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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Airgain, Inc.
Unaudited Condensed Balance Sheets

 
  June 30, 2018   December 31, 2017  
         

Assets         
Current assets:         

Cash and cash equivalents  $ 13,259,357  $ 15,026,068 
Short term investments   18,817,655   21,287,064 
Trade accounts receivable   6,854,651   8,418,132 
Inventory   793,874   741,557 
Prepaid expenses and other current assets   638,823   609,786 

Total current assets   40,364,360   46,082,607 
Property and equipment, net   1,423,211   1,036,860 
Goodwill   3,700,447   3,700,447 
Customer relationships, net   3,834,418   4,075,918 
Intangible assets, net   955,141   1,052,333 
Other assets   338,121   349,743 
Total assets  $ 50,615,698  $ 56,297,908 
Liabilities and stockholders’ equity         
Current liabilities:         

Accounts payable  $ 3,975,266  $ 3,969,083 
Accrued bonus   1,498,455   2,224,517 
Accrued liabilities   1,043,324   1,121,833 
Deferred purchase price   —   1,000,000 
Long-term notes payable   666,667   1,333,333 
Current portion of deferred rent obligation under operating lease   81,332   81,332 

Total current liabilities   7,265,044   9,730,098 
Deferred tax liability   27,263   7,971 
Deferred rent obligation under operating lease   282,923   334,860 
Total liabilities   7,575,230   10,072,929 
Stockholders’ equity:         
Common shares, par value $0.0001, 200,000,000 shares authorized at June 30, 2018 and December 31, 2017;
9,753,086 and 9,616,992 shares issued at June 30, 2018 and December 31, 2017, respectively; 9,467,558 and
9,481,992 shares outstanding at June 30, 2018 and December 31, 2017, respectively

 

 975 

 

 961 
Additional paid in capital   92,335,565   89,907,766 
Treasury stock, at cost: 285,528 and 135,000 shares at June 30, 2018 and December 31, 2017, respectively   (2,580,273)   (1,257,100)
Accumulated other comprehensive loss   (9,920)   (16,907)
Accumulated deficit   (46,705,879)   (42,409,741)
Total stockholders’ equity   43,040,468   46,224,979 
Commitments and contingencies (note 14)         
Total liabilities and stockholders’ equity  $ 50,615,698  $ 56,297,908

 

 
See accompanying notes to unaudited condensed financial statements.
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Airgain, Inc.

Unaudited Condensed Statements of Operations
 

  Three Months Ended June 30,   Six Months Ended June 30,   
  2018   2017   2018   2017   

Sales  $ 14,971,681  $ 13,013,143  $ 28,276,779  $ 24,265,560  
Cost of goods sold   8,370,160   6,891,619   15,481,087   12,855,577  

Gross profit   6,601,521   6,121,524   12,795,692   11,409,983  
Operating expenses:                  

Research and development   2,418,325   1,819,288   4,687,439   3,416,087  
Sales and marketing   4,094,828   1,792,010   6,979,213   3,420,151  
General and administrative   3,737,654   2,637,380   5,941,994   4,275,419  

Total operating expenses   10,250,807   6,248,678   17,608,646   11,111,657  
Income (loss) from operations   (3,649,286)   (127,154)   (4,812,954)   298,326  
Other expense (income):                  

Interest income   (128,781)   (53,965)   (239,212)   (91,166)  
Gain on deferred purchase price liability   (388,733)   —   (388,733)   —  
Interest expense   9,846   26,713   23,750   57,477  

Total other income   (507,668)   (27,252)   (604,195)   (33,689)  
Income (loss) before income taxes   (3,141,618)   (99,902)   (4,208,759)   332,015  
Provision (benefit) for income taxes   48,729   (29,781)   87,379   17,045  
Net income (loss)  $ (3,190,347)  $ (70,121)  $ (4,296,138)  $ 314,970  
Net income (loss) per share:                  

Basic  $ (0.34)  $ (0.01)  $ (0.45)  $ 0.03  
Diluted  $ (0.34)  $ (0.01)  $ (0.45)  $ 0.03  

Weighted average shares used in calculating income (loss) per share:                  
Basic   9,439,025   9,520,285   9,459,272   9,440,368  
Diluted   9,439,025   9,520,285   9,459,272   10,120,998 

 

See accompanying notes to unaudited condensed financial statements.
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Airgain, Inc.

Unaudited Condensed Statements of Comprehensive Income (Loss)
 

  Three Months Ended June 30,    Six Months Ended June 30,  
  2018   2017    2018   2017  

Net income (loss)  $ (3,190,347)  $ (70,121)   $ (4,296,138)  $ 314,970 
Unrealized gain on available-for-sale securities, net of deferred taxes   11,125   —    6,987   — 
Total comprehensive income (loss)  $ (3,179,222)  $ (70,121)   $ (4,289,151)  $ 314,970

 

 
 
See accompanying notes to unaudited condensed financial statements.
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Airgain, Inc.

Unaudited Condensed Statement of Stockholders’ Equity
 

  Common Stock   
Additional

Paid-in   Treasury   

Accumulated
Other

Comprehensive  Accumulated   
Total

Stockholders’  
  Shares   Amount   Capital   Stock   Loss   Deficit   Equity  

Balance at December 31, 2017   9,481,992  $ 961  $ 89,907,766  $ (1,257,100)  $ (16,907)  $ (42,409,741)  $ 46,224,979 
Stock-based compensation   —   —   2,127,858   —   —   —   2,127,858 
Exercise of stock options   136,094   14   299,941   —   —   —   299,955 
Common stock repurchases   (150,528)   —   —   (1,323,173)   —   —   (1,323,173)
Unrealized gain on available-for-sale securities, net of tax   —   —   —   —   6,987   —   6,987 
Net loss   —   —   —   —   —   (4,296,138)   (4,296,138)

Balance at June 30, 2018   9,467,558  $ 975  $ 92,335,565  $ (2,580,273)  $ (9,920)  $ (46,705,879)  $ 43,040,468
 

See accompanying notes to unaudited condensed financial statements.
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Airgain, Inc.

Unaudited Condensed Statements of Cash Flows
 

  Six Months Ended June 30,  
  2018   2017  

Cash flows from operating activities:         
Net income (loss)  $ (4,296,138)  $ 314,970 
Adjustments to reconcile net income (loss) to net cash used in operating activities:         

Depreciation   266,455   222,459 
Amortization   338,692   321,804 
Amortization of discounts on investments, net   (53,273)   — 
Stock-based compensation   2,127,858   249,888 
Deferred tax liability   19,292   21,331 
Gain on deferred purchase price liability   (388,733)   — 
Changes in operating assets and liabilities:         

Trade accounts receivable   1,201,412   (2,358,425)
Inventory   (52,317)   (29,655)
Prepaid expenses and other assets   (17,415)   (163,428)
Accounts payable   131,985   82,616 
Accrued bonus   (726,062)   (549,601)
Accrued liabilities   (78,509)   174,188 
Deferred obligation under operating lease   (51,937)   (61,477)

Net cash used in operating activities   (1,578,690)   (1,775,330)
Cash flows from investing activities:         
Cash paid for acquisition   —   (6,348,730)
Purchases of available-for-sale securities   (12,650,298)   — 
Maturities of available-for-sale securities   15,179,967   — 
Purchases of property and equipment   (652,806)   (169,931)
Net cash provided by (used in) investing activities   1,876,863   (6,518,661)
Cash flows from financing activities:         
Repayment of notes payable   (666,666)   (721,896)
Payment on deferred purchase price liability   (375,000)   — 
Reversal of costs related to initial public offering   —   781 
Common stock repurchases   (1,323,173)   — 
Proceeds from exercise of stock options   299,955   436,695 
Net cash used in financing activities   (2,064,884)   (284,420)
Net decrease in cash and cash equivalents   (1,766,711)   (8,578,411)
Cash and cash equivalents, beginning of period   15,026,068   45,161,403 
Cash and cash equivalents, end of period  $ 13,259,357  $ 36,582,992 
Supplemental disclosure of cash flow information         
Interest paid  $ 26,713  $ 60,934 
Taxes paid  $ 18,213  $ —

 

See accompanying notes to unaudited condensed financial statements.
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Airgain, Inc.

Notes to Unaudited Condensed Financial Statements
 
Note 1. Basis of Presentation

Business Description

Airgain, Inc. (the Company) was incorporated in the State of California on March 20, 1995 and reincorporated in the State of Delaware on August 15, 2016. The Company is a
leading provider of advanced antenna technologies used to enable high performance wireless networking across a broad range of devices and markets, including connected
home, enterprise, automotive and Internet of Things (IoT). The Company designs, develops, and engineers its antenna products for original equipment and design
manufacturers worldwide.  The Company’s headquarters is in San Diego, California with office space and research facilities in the United States, United Kingdom and China.  

Basis of Presentation

The accompanying unaudited condensed financial statements have been prepared in accordance with U.S. generally accepted accounting principles (GAAP) and applicable
rules and regulations of the Securities and Exchange Commission (SEC) regarding interim financial reporting. Certain information and note disclosures normally included in
the financial statements prepared in accordance with GAAP have been condensed or omitted pursuant to such rules and regulations. Interim financial results are not necessarily
indicative of results anticipated for the full year. As such, the information included in this quarterly report on Form 10-Q should be read in conjunction with the financial
statements and accompanying notes included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2017, from which the balance sheet
information herein was derived.  

