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PART I FINANCIAL INFORMATION

Item 1. Financial Statements.

DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

  March 31,   December 31,  
  2018   2017  
  (Unaudited)     

ASSETS       
CURRENT ASSETS:       

Cash  $ 66,841  $ 1,941,818 
Accounts receivable, net   1,414,268   298,304 
Contract Assets   608,287   423,793 
Prepaid expenses and other current assets   187,442   90,923 
Total Current Assets   2,276,838   2,754,838 

         
Property and equipment, net   115,761   65,362 

         
OTHER ASSETS:         

Software Development Costs, net   55,000   — 
Patents and trademarks, net   45,621   45,978 
Total Other Assets   100,621   45,978 

TOTAL ASSETS  $ 2,493,220  $ 2,866,178 
         

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)         
CURRENT LIABILITIES:         

Accounts payable  $ 790,182  $ 812,618 
Accounts payable - related parties   12,598   12,598 
Notes payable - financing agreements   124,770   49,657 
Notes payable - related parties   —   9,078 
Line of credit   34,212   34,513 
Payroll taxes payable   158,056   149,448 
Accrued expenses   353,731   497,277 
Contract Liabilities   722,582   200,410 
Deferred revenue   343,950   438,907 
Total Current Liabilities   2,540,081   2,204,506 

         
Notes payable - related party   —   39,137 
Total Liabilities   2,540,081   2,243,643 
         
Commitments and Contingencies (Note 6)         
         
STOCKHOLDERS' EQUITY (DEFICIT):         

Preferred Stock:  $0.001 par value, 10,000,000 authorized, 9,485,000 shares available to be designated         
Series A redeemable convertible cumulative preferred stock, $10 state value per share, 500,000 shares

designated; 0 issued and outstanding at March 31, 2018 and December 31, 2017, convertible into
common stock at $6.30 per share   —   — 

Series B convertible cumulative preferred stock, $1,000 stated value per share, 15,000 shares
designated: 2,830 issued and outstanding at March 31, 2018 and December 31, 2017, convertible into
common stock at $0.50 per share   2,830,000   2,830,000 

Common stock:  $0.001 par value; 500,000,000 shares authorized 20,710,059 and 20,657,850 shares
issued and outstanding at March 31, 2018 and December 31, 2017, respectively   20,710   20,658 

Additional paid-in capital   26,682,479   26,608,823 
Total stock & paid-in-capital   26,703,189   26,629,481 
Accumulated deficit   (29,432,050)   (28,688,946)
Sub-total   (2,728,861)   (2,059,465)
Less:  Treasury stock (3,280 shares of common stock)   (148,000)   (148,000)

Total Stockholders' Equity (Deficit)   (46,861)   622,535 
Total Liabilities and Stockholders' Equity (Deficit)  $ 2,493,220  $ 2,866,178 

See accompanying condensed notes to the unaudited consolidated financial statements.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

  For the Three Months Ended  
  March 31,  
  2018   2017  
       
REVENUES:       

Project  $ 844,714  $ 360,487 
Maintenance and technical support   257,447   315,327 
IT asset management services   45,769   359,916 

         
Total Revenues   1,147,930   1,035,730 

         
COST OF REVENUES:         

Project   547,799   346,128 
Maintenance and technical support   103,323   147,402 
IT asset management services   20,237   137,858 

         
Total Cost of Revenues   671,359   631,388 

         
GROSS PROFIT   476,571   404,342 
         
OPERATING EXPENSES:         

Selling and marketing expenses   41,221   68,747 
Salaries, wages and contract labor   765,870   735,602 
Research and development   135,280   87,617 
Professional fees   63,865   120,153 
General and administrative expenses   209,837   247,988 

         
Total Operating Expenses   1,216,073   1,260,107 

         
LOSS FROM OPERATIONS   (739,502)   (855,765)
         
OTHER INCOME (EXPENSES):         

Interest Expense   (5,728)   (921,314)
Gain on settlement of debt   —   64,647 
Warrant derivative gain (loss)   —   (582,388)
Other income, net   2,126   1 

         
Total Other Income (Expense)   (3,602)   (1,439,054)

         
NET LOSS   (743,104)   (2,294,819)
         
Series A preferred stock dividends   —   (5,920)
         
Net loss applicable to common stock  $ (743,104)  $ (2,300,739)
         
         
NET LOSS APPLICABLE TO COMMON STOCK PER COMMON SHARE:         

Basic & Diluted  $ (0.04)  $ (1.21)
         
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING:         

Basic & Diluted   20,709,478   1,894,171 

See accompanying condensed notes to the unaudited consolidated financial statements.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

  For the Three Months Ended  
  March 31,  
  2018   2017  
       
Cash from operating activities:       

Net loss  $ (743,104)  $ (2,294,819)
Adjustments to reconcile net loss to net cash used in operating activities:         

Depreciation and amortization   19,071   12,191 
Gain on settlement of debt   —   (64,647)
Stock and warrants issued for services   —   15,000 
Amortization of debt discounts   —   844,988 
Warrant derivative loss   —   582,388 
Changes in assets and liabilities:         

Accounts receivable   (1,115,965)   (267,885)
Contract assets   (184,494)   329,034 
Prepaid expenses and other current assets   53,029   61,968 
Accounts payable   (22,436)   53,253 
Accounts payable-related party   —   1,408 
Payroll taxes payable   8,608   259,056 
Accrued expenses   (69,837)   52,233 
Contract liabilities   522,172   1,503 
Deferred revenue   (94,957)   (261,197)

Net cash used in operating activities   (1,627,913)   (675,526)
         
Cash flows from investing activities:         

Purchase of software   (60,000)   — 
Purchase of patents/trademarks   (1,000)   — 
Purchase of fixed assets   (63,113)   (16,266)

Net cash used in investing activities   (124,113)   (16,266)
         
Cash flows from financing activities:         

Proceeds from related party notes   —   (13,612)
Repayments of line of credit   (301)   — 

Repayments of related party notes   (48,215)   — 
Repayments of insurance and equipment financing   (74,435)   (26,287)
Repayments of notes payable   —   (172,500)
Proceeds of notes payable, net of $117,000 cash fees   —   783,000 

Net cash (used) provided by financing activities   (122,951)   570,601 
         
Net decrease in cash   (1,874,977)   (121,191)
Cash, beginning of period   1,941,818   174,376 
Cash, end of period   66,841   53,185 
         
Supplemental Disclosure of Cash Flow Information:         

Interest paid  $ 3,519  $ 45,334 
         
Supplemental Non-Cash Investing and Financing Activities:         

Common stock issues for accrued BOD fees  $ 73,709   — 
Accrued interest forgiven related to note payable settlement  $ —  $ 20,697 
Debt discount related to notes payable  $ —  $ 992,369 
Note issued for financing of insurance premiums  $ —  $ 1,276,520 

See accompanying condensed notes to the unaudited consolidated financial statements.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

NOTE 1 – NATURE OF OPERATIONS, BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations

Duos Technologies Group, Inc. (“Company”), through its operating subsidiary “Duos Technologies, Inc. (“duostech”) is primarily engaged
in the design and deployment of state-of-the-art, artificial intelligence driven intelligent technologies systems. duostech converges
traditional security measures with information technologies to create “actionable intelligence.” duostech’s IP is built upon two of its core
technology platforms (praesidium® and centraco®), both distributed as licensed software suites, and natively embedded within engineered
turnkey systems. praesidium® is a modular suite of analytics applications which process and simultaneously analyze data streams from a
virtually unlimited number of conventional sensors and/or data points. Native algorithms compare analyzed data against user-defined
criteria and rules in real time and automatically report any exceptions, deviations and/or anomalies. This application suite also includes a
broad range of conventional operational system components and sub-systems, including an embedded feature-rich video management
engine and a proprietary Alarm Management Service (AMS). This unique service provides continuous monitoring of all connected devices,
processes, equipment and sub-systems, and automatically communicates to the front end-user interface, if and when an issue, event or
performance anomalies are detected. centraco® is a comprehensive user interface that includes the functionalities of a Physical Security
Information Management (PSIM) system as well as those of an Enterprise Information System (EIS). This multi-layered interface can be
securely installed as a stand-alone application suite inside a local area network or pushed outside a wide area network using the same
browser-based interface. It leverages industry standards for data security, access, and encryption as appropriate. The platform also operates
as a cloud-hosted solution.

The Company’s strategy includes expansion of its technology base through organic development efforts, strategic partnerships, and growth
through strategic acquisitions.  The Company provides its broad range of technology solutions with an emphasis on mission critical
security, inspection and operations within the rail transportation, commercial, petrochemical, government, and banking sectors. Duos
Technologies Group also offers professional and consulting services for large data centers.

As reported previously, The Company previously conducted a reverse merger between duostech and a wholly owned subsidiary of
Information Systems Associates, Inc., a Florida corporation (“ISA”), which became effective as of April 1, 2015 resulting in duostech
becoming a wholly owned subsidiary of the merged entity. The merger was followed by a corporate name change to Duos Technologies
Group, Inc., a symbol change from IOSA to DUOT and up-listing from OTC Pink to OTCQB.

ISA’s original business of IT Asset Management (ITAM) services for large data centers is now operated as a division of the Company that
continues its sales efforts through strategic partners. ISA developed a methodology for the efficient data collection of assets contained
within large data centers and was awarded a patent in 2010 for specific methods to collect and audit data.

Basis of Presentation
 

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (“GAAP”) for interim financial information and with the instructions to Form 10-Q and Article 8 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete financial statements. In the
opinion of management, all adjustments (all of which are of a normal recurring nature) considered necessary for a fair presentation have
been included. Operating results for the three months ended March 31, 2018 are not indicative of the results that may be expected for the
year ending December 31, 2018 or for any other future period. These unaudited consolidated financial statements and the unaudited
condensed notes thereto should be read in conjunction with the audited consolidated financial statements and notes thereto included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2017 filed with the Securities and Exchange Commission (the
“SEC”) on April 2, 2018.

All share and per share amounts have been presented to give retroactive effect to a 1 for 35 reverse-stock split that occurred in May 2017.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

 

Principles of Consolidation

The consolidated financial statements include the accounts of the Company including its wholly-owned subsidiaries, duostech and
TrueVue 360, Inc. All inter-company transactions and balances are eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results may differ from these estimates. The most significant estimates in the accompanying consolidated financial
statements include the allowance on accounts receivable, valuation of deferred tax assets, valuation of intangible and other long-lived
assets, estimates of net contract revenues and the total estimated costs to determine progress towards contract completion, valuation of
stock-based compensation, valuation of derivatives, valuation of warrants issued with debt, valuation of beneficial conversion features in
convertible debt, and valuation of stock-based awards. We base our estimates on historical experience and on various other assumptions
that we believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values
of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

Concentrations

Cash Concentrations

Cash is maintained at financial institutions and at times, balances may exceed federally insured limits. We have not experienced any losses
related to these balances. As of March 31, 2018, balance in one financial institution exceeded federally insured limits by approximately
$11,000.

Significant Customers and Concentration of Credit Risk

Major Customers and Accounts Receivable

The Company had certain customers whose revenue individually represented 10% or more of the Company’s total revenue, or whose
accounts receivable balances individually represented 10% or more of the Company’s total accounts receivable, as follows:

For the three months ended March 31, 2018, four customers accounted for 27%, 19%, 17% and 13% of revenues, respectively.  For the
three months ended March 31, 2017, three customers accounted for 35%, 22% and 12% of revenues, respectively.

At March 31, 2018, one customer accounted for 59% of accounts receivable.  At December 31, 2017, four customers accounted for 42%,
17%, 13% and 11% of accounts receivable, respectively.

Geographic Concentration

Approximately 5.5% of revenue is generated from a customer outside of the United States.

Accounting for Derivatives

The Company evaluates its convertible instruments, options, warrants or other contracts to determine if those contracts or embedded
components of those contracts qualify as derivatives to be separately accounted for under ASC Topic 815, “Derivatives and Hedging.” The
result of this accounting treatment is that the fair value of the derivative is marked-to-market each balance sheet date and recorded as a
liability. In the event that the fair value is recorded as a liability, the change in fair value is recorded in the statement of operations as other
income (expense). Upon conversion or exercise of a derivative instrument, the instrument is marked to fair value at the conversion date and
then that fair value is reclassified to equity. Equity instruments that are initially classified as equity that become subject to reclassification
under ASC Topic 815 are reclassified to liabilities at the fair value of the instrument on the reclassification date.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

 

Fair Value of Financial Instruments and Fair Value Measurements

We measure our financial assets and liabilities in accordance with generally accepted accounting principles. For certain of our financial
instruments, including cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities, the carrying amounts
approximate fair value due to their short maturities. Amounts recorded for notes payable, net of discount, and loans payable also
approximate fair value because current interest rates available to us for debt with similar terms and maturities are substantially the same.

We follow accounting guidance for financial assets and liabilities. This standard defines fair value, provides guidance for measuring fair
value and requires certain disclosures. This standard does not require any new fair value measurements, but rather applies to all other
accounting pronouncements that require or permit fair value measurements. This guidance does not apply to measurements related to share-
based payments. This guidance discusses valuation techniques, such as the market approach (comparable market prices), the income
approach (present value of future income or cash flow), and the cost approach (cost to replace the service capacity of an asset or
replacement cost).

The guidance utilizes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels. The following is a brief description of those three levels:

Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Inputs, other than quoted prices that are observable, either directly or indirectly. These include quoted prices for similar assets
or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are not active.

Level 3: Unobservable inputs in which little or no market data exists, therefore developed using estimates and assumptions developed
by us, which reflect those that a market participant would use.

Software Development Costs

The Company accounts for costs incurred to develop or purchase computer software for internal use in accordance with FASB ASC 350-40
“Internal-Use Software” or ASC 350-50 "Website Costs". Costs incurred during the preliminary project stage along with post-
implementation stages of internal use computer software are expensed as incurred. Costs incurred to maintain existing product offerings are
expensed as incurred.

Software development costs incurred prior to establishing technological feasibility are charged to operations and included in research and
development costs. The technological feasibility of a software product is established when the Company has completed all planning,
designing, coding, and testing activities that are necessary to establish that the product meets its design specifications, including
functionality, features, and technical performance requirements. Software development costs incurred after establishing
technological feasibility for software sold as a perpetual license, as defined within ASC 985-20 (Software – Costs of Software to be sold,
Leased, or Marketed) are capitalized and amortized on a product-by-product basis when the product is available for general release to
customers. Software development is also capitalized in accordance with ASC 350-40, “Intangibles - Goodwill and Other - Internal - Use
Software,” and is amortized over the expected benefit period, which generally ranges from three to seven years.

