock on the date
of grant. Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123R
Share Based Payments , using the modified prospective transition method. Under that transition method,
compensation cost is recognized for all share-based payments granted prior to, but not yet vested as of January 1,
2006, based on the grant date fair value estimated in accordance with the original provisions of SFAS No. 123, and
compensation cost for all share-based payments granted subsequent to January 1, 2006, based on the grant-date fair
value estimated in accordance with the provisions of SFAS 123R.

All transactions in which goods or services are the consideration received for the issuance of equity instruments are
accounted for based on the fair value of the consideration received or the fair value of the equity instrument issued,
whichever is more reliably measurable. Equity instruments issued to employees and the cost of the services received
as consideration are measured and recognized based on the fair value of the equity instruments issued.

Loss per Share

The Company computes net earnings (loss) per share in accordance with SFAS No. 128, Earnings per Share . SFAS
No. 128 requires presentation of both basic and diluted earnings per share (EPS) on the face of the statement of
operations. Basic EPS is computed by dividing net loss available to common shareholders (numerator) by the
weighted average number of common shares outstanding (denominator) during the period. Diluted EPS gives effect to
all dilutive potential common shares outstanding during the period including warrants using the treasury stock
method. Diluted EPS excludes all dilutive potential common shares if their effect is anti-dilutive. As the Company has
net losses, no common equivalent shares have been included in the computation of diluted net loss per share as the
effect would be anti-dilutive.

Risk Management
The Company is exposed to credit risk through accounts receivable and therefore, the Company maintains adequate
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provisions for potential credit losses.

The Company s functional currency is the United States dollar. The Company operates in foreign jurisdictions, giving
rise to exposure to market risks from changes in foreign currency rates. The financial risk to the Company's operations
arises from fluctuations in foreign exchange rates and the degree of volatility of these rates. Currently, the Company
does not use derivative instruments to reduce its exposure to foreign currency risk.
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Recent Accounting Pronouncements

In January 2011, the FASB issued ASU 2011-01, Deferral of the Effective Date of Disclosures about Troubled Debt
Restructurings in Update No. 2010-20 (Receivables Topic 310), which is effective upon issuance. This update defers
the effective date of the disclosures required under ASU 2010-20 to be concurrent with the effective date of the
guidance for determining what constitutes a troubled debt restricting as presented in proposed ASU update:
Receivables (Topic 310) Clarifications to Accounting for Troubled Debt Restructurings by Creditors. This standard
did not have an effect on the Company's reported financial position or results of operations.

In April 2011, the FASB issued ASU 2011-03, Reconsideration of Effective Control for Repurchase Agreements
(Transfers and Service Pricing Topic 860), which is effective for financial statements issued for interim and annual
periods beginning on or after December 15, 2011. This update provides on the accounting for repurchase agreements
(repos) and other agreements that entitle and obligate a transferor to repurchase or redeem financial assets before their
maturity. This standard did not have an effect on the Company's reported financial position or results of operations.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFS (Fair Value Measurement Topic 820), which is effective for financial
statements issued for interim and annual periods beginning on or after December 15, 2011. This update explains how
to measure fair value. This standard did not have an effect on the Company's reported financial position or results of
operations.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income (Comprehensive Income Topic
220), which is effective for financial statements issued for interim and annual periods beginning on or after December
15, 2011. This update provides guidance on improving the comparability, consistency, and transparency of financial
reporting and to increase the prominence of items reported in other comprehensive income. This standard did not have
an effect on the Company's reported financial position or results of operations

In September 2011, the FASB issued ASU 2011-08, Testing Goodwill for Impairment (Intangibles - Goodwill and
Other Topic 350), which is effective for financial statements issued for interim and annual periods beginning on or
after December 15, 2011. This update simplifies how entities test goodwill for impairment by permitting them to use
qualitative factors to first to determine whether an impairment is more likely or not. This standard did not have an
effect on the Company's reported financial position or results of operations.

In September 2011, the FASB issued ASU 2011-09, Disclosures about an Employer's Participation in a
Multiemployer Plan (Compensation - Retirement Benefits - Multiemployer Plans Topic 715-80), which is effective for
financial statements issued for interim and annual periods beginning on or after December 15, 2011. This update
requires increased disclosure from Company's participating in a Multiemployer Plan. This standard did not have an
effect on the Company's reported financial position or results of operations.

In December 2011, the FASB issued ASU 2011-11, Disclosures about Offsetting Assets and Liabilities (Balance Sheet
Topic 210), which is effective for financial statements issued for interim and annual periods beginning on or after
January 1, 2013. This update facilitates comparison between financial statements presented under US GAAP and
financial statements prepared under IFRS. This standard is not expected to have an effect on the Company's reported
financial position or results of operations.
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In December 2011, the FASB issued ASU 2011-12, Deferral of the Effective Date for Amendments to the Presentation
of Reclassifications of Items Out of Accumulated Other Comprehensive Income in ASU 2011-05 (Comprehensive
Income Topic 220), which is effective for financial statements issued for interim and annual periods beginning on or
after December 15, 2011. This update defers some of the requirements relating to the reclassification of items out of
Other Comprehensive Income under ASU 2011-05. This standard did not have an effect on the Company's reported
financial position or results of operations.

In July 2012, the FASB issued ASU 2012-02, Testing Indefinite-Lived Intangible Assets for Impairment (Intangibles -
Goodwill and Other Topic 350), which is effective for annual and interim impairment tests performed for fiscal years
beginning after September 15, 2012. This update simplifies how an entity tests these assets for impairment and tries to
improve the consistency in testing guidance among long-lived asset categories. This standard is not expected to have
an effect on the Company's reported financial position or results of operations.
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE 3 FIXED ASSETS

September 30, 2012

Accumulated
Cost Amortization Net Book
Value
Computer equipment $ 344,252 $ 326,939 $ 17,313
Computer equipment capital lease 156,746 48,247 108,499
Computer software 289,028 105,217 183,811
Equipment 10,576 10,260 316
$ 800,602 $ 490,663 $ 309,939
December 31, 2011
Accumulated
Cost Amortization Net Book
Value
Computer equipment $ 344252 $ 321912 $ 22340
Computer equipment capital lease 137,790 20,669 117,121
Computer software 75,128 72,552 2,576
Equipment 10,576 10,205 371

$ 567,746 $ 425,338 $ 142,408
NOTE 4 INTELLECTUAL PROPERTY

On January 25, 2011, the Company signed a Copyright Agreement with a supplier for various intellectual property. As
at September 30, 2012, the Company had $68,900 (December 31, 2011 - $68,900) included in accounts payable and
accrued charges relating to this agreement.

In December 2011, the Company purchased four software licenses from Utiba Pte., a non-controlling interest investor
in ATS, valued at $1,500,000.