The condensed balance sheet as of December 31, 2017 included herein was derived from the audited financial statements as of that date but does not include all disclosures
including notes required by GAAP.

The condensed statements of operations for the three and six months ended June 30, 2018 and June 30, 2017, and the balance sheet data as of June 30, 2018 have been prepared
on the same basis as the audited financial statements.

In the opinion of management, the accompanying unaudited condensed financial statements reflect all adjustments, consisting of normal and recurring adjustments, necessary
for a fair presentation of results of the Company’s operations and financial position for the interim periods, but are not necessarily indicative of the results of operations to be
anticipated for the full year ending December 31, 2018 or for any future period.   
 
Segment Information

The Company’s operations are located primarily in the United States, and most of its assets are located in San Diego, California and Scottsdale, Arizona. The Company operates
in one segment related to the sale of antenna products. The Company’s chief operating decision-maker is its interim chief executive officer, who reviews operating results on an
aggregate basis and manages the Company’s opertions as a single operating segment.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. Significant items subject to such estimates and assumptions include valuation of intangible assets and goodwill.

Fair Value Measurements

The carrying values of the Company’s financial instruments, including cash and cash equivalents, trade accounts receivable, accounts payable, accrued liabilities and debt
approximate their fair values due to the short maturity of these instruments.
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Fair value measurements are market-based measurements, not entity-specific measurements. Therefore, fair value measurements are determined based on the assumptions that
market participants would use in pricing the asset or liability. The Company follows a three-level hierarchy to prioritize the inputs used in the valuation techniques to derive fair
values. The basis for fair value measurements for each level within the hierarchy is described below:

• Level 1: Quoted prices in active markets for identical assets or liabilities.

• Level 2: Quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar instruments in markets that are not active; and model-
derived valuations in which all significant inputs are observable in active markets.

• Level 3: Valuations derived from valuation techniques in which one or more significant inputs are unobservable in active markets.
 
The Company’s accounting policy is to recognize transfers between levels of the fair value hierarchy on the date of the event or change in circumstances that caused the
transfer. There were no transfers into or out of Level 1, Level 2, or Level 3 for the six months ended June 30, 2018 and for the year ended December 31, 2017.

Cash Equivalents and Short-Term Investments

Cash equivalents are comprised of short-term, highly liquid investments with maturities of 90 days or less at the date of purchase.  

Short-term investments consist predominantly of commercial paper, corporate debt securities, U.S. Treasury securities and asset backed securities.  The Company classifies
short-term investments based on the facts and circumstances surrounding the investments at the time of purchase and evaluates such classification as of each balance sheet
date.  All short-term investments are classified as available-for-sale securities as of June 30, 2018 and are recorded at estimated fair value.  Unrealized gains and losses for
available-for-sale securities are included in accumulated other comprehensive income (loss), a component of stockholders’ equity.  Realized gains and losses are included in
other income, in the unaudited condensed statements of operations.  The Company evaluates its investments to determine whether those with unrealized loss positions are other
than temporarily impaired.  Impairments are considered to be other than temporary if they are related to deterioration in credit risk or if it is likely that the Company will sell the
securities before recovery of their cost basis.  
 
Inventory

The majority of the Company’s products are manufactured by third parties that retain ownership of the inventory until title is transferred to the customer at the shipping
point.  In certain instances, shipping terms are delivery at place and the Company is responsible for arranging transportation and delivery of goods ready for unloading at the
named place.  The Company bears all risk involved in bringing the goods to the named place and records the related inventory in transit to the customer as inventory on the
accompanying balance sheet.  With the acquisition of substantially all of the assets of Antenna Plus, LLC (“Antenna Plus”), in April 2017, the Company began manufacting
products at its Scottsdale, Arizona and Shullsburg, Wisconsin locations.  In July 2017, the Company relocated all of its product manufacturing produced in Shullsburg,
Wisconsin to the Scottsadale, Arizona facility.  See Note 6 for additional information relating to the Company’s acquisition of the Antenna Plus assets.  

Inventory is stated at the lower of cost or net realizable value.  For items manufactured by the Company, cost is determined using the weighted average cost method.  For items
manufactured by third parties, cost is determined using the first-in, first-out (FIFO) method.  Any adjustments to reduce the cost of inventories to their net realizable value are
recognized in earnings in the current period.  As of June 30, 2018, the Company’s inventories consist primarily of raw materials.  Provisions for excess and obsolete inventories
are estimated based on product life cycles, quality issues, and historical experience.  As of June 30, 2018, there is no provision for excess and obsolete inventories.    

Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) is comprised of net income (loss) and other comprehensive income (loss).  Accumulated other comprehensive income (loss)
on the unaudited condensed balance sheet at June 30, 2018 includes unrealized gains and losses on the Company’s available-for-sale securities.  
 
Note 2. Summary of Significant Accounting Policies

During the three and six months ended June 30, 2018, there have been no material changes to the Company’s significant accounting policies as described in the Annual Report
on Form 10-K for the fiscal year ended December 31, 2017.  

Recent Accounting Pronouncements
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In February 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2016-02, Leases (Topic 842), which requires lessees to
recognize most leases on their balance sheets as lease liabilities with corresponding right-of-use assets. ASU 2016-02 is effective for fiscal years beginning after December 15,
2019 and interim periods within fiscal years beginning after December 15, 2020.  The Company is evaluating the effect that ASU 2016-02 will have on its financial statements
and related disclosures.  The Company has not yet selected a transition method, nor has it determined the effect of the standard on its ongoing financial reporting.  

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which requires an entity to recognize the amount of revenue to which it expects to
be entitled for the transfer of promised goods or services to customers. The standard will replace most existing revenue recognition guidance in GAAP when it becomes
effective. ASU 2014-09 is effective for annual reporting periods beginning after December 15, 2018 and interim periods in fiscal years beginning after December 15, 2019. The
standard permits the use of either the retrospective or cumulative effect transition method. The Company is evaluating the effect that ASU 2014-09 will have on its financial
statements and related disclosures. The Company has not yet selected a transition method nor has it determined the effect of the standard on the Company’s ongoing financial
reporting.
 
 
Note 3. Net Income (Loss) Per Share

Basic net income (loss) per share is calculated by dividing net income (loss) by the weighted average shares of common stock outstanding for the period. Diluted net income
(loss) per share is calculated by dividing net income (loss) by the weighted average shares of common stock outstanding for the period plus amounts representing the dilutive
effect of securities that are convertible into common stock. The Company calculates diluted earnings per common share using the treasury stock method and the as-if-converted
method, as applicable.

The following table presents the computation of net income (loss) per share:
 

  Three Months Ended June 30,    Six Months Ended June 30,   
  2018   2017    2018   2017   

Numerator:                   
Net income (loss)  $ (3,190,347)  $ (70,121)   $ (4,296,138)  $ 314,970  
Denominator:                   
Weighted average common shares outstanding - basic   9,439,025   9,520,285    9,459,272   9,440,368  
Plus dilutive effect of potential common shares   —   —    —   680,630  
Weighted average common shares outstanding - diluted   9,439,025   9,520,285    9,459,272   10,120,998  
Net income (loss) per share:                   

Basic  $ (0.34)  $ (0.01)   $ (0.45)  $ 0.03  
Diluted  $ (0.34)  $ (0.01)   $ (0.45)  $ 0.03 

 

 
 
Diluted weighted average common shares outstanding for the six months ended June 30, 2017 includes 9,681 warrants and 670,949 options outstanding.
 
Potentially dilutive securities not included in the calculation of diluted net income (loss) per share because to do so would be anti-dilutive are as follows:

 
  Three Months Ended June 30,    Six Months Ended June 30,   
  2018   2017    2018   2017   

Employee stock options   1,152,520   384,538    1,349,833   366,732  
Warrants outstanding   51,003   —    51,003   —  
Total   1,203,523   384,538    1,400,836   366,732 

 

 
Note 4. Cash, Cash Equivalents and Short-Term Investments

The following tables show the Company’s cash and cash equivalents and short-term investments by significant investment category as of June 30, 2018 and December 31,
2017:
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  June 30, 2018  

  Amortized Cost   
Gross Unrealized

Losses   
Estimated Fair

Value   
Cash and Cash

Equivalents   
Short-Term
Investments  

Cash  $ 2,472,787  $ —  $ 2,472,787  $ 2,472,787  $ — 
                     
Level 1 (1):                     

Money market funds   4,766,639   —   4,766,639   4,766,639   — 
U.S. treasury securities   2,500,905   (2,297)   2,498,608   —   2,498,608 

Subtotal   7,267,544   (2,297)   7,265,247   4,766,639   2,498,608 
Level 2 (2):                     

Commercial paper   9,701,381   —   9,701,381   2,246,170   7,455,211 
Corporate debt obligations   5,323,767   (2,059)   5,321,708   773,432   4,548,276 
Repurchase agreements   3,000,329   —   3,000,329   3,000,329   — 
Asset-backed securities   4,319,154   (3,594)   4,315,560   —   4,315,560 