Earnings (Loss) Per Share

Basic earnings per share (EPS) are computed by dividing net loss applicable to common stock by the weighted average number of common
shares outstanding. Diluted net loss per common share is computed by dividing the net loss applicable to common stock by the weighted
average number of common shares outstanding for the period and, if dilutive, potential common shares outstanding during the period.
Potential common shares consist of the incremental common shares issuable upon the exercise of stock options, stock warrants, convertible
debt instruments, convertible preferred stock or other common stock equivalents. Potentially dilutive securities are excluded from the
computation if their effect is anti-dilutive. At March 31, 2018, there was an aggregate of 25,216,332 outstanding warrants to purchase
shares of common stock respectively.  At March 31, 2018, 5,660,000 common shares were issuable upon conversion of Series B
convertible preferred stock, all of which were excluded from the computation of dilutive earnings per share because their inclusion would
have been anti-dilutive.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

 

Revenue Recognition

As of January 1, 2018, the Company adopted Accounting Standards Update (“ASU”) 2014-89, Revenue from Contracts with Customers
(“ASC 606”), that affects the timing of when certain types of revenues will be recognized.  The basic principles in ASC 606 include the
following: a contract with a customer creates distinct unrecognized contract assets and performance obligations; satisfaction of a
performance obligation creates revenue; and a performance obligation is satisfied upon transfer of control to a good or service to a
customer.

Revenue is recognized for sales of systems and services over time using cost-based input methods, in which significant judgement is
required to evaluate assumptions including the amount of net contract revenues and the total estimated costs to determine our progress
towards contract completion and to calculate the corresponding amount of revenue to recognize.

Revenue is recognized by evaluating our revenue contracts with customers based on the five-step model under ASC 606:

Identify the contract with the customer;
Identify the performance obligations in the contract;
Determine the transaction price;
Allocated the transaction price to separate performance obligations; and
Recognize revenue when (or as) each performance obligations is satisfied.

Accordingly, the Company now bases its revenue recognition on ASC 606-10-25-27, where control of a good or service transfers over time
if the entity’s performance does not create an asset with an alternative use to the entity and the entity has an enforceable right to payment
for performance completed to date including a profit margin or reasonable return on capital. Control is deemed to pass to the customer
instantaneously as the goods are manufactured and revenue is recognized accordingly.

In addition, the Company has adopted ASC 606-10-55-21 such that if the cost incurred is not proportionate to the progress in satisfying the
performance obligation, we adjust the input method to recognize revenue only to the extent of the cost incurred. Therefore, the Company
will recognize revenue at an equal amount to the cost of the goods to satisfy the performance obligation.  To accurately reflect revenue
recognition based on the input method, the Company has adopted the implementation guidance as set out in ASC-606-10-55-187 through
192.

Segment Information

The Company operates in one reportable segment.

Recent Issued Accounting Standards

In February 2016, the Financial Accounting Standards Board issued Accounting Standards Update No. 2016-02: “Leases (Topic 842)”
whereby lessees will need to recognize almost all leases on their balance sheet as a right of use asset and a lease liability. This guidance is
effective for interim and annual reporting periods beginning after December 15, 2018. The Company does not expect this ASU to have a
material impact on its consolidated financial statements.

In March 2016, the FASB issued Accounting Standards Update No. 2016-09:  "Compensation – Stock Compensation (Topic
718)-Improvements to Employee Share-Based Payment Accounting" which includes multiple provisions intended to simplify various
aspects of the accounting for share-based payments. This guidance is effective for interim and annual reporting periods beginning after
December 15, 2016. There was no material impact to the consolidated financial statements as a result of implementing this ASU.

NOTE 2 – GOING CONCERN

As reflected in the accompanying unaudited consolidated financial statements, the Company had a net loss of $743,104 for the three
months ended March 31, 2018. During the same period, cash used in operating activities was $1,627,913. The working capital deficit and
accumulated deficit as of March 31, 2018 were $263,243 and $29,432,050. Some of these matters raise substantial doubt about the
Company’s ability to continue as a going concern for a period of twelve months from the issuance date of this report.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

 

The ability of the Company to continue as a going concern is dependent on the Company’s ability to further implement its business plan,
drive significant additional revenue and become profitable.

On November 24, 2017, the Company entered into a Securities Purchase Agreement and Registration Rights Agreement in the aggregate
principal amount of $11,031,371. This amount reflects both cash received and conversion of certain of the Company’s debt to equity. Part
of the cash received was used to retire long-term debt and payables including full payment to the Internal Revenue Service, excluding
accrued late fees in the amount of $108,262, in which the Company expects to start making monthly payments in June 2018 to pay down
the accrued late fees.  The remaining cash and near-term receivables and anticipated billings of approximately $2.1 million will be used to
support operations for signed and anticipated contracts which are expected to generate revenues in 2018.

While no assurance can be provided, management believes that these actions provide the opportunity for the Company to continue as a
going concern and to grow its business and achieve profitability without the requirement to raise additional capital for existing operations.
Ultimately the continuation of the Company as a going concern is dependent upon the ability of the Company to execute the plan described
above, generate sufficient revenue and to attain profitable operations. These unaudited consolidated financial statements do not include any
adjustments related to the recoverability and classification of recorded asset amounts and classification of liabilities that might be necessary
should the Company be unable to continue as a going concern. 

NOTE 3 – SOFTWARE DEVELOPMENT COSTS

At March 31, 2018 and December 31, 2017, the Company capitalized $60,000 and zero, respectively, relating to the development of new
software products.  These software products were developed by a third-party and had passed the preliminary project stage prior to
capitalization.

Software development costs consisted of the following at March 31, 2018 and December 31, 2017:
 

 
 

March 31,
2018   

December 31.
2017  

Software Development Costs  $ 60,000  $ — 
Less: Accumulated amortization   (5,000)   — 
  $ 55,000  $ — 

Amortization expense of software development costs for the three months ended March 31, 2018 and at December 31, 2017 was $5,000
and zero, respectively.

NOTE 4 – DEBT

Notes Payable - Financing Agreements

The Company’s notes payable relating to financing agreements classified as current liabilities consist of the following as of:

  March 31, 2018  December 31, 2017  
Notes Payable  Principal    Interest  Principal    Interest  
Third Party - Insurance Note 1  $ 15,125   10.30%  $ 25,075   10.30%  
Third Party - Insurance Note 2   7,301   10.00%   11,679    10.00%  
Third Party - Insurance Note 3   102,344   8.80%   —    8.05%  
Third Party - Insurance Note 4   —    9.95%   12,903    9.24%  
Total  $ 124,770      $ 49,657       

The Company entered into an agreement on December 23, 2017 with its insurance provider by executing a $25,075 note payable (Insurance
Note 1) issued to purchase an insurance policy, secured by that policy with an annual interest rate of 10.30% payable in monthly
installments of principal and interest totaling $2,234 through October 23, 2018. The note balance as of March 31, 2018 and December 31,
2017 was $15,125 and $25,075, respectively.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

 

The Company entered into an agreement on September 15, 2017 with its insurance provider by executing a $19,065 note payable
(Insurance Note 2) issued to renew an insurance policy, secured by that policy, with an annual interest rate of 10.00% payable in monthly
installments of principal and interest totaling $1,581 through October 15, 2018. At March 31, 2018 and December 31, 2017, the note
payable balance was $7,301 and $11,679, respectively.