NOTE 5 _CONVERTIBLE DEBENTURE NOTES AND OTHER LOANS
Convertible Debentures

On February 4, 2008, the Company issued a note payable in the amount of $50,000. The note carried interest at the
rate of 8% per quarter and was due on May 4, 2008. If the note was not repaid on maturity or in any other event of
default, the holder was entitled to convert all or any portion of the original principal face value of the note into shares
of common stock of the Company at a conversion value equal to 50% of the average market price of the Company s
stock for the 30 days prior to the date of conversion. On July 20, 2011, the creditor converted $136,252 of debt into
2,265,207 common shares of the Company resulting in a full repayment of the loan.

On December 18, 2009, the Company issued a note payable in the amount of $100,000. The note carried interest at the
rate of 12% per annum and was due on March 18, 2010. If the note was not repaid on maturity or in any other event of
default, the holder was entitled to convert all or any portion of the original principal face value of the note into shares
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of common stock of the Company at a conversion value equal to 80% of the lowest daily low price of the Company s
stock for the 30 trading days immediately preceding and including the date of conversion. During the year ended
December 31, 2010, the creditor converted $50,640 of debt into 3,331,604 common shares of the company. On April
12, 2011, the creditor converted $61,500 of debt into 853,163 common shares of the Company resulting in a full
repayment of the loan.
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE S - CONVERTIBLE DEBENTURE NOTES AND OTHER LLOANS (continued)

Convertible Debentures (continued)

On December 18, 2009, the Company entered into a Debt Settlement agreement whereby a creditor agreed to receive
shares in lieu of payment of a $152,916 promissory note. The holder was entitled to receive common stock of the
Company at a conversion value equal to 50% of the lowest closing price of the Company's stock for the 10 days prior
to the date of conversion. The holder may not hold more than 4.99% of the outstanding common stock of the
Company at any point in time. During the year ended December 31, 2010, the creditor converted $113,750 of debt
into 4,457,699 common shares of the company. On February 25, 2011, the creditor converted $72,833 of debt into
1,220,363 common shares of the Company resulting in a full repayment of the loan.

On March 8, 2010, the Company issued a note payable in the amount of $25,000. The note carried interest at the rate
of 12% per annum and was due on April 8, 2010. If the note was not repaid on maturity or in any other event of
default, the holder was entitled to convert all or any portion of the original principal face value of the note into shares
of common stock of the Company at a conversion value equal to 50% of the lowest closing price of the Company's
stock for the 10 trading days immediately preceding and including the date of conversion. On August 29, 2011, the
Company repaid the loan in full.

On April 14, 2010, the Company issued a note payable in the amount of $15,000. The note carried interest at the rate
of 10% per annum and was due on May 18, 2010. If the note was not repaid on maturity or in any other event of
default, the holder was entitled to convert all or any portion of the original principal face value of the note into shares
of common stock of the Company at a conversion value equal to 50% of the lowest closing price of the Company's
stock for the 10 trading days immediately preceding and including the date of conversion. On October 20, 2011, the
Company repaid the loan in full.

On April 30, 2010, the Company issued a note payable in the amount of $100,000. The note carried interest at the rate
of 10% per annum and was due on July 30, 2010. If the note was not repaid on maturity or in any other event of
default, the holder was entitled to convert all or any portion of the original principal face value of the note into shares
of common stock of the Company at a conversion value equal to 50% of the lowest daily low price of the Company's
stock for the 10 trading days immediately preceding and including the date of conversion. On August 22, 2011, the
creditor submitted a Notice of Conversion to convert $113,333 of debt into 2,138,358 common shares of the company
resulting in a full repayment of the loan. At December 31, 2011, the shares had not been issued to the creditor
resulting in the full balance being included in obligation to issue shares. On March 5, 2012, the Company issued the
2,138,358 common shares of the Company resulting in a full repayment of the loan.

On August 29, 2012, the Company issued a note payable in the amount of $44,438. The note carries interest at the rate
of 10% per annum and is due on February 28, 2013. If the note is not repaid on maturity or in any other event of
default, the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value of $0.075. As at September 30, 2012, $44,840 of principal and
accrued interest on this note was included in Other loans payable.

On September 26, 2012, the Company issued a note payable in the amount of $60,000. The note carries interest at the
rate of 10% per annum and is due on March 31, 2013. If the note is not repaid on maturity or in any other event of
default, the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value of $0.075. As at September 30, 2012, $60,082 of principal and
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accrued interest on this note was included in Other loans payable.

The Company accounts for debt with embedded conversion features and warrant issues in accordance with EITF 98-5:
Accounting for convertible securities with beneficial conversion features or contingency adjustable conversion and
EITF No. 00-27: Application of issue No 98-5 to certain convertible instruments. Conversion features determined to
be beneficial to the holder are valued at fair value and recorded to additional paid in capital. The Company determines
the fair value to be ascribed to the detachable warrants issued with the convertible debentures utilizing the
Black-Scholes method. Any discount derived from determining the fair value to the debenture conversion features and
warrants is amortized to financing cost over the life of the debenture. The unamortized costs if any, upon the
conversion of the warrants is expensed to financing cost on a pro rata basis over the life of the warrant.

Debt issued with the variable conversion features are considered to be embedded derivatives and are accountable in
accordance with FASB 161; Accounting for Derivative Instruments and Hedging Activities. The fair value of the
embedded derivative is recorded to derivative liability. This liability is required to be marked each reporting period.
The resulting discount on the debt is amortized to interest expense over the life of the related debt.

. __________________________________________________________________________________________________________________]
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE S - CONVERTIBLE DEBENTURE NOTES AND OTHER LLOANS (continued)

Other Loans

On October 22, 2007, the Company signed a Promissory Note whereby the Company agreed to repay a creditor
$20,000 plus interest at 8% per annum on November 22, 2007. On March 7, 2011, the Company signed a Debt
Settlement Agreement with the creditor to convert the outstanding balance into shares of the Company. On April 21,
2011, the creditor converted $27,000 of debt into 444,079 common shares of the company resulting in a full
repayment of the loan.

On January 25, 2011, the Company signed a Promissory Note whereby the Company agreed to repay a director
$20,000 plus interest at 10% per annum on April 25, 2011. This loan was not repaid on its maturity and has since been
renewed several times with the unpaid principal and interest being capitalized to the loan balance on each renewal. As
at September 30, 2012, the Company owes this director $2,598 of unpaid principal and $117 of accrued interest on a
Promissory Note which matures on December 31, 2012. The balance owing is included in Due to related parties.

On February 9, 2011, the Company signed a Promissory Note whereby the Company agreed to repay a director $5,000
plus interest at 10% per annum on May 9, 2011. This loan was not repaid on its maturity and has since been renewed
several times with the unpaid principal and interest being capitalized to the loan balance on each renewal. As at
September 30, 2012, the Company owes this director $5,736 of unpaid principal and $284 of accrued interest on a
Promissory Note which matures on December 31, 2012. The balance owing is included in Due to related parties.