Subtotal   22,344,631   (5,653)   22,338,978   6,019,931   16,319,047 
                     

Total  $ 32,084,962  $ (7,950)  $ 32,077,012  $ 13,259,357  $ 18,817,655
 

 
 

  December 31, 2017  

  Amortized Cost   
Gross Unrealized

Losses   
Estimated Fair

Value   
Cash and Cash

Equivalents   
Short-Term
Investments  

Cash  $ 3,040,696  $ —  $ 3,040,696  $ 3,040,696  $ — 
                     
Level 1 (1):                     

Money market funds   8,234,751   —   8,234,751   8,234,751   — 
U.S. treasury securities   2,490,799   (5,540)   2,485,259   —   2,485,259 

Subtotal   10,725,550   (5,540)   10,720,010   8,234,751   2,485,259 
Level 2 (2):                     

Commercial paper   9,716,093   —   9,716,093   —   9,716,093 
Corporate debt obligations   6,829,191   (9,414)   6,819,777   —   6,819,777 
Repurchase agreements   3,000,233   —   3,000,233   3,000,233   — 
Asset-backed securities   3,018,276   (1,953)   3,016,323   750,388   2,265,935 

Subtotal   22,563,793   (11,367)   22,552,426   3,750,621   18,801,805 
                     

Total  $ 36,330,039  $ (16,907)  $ 36,313,132  $ 15,026,068  $ 21,287,064
 

 
 (1) Level 1 fair value estimates are based on quoted prices in active markets for identical assets or liabilities.
 (2) Level 2 fair value estimates are based on observable inputs other than quoted prices in active markets for identical assets and liabilities, quoted prices for identical or similar assets or

liabilities in inactive markets, or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or liabilities.  
 
The Company’s investments were primarily valued based upon one or more valuations reported by its investment accounting and reporting service provider.  The investment
service provider values the securities using a hierarchical security pricing model that relies primarily on valuations provided by a third-party pricing vendor.  Such valuations
may be based on trade prices in active markets for identical assets or liabilities (Level 1 inputs) or valuation models using inputs that are observable either directly or indirectly
(Level 2 inputs), such as quoted prices for similar assets or liabilities, yield curve, volatility factors, credit spreads, default rates, loss severity, current market and contractual
prices for underlying instruments or debt, broker and dealer quotes, as well as other relevant economic measures.  The Company performs certain procedures to corroborate the
fair value of its holdings, including comparing valuations obtained from its investment service provider with other pricing sources to validate the reasonableness of the
valuations.    
 
The Company typically invests in highly-rated securities, and its investment policy limits the amount of credit exposure to any one issuer.  The policy requires investments in
fixed income instruments denominated and payable in U.S. dollars only and requires investments to be investment grade, with a primary objective of minimizing the potential
risk of principal loss.  
 
The following table presents the Company’s short-term investments with unrealized losses by investment category and length of time that individual securities have been in a
continuous unrealized loss position as of June 30, 2018:
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  Less Than 12 Months  

Description of Securities  Estimated Fair Value   Unrealized Losses  
June 30, 2018         

U.S. treasury securities  $ 2,498,608  $ (2,297)
Corporate debt obligations   4,548,276   (1,834)
Asset-backed securities   4,315,560   (3,594)

Total  $ 11,362,444  $ (7,725)
 
 
The Company considers the declines in market value of its short-term investments to be temporary in nature.  Fair values were determined for each individual security in the
investment portfolio.  When evaluating an investment for other-than-temporary impairment, the Company reviews factors such as length of time and extent to which fair value
has been below its cost basis, the financial condition of the issuer and any changes thereto, changes in market interest rates and the Company’s intent to sell, or whether it is
more likely than not it will be required to sell the investment before recovery of the investment’s cost basis.  As of June 30, 2018, the Company does not consider any of its
investments to be other-than temporarily impaired.
 
Contractual maturities of short-term investments as of June 30, 2018 are as follows:
 

  Estimated Fair Value  
Due within one year  $ 18,817,655 

Total  $ 18,817,655
 

 
 
 
 
Note 5. Property and Equipment

Depreciation and amortization of property and equipment is calculated on the straight-line method based on estimated useful lives of six to ten years for tenant improvements
and three to five years for all other property and equipment.  Property and equipment consist of the following:

  June 30,   December 31,  
  2018   2017  

Lab equipment  $ 2,311,966  $ 1,914,911 
Computer equipment   169,366   169,366 
Computer software   317,747   299,227 
Furniture and fixtures   250,801   202,218 
Tenant improvements   894,756   763,898 
Other office equipment   121,615   63,825 
   4,066,251   3,413,445 
Less accumulated depreciation   (2,643,040)   (2,376,585)
  $ 1,423,211  $ 1,036,860

 

Depreciation expense was $145,038 and $107,012 for the three months ended June 30, 2018 and 2017, respectively, and $266,455 and $222,459 for the six months ended June
30, 2018 and 2017, respectively.  
 
 
Note 6. Acquisitions

Antenna Plus

On April 27, 2017, the Company completed the acquisition of substantially all of the assets of Antenna Plus.  Antenna Plus is a supplier of antenna-based solutions for mobile
and automotive fleet applications for government, public safety, and IOT markets.  The acquisition provides leverage for the Company’s existing products into several new
markets, including the fast-growing automotive fleet and industrial IOT space.

The transaction was completed pursuant to an Asset Purchase Agreement with MCA Financial Group, Ltd., acting as the court-appointed receiver for Antenna Plus.  Upon the
closing of the transaction, the Company paid to Antenna Plus total consideration of approximately $6.3 million in cash, net of post-closing working capital adjustments.  In
addition, the Company assumed certain contracts and other liabilities of Antenna Plus, as expressly set forth in the Asset Purchase Agreement.
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The following table shows the allocation of the purchase price for Antenna Plus to the acquired identifiable assets, liabilities assumed and goodwill:

 
Consideration:     

Cash  $ 6,383,500 
Working capital adjustments   (34,770)

Fair value of total consideration transferred  $ 6,348,730 
Recognized amounts of identifiable assets acquired and liabilities assumed:     

Accounts receivable  $ 584,390 
Inventory   432,770 
Fixed assets   402,958 
Intangible assets   2,600,000 

Current liabilities   (121,879)
Total identifiable net assets acquired   3,898,239 

Goodwill   2,450,491 
Total  $ 6,348,730

 

Goodwill was primarily attributable to the anticipated synergies and economies of scale expected from the operations of the combined business.  The synergies include certain
cost savings, operating efficiencies, and other strategic benefits projected to be achieved as a result of the acquisition.  Goodwill is expected to be deductible for tax purposes.

Sales associated with the acquired Antenna Plus assets was $1.9 million and $4.2 million for the three and six months ended June 30, 2018.  Cost of goods sold associated with
the acquired Antenna Plus assets was $0.8 million and $1.7 million for the three and six months ended June 30, 2018.  Net income associated with the acquired Antenna Plus
assets was $0.4 million and $1.1 million for the three and six months ended June 30, 2018.  

Unaudited Pro Forma Information

The following unaudited pro forma financial information presents combined results of operations for each of the periods presented, as if Antenna Plus had been acquired as of
the beginning of the fiscal year 2017.  The pro forma information includes adjustments to amortization and depreciation for intangible assets and property, plant and equipment
acquired.  The pro forma data are for informational purposes only and are not necessarily indicative of the consolidated results of operations of the combined business had the
acquisition actually occurred at the beginning of fiscal year 2017 or of the results of future operations of the combined business.  Consequently, actual results will differ from
the unaudited pro forma information presented below:

  Three Months Ended June 30,   Six Months Ended June 30,  
  2018   2017   2018   2017  

Pro forma sales  $ 14,971,682  $ 13,506,610  $ 28,276,779  $ 26,533,604 
Pro forma income from operations  $ (3,649,286)  $ (130,412)  $ (4,812,954)  $ 680,581 
Pro forma net income  $ (3,190,347)  $ (73,379)  $ (4,296,138)  $ 697,231

 

Skycross

On December 17, 2015, the Company executed and entered into an asset purchase agreement for certain North American assets of Skycross, Inc. (Skycross), a manufacturer of
advanced antenna and radio-frequency solutions.  In addition to the $4.0 million paid up front, the purchase price also included a contingent consideration arrangement.  The
$1.0 million of contingent consideration is payable upon the later of (i) the expiration of the Transition Services Agreement between the Company and Skycross which defined
transition services to be provided by Skycross to the Company and (ii) the date on which the Company received copies of third party approvals with respect to each customer
and program that was purchased.  The potential undiscounted amount of all future payments that could be required to be paid under the contingent consideration arrangement
was between zero and $1.0 million.  The fair value of the contingent consideration was estimated by applying the income approach.  The income approach is based on
estimating the value of the present worth of future net cash flows.  During the three months ended June 30, 2018, the Company and Skycross came to an agreement that the
Company would pay Skycross $375,000 to settle all outstanding balances between the parties, which included $1.0 million of deferred purchase price and $125,802 due to
Skycross and $362,069 of accounts receivable from Skycross.  The settlement with Skycross resulted in the recognition of a gain on deferred purchase price liability of
$388,733 during the three and six months ended June 30, 2018 in the unaudited condensed statements of operations.  
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Note 7. Intangible Assets