The Company entered into an agreement on February 3, 2018 with its insurance provider by executing a $127,561 note payable (Insurance
Note 3) issued to purchase an insurance policy, secured by that policy with an annual interest rate of 8.80% payable in monthly installments
of principal and interest totaling $13,276 through November 3, 2018. At March 31, 2018 and December 31, 2017, the note payable balance
was $102,344 and zero, respectively.

The Company entered into an agreement on April 15, 2017 with its insurance provider by executing a $49,000 note payable (Insurance
Note 4) issued to purchase an insurance policy, secured by that policy with an annual interest rate of 9.24% payable in monthly installments
of principal and interest totaling $4,373 through February 15, 2018.  At March 31, 2018 and December 31, 2017, the note payable balance
was zero and $12,903, respectively.

Notes Payable - Related Parties

The Company’s notes payable to related parties classified as current liabilities consist of the following as of:

  March 31, 2018  December 31, 2017
Notes Payable  Principal  Interest  Principal  Interest

CEO  $ —  8%  $ 9,078  8%
Sub-total current portion   —      9,078     
Add long-term portion-CEO   —      39,137    
Total  $ —     $ 48,215    

On July 19, 2016, the Company received a $60,000 loan less fees of $75 for a related party loan with proceeds of $59,925 from the
Company’s CEO. The promissory note carries an annual interest rate of 7.99% with a monthly installment payment of $1,052 through July
19, 2022.  As of March 31, 2018 and December 31, 2017, the outstanding balance was zero and $48,215, respectively.

NOTE 5 – LINE OF CREDIT

The Company assumed a line of credit with Wells Fargo Bank upon merger with ISA on April 1, 2015. The line of credit provided for
borrowings up to $40,000, but is now closed to future borrowing. The balance as of March 31, 2018 and December 31, 2017, was $34,212
and $34,513, respectively, including accrued interest. This line of credit has no maturity date. The annual interest rate is 11% at March 31,
2018. The former CEO of ISA is the personal guarantor.

NOTE 6 – COMMITMENTS AND CONTINGENCIES

Delinquent Payroll Taxes Payable

As of the date hereof, the Company has paid its payroll taxes in full and the Company had appealed the IRS penalty payments for a
reduction which is currently under review. The IRS has since responded, and the Company will be required to repay the penalties in
connection with the delinquent payroll taxes. At March 31, 2018, the payroll taxes payable balance of $158,056 includes accrued late fees
in the amount of $108,262.  The Company expects to start making monthly payments in June 2018 to pay down the accrued late fees.

Licensing Agreement

The Company has entered into a new software license and configuration services agreement.  The annual support and maintenance fee
includes support and updates to the vendor’s Gateway software and customer access to their services (including web application, mobile
application, and associated APIs) for the purpose of gateway configuration, gateway monitoring and management, application
configuration, application management, and automatic model updates.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONDENSED NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2018
(Unaudited)

 

The Company has also entered into a SaaS Agreement with the same vendor that is an Amazon AWS-hosted software service enabling the
automation of visual observation tasks using deep convolutional neural networks and other computer vision techniques.  It consists of a
public api, web application, iPhone application, and associated backend services.  The system supports the labeling of example image data,
the automatic building of classification, detection, localization, measuring and counting applications based on the labeled example data, and
the run-time deployment of the trained application models.

NOTE 7 – RELATED PARTIES

Letter Agreements

With the closing of the Company’s private offering of common stock and warrants to purchase shares of the Company’s common stock (the
“Private Offering”) on November 24, 2017, (i) Gianni B. Arcaini, the Chief Executive Officer, converted $700,543 of accrued salary into
700,543 shares of the Company’s common stock at $1.00 per share and 700,543 warrants to purchase shares of common stock of the
Company at an exercise price of $1.00 per share, expiring five years from the grant date; and ( (ii) Adrian G. Goldfarb, the Chief Financial
Officer of the Company, converted $34,020 of liabilities into 34,020 shares of the Company’s common stock at $1.00 per share and 34,020
warrants to purchase shares of common stock of the Company at an exercise price of $1.00 per share, expiring five years from the grant
date.

As of March 31, 2018, and December 31, 2017, there was one note payable to a related party totaling zero and $48,215, respectively.  (see
Note 4)

NOTE 8 – STOCKHOLDERS’ EQUITY 

Common stock issued for board of director fees
 

During the first quarter of 2018, the Company issued 52,209 shares of common stock totaling $52,209 for partial consideration in lieu of
cash owed to members of the board of directors for their service in such capacity.  These shares were valued at $26,105 or $0.50 based on a
recent private investor offering, with a gain on settlement for $26,104 charged to additional paid in capital.

NOTE 9 – COMMON STOCK PURCHASE WARRANTS
 
Warrants

The following is a summary of activity for warrants to purchase common stock for the three months ended March 31, 2018:

  March 31, 2018  

  
Number of
Warrants   

Weighted
Avg.

Exercise
Price   

Remaining
Contractual Life

(Years)  
Outstanding at the beginning of the year   25,216,332  $ .65   4.9 
Warrants expired   —         
Warrants issued   —         
Outstanding at end of period   25,216,332   .65   4.6 
Exercisable at end of period   25,216,332  $ .65   4.6 

NOTE 10 – REVENUES

Revenue Recognition and Contract Accounting

The Company generates revenue from three sources: (1) Project Revenue; (2) Maintenance and Technical Support and (3) IT Asset
Management (consulting and auditing).
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The Company constructs intelligent technology systems consisting of materials and labor under customer contracts. Revenues and related
costs on project revenue are recognized based on ASC 606-10-25-27, where control of a good or service transfers over time if the entity’s
performance does not create an asset with an alternative use to the entity and the entity has an enforceable right to payment for performance
completed to date including a profit margin or reasonable return on capital. Control is deemed to pass to the customer instantaneously as
the goods are manufactured and revenue is recognized accordingly.

In addition, the Company has adopted ASC 606-10-55-21 such that if the cost incurred is not proportionate to the progress in satisfying the
performance obligation, we adjust the input method to recognize revenue only to the extent of the cost incurred. Therefore, the Company
will recognize revenue at an equal amount to the cost of the goods to satisfy the performance obligation.  To accurately reflect revenue
recognition based on the input method, the Company has adopted the implementation guidance as set out in ASC-606-10-55-187 through
192.

Under this method, contract revenues are recognized over the performance period of the contract in direct proportion to the costs incurred.
Costs include direct material, direct labor, subcontract labor and other allocable indirect costs. All un-allocable indirect costs and corporate
general and administrative costs are also charged to the periods as incurred. Any recognized revenues that have not been billed to a
customer are recorded as an asset in “costs and estimated earnings in excess of billings on uncompleted contracts”. Any billings of
customers in excess of recognized revenues are recorded as a liability in “billings in excess of costs and estimated earnings on uncompleted
contracts”. However, in the event a loss on a contract is foreseen, the Company will recognize the loss when such loss is determined.