On February 11, 2011, the Company signed a Promissory Note whereby the Company agreed to repay a director
$8,988 plus interest at 10% per annum on May 11, 2011. This loan was not repaid on its maturity and has since been
renewed several times with the unpaid principal and interest being capitalized to the loan balance on each renewal. As
at September 30, 2012, the Company owes this director $10,308 of unpaid principal and $260 of accrued interest on a
Promissory Note which matures on December 31, 2012. The balance owing is included in Due to related parties.

On March 2, 2011, the Company signed a Promissory Note whereby the Company agreed to repay a director $100,000
plus interest at 10% per quarter on June 2, 2011. On July 14, 2011, the director of the Company sold the loan to an
unrelated third party. On August 8, 2011, the creditor converted $110,000 of debt into 733,333 common shares of the
company resulting in a full repayment of the loan.

On January 25, 2012, the Company signed a Promissory Note whereby the Company agreed to repay a creditor
$100,000 plus interest at 12% per annum on April 24, 2012. As at March 31, 2012, the Company has accrued $2,203
of interest relating to this loan. On April 8, 2012, the Company signed a debt settlement agreement with the creditor
whereby the creditor will convert the outstanding principal and interest of $102,466 into 683,105 common shares of
the Company and 409,863 warrants. Each warrant entitles the holder to purchase one common shares of the Company
at an exercise price of $0.25 per share until October 8, 2013. The Company issued 409,863 warrants on April 8, 2011,
113,889 common shares on April 11, 2012, 400,000 common shares on April 19, 2012, 152,778 common shares on
April 26, 2012, and 16,438 common shares on May 7, 2012 resulting in a full repayment of the loan.

On February 1, 2012, the Company signed a Promissory Note whereby the Company agreed to repay a creditor
$200,000 plus interest at 24% per annum on May 1, 2012. On May 1, 2012, the Company signed a new Promissory
Note with the creditor which capitalized the unpaid principal and interest of $211,836 under the previous Promissory
Note and extended the maturity date to September 30, 2012. As at September 30, 2012, the Company has accrued
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$21,311 (December 31, 2011 - $Nil) of interest relating to this loan. On October 1, 2012, the Company signed a new
Promissory Note with the creditor which capitalized the unpaid principal and interest of $233,147 under the previous
Promissory Note and extended the maturity date to January 31, 2013.

On August 24, 2012, the Company signed a Debt Settlement agreement with a director of the Company whereby the
Company agreed to settle $103,125 of unpaid wages and $19,730 of outstanding accounts payable plus interest at 10%
per annum starting January 1, 2012 for 983,445 common shares of the Company. On August 24, 2012, the director of
the Company sold the loan to an unrelated third party. On September 4, 2012, the 983,445 common shares were issued
resulting in a full repayment of all balances outstanding.

L]
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE S CONVERTIBLE DEBENTURE NOTES AND OTHER LLOANS (continued)

Other Loans (continued)

On August 24, 2012, the Company signed a Debt Settlement agreement with an officer of the Company whereby the
Company agreed to settle $126,667 of unpaid wages and $4,255 of outstanding accounts payable plus interest at 10%
per annum starting January 1, 2012 for 1,048,016 common shares of the Company. On August 24, 2012, the director
of the Company sold the loan to an unrelated third party. On September 4, 2012, the 1,048,016 common shares were
issued resulting in a full repayment of all balances outstanding.

On August 29, 2012, the Company signed a Debt Settlement agreement with a director of the Company whereby the
Company agreed to settle $75,833 of unpaid wages and $16,473 of outstanding accounts payable plus interest at 10%
per annum starting January 1, 2012 for 597,277 common shares of the Company. On August 29, 2012, the 597,277
common shares were issued resulting in a full repayment of all balances outstanding.

On August 29, 2012, the Company signed a Debt Settlement agreement with an employee of the Company whereby
the Company agreed to settle $58,333 of unpaid wages and $17,089 of outstanding accounts payable plus interest at
10% per annum starting January 1, 2012 for 528,116 common shares of the Company. On August 29, 2012, the
528,116 common shares were issued resulting in a full repayment of all balances outstanding.

NOTE 6 LONG-TERM DEBT

On April 1, 2011, the Company signed an Agreement with a creditor to purchase various computer software valued at
$213,900 and one year technical support valued at $47,058. The loan requires one payment of $35,000 on May 23,
2012 and seven quarterly payments of $35,495 starting October 1, 2012. The loan includes an implicit interest rate of
$7.51% and matures on April 1, 2014. As at September 30, 2012, the balance on the loan was $228,966 (December
31,2011 - $Nil).

The remaining required principal payments over the next three fiscal years are as follows:

2012 $ 29,323
2013 130,604
2014 69,039

NOTE 7 CAPITAL LEASES

On April 27, 2011, the Company signed a Lease Agreement with a creditor to lease various computer equipment. The
lease requires 24 monthly payments of $3,620 including implicit interest of 14.99% and expires on May 1, 2013. As at
September 30, 2012, the balance on the lease was $27,396 (December 31, 2011 - $55,132).

On September 26, 2011, the Company signed a Lease Agreement with a creditor to lease additional computer
equipment. The lease requires 24 monthly payments of $668 including implicit interest of 12.75% and expires on
September 1, 2013. As at September 30, 2012, the balance on the lease was $7,485 (December 31, 2011 - $12,509).

On June 13, 2012, the Company signed a Lease Agreement with a creditor to lease additional computer equipment.

The lease requires a down payment of $2,777 to be paid upon signing and 24 monthly payments of $396. The lease
includes implicit interest of 13.21% and expires on June 1, 2014. As at September 30, 2012, the balance on this lease
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was $7,718 (December 31, 2011 - $Nil).

On August 1, 2012, the Company signed a Lease Agreement with a creditor to lease additional computer equipment.
The lease requires a down payment of $1,956 to be paid upon signing and 24 monthly payments of $282. The lease
includes implicit interest of 15.60% and expires on September 1, 2014. As at September 30, 2012, the balance on this
lease was $5,859 (December 31, 2011 - $Nil).

The remaining required principal payments over the next three fiscal years are as follows:

2012 $ 13,386
2013 30,029
2014 5,043
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTES8 CAPITAL STOCK

Common Shares

The Company is authorized to issue up to 100,000,000 shares of the Company s common stock with a par value of
$0.00001.

On September 21, 2012, the Company s shareholders approved through a majority vote to amend the Company s
Articles of Incorporation by increasing the authorized stock of the Company to 510,000,000 consisting of 500,000,000
common shares with a par value of $0.00001 per share and 10,000,000 preferred shares with a par value of $0.00001
per share. The increase is subject to approval by the Securities Exchange Commission. In addition, the shareholders
approved the 2012 Incentive Stock Option Plan whereby the Company can grant stock options to employees of the
Company to acquire up to a maximum of 5% of the Company s authorized stock. Options granted under the plan are
non-transferable, will vest over a period of three years, can have a maximum term of five years from each vesting
date, and are subject to the employee being employed by the Company on the grant and exercise dates.