The following is a summary of the Company’s acquired intangible assets:
 

  June 30, 2018  

  

Weighted
Average

Amortization
Period (years)   

Gross
Carrying
Amount   

Accumulated
Amortization   Intangibles, Net  

Customer relationships   10  $ 4,830,000  $ 995,582  $ 3,834,418 
Developed technologies   9   1,080,000   208,502   871,498 
Tradename   3   120,000   46,667   73,333 
Non-compete agreement   3   67,000   56,690   10,310 
Total intangible assets, net   10  $ 6,097,000  $ 1,307,441  $ 4,789,559

 

 
  December 31, 2017  

  

Weighted
Average

Amortization
Period (years)   

Gross
Carrying
Amount   

Accumulated
Amortization   Intangibles, Net  

Customer relationships   10  $ 4,830,000  $ 754,082  $ 4,075,918 
Developed technologies   9   1,080,000   142,477   937,523 
Tradename   3   120,000   26,667   93,333 
Non-compete agreement   3   67,000   45,523   21,477 
Total intangible assets, net   10  $ 6,097,000  $ 968,749  $ 5,128,251

 

The estimated annual amortization of intangible assets for the next five years and thereafter is shown in the following table. Actual amortization expense to be reported in future
periods could differ from these estimates as a result of acquisitions, divestitures, asset impairments, among other factors. Amortization expense was $169,346 and $224,458 for
the three months ended June 30, 2018 and 2017, respectively, and $338,692 and $321,804 for the six months ended June 30, 2018 and 2017, respectively.
 

  
Estimated Future

Amortization  
2018 (remaining six months)  $ 337,836 
2019   655,052 
2020   627,667 
2021   598,420 
2022   563,000 
Thereafter   2,007,584 
Total  $ 4,789,559

 

 
 
Note 8. Long-term Notes Payable (including current portion) and Line of Credit

In December 2013, the Company further amended its revolving line of credit under the amended and restated loan and security agreement with Silicon Valley Bank to include a
growth capital term loan of up to $750,000. The growth capital term loan required interest only payments through June 30, 2014 at which point it was to be repaid in 32 equal
monthly installments of interest and principal. The growth capital term loan matured on February 1, 2017, at which time $55,230 in principal and accrued interest was paid. The
growth capital term loan interest rate was 6.5%.  As of June 30, 2018 and December 31, 2017, there was no balance owed under this loan.

In December 2015, the Company further amended its amended and restated loan and security agreement with Silicon Valley Bank to include a term loan in the amount of $4.0
million. The loan requires 36 monthly installments of interest and principal. The loan matures on December 1, 2018. Effective September 2017, the Company further amended
its amended and restated loan and security agreement with Silicon Valley Bank to update the financial covenants.  The amended and restated loan and security agreement
required the Company to maintain, at all times, measured as of the last day of each month (unless otherwise specified) either (i) a
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minimum cash balance of unrestricted cash at Silicon Valley Bank or its affiliate of not less than $25.0 million dollars or (ii) a liquidity ratio of 1.25 to 1.00 and a minimum
EBITDA measured as of the last day of each fiscal quarter for the previous six month period. The interest rate was fixed at 5.0%.  

In January 2018, the Company entered into a second amended and restated loan and security agreement (the Amended Loan Agreement) with Silicon Valley Bank.  The
Amended Loan Agreement modified the amended and restated loan and security agreement to, among other things, increase the aggregate principal amount available under the
revolving line of credit from $3.0 million to $10.0 million and modify certain existing financial covenants.  There was no balance owed on the line of credit as of June 30, 2018.

Under the Amended Loan Agreement, the Company may borrow up to $10.0 million under the line of credit, subject to a borrowing base limit of 80% of the aggregate face
amount of all eligible receivables.  The Amended Loan Agreement removed the minimum EBITDA requirement previously applicable to the line of credit and term loan and
maintained the liquidity ratio financial covenant such that the Company must maintain a ratio of cash and cash equivalents plus accounts receivable outstanding debt under the
Amended Loan Agreement minus deferred revenue of 1.25 to 1.00.  

The Company will be required to pay interest on borrowings outstanding, if any, under the revolving line of credit at a floating rate per annum equal to 1% above the Wall
Street Journal prime rate (5.00% as of June 30, 2018) (or, if unavailable, the Silicon Valley Bank prime rate) on a monthly basis, so long as the Company maintains a liquidity
ratio of cash and cash equivalents plus accounts receivable to outstanding debt under the Amended Loan Agreement minus deferred revenue of 1.50 to 1.00.  If this liquidity
ratio is not met, the Company will be subject to a minimum interest charge of $3,000 per month and borrowings outstanding, if any, under the revolving line of credit will
accrue interest at a floating rate per annum equal to 2% above the Wall Street Journal prime rate (5.00% as of June 30, 2018) (or, if unavailable the Silicon Valley Bank prime
rate) on a monthly basis.  Prior to the amendment in January 2018, the revolving line of credit bore interest rate at the U.S. prime rate plus 1.25%.  The revolving line of credit
matures on January 31, 2020.    

Borrowings outstanding under the term loan under the amended and restated loan and security agreement will continue to be repaid in equal monthly installments of interest
and principal and matures on December 1, 2018.

Silicon Valley Bank maintains a first security interest over the Company’s assets, excluding intellectual property, for which Silicon Valley Bank has received a negative
pledge.  The Amended Loan Agreement contains customary affirmative and negative covenants and events of default applicable to the Company and any of its subsidiaries.    

The remaining principal payments on the $4.0 million term loan subsequent to June 30, 2018 are as follows:
 

Year ending:     
2018 (remaining six months)  $ 666,667 

  $ 666,667
 

 
The Company was in compliance with its financial covenants in the Amended Loan Agreement as of June 30, 2018.
 
Note 9. Treasury Stock

In August 2017, the Company’s Board of Directors (the Board) approved a share repurchase program pursuant to which the Company may purchase up to $7.0 million of shares
of its common stock over the twelve month period following the establishment of the program.  The repurchases under the share repurchase program are made from time to
time in the open market or in privately negotiated transactions and are funded from the Company’s working capital. Repurchases will be made in compliance with Rule 10b-18
of the Securities Exchange Act of 1934, as amended, subject to market conditions, available liquidity, cash flow, applicable legal requirements and other factors.  All shares of
common stock repurchased under the Company’s share repurchase program will be returned to the status of authorized but unissued shares of common stock.  On August 7,
2018, the Board approved an extension to the existing share repurchase program for an additional twelve month period ending August 14, 2019.

During the three and six months ended June 30, 2018, the Company repurchased 64,360 and 150,528 shares of common stock, respectively, under the share repurchase
program.  These shares were repurchased at an average price per share of $8.79 per share, for a total cost of $1.3 million.  As of June 30, 2018, the Company has repurchased a
total of $2.6 million in common stock under the share repurchase program.     
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Note 10. Income Taxes

The Company’s effective income tax rate was -2.08% and 5.13% for the six months ended June 30, 2018 and 2017, respectively.  The variance from the U.S. federal statutory
tax rate of 21% and 34% for the six months ended June 30, 2018 and 2017, respectively, was primarily attributable to the utilization of deferred tax attributes that had a full
valuation allowance.    

Management assesses its deferred tax assets quarterly to determine whether all or any portion of the asset is more likely than not unrealizable under Accounting Standards
Codification (ASC) Topic 740.  The Company is required to establish a valuation allowance for any portion of the asset that management concludes is more likely than not to be
unrealizable.  The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which those temporary differences
become deductible.  The Company’s assessment considers all evidence, both positive and negative, including the nature, frequency and severity of any current and cumulative
losses, taxable income in carryback years, the scheduled reversal of deferred tax liabilities, tax planning strategies, and projected future taxable income in making this
assessment.  At June 30, 2018 and December 31, 2017, the Company has a valuation allowance against net deferred tax assets but for the exclusion of a deferred tax liability
generated by goodwill (an indefinite lived intangible) that may not be considered a future source of taxable income in evaluating the need for a valuation allowance.
 
Note 11. Stockholders’ Equity

Shares Reserved for Future Issuance

The following common stock is reserved for future issuance at June 30, 2018 and December 31, 2017:
 

  
June 30,    

2018 (1)   
December 31, 2017

(1)  
Warrants issued and outstanding   51,003   51,003 
Stock option awards issued and outstanding   1,955,875   1,203,627 
Authorized for grants under the 2016 Equity Incentive Plan   123,989   633,052 
Authorized for grants under the 2016 Employee Stock Purchase Plan   100,000   100,000 
   2,230,867   1,987,682

 

 (1) Treasury stock in the amount of 285,528  and 135,000 as of June 30, 2018 and December 31, 2017, respectively, are excluded from the table above.
 