NOTE 11– CONTRACT ACCOUNTING

Contract Assets

Contract assets on uncompleted contracts represents costs and estimated earnings in excess of billings and/or cash received on uncompleted
contracts accounted for under the input method, which recognizes revenue only to the extent of the cost incurred.

 
At March 31, 2018 and December 31, 2017, contract assets on uncompleted contracts consisted of the following

 
 

March 31,
2018   

December 31.
2017  

Costs and estimated earnings recognized  $ 1,200,590  $ 1,613,731 
Less: Billings or cash received   (592,303)   (1,189,938)
Contract assets  $ 608,287  $ 423,793 

Contract Liabilities

Contract liabilities on uncompleted contracts represents billings and/or cash received that exceed accumulated revenues recognized on
uncompleted contracts accounted for under the input method, which recognizes revenue only to the extent of the cost incurred.
 
At March 31, 2018 and December 31, 2017, contract liabilities on uncompleted contracts consisted of the following:

 
 

March 31,
2018   

December 31.
2017  

Billings and/or cash receipts on uncompleted contracts  $ 1,302,579  $ 573,847 
Less: Costs and estimated earnings recognized   (579,997)   (373,437)
Contract liabilities  $ 722,582  $ 200,410 

A contract is considered complete when all costs except insignificant items have been incurred and the installation is operating according to
specifications or has been accepted by the customer.
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The Company has contracts in various stages of completion. Such contracts require estimates to determine the appropriate cost and revenue
recognition. Costs estimates are reviewed periodically on a contract-by-contract basis throughout the life of the contract such that
adjustments to the profit resulting from revisions are made cumulative to the date of the revision. Significant management judgments and
estimates, including the estimated costs to complete projects, must be made and used in connection with the revenue recognized in the
accounting period. Current estimates may be revised as additional information becomes available.

Maintenance and Technical Support

Maintenance and technical support services are provided on both an as-needed and extended-term basis and may include providing both
parts and labor. Maintenance and technical support provided outside of a maintenance contract are on an as-requested basis, and revenue is
recognized as the services are provided. Revenue for maintenance and technical support provided on an extended-term basis is recognized
ratably over the term of the contract.

For sales arrangements that do not involve multiple elements such as professional services, which are of short-term duration, revenues are
recognized when services are completed.

IT Asset Management Services

The Company’s IT asset management business generates revenues under contract with customers from three sources: (1) Professional
Services (consulting and auditing); (2) Software licensing with optional hardware sales and (3) Customer Service (training and maintenance
support).

For sales arrangements that do not involve performance obligations: 

(1) Revenues for professional services, which are of short-term duration, are recognized when services are completed;
(2) For all periods reflected in this report, software license sales have been one-time sales of a perpetual license to use our software

product and the customer also has the option to purchase third party manufactured handheld devices from us if they purchase
our software license. Accordingly, the revenue is recognized upon delivery of the software and delivery of the hardware, as
applicable, to the customer;

(3) Training sales are one-time upfront short-term training sessions and are recognized after the service has been performed; and
(4) Maintenance/support is an optional product sold to our software license customers under one-year contracts. Accordingly,

maintenance payments received upfront are deferred and recognized over the contract term.

Multiple Elements

Arrangements with customers may involve multiple elements including project revenue and maintenance services in our Intelligent
Technology Systems business. Maintenance will occur after the project is completed and may be provided on an extended-term basis or on
an as-needed basis. In our IT Asset Management business, multiple elements may include any of the above four sources. Training and
maintenance on software products may occur after the software product sale while other services may occur before or after the software
product sale and may not relate to the software product. Revenue recognition for multiple element arrangement is as follows:
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Each element is accounted for separately when each element has value to the customer on a standalone basis and there is Company specific
objective evidence of selling price of each deliverable. For revenue arrangements with multiple deliverables, the Company allocates the
total customer arrangement to the separate units of accounting based on their relative selling prices as determined by the price of the items
when sold separately. Once the selling price is allocated, the revenue for each element is recognized using the applicable criteria under
GAAP as discussed above for elements sold in non-multiple element arrangements. A delivered item or items that do not qualify as a
separate unit of accounting within the arrangement are combined with the other applicable undelivered items within the arrangement. The
allocation of arrangement consideration and the recognition of revenue is then determined for those combined deliverables as a single unit
of accounting. The Company sells its various services and software and hardware products at established prices on a standalone basis which
provides Company specific objective evidence of selling price for purposes of multiple element relative selling price allocation. The
Company only sells maintenance services or spare parts based on its established rates after it has completed a system integration project for
a customer. The customer is not required to purchase maintenance services. All elements in multiple element arrangements with Company
customers qualify as separate units of account for revenue recognition purposes. 

 
Deferred Revenue

Deferred revenues represent billings or cash received in excess of revenue recognizable on service agreements that are not accounted for
under the percentage of completion method.

Disaggregation of Revenue

The Company is following the guidance of ASC 606-10-55-296 and 297 for disaggregation of revenue.  Accordingly, revenue has been
disaggregated according to the nature, amount, timing and uncertainty of revenue and cash flows. We are providing qualitative and
quantitative disclosures.

Qualitative:

We have three distinct revenue sources:
Turnkey, engineered projects
Associated maintenance and support services
Professional services related to auditing of data center assets

We currently operate in North America including the USA, Mexico and Canada
Our customers include rail transportation, commercial, petrochemical, government, banking and IT suppliers.
Our contracts are fixed-price and fall into two duration types:

Turnkey engineered projects and professional service contracts are less than 1 year in duration and are typically three to
nine months in length.
Maintenance and support contracts range from one to five years in length

Transfer of goods are services are over time
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Quantitative:

Segments  Rail   Commercial   Petrochemical   Government   Banking   IT Suppliers   Total  
Primary Geographical Markets                      
                      
North America  $ 319,581   $ 224,833   $ 17,831  $ 346,323   $ 193,593   $ 45,769  $ 1,147,930 
                             
Major Goods and Service Lines                             
                             
Turnkey Projects  $ 98,874   223,528    133    329,760    192,420    —   844,715  
Maintenance & Support   220,707    1,305    17,698   16,563   1,173    —   257,446  
Data Center Auditing Services   —   —   —   —   —   45,769   45,769 
   319,581    224,833    17,831   346,323    193,593    45,769   1,147,930 
                             
Timing of Revenue Recognition                             
                             
Goods transferred over time   98,874   223,528    133    329,760    192,420    —   844,715  
Services transferred over time   220,707    1,305    17,698   16,563   1,173    45,769   303,215  
   319,581    224,833    17,831   346,323    193,593    45,769   1,147,930 

NOTE 12 – SUBSEQUENT EVENTS

On April 1, 2018, the Company issued 2,122,000 non-qualified options with an exercise price of $1 and a 5-year term to fifteen employees
and one independent director. Of these options, approximately 1,500,000 vests immediately with a further 500,000 vesting over the next
two years.