Effective January 29, 2008, the Company adopted a Retainer Stock Plan for Professional and Consultants (the 2008
Professional/Consultant Stock Compensation Plan ) for the purpose of providing the Company with the means to
compensate, in the form of common stock of the Company, eligible consultants that have previously rendered services
or that will render services during the term of this 2008 Professional/Consultant Stock Compensation Plan. A total of
6,000,000 common shares may be awarded under this plan. The Company filed a Registration Statement on Form S-8
to register the underlying shares included in the 2008 Plan. To date, 5,998,542 common shares valued at $431,631
relating to services provided have been awarded, leaving a balance of 1,458 shares which may be awarded under this
plan.

During the nine months ended September 30, 2012, the Company issued:

® 3,333,333 common shares valued at $500,000 for share subscriptions received in the prior year,

® 6,097,282 common shares valued at $1,235,999 for debt settlements and convertible debenture agreements of
which 2,138,358 shares valued at $113,333 were obligated to be issued at December 31, 2011, and

® 337,500 common shares valued at $63,000 for consulting services rendered during the period.

In addition, during the nine months ended September 30, 2012, the Company issued common shares for the following
subscriptions received during the year:

e on May 17, 2012, the Company issued 1,402,116 common shares at $0.15 per share for total cash proceeds of
$210,317, and

e on June 4, 2012, the Company issued 1,264,550 common shares at $0.15 per share for total cash proceeds of
$189,683.

During the year ended December 31, 2011, the Company issued:
® 500,000 common shares valued at $15,000 for share subscriptions received in prior years,

® 10,024,012 common shares valued at $1,275,395 for debt settlement and convertible debenture agreements,
¢ 2,037,500 common shares valued at $248,625 for consulting services to be rendered during the period, and
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® 4,189,000 common shares valued at $528,070 for employment incentives in accordance with employment
agreements.

In addition, during the year ended December 31, 2011, the Company issued common shares for the following
subscriptions received during the year:

e on June 15, 2011, the Company issued 3,333,333 common shares at $0.15 per share for total cash proceeds of
$500,000,

e on July 14, 2011, the Company issued 1,935,000 common shares at $0.10 per share for total cash proceeds of
$193,500,

e on August 2, 2011, the Company issued 600,000 common shares at $0.15 per share for total proceeds of
$90,000, and

e on December 29, 2011, the Company issued 3,333,333 common shares at $0.15 per share for total cash
proceeds of $500,000.

As at December 31, 2011, the Company was obligated to issue 2,138,358 common shares valued at $113,333 in
accordance with a debt settlement agreement; the shares were issued on March 5, 2012.

During the nine months ended September 30, 2012, the Company received $350,000 toward $400,000 of share
subscriptions for which shares have not been issued by the end of the period. During the period, the investor requested
to reduce the subscription to equal the $350,000 cash funds he had advanced to the Company. At September 30, 2012,
the Company had $480,362 (December 31, 2011 - $630,362) in private placement subscriptions which are reported as
private placement subscriptions within stockholders deficit.

L]
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTES8 CAPITAL STOCK (continued)

Common Shares (continued)

The shares which were not issued as at September 30, 2012 or September 30, 2011 were not used to compute the total
weighted average shares outstanding as at September 30, 2012 or September 30, 2011 respectively and were thus not
used in the basic net loss per share calculation.

Warrants

The Company s warrant transactions are summarized as follows:

Weighted

Number of Average
Warrants Exercise Price
Balance, December 31, 2010 - -
Issued 6,569,444 0.23
Balance, December 31, 2011 6,569,444 0.23
Issued 2,009,863 0.25
Balance, September 30, 2012 8,579,307 0.23

a) In conjunction with the 3,333,333 common shares issued on June 15, 2011, the Company issued 2,000,000
warrants exercisable at $0.25 per share for a period of one and a half years. The warrants were valued at
$207,846 calculated using the Black-Scholes option pricing model assuming a life expectancy of one and a half
years, a risk free rate of 0.05%, a forfeiture rate of 0%, and volatility of 273.13%. In addition to these warrants,
the Company signed a Stock Grant Agreement with the shareholder allowing the shareholder to receive up to an
additional 569,444 shares of the Company ( bonus shares ). The shareholder will receive 0.284722 bonus shares
for each warrant exercised. The bonus shares were valued at $68,333 calculated using the Black-Scholes option
pricing model assuming a life expectancy of one and a half years, a risk free rate of 0.05%, a forfeiture rate of
0%, and volatility of 273.13%.

b)  In conjunction with two subscription agreements signed on December 21, 2011, the Company issued 4,000,000
warrants exercisable at $0.25 per share for a period of one and a half years. The warrants were valued at
$398,752 calculated using the Black-Scholes option pricing model assuming a life expectancy of 1.53 years, a
risk free rate of 0.01%, a forfeiture rate of 0%, and volatility of 180.97%.

c¢) Inconjunction with a debt settlement agreement signed on April 8, 2012, the Company issued 409,863 warrants
exercisable at $0.25 per share for a period of one and a half years. The warrants were valued at $85,198
calculated using the Black-Scholes option pricing model assuming a life expectancy of 1.50 years, a risk free
rate of 0.07%, a forfeiture rate of 0%, and volatility of 178.93%. The value of these warrants is included in bank
charges and interest on the consolidated interim statement of operations.

d)

41



Edgar Filing: ALTERNET SYSTEMS INC - Form 10-Q

In conjunction with 1,402,116 common shares issued on May 17, 2012, the Company issued 841,271 warrants
exercisable at $0.25 per share for a period of one year and five months. The warrants were valued at $122,122
calculated using the Black- Scholes option pricing model assuming a life expectancy of 1.42 years, a risk free
rate of 0.10%, a forfeiture rate of 0%, and volatility of 179.99%.

e) In conjunction with 1,264,550 common shares issued on June 4, 2012, the Company issued 758,730 warrants
exercisable at $0.25 per share for a period of one and a half years. The warrants were valued at $89,840
calculated using the Black-Scholes option pricing model assuming a life expectancy of 1.5 years, a risk free rate
of 0.07%, a forfeiture rate of 0%, and volatility of 172.01%.