Note 12. Stock Options

The following table summarizes the outstanding stock option activity during the periods indicated:
 

  
Number
of shares   

Weighted
average
exercise

price   

Weighted
average

remaining
contractual term  

Balance at December 31, 2017   1,203,627  $ 7.06   8.10 
Granted   963,800   9.88   7.79 
Exercised   (136,094)   2.20   1.43 
Expired/Forfeited   (75,458)   10.43   0.04 

Balance at June 30, 2018   1,955,875  $ 8.66   6.73 
Vested and exercisable at June 30, 2018   867,417  $ 7.07   3.76 
Vested and expected to vest at June 30, 2018   1,955,875  $ 8.66   6.73

 

 
 
 
The weighted average grant date fair value of options granted during the six months ended June 30, 2018 and for the year ended December 31, 2017 was $3.98 and $6.02,
respectively. For fully vested stock options, the aggregate intrinsic value as of June 30, 2018 and December 31, 2017 was $3,358,788 and $3,596,624, respectively. For stock
options expected to vest, the aggregate intrinsic value as of June 30, 2018 and December 31, 2017 was $1,065,896 and $1,469,154, respectively.

At June 30, 2018 and December 31, 2017, there was $3,777,271 and $2,453,342, respectively, of total unrecognized compensation cost related to unvested stock options
granted under the Company’s equity plans. That cost is expected to be recognized over the next three years and is based on the date the options were granted.
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The Company currently uses authorized and unissued shares to satisfy share award exercises.
 
 
Note 13. Commitments and Contingencies

Operating Leases

The Company has entered into lease agreements for office space and research facilities in San Diego, California, Rancho Santa Fe, California, Poway, California, Melbourne,
Florida, Scottsdale, Arizona, Taipei, Taiwan, Shenzhen and Jiangsu, China, and Cambridgeshire, United Kingdom. Rent expense was $234,085 and $207,696 for the three
months ended June 30, 2018 and 2017, respectively, and $467,032 and $391,310 for the six months ended June 30, 2018 and 2017, respectively. The longest lease expires in
February 2022. The Company moved into its facility in San Diego, California during the year ended December 31, 2014. The San Diego facility lease agreement included a
tenant improvement allowance which provided for the landlord to pay for tenant improvements on behalf of the Company up to $515,000. Based on the terms of this landlord
incentive and involvement of the Company in the construction process, the leasehold improvements purchased under the landlord incentive were determined to be property of
the Company.

The future minimum lease payments required under operating leases in effect at June 30, 2018 were as follows:
 

Year ending:     
2018 (remaining six months)  $ 508,257 
2019   832,039 
2020   502,461 
2021   134,529 
2022   22,527 

  $ 1,999,813
 

 
 
Note 14. Concentration of Credit Risk

(a) Concentration of Sales and Accounts Receivable

The following represents customers that accounted for 10% or more of total revenue during the three and six months ended June 30, 2018 and 2017 and customers that
accounted for 10% or more of total trade accounts receivable at June 30, 2018 and 2017.

 
 

  Three Months Ended June 30,   Six Months Ended     June 30,  
  2018   2017   2018   2017  

Percentage of net revenue                 
Customer A   37%   20%   34%   21%
Customer B   10   9   7   11 
Customer C   7   14   7   14 
                 

  As of June 30,          
  2018   2017          

Percentage of gross trade accounts receivable                 
Customer A   21%   14%         
Customer B   19   13         
Customer C   2   17        
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(b) Revenue by Geography

Net revenue by geographic area are as follows. Revenue is attributed by geographic location based on the bill-to location of the Company’s customers.
 

  Three Months Ended June 30,   Six Months Ended June 30,   
  2018   2017   2018   2017   

Percentage of net revenue                  
China   76%   65%   70%   68%  
Other Asia   4   13   6   13  
North America   15   18   18   14  
Europe   5   4   6   5  

 
Although the Company ships the majority of antennas to its customers in China (primarily Original Design Manufacturers and distributors), the end-users of the
Company’s products are much more geographically diverse.

(c) Concentration of Purchases

During the three and six months ended June 30, 2018, primarily all of the Company’s products were manufactured by two vendors in China and by the Company’s
facilities in Arizona.  During the three and six months ended June 30, 2017, all of the Company’s products were manufactured by two vendors in China and by the
Company’s facilities in Wisconsin and Arizona.  
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Note 15. Termination Costs

On June 30, 2018, the Company terminated a marketing-related agreement to better align its sales and marketing efforts with its longer-term growth objectives and near-to-
intermediate term profitability goals.  In consideration of terminating the agreement, the Company paid $1.3 million in termination costs.  The termination costs were included
in sales and marketing expense on the unaudited condensed statements of operations for the three and six months ended June 30, 2018.  

On May 2, 2018, Charles Myers, the Company’s Chief Executive Officer, President and member of the Board resigned from all positions with the Company, effective
immediately, to pursue other opportunities.  The Board accepted Mr. Myers resignation on May 2, 2018.  Mr. Myer’s decision to resign was not related to a disagreement with
the Company over any of its operations, policies, or practices.  

In connection with his resignation, Mr. Myers, upon a general release of claims as set forth in his employment agreement, received a lump sum cash payment in the amount of
$484,000; a lump sum cash payment in the amount of $3,200 covering twelve months of monthly premiums for disability insurance under the Company’s disability insurance
plan; a lump sum cash payment in the amount of $20,000 covering certain other employment benefits; the acceleration of all his unvested options for a total of 282,994 shares
and the continuation of his health coverage pursuant to COBRA at the Company’s expense for a period of twelve months following his last day of employment.  In connection
with Mr. Myers’ resignation, the Company recognized stock compensation expense of $1.2 million for the three months ended June 30, 2018.  Mr. Myer’s costs were included
in general and administrative expense on the unaudited condensed statements of operations for the three and six months ended June 30, 2018.  As of June 30, 2018, the
remaining amount payable to Mr. Myers is $28,038.  

On April 2, 2018, Glenn Selbo, the Company’s Chief Operating Officer, resigned from his position with the Company.  Following his resignation, Mr. Selbo will be providing
consulting services to the Company.  Mr. Selbo’s outstanding stock options continue to vest during the term of his consulting services.  

In connection with his resignation, Mr. Selbo, upon a general release of claims as set forth in his employment agreement, received a lump sum cash payment in the amount of
$150,000 and the continuation of his health coverage pursuant to COBRA at the Company’s expense for a period of six months following his last day of employment.  In
connection with Mr. Selbo’s resignation, the Company recognized stock compensation expense of $44,267.  Mr. Selbo’s costs were included in sales and marketing expense on
the unaudited condensed statements of operations for the three and six months ended June 30, 2018.  As of June 30, 2018, there are no further amounts owed to Mr. Selbo.

Note 16. Subsequent Events

On August 7, 2018, the Board approved an extension to the existing share repurchase program for an additional twelve month period ending August 14, 2019, which allows for
the repurchase of up to $7.0 million of shares of its common stock, of which approximately $2.6 million has been repurchased through the date of this filing.  
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis and the interim unaudited condensed financial statements included in this quarterly report on Form 10-Q should be read in
conjunction with the financial statements and notes thereto for the year ended December 31, 2017 and the related Management’s Discussion and Analysis of Financial
Condition and Results of Operations, both of which are contained in our Annual Report on Form 10-K for the fiscal year ended December 31, 2017.

Forward-Looking Statements

This quarterly report on Form 10-Q contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended, or the
Exchange Act. All statements other than statements of historical fact contained in this quarterly report, including statements regarding our future operating results, financial
position and cash flows, our business strategy and plans and our objectives for future operations, are forward-looking statements. These statements involve known and
unknown risks, uncertainties and other important factors that may cause our actual results, performance or achievements to be materially different from any future results,
performance or achievements expressed or implied by the forward-looking statements. In some cases, you can identify forward-looking statements by terms such as “may,”
“will,” “would,” “could,” “should,” “expect,” “plan,” “anticipate,” “could,” “intend,” “target,” “project,” “contemplate,” “believe,” “estimate,” “predict,” “potential” or
“continue” or the negative of these terms or other similar expressions. The forward-looking statements in this quarterly report are only predictions. We have based these
forward-looking statements largely on our current expectations and projections about future events and financial trends that we believe may affect our financial condition,
operating results, business strategy, short-term and long-term business operations and objectives. These forward-looking statements speak only as of the date of this quarterly
report and are subject to a number of risks, uncertainties and assumptions, including those described in Part II, Item 1A, “Risk Factors.” The events and circumstances reflected
in our forward-looking statements may not be achieved or occur and actual results could differ materially from those projected in the forward-looking statements. Moreover, we
operate in a very competitive and rapidly changing environment. New risk factors and uncertainties may emerge from time to time, and it is not possible for management to
predict all risk factors and uncertainties. Except as required by applicable law, we do not plan to publicly update or revise any forward-looking statements contained herein,
whether as a result of any new information, future events, changed circumstances or otherwise.