On May 5, 2018, the Company was awarded a multi-million contract from CN, a leading Class-1 Transportation and Logistics company.
 The award includes four (4) complete rail inspection portals and deployment of the Company’s first commercial thermal undercarriage
inspection system which was recently beta-tested at the rail testing facility in Pueblo, Co.  The systems will be based on Duos
Technologies’ proprietary Railcar Inspection Portal technology. This leading-edge technology has been in operational use both in the US
and Mexico and combines several proprietary intelligent technologies and sub-systems into a turnkey system for both mechanical
inspection and security.  The systems must be delivered by September 7, 2018.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operation.

This Form 10-Q and other reports filed by the Company from time to time with the U.S. Securities and Exchange Commission (collectively,
the “Filings”) contain or may contain forward-looking statements and information that are based upon beliefs of, and information
currently available to, the Company’s management as well as estimates and assumptions made by Company’s management. Readers are
cautioned not to place undue reliance on these forward-looking statements, which are only predictions and speak only as of the date
hereof. When used in the Filings, the words “anticipate,” “believe,” “estimate,” “expect,” “future,” “intend,” “plan,” or the negative of
these terms and similar expressions as they relate to the Company or the Company’s management identify forward-looking statements.
Such statements reflect the current view of the Company with respect to future events and are subject to risks, uncertainties, assumptions,
and other factors, including the risks relating to the Company’s business, industry, and the Company’s operations and results of
operations. Should one or more of these risks or uncertainties materialize, or should the underlying assumptions prove incorrect, actual
results may differ significantly from those anticipated, believed, estimated, expected, intended, or planned.
 
Although the Company believes that the expectations reflected in the forward-looking statements are reasonable, the Company cannot
guarantee future results, levels of activity, performance, or achievements. Except as required by applicable law, including the securities
laws of the United States, the Company does not intend to update any of the forward-looking statements to conform these statements to
actual results.
 
Our financial statements are prepared in accordance with accounting principles generally accepted in the United States (“GAAP”). These
accounting principles require us to make certain estimates, judgments and assumptions. We believe that the estimates, judgments and
assumptions upon which we rely are reasonable based upon information available to us at the time that these estimates, judgments and
assumptions are made. These estimates, judgments and assumptions can affect the reported amounts of assets and liabilities as of the date
of the financial statements as well as the reported amounts of revenues and expenses during the periods presented. Our financial
statements would be affected to the extent there are material differences between these estimates and actual results. In many cases, the
accounting treatment of a particular transaction is specifically dictated by GAAP and does not require management’s judgment in its
application. There are also areas in which management’s judgment in selecting any available alternative would not produce a materially
different result. The following discussion should be read in conjunction with our financial statements and notes thereto appearing
elsewhere in this report.

Overview

Duos Technologies Group Inc. was incorporated in Florida on May 31, 1994 (the “Company”) under the original name of Information
Systems Associates (“ISA”). Initially, our business operations consisted of consulting services for asset management of large corporate data
centers and development and licensing of Information Technology (IT) asset management software. In late 2014, ISA entered negotiations
with Duos Technologies, Inc. (“duostech”), for the purposes of executing a reverse triangular merger. This transaction was completed on
April 1, 2015. duostech was incorporated under the laws of Florida on November 30, 1990 for design, development and deployment of
proprietary technology applications and turn-key engineered systems. The Company, based in Jacksonville, Florida, employs approximately
35 people and is a technology company with a strong portfolio of intellectual property, with core competencies that include advanced
intelligent technologies that are delivered through its proprietary integrated enterprise command and control platform.

The Company through its operating subsidiary duostech is primarily engaged in the design and deployment of state-of-the-art, artificial
intelligence driven intelligent technologies systems. The Company converges traditional security measures with information technologies
to create “actionable intelligence.”

The Company’s strategy includes expansion of its technology base through organic development efforts, strategic partnerships, and growth
through strategic acquisitions.  The Company provides its broad range of technology solutions with an emphasis on mission critical
security, inspection and operations within the rail transportation, commercial, petrochemical, government, and banking sectors. Duos
Technologies Group also offers professional and consulting services for large data centers.

Specifically, based upon the most recent capital raise, the Company is investing in sales and marketing resources to broaden its reach into
the target markets, evaluate key requirements within those markets and add development resources to allow it to compete for additional
projects in order to drive revenue growth. Further, the original business of IT Asset Management (ITAM) services for large data centers
continues to operate as a division of the Company focusing its sales efforts through strategic partners.
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Prospects and Outlook

Over the past several years, we have made substantial investments in product research and development and achieved significant milestones
in the development of our technology solutions. We have made progress in penetrating the market with our proprietary technology
solutions, more particularly in the rail industry which is currently undergoing a major shift in maintenance strategies. We believe that this
shift will be a significant motivating factor for using our technologies. We also continue to expand our IT professional audit services.

Our business success in the immediate future will largely depend on the increased penetration of our target markets for our proprietary
intelligent security analytical technology solutions.

Notwithstanding the above, no assurance can be provided that our product offerings will generate the market acceptance and orders that we
contemplate.

Results of Operation

The following discussion should be read in conjunction with the unaudited financial statements included in this report.

Comparison for the Three Months Ended March 31, 2018 Compared to Three Months Ended March 31, 2017
 
The following table sets forth a modified version of our unaudited Consolidated Statements of Operations that is used in the following
discussions of our results of operations:
 
  For the Three Months Ended  
  March 31,  
  2018   2017  
       
Revenue  $ 1,147,930  $ 1,035,730 
Cost of Revenue   671,359   631,388 
Gross profit   476,571   404,342 
Operating expenses   1,216,073   1,260,107 
Loss from operations   (739,502)   (855,765)
Other expense   (3,602)   (1,439,054)
Net loss   (743,104)   (2,294,819)
Series A preferred stock dividends   —   (5,920)
Net loss applicable to common stock  $ (743,104)  $ (2,300,739)

Revenues

Revenues were $1,147,930 and $1,035,730 for the three months ended March 31, 2018 and 2017, respectively. The comparative 11%
increase in revenue during 2018 was largely the result of the increase in project revenue of almost 134% and an offset with a decrease of
87% in the IT asset management services and the budgeted 18% decrease in maintenance and technical support.  The revenue increase in
projects is a result of an ongoing transition to new offerings including intelligent analytics and machine learning from our traditional legacy
security centric offerings. This growth is also the result of the recent capital raise which has provided an ability to execute projects in a
timelier manner.

Cost of Revenues

Costs of revenues were $671,359 and $631,388 for the three months ended March 31, 2018 and 2017, respectively. The increase in 2018
cost of the project implementation was related to increased project revenue.  The costs of revenue did not increase proportionally to the
increase in revenues indicating a shift from prototype systems which can experience higher costs of sales compared to revenues versus
production systems which are now being implemented.  The costs of revenue for completed projects are now close to historical norms and
is expected to continue improvement as the year progresses.  The lower rate of increase was also partially due to the decreases in costs of
revenues in line with the decrease in revenue in the categories of IT asset management services and the budgeted decrease in maintenance
and technical support.
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Gross Profit

Gross Profit was $476,571 and $404,342 for the three months ended March 31, 2018 and 2017, respectively. The increase in gross profit of
18% was mainly the result of the increase in project revenues and the positive effect of new projects achieving gross margins close to
historical norms.  However, the implementation of ASC 606 covering revenue from contracts with customers, has a temporary impact on
overall gross margin during the reporting period as certain costs are recognized ahead of revenues. This increase was partially offset by
slightly higher costs overall in the IT asset management costs as well as maintenance and technical support.