All warrants issued can be called by the Company in the event the average closing price of the common stock of the

Company for any 60 day period is $0.40 or greater.
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTES8 CAPITAL STOCK (continued)

Warrants (continued)

The following table summarizes the warrants outstanding at September 30, 2012:

Warrants
outstanding  Exercise price  Expiration date
$
2,000,000 0.25 December 31,
2012
569,444 0.00 December 31,
2012
4,000,000 0.25 June 30, 2013
409,863 0.25 October 8, 2013
841,270 0.25 October 11, 2013
758,730 0.25 November 30,
2013
8,579,307

The weighted average life of warrants outstanding at September 30, 2012 was 0.68 years.
NOTE 9 - RELATED PARTY TRANSACTIONS

As at September 30, 2012, a total of $507,682 (December 31, 2011 - $282,801) was payable to directors and officers
of the Company of which $488,556 (December 31, 2011 - $282,801) was non-interest bearing and had no specific
terms of repayment and $19,112 (December 31, 2011 - $37,220) related to loans detailed in Note 5. Of the amount
payable, $47,436 (December 31, 2011 - $47,368) was included in accounts payable for expense reimbursements,
$428,310 (December 31, 2011 - $185,393) was included in wages payable for accrued fees, and $31,936 (December
31,2011 - $50,040) was included in due to related parties.

During the nine months ended September 30, 2012, the Company expensed a total of $662,500 (December 31, 2011 -
$767,870) in consulting fees, investor relations and salaries paid to directors and officers of the Company. Of the
amounts incurred, $300,417 (December 31, 2011 - $185,393) has been accrued, $113,958 (December 31, 2011 -
$354,907) has been paid in cash, and $248,125 (December 31, 2011 - $227,570) has been paid through the issuance of
shares. During the period, the Company signed debt settlement agreements with two directors and one officer of the
Company to settle total accrued wages of $305,625 and expense reimbursements of $40,457 by issuing 2,628,738
shares of the Company s common stock. One director and the officer sold their debt settlement agreements to an
unrelated third party. All shares were issued during the period.

During the year ended December 31, 2011, the Company issued 3,931,030 shares of the Company s common stock
valued at $480,536 to three directors of the Company for accrued consulting fees and investor relations and 1,539,000
shares of the Company s common stock valued at $187,570 to three directors of the Company for consulting and
management fees.
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As at September 30, 2012, the Company held an accounts receivable from a company with a director in common with
the Company for $1,191,912 (6,674,709 Venezuelan bolivar fuerte ( VEF )) (December 31, 2011 - $1,552,258 (VEF
6,674,709). Of the total invoice, $79,320 (VEF 369,682) (December 31, 2011 - $1,049,000 (VEF 4,510,700)) is
included in revenue, $298,411 (December 31, 2011 - $388,628 (VEF 1,671,100)) is included in customer deposits,
and $22,005 (VEF 123,227) (December 31, 2011 - $114,630 (VEF 492,909)) is included in deferred income. In
addition, the Company owes this company $335,420 (December 31, 2011 - $Nil) which is non-interest bearing and
has no specific terms of repayment and is included in Due to related parties.
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ALTERNET SYSTEMS INC.

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
(Unaudited)

September 30, 2012 and December 31, 2011

NOTE 10 DEFERRED COMPENSATION

On July 1, 2010, the Company entered into an agreement with a consultant for a one-year term whereby the consultant
will provide business consulting services to the Company in exchange for 1,200,000 shares of the Company s common
stock valued at $159,000 of which 900,000 shares are to be issued by September 30, 2010 and 300,000 shares are to
be issued by December 31, 2010. The shares were fully issued on April 21, 2011 resulting in a decrease in the value of
$30,000 to $129,000. This amount was expensed over the life of the contract.

On March 29, 2011, the Company entered into an agreement with a consultant for a six-month term whereby the
consultant will provide business consulting services to the Company in exchange for 250,000 shares of the Company s
common stock valued at $32,500 based on the date of issuance, April 19, 2011. On August 25, 2011, the agreement
was terminated and the shares were cancelled. The full balance was reversed.

On April 12, 2011, the Company entered into an agreement with a consultant for a six month term whereby the
consultant will provide business consulting services. The agreement requires the first and last month s payment of
$5,000 each, total $10,000, to be paid through the issuance of 250,000 shares of the Company s common stock. This
amount is being expensed over the life of the contract.

The Company recorded the aggregate fair value of the shares issued pursuant to the above agreements as deferred
compensation and amortizes the costs of all these services on a straight-line basis over the respective terms of the
contracts. During the nine months ended September 30, 2012, the Company expensed $Nil (year ended December 31,
2011 - $76,082) relating to the above contracts. The shares issued were all valued at their market price on the date of
issuance or in accordance with defined agreement terms.

NOTE 11 SUBSEQUENT EVENTS

e On October 19, 2012, the Company issued a convertible note payable in the amount of $80,000. The note
carries interest at the rate of 10% per annum and is due on April 30, 2013. If the note is not repaid on maturity
or in any other event of default, the holder is entitled to convert all or any portion of the original principal face
value of the note into shares of common stock of the Company at a conversion value of $0.075.

® On October 1, 2012, the Company signed a new Promissory Note with a creditor which capitalized the unpaid
principal and interest of $233,147 under a previous Promissory Note and extended the maturity date to
January 31, 2013.

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

Overview

This quarterly report may contain certain forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These
statements relate to future events or our future financial performance. In some cases, you can identify forward-looking
statements by terminology such as may , should , expects , plans , anticipates , believes , estimates , predict
continue or the negative of these terms or other comparable terminology. These statements are only predictions and
involve known and unknown risks, uncertainties and other factors, including the risks in the section entitled Risk
Factors that may cause our or our industry s actual results, levels of activity, performance or achievements to be
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materially different from any future results, levels of activity, performance or achievements expressed or implied by
these forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Except as required by applicable law,
including the securities laws of the United States, we do not intend to update any of the forward-looking statements to
conform these statements to actual results.

Our financial statements are stated in United States Dollars (US$) and are prepared in accordance with United States

Generally Accepted Accounting Principles.
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In this annual report, unless otherwise specified, all dollar amounts are expressed in United States dollars and all
references to “‘common shares” refer to the common shares in our capital stock.

Company History and Business

Alternet Systems, Inc. (the "Company"), was organized under the laws of the State of Nevada on June 26, 2000, under
the name North Pacific Capital Corp. In 2001 the Company changed its name to SchoolWeb Systems Inc. and then, in
2002, to Alternet Systems, Inc. On December 31, 2007 the Company executed a merger with TekVoice
Communications, Inc. of Miami, Florida. Since then the Company has changed business focus and strategy to mobile
financial services and mobile security. In 2011 TekVoice became inactive.

2009 - to present Focus on Mobile Financial Services and Security

Since late 2009 the Company has focused its investment and operational expertise on the mobile value added services
markets of mobile financial transactions and security, through two new subsidiaries. These subsidiaries, Alternet
Transaction Systems (dba Utiba Americas, which is 49% owned by Utiba Pte, Ltd) and International Mobile Security
(IMS, which is 40% owned by General Services Holding LLC) were launched within the fiscal year 2010. The new
lines of business and Company focus were intended to provide new revenue streams and profitability from the high
growth segments of the mobile value added service market, namely mobile financial services and mobile security,
Growth of both of these market segments is driven by the exponential adoption of mobile phones which in 2011
reached more than 70%, of the global population, with a total of 5 billion phones.