Overview

We are a leading provider of advanced antenna technologies used to enable high performance wireless networking across a broad range of devices and markets,
including connected home, enterprise, automotive, and Internet of Things, or IoT.  Our innovative antenna systems are designed to address key challenges with wireless system
performance faced by our customers.  We provide solutions to complex Radio Frequency, or RF, engineering challenges and help improve wireless services that require higher
throughput, broad coverage footprint, and carrier grade quality.  Our antennas are deployed in carrier, fleet, enterprise, residential, private, government, and public safety
wireless networks and systems, including set-top boxes, access points, routers, modems, gateways, media adapters, portables, digital televisions, sensors, fleet and asset
tracking devices.  Through our pedigree in the design, integration, and testing of high performance advanced antenna technology, we have become a leading provider to the
residential wireless local area networking, also known as WLAN or Wi-Fi, market, supplying to leading carriers, Original Equipment Manufacturers, or OEMs, Original Design
Manufacturers, or ODMs, and system designers who depend on us to achieve their wireless performance goals. We also develop embedded and external antenna technology for
emerging technologies, such as Long-Term Evolution, or LTE, 5G, and low power wide area networking, or LPWAN.  

Our products are found in a broad range of devices that generally enable Wi-Fi connectivity for data and video coverage. We sell our products to OEMs and ODMs.
These companies compete based on product performance, product features, price, and other factors. While our products are found in devices manufactured by global OEMs and
ODMs, the products end up primarily in the end-user devices that are deployed in carrier, enterprise, and residential wireless networks and systems.  Our global sales force
works with telecommunications and broadband carriers and retail-focused customers who seek high performance, reliable wireless solutions. By working with these end-user
carriers and retail-focused customers, we seek to have service providers influence OEMs and ODMs to specify our antennas for the products they provide to their end-user
customers. Our direct sales team works directly with customers, and also works with indirect channel partners who pursue sales opportunities that are based in the United
States, Canada, Europe, and Asia Pacific.

Our sales cycle can be short or lengthy depending upon the specific situation; however, the majority of our revenues are derived from device designs with life-cycles of
over twelve months. For some recurring customers, we are able to design and produce antenna systems for volume production in less than one calendar quarter. In situations
where we are selling to a new customer, it may take 12 to 18 months from initial meeting to achieve a design win. Competition generally lengthens the sales process, but our
past performance and ability to provide high throughput, highly reliable antenna solutions can shorten the process.
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We intend to continue investing for long-term growth, while remaining focused on achieving our goal of sustainable profitability. We have invested and expect to
continue to invest in our product development efforts to address customer needs, and enable solutions that can address new end markets, such as alternative wireless
connectivity technologies. In addition, we expect to continue to expand our sales force and engineering organizations and to make additional capital expenditures to further
penetrate markets both in the United States and internationally, and to continue to expand our research and development for new product offerings and technology solutions.

Although our sales cycle can be lengthy depending on the specific situation, the majority of our revenues are derived from device designs with life-cycles of over a
year. In 2017, excluding the revenues attributable to the acquisition of substantially all of the assets of Antenna Plus, LLC, or Antenna Plus, 45% of our product revenues were
from devices in the marketplace for over two years, 30% for devices in the marketplace for one to two years and 25% for devices in the marketplace for less than one year.  For
the six months ended June 30, 2018, 42% of our product revenues, excluding the revenues attributable to the acquisition of substantially all of the assets of Antenna Plus, were
from devices in the marketplace for over two years, 44% from devices in the marketplace for one to two years and 14% from devices in the marketplace for less than one year.  

We believe demand is growing rapidly for our advanced antenna solutions and there is a significant market opportunity. As the ability to provide mobile internet access
has grown, our solutions and expertise have become more important to prospects and customers. As a passive component, embedded antennas can be viewed as a commodity.
However, our design, engineering, and research show that antenna selection, placement, and testing can have significant improvements in device performance. We believe that
we are chosen when performance is a more significant factor than price, and our distinctive focus on superior designs that provide increased range and throughput has allowed
us to build a leadership position in the in-home WLAN device market.

Factors Affecting Our Operating Results

We believe that our performance and future success depend upon several factors including manufacturing costs, investments in our growth, our ability to expand into
growing addressable markets, including the automotive, fleet and industrial IOT space, the average selling price of our products per device, the number of antennas per device,
and our ability to diversify the number of devices that incorporate our antenna products. Our customers are extremely price conscious, and our operating results are affected by
pricing pressure which may force us to lower prices below our established list prices. In addition, a few end-customer devices which incorporate our antenna products comprise
a significant amount of our sales, and the discontinuation or modification of such devices may materially and adversely affect our sales and results of operations. Excluding the
Antenna Plus acquisition, we have seen the number of devices decrease 9% and number of antennas per device increase by 25% for the six months ended June 30, 2018 as
compared to the six months ended June 30, 2017. Our ability to maintain or increase our sales depends on new and existing end customers selecting our antenna solutions for
their heterogeneous next-generation wireless devices and networks depends on the proliferation of Wi-Fi connected home devices and data intensive applications, investments
in our growth to address customer needs, target new end markets, develop our product offerings and technology solutions and expand internationally, as well as successfully
integrating past and any future acquisitions. While each of these areas presents significant opportunities for us, they also pose significant risks and challenges we must
successfully address.  See the section entitled “Risk Factors” included in Item 1A of our Annual Report on Form 10-K and our subsequent quarterly reports on Form 10-Q.

Seasonality

Our operating results historically have not been subject to significant seasonal variations.  However, our operating results are affected by how customers make
purchasing decisions around local holidays in China.  For example, a national holiday the first week of October in China may cause customers to purchase product in the third
quarter ahead of their holiday season to account for higher volume requirements in the fourth quarter.  In addition, although it is difficult to make broad generalizations, our
sales tend to be lower in the first quarter of each year compared to other quarters due to the Chinese New Year.  Results for any quarter may not be indicative of the results that
may be achieved for the full fiscal year and these patterns may change as a result of general customer demand or product cycles.

Key Components of Our Results of Operations and Financial Condition

Sales

We primarily generate revenue from the sales of our products. We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the fee
is fixed or determinable, and collectability is reasonably assured. We generally recognize sales at the time of shipment to our customers, provided that all other revenue
recognition criteria have been met. Although currently insignificant, we may also generate service revenue derived from agreements to provide design, engineering, and testing
for a customer.
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Cost of Goods Sold

The cost of goods sold reflects the cost of producing antenna products that are shipped for our customers’ devices. This primarily includes manufacturing costs of our
products payable to our third-party contract manufacturers, as well as manufacturing costs incurred at our manufacturing facility in Arizona. The cost of goods sold that we
generate from services provided to customers primarily includes personnel costs.

Operating Expenses

Our operating expenses are classified into three categories: research and development, sales and marketing, and general and administrative. For each category, the
largest component is personnel costs, which includes salaries, employee benefit costs, bonuses, and stock-based compensation. Operating expenses also include allocated
overhead costs for depreciation of equipment, facilities and information technology. Allocated costs for facilities consist of leasehold improvements and rent. Operating
expenses are generally recognized as incurred.

Research and development. Research and development expenses primarily consist of personnel and facility-related costs attributable to our engineering research and
development personnel. These expenses include work related to the design, engineering and testing of antenna designs, and antenna integration, validation and testing of
customer devices. These expenses include salaries, including stock-based compensation, benefits, bonuses, travel, communications, and similar costs, and depreciation and
allocated operating expenses such as office supplies, premises expenses, and insurance. We may also incur expenses from consultants and for prototyping new antenna
solutions. We expect research and development expense to increase in absolute dollars as we continue to invest in the development of new solutions and markets and as we
invest in improving efficiencies within our supply chain, although our research and development expense may fluctuate as a percentage of total sales.

Sales and marketing. Sales and marketing expenses primarily consist of personnel and facility-related costs for our sales, marketing, and business development
personnel, stock-based compensation and bonuses earned by our sales personnel, and commissions earned by our third-party sales representative firms. Sales and marketing
expense also includes the costs of trade shows, marketing programs, promotional materials, demonstration equipment, travel, recruiting, and allocated costs for certain
facilities.  We expect sales and marketing expense to decrease in absolute dollars as we realign our sales and marketing efforts, although our sales and marketing expense may
fluctuate as a percentage of total sales.

General and administrative. General and administrative expenses primarily consist of personnel and facility-related costs for our executive, finance, and administrative
personnel, including stock-based compensation, as well as legal, accounting, and other professional services fees, depreciation, and other corporate expenses. We have recently
incurred, and expect to continue to incur, additional expenses as we grow our operations and operate as a public company, including higher legal, corporate insurance and
accounting expenses, and the additional costs of achieving and maintaining regulatory compliance.  

Other Income

Interest Income. Interest income consists of interest from our cash and cash equivalents and short-term investments.  

Gain on Deferred Purchase Price Liability. During the three months ended June 30, 2018 we and Skycross, Inc. came to an agreement that we would pay Skycross
$375,000 for deferred consideration under our asset purchase agreement entered into in December 2015. Gain on deferred consideration consists of the variance between the
amount paid to Skycross for the deferred purchase price and the elimination of the accounts receivable due from Skycross and the accounts payable due to Skycross.  

Interest Expense. Interest expense consists of interest on our outstanding debt.