Operating Expenses

Operating expenses for the three months ended March 31, 2018 and 2017 were $1,216,073 and $1,260,107 respectively, a 3% decrease of
$44,034. This decrease in expenses was mainly due to a decrease in selling and marketing expenses, professional expenses and general and
administration of $121,965. However, this decrease was offset by an increase of $77,931 in salaries, wages and contract labor and research
and development expenses as the Company prepares for the implementation of new projects going forward.

Loss Before Other Expense

The loss from operations for the three months ended March 31, 2018 and 2017 was $739,502 and $855,765, respectively. The 14%
decrease in loss from operations was mostly due to the overall increase in revenue for the period, the decrease in cost of revenues affecting
the overall gross profit and slightly lower operating expenses during the quarter.  

Interest Expense

Interest expense for the three months ended March 31, 2018 and 2017 was $5,728 and $921,314 respectively. The 99% decrease in interest
expense in 2018 was almost entirely due to the elimination of non-cash charges incurred during 2017 in connection with debt discount and
warrant amortization expense for bridge debt financing in 2016, which was subsequently repaid in late 2017.

Other Income

Other income for the three months ended March 31, 2018 and 2017 was $2,126 and $1, respectively.

Net Loss

The net loss for the three months ended March 31, 2018 and 2017 was $743,104 and $2,294,819, respectively, a 68% decrease. The
$1,551,715 decrease in net loss is primarily attributable to the non-cash charges in 2017 of $921,314 in debt discount expense and
$582,388 warrant derivative loss on debt related to bridge financing. Net loss applicable to Common Stock was $743,104 in 2018 versus
$2,300,739 in 2017, a decrease of $1,557,635.  The loss applicable to common stock in the first quarter of 2017 reflected a charge for
Preferred Stock Dividends of $5,920.  Net loss per common share was $(0.04) and $(1.21) for the three months ended March 31, 2018 and
2017.

Liquidity and Capital Resources

Cash flows used in operating activities for the three months ended March 31, 2018 and 2017 were $1,627,913 and $675,526, respectively.
The increase in cash flows used in operations for the three months ended March 31, 2018 was almost exclusively due to a more than $1.1
million increase in Accounts Receivable in concert with a $184,494 increase in costs and estimated earnings on uncompleted contracts. The
draw down on cash as a result of these items is expected to be mitigated as time progresses and payments are received from clients.

Cash flows used in investing activities for the three months ended March 31, 2018 and 2017 were $124,113 and $16,266, respectively
representing an increase in investments in software development and lab equipment during the first quarter of 2018.
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Cash flows (used in) provided by financing activities for the three months ended March 31, 2018 and 2017 were ($122,951) and $570,601,
respectively. Cash flows used in financing activities during 2018 were primarily attributable to repayments of existing notes and short-term
credit facilities. Cash flows provided by financing activities during 2017 were primarily attributable to proceeds from the draws on notes
payable, partially offset by repayments of existing notes and short-term credit facilities.

Since inception, we have funded our operations primarily through the sale of our equity (or equity linked) and debt securities. As of May
11, 2018, we had cash on hand of approximately $385,000. We have approximately $131,000 in monthly lease and other mandatory
payments, not including payroll and ordinary expenses which are due monthly.

Reverse Split

Effective April 26, 2017, the Company filed an Articles of Amendment to the Articles of Incorporation of the Company (the
“Amendment”) to effectuate a reverse split of the Company’s issued and outstanding common stock at a ratio of 1-for-35 (the “Reverse
Split”). As a result of the Reverse Split, every thirty-five (35) shares of the Company’s issued and outstanding common stock were
consolidated into one (1) share of issued and outstanding common stock. The number of authorized shares remained unchanged. No
fractional shares were issued in connection with the Reverse Split. Any fractional shares of common stock resulting from the Reverse Split
were rounded up to the nearest whole share.

On April 28, 2017, the Company received notice from Financial Industry Regulatory Authority that the Reverse Split was approved and
took effect at the opening of trading on May 22, 2017.

The Reverse Split has no impact on shareholders’ proportionate equity interests or voting rights in the Company or the par value of the
Company’s common stock, which remains unchanged.

On a long-term basis, our liquidity is dependent on continuation and expansion of operations and receipt of revenues. Our current capital
and revenues are sufficient to fund such expansion although we are dependent on timely payments by our clients for projects and work in
process.

Demand for the products and services will be dependent on, among other things, market acceptance of our products and services, the
technology market in general, and general economic conditions, which are cyclical in nature. In as much as a major portion of our activities
is the receipt of revenues from the sales of our products and services, our business operations may be adversely affected by our competitors
and prolonged recession periods although these are not considered to be a factor at present.

Our auditor has expressed substantial doubt regarding our ability to continue as a going concern. Management is unable to predict if and
when we will be able to generate positive cash flow. Our plan regarding these matters is to use the funds from our most recent raise to
allow us the ability to cover our current cash flow requirements and meet our obligations as they become due. If this is insufficient due to
unforeseen circumstances, there can be no assurances that financing will be available or if available, that such financing will be available
under favorable terms. If we are unable to generate adequate revenues to cover expenses and cannot obtain additional financing soon, we
may seek protection under bankruptcy laws.

Off Balance Sheet Arrangements

We have no-off balance sheet contractual arrangements, as that term is defined in Item 303(a)(4) of Regulation S-K.

Critical Accounting Estimates

We have identified the accounting policies below as critical to our business operations and the understanding of our results of operations.

Accounts Receivable

Accounts receivable are stated at estimated net realizable value. Accounts receivable are comprised of balances due from customers net of
estimated allowances for uncollectible accounts. In determining the collections on the account, historical trends are evaluated and specific
customer issues are reviewed to arrive at appropriate allowances. The Company reviews its accounts to estimate losses resulting from the
inability of its customers to make required payments. Any required allowance is based on specific analysis of past due accounts and also
considers historical trends of write-offs. Past due status is based on how recently payments have been received from customers.
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Share-Based Compensation

Stock-based compensation is accounted for in accordance with the Share-Based Payment Topic of ASC 718 which requires recognition in
the financial statements of the cost of employee and director services received in exchange for an award of equity instruments over the
shorter of the period the employee or director is required to perform the services in exchange for the award or the vesting period. The ASC
also requires measurement of the cost of employee and director services received in exchange for an award based on the grant-date fair
value of the award.

 
Pursuant to ASC Topic 505-50, for share-based payments to consultants and other third-parties, compensation expense is determined at the
“measurement date”. The expense is recognized over the service period of the award. Until the measurement date is reached, the total
amount of compensation expense remains uncertain. The Company initially records compensation expense based on the fair value of the
award at the reporting date. 

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results may differ from these estimates. The most significant estimates in the accompanying unaudited
consolidated financial statements include the allowance on accounts receivable, valuation of deferred tax assets, valuation of assets
acquired and liabilities assumed in business combinations, valuation of intangible and other long-lived assets, estimates of net contract
revenues and the total estimated costs to determine progress towards contract completion, valuation of stock-based compensation, valuation
of derivatives, valuation of warrants issued with debt, valuation of beneficial conversion features in convertible debt, valuation of stock-
based awards and valuation of loss contingencies. We base our estimates on historical experience and on various other assumptions that we
believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
 

The information to be reported under this item is not required of smaller reporting companies.
 