Competition

The Company competes in two distinct industries, mobile financial services and mobile security. Although the
Company has unique features in its product offerings, and in mobile financial services is considered a pioneer and
market leader, it competes with companies that are better financed. In 2010 and 2011 some market consolidation has
taken place. Smaller competitors with market name recognition have been absorbed by larger organizations eager to
capture market share and/or obtain technology and continued consolidation is expected over the next couple of years.

Research and Development

The Company spends a judicious amount in research and development expenditures. In mobile financial services, the
Company primarily relies on its joint-venture partner's longstanding and continued research and development, and as
appropriately purchases the necessary technology. In 2011, the Company purchased $1.5 million in intellectual
property from its joint-venture partner. In mobile security the Company has its own proprietary technology and is in
constant development to address client and market needs.

Employees

The company continued to increase staffing in the nine months ended September 30, 2012 in its operating
subsidiaries. At September 30, 2012, total staff stood at 27 versus 17 the prior year. The Company continues to
outsource contract employment as appropriate.

Nine months Ended September 30, 2012 Compared to the nine months Ended September 30, 2011

Net Sales

For the nine months ended September 30, 2012, the Company had $452,891 in net sales compared to $128,794 for the
corresponding period in 2011. Sales increased significantly in percentage terms (251%) but coming in well below the

volume anticipated for the period as delays arose in closing qualified prospects of mobile commerce and mobile
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security license software by Alternet Transaction Systems, (DBA Utiba Americas) and International Mobile Security.
Contract negotiations and/or project implementations are proceeding. Additionally discussions with major new clients
have been initiated with the high likelihood of finalizing contracts in near term, most likely in the beginning of 2013.

Delays continue to reflect the long, complex, business to business sales cycle, the slow evolution of mobile money
regulations in different countries, and delays not uncommon in the rollout of new technology. Additionally, in Utiba
Americas, the transition from sales of software licenses to sale of Software as a Service (SaaS) continues apace with
the adverse effect on the timing of revenue recognition. In the former s case, revenue reflects the one-time nature of the
sale and is recognized at the time of the contract. SaaS revenue, on the other hand, is recognized over the term of the
contract, typically being three to five years, based on the number of users and/or transactions. Management is
cognizant of the timing issue and believes that the longer term and more reliable transactional revenue will generate
significantly greater value to the Company. Moreover, the market for the Company s SaaS offering is expected to be
significantly greater than straight license sales.

. __________________________________________________________________________________________________________________]
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Gross Profit

Gross profit was $176,591 in the nine months ending September 30, 2012 compared to $30,008 in the nine month
period ending September 30, 2011, representing an increase in gross profit for the period of $146,583. As noted up
above, such results were well below anticipated performance.

Operating Expenses

For the nine months ended September 30, 2012, the Company s operating expenses increased ($2,872,562 in 2012
versus $1,916,628 in prior year, an increase of $779,343, or 41%) when compared to the prior year. The increase was
attributable to the Company s additional staffing and infrastructure growth necessary to properly service market
opportunities and customer demand. This increase can best be seen in the year-over-year growth of the combined
management and consulting and salary expenses ($2,063,777 in 2012 versus $1,304,029 in 2011, an increase of
$759,748, or 58%). Most of this increase, when compared to the year-to-date prior year results, occurred in the third
quarter (an increase of $504,862, equivalent to 126%, in third quarter of 2012 versus the third quarter of 2011). The
increase in management and consulting and salary expense for the nine months accounts for 82% of the total $925,926
increase in operating expenses. Another 13% of the increase is accounted by in bank and finance charges, which
reached $52,905in 2012 versus $10,087 the prior year.

Accounts payable totaled $1,129,472 and accounts receivable were $1,789,478 at September 30, 2012
Net Loss

For the nine months ended September 30, 2012, the Company had a net loss of $2,492,012 or $(0.03) per share, which
was an increase of $649,217 when compared to the net loss for the corresponding prior year period of $1,842,795. The
higher loss was primarily due to increased operating expenses, foreign exchange losses of $247,384 (an increase of
$247,030, versus $354 in the prior year) primarily attributable to operations in Venezuela, and higher loss on debt
settlement (an increase of $289,212). The latter reflects the accounting loss, recorded on the date of such events, based
on fair market value (refer to Note 2).

Interest and other expenses

As shown in operating expenses, for the nine months ended September 30, 2012, the Company had bank charges and
interest expense of $168,510, including the $85,198 of warrants (refer to Note 8c) compared with $44,718 for the
corresponding period to September 30, 2011.

Liquidity and Capital Resources

The Company had current assets including cash on hand of $2,284,595 as at September 30, 2012 ($772,395 at
September 30, 2011).

The Company had a working capital deficiency of $2,015,136 at September 30, 2012 ($977,784 at September 30,
2011). Management of the Company has determined that the Company s ability to continue as a going concern is
dependent on raising additional capital and achieving increased sales of its operating subsidiaries, Alternet
Transaction Systems (DBA Utiba Americas), and International Mobile Security (IMS).

Management can give no assurance that any increase in sales will occur in the future and if they do occur, may not be
enough to cover the Company s operating expenses or any other costs. Should this be the case, we would be forced,
unless sufficient working capital can be raised, to suspend operations and possibly liquidate the assets and wind up
and dissolve the Company.
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RISK FACTORS

The Company is exposed to a number of risks, including the following:

- The Company may be unable to market and sell its products;

- The Company s sales are currently insufficient and its future prospects are dependent on the ability to market its
products and services;

- The Company has a history of operating at a significant loss;

- The Company requires additional equity financing to continue operations and may be unable to obtain this
financing;

- If further equity financing is obtained, it will dilute the value of existing shareholders stock;

- The Company has limited working capital with which to continue operations; The Company is active in
competitive industries and faces competition from more established companies with greater financial resources
and established sales and distribution capabilities;

- The Company has a significant number of shares outstanding which may be eligible for resale under Rule 144
and which, if sold, could depress the market price of the Company s shares.

Our business operations are also subject to a number of risks and uncertainties, including, but not limited to those set

forth below:

We have had negative cash flows from operations. If we are unable to obtain financing in the amounts and on terms
deemed acceptable to us, we may be unable to continue our business and as a result may be required to scale back or
cease operations, the result of which would be that our stockholders would lose some or all of their investment.

To date we have had negative cash flows from operations and we have been dependent on sales of our equity
securities and debt financing to meet our cash needs. We expect positive cash flow from operations in 2012 but there
is no assurance that actual cash requirements will not exceed our estimates, or that our sales projections will be
realized as estimated. The occurrence of any of the aforementioned events could adversely affect our ability to meet
our business plans.