Provision (benefit) for Income Taxes

Provision (benefit) for income taxes consists of federal and state income taxes. In assessing the realizability of deferred tax assets, management considers whether it is
more likely than not that some portion or all of the deferred tax assets will not be realized.  The ultimate realization of deferred tax assets is dependent upon the generation of
future taxable income during the periods in which those temporary differences become deductible.  Management considers the scheduled reversal of deferred tax liabilities
(including the impact of available carryback and carryforward periods), projected future taxable income, and tax-planning strategies in making this assessment.  It is difficult
for us to project future taxable income as the timing and size of sales of our products are variable and difficult to predict.  We concluded that it is not more likely than not that
we will utilize our deferred tax assets other than those that are offset by reversing temporary differences.
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On December 22, 2017, the Tax Cuts and Jobs Act, or the 2017 Tax Act, was enacted.  The 2017 Tax Act includes a number of changes to existing U.S. tax laws that
impact our Company, most notably a reduction of the U.S. corporate income tax rate from 35% to 21% for tax years beginning December 31, 2018.  The 2017 Tax Act changes
primarily affected our tax rate on certain deferred tax assets and deferred tax liabilities.

The 2017 Tax Act also establishes new tax laws that affect 2018 and beyond, including, but not limited to, (1) reduction of the U.S. federal corporate tax rate discussed
above; (2) limitations on various entertainment and meals deductions; (2) limitations on the deductibility of interest.    

Results of Operations

The following tables set forth our operating results for the periods presented as a percentage of our total sales for those periods. The period-to-period comparison of
financial results is not necessarily indicative of financial results to be achieved in future periods.
  
 

  Three Months Ended June 30,   Six Months Ended June 30,  
  2018   2017   2018   2017  
  (calculated as a percentage of associated sales)  

Statements of Operations Data:                 
Sales   100.0%   100.0%   100.0%   100.0%
Cost of goods sold   55.9   53.0   54.7   53.0 
Gross profit   44.1   47.0   45.3   47.0 
Operating expenses:                 

Research and development   16.2   14.0   16.6   14.1 
Sales and marketing   27.4   13.8   24.7   14.1 
General and administrative   25.0   20.3   21.0   17.6 
Total operating expenses   68.6   48.1   62.3   45.8 

Income (loss) from operations   (24.5)   (1.1)   (17.0)   1.2 
Other income   (3.4)   (0.2)   (2.1)   (0.1)
Income (loss) before income taxes   (21.1)   (0.9)   (14.9)   1.3 
Provision (benefit) for income taxes   0.3   (0.2)   0.3   0.1 
Net income (loss)   (21.4)%   (0.7)%   (15.2)%   1.4%

Comparison of the three and six months ended June 30, 2018 and 2017

Sales
  Three Months Ended June 30,  
  2018   2017   Increase   % Change  
    

Sales  $ 14,971,681  $ 13,013,143  $ 1,958,538   15.1%
                 
                

 

  Six Months Ended June 30,  
  2018   2017   Increase   % Change  
    

Sales  $ 28,276,779  $ 24,265,560  $ 4,011,219   16.5%

Sales increased $2.0 million for the three months ended June 30, 2018 as compared to the three months ended June 30, 2017.  For the three months ended June 30,
2018, our sales included $1.9 million in sales associated with the acquisition of Antenna Plus assets which occurred in April 2017, as compared to $1.4 million in sales
associated with Antenna Plus in the three months ended June 30, 2017.  Our sales associated with our organic business increased $1.5 million for the three months ended June
30, 2018 when compared to the three months ended June 30, 2017.  The total number of devices within our organic business increased by 1%, or 0.1 million devices, to 11.8
million devices for the three months ended June 30, 2018 when compared to the three months ended June 30, 2017.  The sales increase was primarily attributable to an increase
in carrier gateway and retail router sales.  The average number of antennas per device increased 25% from 3.51 antennas per device for the three months ended June 30, 2017 to
4.39 antennas per device for the three months ended June 30, 2018.  The average selling price per device for the three months ended June 30, 2018 increased 11% to $1.10 as
compared to $0.99 for the three months ended June 30, 2017.  

Sales increased $4.0 million for the six months ended June 30, 2018 as compared to the six months ended June 30, 2017.  For the six months ended June 30, 2018, our
sales included $4.2 million in sales associated with the acquisition of Antenna Plus assets which occurred in April 2017.  Our sales associated with our organic business
increased $1.3 million for the six months ended June
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30, 2018 when compared to the six months ended June 30, 2017.  The total number of devices within our organic business decreased by 9%, or 2.1 million devices, to 22.4
million devices for the six months ended June 30, 2018 when compared to the six months ended June 30, 2017.  The sales increase was primarily attributable to an increase in
carrier gateway and retail router sales offset by a decrease in set-top box and television sales.  The average number of antennas per device increased 24% from 3.31 antennas
per device for the six months ended June 30, 2017 to 4.11 antennas per device for the six months ended June 30, 2018.  The average selling price per device for the six months
ended June 30, 2018 increased 14% to $1.06 as compared to $0.93 for the six months ended June 30, 2017.  

Cost of Goods Sold
  Three Months Ended June 30,  
  2018   2017   Increase   % Change  
    

Cost of goods sold  $ 8,370,160  $ 6,891,619  $ 1,478,541   21.5%
                 
                

 

  Six Months Ended June 30,  
  2018   2017   Increase   % Change  
    

Cost of goods sold  $ 15,481,087  $ 12,855,577  $ 2,625,510   20.4%

Cost of goods sold increased $1.5 million for the three months ended June 30, 2018 as compared to the three months ended June 30, 2017.  The increase was primarily
due to an increase in retail router and carrier gateway sales.  For the three months ended June 30, 2018, our cost of goods sold included $0.8 million of cost of goods sold
associated with the acquisition of Antenna Plus assets, as compared to $0.7 million for the three months ended June 30, 2017.  

Cost of goods sold increased $2.6 million for the six months ended June 30, 2018 as compared to the six months ended June 30, 2017.  The increase was primarily due
to an increase in retail router and carrier gateway sales.  For the six months ended June 30, 2018, our cost of goods sold included $1.7 million of cost of goods sold associated
with the acquisition of Antenna Plus assets, as compared to $0.7 million for the six months ended June 30, 2017.  

 

Gross Profit
  Three Months Ended June 30,  
  2018   2017   Increase   % Change  
    

Gross profit  $ 6,601,521  $ 6,121,524  $ 479,997   7.8%
Gross profit (percentage of sales)   44.1%   47.0%       -2.9%
                

 

  Six Months Ended June 30,  
  2018   2017   Increase   % Change  
    

Gross profit  $ 12,795,692  $ 11,409,983  $ 1,385,709   12.1%
Gross profit (percentage of sales)   45.3%   47.0%       -1.8%

Gross profit as a percentage of sales decreased 2.9% for the three months ended June 30, 2018 as compared to the three months ended June 30, 2017 and decreased
1.8% for the six months ended June 30, 2018 as compared to the six months ended June 30, 2017. The decrease in gross profit as a percentage of sales is primarily driven by the
increase in retail router and carrier gateway sales offset by a decrease in set top box sales for both the three and six months ended June 30, 2018.  

24



 

Operating Expenses
  Three Months Ended June 30,  
  2018   2017   Increase   % Change  
   

Operating Expenses                 
Research and development  $ 2,418,325  $ 1,819,288  $ 599,037   32.9%
Sales and marketing   4,094,828   1,792,010   2,302,818   128.5%
General and administrative   3,737,654   2,637,380   1,100,274   41.7%

Total  $ 10,250,807  $ 6,248,678  $ 4,002,129   64.0%
                 
                

 

  Six Months Ended June 30,  
  2018   2017   Increase   % Change  
   

Operating Expenses                 
Research and development  $ 4,687,439  $ 3,416,087  $ 1,271,352   37.2%
Sales and marketing   6,979,213   3,420,151   3,559,062   104.1%
General and administrative   5,941,994   4,275,419   1,666,575   39.0%

Total  $ 17,608,646  $ 11,111,657  $ 6,496,989   58.5%

Research and Development

Research and development expense increased $0.6 million for the three months ended June 30, 2018 compared to the three months ended June 30, 2017.  The increase
was primarily due to $0.4 million in additional research and development expenses associated with the acquisition of Antenna Plus assets and $0.3 million increase in personnel
expenses due to additional headcount, offset by $0.1 million decrease in product development expenses.  

Research and development expense increased $1.3 million for the six months ended June 30, 2018 compared to the six months ended June 30, 2017.  The increase was
primarily due to $0.7 million in additional research and development expenses associated with the acquisition of Antenna Plus assets, $0.5 million increase in personnel
expenses due to additional headcount and $0.2 million in expenses related to premises expense and repairs and maintenance, offset by $0.1 million decrease in product
development expenses.  

Sales and Marketing

Sales and marketing expense increased $2.3 million for the three months ended June 30, 2018 compared to the three months ended June 30, 2017.  The increase was
primarily due to $0.1 million in additional sales and marketing expenses associated with the acquisition of Antenna Plus assets, a $1.5 million increase in non-recurring
expenses related to a marketing-related agreement and its termination and executive severance, $0.6 million increase in marketing expenses and $0.1 million increase in
personnel expenses due to additional headcounts.  

Sales and marketing expense increased $3.6 million for the six months ended June 30, 2018 compared to the six months ended June 30, 2017.  The increase was
primarily due to $0.3 million in additional sales and marketing expenses associated with the acquisition of Antenna Plus assets, $1.5 million in non-recurring expenses related
to a marketing-related agreement and its termination and executive severance, $1.3 million increase in marketing expenses and $0.4 million increase in personnel expenses due
to additional headcounts and $0.1 million increase in expenses related to outsourced services.  