Item 4. Controls and Procedures.
 
Evaluation of Disclosure Controls and Procedures

With the participation of our Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer, we have evaluated the
effectiveness of our disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (the “Exchange Act”)), as of the end of the period covered by this Report. Based upon such evaluation,
our Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer has concluded that, as of the end of such period, our
disclosure controls and procedures were effective to ensure that information required to be disclosed by us in the reports that we file or
submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and
forms and is accumulated and communicated to our management, including our Chief Executive Officer, Chief Financial Officer and Chief
Accounting Officer, as appropriate to allow timely decisions regarding required disclosure.

 
Changes in Internal Control over Financial Reporting

 
There were no changes in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) of the
Exchange Act) during the first quarter ended March 31, 2018 that have materially affected or are reasonably likely to materially affect our
internal control over financial reporting.
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PART II OTHER INFORMATION

Item 1. Legal Proceedings.

From time to time, we may be involved in litigation relating to claims arising out of our operations in the normal course of business.

We are currently not involved in any litigation that we believe could have a material adverse effect on our financial condition or results of
operations. There is no action, suit, proceeding, inquiry or investigation before or by any court, public board, government agency, self-
regulatory organization or body pending or, to the knowledge of the executive officers of our company or any of our subsidiaries,
threatened against or affecting our company, our common stock, any of our subsidiaries or of our companies or our subsidiaries’ officers or
directors in their capacities as such, in which an adverse decision could have a material adverse effect.

Item 1A. Risk Factors.

We believe there are no changes that constitute material changes from the risk factors previously disclosed in our Annual Report, as
amended on Form 10-K, filed with the U.S Securities and Exchange Commission on April 2, 2018.

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

Except as disclosed below, there were no unregistered sales of the Company’s equity securities during the first quarter of 2018.

On January 1, 2018, the Company issued 52,209 restricted shares of common stock to current and past members of the Company’s Board
of Directors for the conversion of a portion of accrued board of director fees at a price valued at $1.00 per share. These 52,209 shares were
issued under the 2016 Equity Compensation plan.

The issuance of the aforementioned securities were made in reliance on an exemption from registration set forth in Section 4(a)(2) of the
Securities Act of 1933, as amended, and/or Regulation D promulgated thereunder. 

Item 3. Defaults Upon Senior Securities.

There has been no default in the payment of principal, interest, sinking or purchase fund installment, or any other material default, with
respect to any indebtedness of the Company.  

Item 4. Mine Safety Disclosures.

Not applicable

Item 5. Other Information.

There is no other information required to be disclosed under this item which was not previously disclosed. 

Item 6. Exhibits

Exhibit No.  Description
10.1  2016 Equity Incentive Plan (incorporated by reference to Appendix B of the Proxy Statement on Schedule 14A filed with

the Securities and Exchange Commission on December 22, 2017).
31.1*  Certification by the Principal Executive Officer of Registrant pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

(Rule 13a-14(a) or Rule 15d-14(a)).
31.2*  Certification by the Principal Financial Officer of Registrant pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

(Rule 13a-14(a) or Rule 15d-14(a)).
32.1*  Certification by the Principal Executive Officer pursuant to 18 U.S.C. 1350 as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.
32.2*  Certification by the Principal Financial Officer pursuant to 18 U.S.C. 1350 as adopted pursuant to Section 906 of the

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

 
* Filed herewith
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned, there unto duly authorized.
  
 DUOS TECHNOLOGIES GROUP, INC.

 
Date: May 15, 2018 By: /s/ Gianni B. Arcaini
 Gianni B. Arcaini

Chairman and Chief Executive Officer
  
Date: May 15, 2018 By: /s/ Adrian G. Goldfarb
 Adrian G. Goldfarb

Chief Financial Officer
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Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

 
I, Gianni B. Arcaini, certify that:

 
1.    I have reviewed this quarterly report on Form 10-Q of Duos Technologies Group, Inc.;

 
2.    Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material

fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this quarterly report;
 

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

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

 
a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly for the period in which this quarterly report is being prepared;

 

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

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

 

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

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

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

registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting;

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

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to
record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in internal
controls; and
 

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over financial reporting.     
 
     
    
Date: May 15, 2018    By: /s/ Gianni B. Arcaini              
 

 
 

 
 Gianni B. Arcaini

Chief Executive Officer



Exhibit 31.2

CERTIFICATION OF PRINCIPAL ACCOUNTING OFFICER
PURSUANT TO SECTION 302 OF THE

SARBANES-OXLEY ACT OF 2002

I, Adrian G. Goldfarb, certify that:
 

1.    I have reviewed this quarterly report on Form 10-Q of Duos Technologies Group, Inc.;
 

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

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

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

 
a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly for the period in which this quarterly report is being prepared;

 

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

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

 

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

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

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

registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting;

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

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to
record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in internal
controls; and
 

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over financial reporting.
 
    
Date: May 15, 2018    By: /s/ Adrian G. Goldfarb
 

 
 

 
 Adrian G. Goldfarb

Chief Financial Officer



EXHIBIT 32.1
 
 

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

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

 
In connection with this Quarterly Report of Duos Technologies Group, Inc. (the “Company”), on Form 10-Q for the period ended March
31, 2018, as filed with the U.S. Securities and Exchange Commission on the date hereof, I, Gianni B. Arcaini, Chief Executive Officer of
the Company, certify to the best of my knowledge, pursuant to 18 U.S.C. Sec. 1350, as adopted pursuant to Sec. 906 of the Sarbanes-Oxley
Act of 2002, that:

 
 (1) Such Quarterly Report on Form 10-Q for the period ended March 31, 2018, fully complies with the requirements of section 13(a)

or 15(d) of the Securities Exchange Act of 1934; and
 

 (2) The information contained in such Quarterly Report on Form 10-Q for the period ended March 31, 2018, fairly presents, in all
material respects, the financial condition and results of operations of the Company.
  
 

Date: May 15, 2018 By:/s/ Gianni B. Arcaini  
  Gianni B. Arcaini  
  Chief Executive Officer

 
 



EXHIBIT 32.2
 

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

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

 
In connection with this Quarterly Report of Duos Technologies Group, Inc. (the “Company”), on Form 10-Q for the period ended March
31, 2018, as filed with the U.S. Securities and Exchange Commission on the date hereof, I, Adrian G. Goldfarb, Chief Financial Officer of
the Company, certify to the best of my knowledge, pursuant to 18 U.S.C. Sec. 1350, as adopted pursuant to Sec. 906 of the Sarbanes-Oxley
Act of 2002, that:

 
 (1) Such Quarterly Report on Form 10-Q for the period ended March 31, 2018, fully complies with the requirements of section 13(a)

or 15(d) of the Securities Exchange Act of 1934; and
 

 (2) The information contained in such Quarterly Report on Form 10-Q for the period ended March 31, 2018, fairly presents, in all
material respects, the financial condition and results of operations of the Company.
 
 

Date: May 15, 2018 By:/s/ Adrian G. Goldfarb  
  Adrian G. Goldfarb  
  Chief Financial Officer

 
 