In the near term we will depend on outside capital to pay for the continued development of our business. Such outside
capital may include the sale of additional stock and/or commercial borrowing. Capital may not continue to be
available to meet these continuing development costs or, if the capital is available, that it will be on terms acceptable
to us. The issuance of additional equity securities by us would result in a significant dilution in the equity interests of
our current stockholders. Obtaining commercial loans, assuming those loans would be available, will increase our
liabilities and future cash commitments.

A decline in the price of our common stock could affect our ability to raise further working capital and adversely
impact our operations.

A prolonged decline in the price of our common stock could result in a reduction in the liquidity of our common stock
and a reduction in our ability to raise capital. Because our operations have been primarily financed through the sale of
equity securities, a decline in the price of our common stock could be especially detrimental to our liquidity and our
continued operations. Any reduction in our ability to raise equity capital in the future would force us to reallocate
funds from other planned uses and would have a significant negative effect on our business plans and operations,
including our ability to develop new products and continue our current operations. If our stock price declines, we may
not be able to raise additional capital or generate funds from operations sufficient to meet our obligations.

We have a history of losses and fluctuating operating results.

There is no assurance that we will operate profitably or will generate positive cash flow in the future. In addition, our
operating results in the future may be subject to significant fluctuations due to many factors not within our control,
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such as the unpredictability of when customers will purchase our products and/or services, the size of customers
purchases, the demand for our production and/or services, and the level of competition and general economic
conditions. If we cannot generate positive cash flows in the future, or raise sufficient financing to continue our normal
operations, then we may be forced to scale down or even close our operations.

We have a limited operating history and if we are not successful in continuing to grow our business, we may have to
scale back or even cease our ongoing business operations.

We have limited history of revenues from operations and have limited significant tangible assets. We have yet to
generate positive earnings and there can be no assurance that we will ever operate profitably. Our company has a
limited operating history and must be considered in the development stage. Our company s operations will be subject
to all the risks inherent in the establishment of a developing enterprise and the uncertainties arising from the absence
of a significant operating history. We are in the development stage and potential investors should be aware of the
difficulties normally encountered by enterprises in the development stage. If our business plan is not successful, and
we are not able to operate profitably, investors may lose some or all of their investment in our company.
L]
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Trading of our stock may be restricted by the SEC's "Penny Stock" regulations, which may limit a stockholder's ability
to buy and sell our stock.

The U.S. Securities and Exchange Commission has adopted regulations which generally define "penny stock" to be
any equity security that has a market price (as defined) less than $5.00 per share or an exercise price of less than $5.00
per share, subject to certain exceptions. Our securities are covered by the penny stock rules, which impose additional
sales practice requirements on broker-dealers who sell to persons other than established customers and "accredited
investors." The term "accredited investor" refers generally to institutions with assets in excess of $5,000,000 or
individuals with a net worth in excess of $1,000,000 or annual income exceeding $200,000 or $300,000 jointly with
their spouse. The penny stock rules require a broker-dealer, prior to a transaction in a penny stock not otherwise
exempt from the rules, to deliver a standardized risk disclosure document in a form prepared by the SEC, which
provides information about penny stocks and the nature and level of risks in the penny stock market. The
broker-dealer also must provide the customer with current bid and offer quotations for the penny stock, the
compensation of the broker-dealer and its salesperson in the transaction and monthly account statements showing the
market value of each penny stock held in the customer's account. The bid and offer quotations, and the broker-dealer
and salesperson compensation information, must be given to the customer orally or in writing prior to effecting the
transaction and must be given to the customer in writing before or with the customer's confirmation. In addition, the
penny stock rules require that prior to a transaction in a penny stock not otherwise exempt from these rules, the
broker-dealer must make a special written determination that the penny stock is a suitable investment for the purchaser
and receive the purchaser's written agreement to the transaction. These disclosure requirements may have the effect of
reducing the level of trading activity in the secondary market for the stock that is subject to these penny stock rules.
Consequently, these penny stock rules may affect the ability of broker-dealers to trade our securities and to find
purchases for our securities. We believe that the penny stock rules discourage investor interest in and limit the
marketability of, our common stock.

The Financial Industry Regulatory Authority, or FINRA, has adopted sales practice requirements which may also
limit a stockholder's ability to buy and sell our stock.

In addition to the "penny stock" rules described above, FINRA has adopted rules that require that in recommending an
investment to a customer, a broker-dealer must have reasonable grounds for believing that the investment is suitable
for that customer. Prior to recommending speculative low priced securities to their non-institutional customers,
broker-dealers must make reasonable efforts to obtain information about the customer's financial status, tax status,
investment objectives and other information. Under interpretations of these rules, FINRA believes that there is a high
probability that speculative low priced securities will not be suitable for at least some customers. FINRA requirements
make it more difficult for broker-dealers to recommend that their customers buy our common stock, which may limit
your ability to buy and sell our stock and have an adverse effect on the market for our shares.

Trading in our common shares on the OTC Bulletin Board is limited and sporadic making it difficult for our
shareholders to sell their shares or liquidate their investiments.

Our common shares are currently listed for public trading on the OTC Bulletin Board. The trading price of our
common shares has been subject to wide fluctuations. Trading prices of our common shares may fluctuate in response
to a number of factors, many of which will be beyond our control. The stock market has generally experienced
extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating performance
of companies with no current business operation. There can be no assurance that trading prices and price earnings
ratios previously experienced by our common shares will be matched or maintained. These broad market and industry
factors may adversely affect the market price of our common shares, regardless of our operating performance.

53



Edgar Filing: ALTERNET SYSTEMS INC - Form 10-Q

In the past, following periods of volatility in the market price of a company's securities, securities class-action
litigation has often been instituted. Such litigation, if instituted, could result in substantial costs for us and a diversion
of management's attention and resources.

Because of the early stage of development and the nature of our business, our securities are considered highly
speculative.

Our securities must be considered highly speculative, generally because of the nature of our business and the early
stage of its development.

Recent Accounting Pronouncements

In January 2011, the FASB issued ASU 2011-01, Deferral of the Effective Date of Disclosures about Troubled Debt
Restructurings in Update No. 2010-20 (Receivables Topic 310), which is effective upon issuance. This update defers
the effective date of the disclosures required under ASU 2010-20 to be concurrent with the effective date of the
guidance for determining what constitutes a troubled debt restricting as presented in proposed ASU update:
Receivables (Topic 310) Clarifications to Accounting for Troubled Debt Restructurings by Creditors. This standard
did not have an effect on the Company's reported financial position or results of operations.

In April 2011, the FASB issued ASU 2011-03, Reconsideration of Effective Control for Repurchase Agreements
(Transfers and Service Pricing Topic 860), which is effective for financial statements issued for interim and annual
periods beginning on or after December 15, 2011. This update provides on the accounting for repurchase agreements
(repos) and other agreements that entitle and obligate a transferor to repurchase or redeem financial assets before their
maturity. This standard did not have an effect on the Company's reported financial position or results of operations.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFS (Fair Value Measurement Topic 820), which is effective for financial
statements issued for interim and annual periods beginning on or after December 15, 2011. This update explains how
to measure fair value. This standard did not have an effect on the Company's reported financial position or results of
operations.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income (Comprehensive Income Topic
220), which is effective for financial statements issued for interim and annual periods beginning on or after December
15, 2011. This update provides guidance on improving the comparability, consistency, and transparency of financial
reporting and to increase the prominence of items reported in other comprehensive income This standard did not have
an effect on the Company's reported financial position or results of operations

In September 2011, the FASB issued ASU 2011-08, Testing Goodwill for Impairment (Intangibles - Goodwill and
Other Topic 350), which is effective for financial statements issued for interim and annual periods beginning on or
after December 15, 2011. This update simplifies how entities test goodwill for impairment by permitting them to use
qualitative factors to first to determine whether an impairment is more likely or not. This standard did not have an
effect on the Company's reported financial position or results of operations.

In September 2011, the FASB issued ASU 2011-09, Disclosures about an Employer's Participation in a
Multiemployer Plan (Compensation - Retirement Benefits - Multiemployer Plans Topic 715-80), which is effective for
financial statements issued for interim and annual periods beginning on or after December 15, 2011. This update
requires increased disclosure from Company's participating in a Multiemployer Plan. This standard did not have an
effect on the Company's reported financial position or results of operations.

In December 2011, the FASB issued ASU 2011-11, Disclosures about Offsetting Assets and Liabilities (Balance Sheet
Topic 210), which is effective for financial statements issued for interim and annual periods beginning on or after
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January 1, 2013. This update facilitates comparison between financial statements presented under US GAAP and
financial statements prepared under IFRS. This standard is not expected to have an effect on the Company's reported
financial position or results of operations.

In December 2011, the FASB issued ASU 2011-12, Deferral of the Effective Date for Amendments to the Presentation
of Reclassifications of Items Out of Accumulated Other Comprehensive Income in ASU 2011-05 (Comprehensive
Income Topic 220), which is effective for financial statements issued for interim and annual periods beginning on or
after December 15, 2011. This update defers some of the requirements relating to the reclassification of items out of
Other Comprehensive Income under ASU 2011-05. This standard did not have an effect on the Company's reported
financial position or results of operations.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk
Not applicable

Item 4. Controls and Procedures

Management s Report on Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our reports filed under the Securities Exchange Act of 1934 , as amended, is recorded, processed, summarized and
reported within the time periods specified in the Securities and Exchange Commission's rules and forms, and that such
information is accumulated and communicated to our management, including our president (also our principal
executive officer, principal financial officer and principal accounting officer) to allow for timely decisions regarding
required disclosure.

As of September 30, 2012, we carried out an evaluation, under the supervision and with the participation of our
president (also our principal executive officer) and our secretary, treasurer and chief financial officer (also our
principal financial and accounting officer), of the effectiveness of the design and operation of our disclosure controls
and procedures. Based on the foregoing, our president (also our principal executive officer) and our secretary,
treasurer and chief financial officer (also our principal financial and accounting officer) concluded that our disclosure
controls and procedures were effective in providing reasonable assurance in the reliability of our financial reports as
of the end of the period covered by this quarterly report.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal controls over financial reporting that occurred during the quarter ended
September 30, 2012 that have materially or are reasonably likely to materially affect, our internal controls over
financial reporting.

PART II - OTHER INFORMATION

Item 1. Legal Proceedings

Management is not aware of any legal proceedings (either presently engaged in or contemplated) by any government
authority or other party involving the Company, its properties or its products.

No directors, officers, or affiliate of the Company is (i) a party adverse to the Company in any legal proceedings, or
(i1) has an adverse interest to the Company in any legal proceedings.

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

During the nine months ended September 30, 2012, the Company issued 3,333,333 common shares valued at
$500,000 for share subscriptions received in the prior year, 6,097,282 common shares valued at $1,235,999 for debt
settlements and convertible debenture agreements of which 2,138,358 shares valued at $113,333 were obligated to be
issued at December 31, 2011, and 337,500 common shares valued at $63,000 for consulting services to be rendered
during the period.

In addition, during the nine months ended September 30, 2012, the Company issued 1,402,116 common shares at

$0.15 per share for total cash proceeds of $210,317 and 1,264,550 common shares at $0.15 a $0.15 for total cash
proceeds of $189,683.
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During the nine months ended September 30, 2012, the Company received $350,000 toward $400,000 of share
subscriptions for which shares have not been issued by the end of the period. During the period, the investor requested
to reduce the subscription to equal the $350,000 cash funds he had advanced to the Company. At September 30, 2012,
the Company had $480,362 (December 31, 2011 - $630,362) in private placement subscriptions which are reported as
private placement subscriptions within stockholders deficit.

The shares which were not issued as at September 30, 2012 or September 30, 2011 were not used to compute the total
weighted average shares outstanding as at September 30, 2012 or September 30, 2011 respectively and were thus not
used in the basic net loss per share calculation.
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Item 3. Defaults upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Security Holders

None.

Item 5. Other Information

None.

Item 6. Exhibits

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Reports on Form 8-K. On June 7, 2012 the Registrant filed a report on Form 8K.

(b) Exhibits. Exhibits included or incorporated by reference herein: See Exhibit Index below.

EXHIBIT INDEX

Number Exhibit Description

3.1 Articles of Incorporation (incorporated by reference to Exhibit 3 of the Registration Statement on Form
10- SB filed on September 28, 2000).

32 Certificate of Amendment to Articles of Incorporation (incorporated by reference to Exhibit 2 of the Form
10-SB filed on September 28, 2000).

33 Certificate of Amendment to Articles of Incorporation dated October 13, 2000. (incorporated by reference

to Exhibit 3.3 of the Form 10-QSB filed on November 7, 2000)

34.1 By-Laws (incorporated by reference to Exhibit 3.3 of the Form 10-QSB filed on November 7, 2001)
14.1 Code of Business Conduct

31.1 Section 302 Certifications - CEO

312 Section 302 Certifications - CFO

32.1 Section 906 Certifications - CEO

32.2 Section 906 Certifications - CFO
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

ALTERNET SYSTEMS INC.

By: /s/Henrvk Dabrowski
Henryk Dabrowski, President

(Principal Executive Officer)
November 13, 2012

By: s/ Michael Viadero

Michael Viadero, Secretary, Treasurer

(Principal Financial Officer and Principal Accounting Officer)
November 13, 2012
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