General and Administrative

General and administrative expense increased $1.1 million for the three months ended June 30, 2018 compared to the three months ended June 30, 2017.  The increase
was primarily due to $1.2 million increase in stock compensation expenses related to the vesting acceleration of options for a former executive, $0.5 million in non-recurring
expenses related to executive severance, $0.2 million additional expenses associated with the acquisition of Antenna Plus assets, offset by a decrease of $0.8 million in
acquisition expenses.

General and administrative expense increased $1.6 million for the six months ended June 30, 2018 compared to the six months ended June 30, 2017.  The increase was
primarily due to $1.2 million increase in stock compensation expenses related to the acceleration of stock compensation expense for a former executive, $0.5 million in non-
recurring expenses related to executive severance, $0.4 million additional expenses associated with the acquisition of Antenna Plus assets and $0.3 million increase in personnel
expenses, offset by $0.8 million decrease in acquisition expenses.
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Other Income
  Three Months Ended June 30,  
  2018   2017   Increase   % Change  

Other expense (income):                 
Interest income  $ (128,781)  $ (53,965)  $ (74,816)   138.6%
Gain on deferred purchase price liability   (388,733)   —   (388,733)   0.0%
Interest expense   9,846   26,713   (16,867)   -63.1%

Total  $ (507,668)  $ (27,252)  $ (480,416)   1762.9%
                 

  Six Months Ended June 30,  
  2018   2017   Increase   % Change  

Other expense (income):                 
Interest income  $ (239,212)  $ (91,166)  $ (148,046)   162.4%
Gain on deferred purchase price liability   (388,733)   —   (388,733)   0.0%
Interest expense   23,750   57,477   (33,727)   -58.7%

Total  $ (604,195)  $ (33,689)  $ (570,506)   1693.4%

Other income increased $0.5 million for the three months ended June 30, 2018 as compared to the three months ended June 30, 2017.  The increase was primarily due
to an increase in interest income from investments and gain on deferred purchase price liability and a decrease in interest expense on our outstanding loans.  

Other income increased $0.6 million for the six months ended June 30, 2018 as compared to the six months ended June 30, 2017.  The increase was primarily due to an
increase in interest income from investments and gain on deferred purchase price liability and a decrease in interest expense on our outstanding loans.  

Liquidity and Capital Resources

We had cash and cash equivalents of $13.3 million and $18.8 million in short-term investments at June 30, 2018.

Before 2013, we had incurred net losses in each year since our inception. As a result, we had an accumulated deficit of $46.7 million at June 30, 2018.

Since inception, we have primarily financed our operations and capital expenditures through private sales of preferred stock, public offerings of our common stock and
cash flows from our operations. We have raised an aggregate of $29.5 million in net proceeds from the issuance of our preferred stock and convertible promissory notes and
$37.0 million from the sale of common stock in our public offerings.

As of June 30, 2018, we had approximately $0.7 million outstanding under a term loan pursuant to our second amended and restated loan and security agreement with
Silicon Valley Bank. In addition, under our second amended and restated loan and security agreement with Silicon Valley Bank, we have a revolving line of credit with a
borrowing capacity up to $10.0 million. As of June 30, 2018, there was no balance owed on the line of credit.

In December 2013, we amended our amended and restated loan and security agreement with Silicon Valley Bank to provide for a growth capital term loan of $750,000.
The growth capital term loan required interest only payments through June 30, 2014 at which time it was to be repaid in 32 equal monthly installments of interest and principal.
The growth capital term loan matured on February 1, 2017, at which time all unpaid principal and accrued and unpaid interest was paid. The growth capital term loan interest
rate was 6.5%.

In December 2015, we further amended our amended and restated loan and security agreement with Silicon Valley Bank to include an additional term loan up to $4.0
million. The additional term loan requires 36 monthly installments of interest and principal and matures on December 1, 2018. Effective September 2017, we amended the loan
and security agreement with Silicon Valley Bank to update the financial covenants.  The amended and restated loan and security agreement requires that we maintain either (1)
a minimum cash balance of unrestricted cash at Silicon Valley Bank or one of its affiliates of no less than $25.0 million; or a liquidity ratio of 1.25 to 1.00 as of the last day of
each month and a minimum EBITDA, measured as the last day of each fiscal quarter for the previous six-month period (for June 30, 2018 the minimum EBITDA is $750,000).
The interest rate of the additional term loan is fixed at 5.0%. As of June 30, 2018, $0.7 million was outstanding on this additional term loan. We are in compliance with all of
the financial covenants in the amended and restated loan and security agreement pertaining to the revolving credit line and the additional term loan as of June 30, 2018.
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On January 31, 2018, we entered into a second amended and restated loan and security agreement with Silicon Valley Bank.  The second amended and restated loan and
security agreement amends and restates the terms of our amended and restated loan and security agreement with Silicon Valley Bank.  The agreement, among other things,
increases the aggregate principal amount available under the revolving line of credit from $3.0 million to $10.0 million and modifies certain existing financial
covenants.  Under the second amended and restated loan and security agreement, we may borrow up to $10.0 million under the line of credit, subject to a borrowing base limit
of 80% of the aggregate face amount of all eligible receivables.  The agreement removed the minimum EBITDA requirement previously applicable to the line of credit and term
loan and maintained the liquidity ratio financial covenant such we must maintain a ratio of cash and cash equivalents plus accounts receivable to outstanding debt under the
second amended and restated loan and security agreement minus deferred revenue of 1.25 to 1.00.  We will be required to pay interest on borrowings outstanding, if any, under
the revolving line of credit at a floating rate per annum equal to 1% above the Wall Street Journal prime rate (or, if unavailable, the SVB prime rate) on a monthly basis, so long
as we maintain a liquidity ratio of cash and cash equivalents plus accounts receivable to outstanding debt under the second amended and restated loan and security agreement
minus deferred revenue of 1.50 to 1.00.  If this liquidity ratio is not met, we will be subject to a minimum interest charge of $3,000 per month and borrowings outstanding, if
any, under the revolving line of credit will accrue interest at a floating rate per annum equal to 2% above the Wall Street Journal prime rate (or if unavailable, the SVB prime
rate) on a monthly basis.  The revolving line of credit matures on January 31, 2020.  

Silicon Valley Bank maintains a first security interest over our assets, excluding intellectual property, for which Silicon Valley Bank has received a negative
pledge.  The second amended and restated loan and security agreement contains customary affirmative and negative covenants and events of default applicable to us and any
subsidiaries.

In August 2017, our board of directors approved a share repurchase program pursuant to which we may purchase up to $7.0 million of shares of our common stock over
the twelve month period following the establishment of the program.  The repurchases under the share repurchase program are made from time to time in the open market or in
privately negotiated transactions and are funded from our working capital.  Repurchases will be made in compliance with Rule 10b-18 of the Securities Exchange Act of 1934,
as amended, subject to market conditions, available liquidity, cash flow, applicable legal requirements and other factors.  All shares of common stock repurchased under our
share repurchase program will be returned to the status of authorized and issued shares of common stock.  During the six months ended June 30, 2018, we repurchased 150,528
shares of common stock under the repurchase program.  These shares were repurchased at an average price per share of $8.79, for a total cost of $1.3 million.  As of June 30,
2018, we have repurchased a total of $2.6 million of shares of our common stock.  On August 7, 2018, our board of directors approved an extension to its existing share
repurchase program for an additional twelve month period ending August 14, 2019.  

We plan to continue to invest for long-term growth, including expanding our sales force and engineering organizations and making additional capital expenditures to
further penetrate markets both in the United States and internationally, as well as expanding our research and development for new product offerings and technology solutions
and increasing our sales and marketing initiatives by entering into strategic partnerships. We anticipate that these investments will continue to increase in absolute dollars. We
believe that our existing cash and cash equivalents balance together with cash proceeds from operations will be sufficient to meet our working capital requirements for at least
the next twelve months.

The following table presents a summary of our cash flow activity for the periods set forth below:
 

  Six Months Ended June 30,  
  2018   2017  

Net cash used in operating activities  $ (1,578,690)  $ (1,775,330)
Net cash provided by (used in) investing activities   1,876,863   (6,518,661)
Net cash used in financing activities   (2,064,884)   (284,420)
Net decrease in cash and cash equivalents  $ (1,766,711)  $ (8,578,411)

 
Net cash used in operating activities.  Net cash used in operating activities was $1.6 million for the six months ended June 30, 2018. This was primarily driven by our

net loss of $4.3 million, a change in operating assets and liabilities of $2.3 million and net non-cash operating expenses of $0.4 million.  

Net cash provided by (used in) investing activities.  Net cash provided by investing activities was $1.9 million for the six months ended June 30, 2018.  This was
primarily driven by $15.2 million in maturities of available-for-sale securities offset by $12.7 million in purchases of available-for-sale securities and $0.7 million in purchases
of property and equipment.  
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Net cash used in financing activities.  Net cash used in financing activities was $2.1 million for the six months ended June 30, 2018.  This was primarily driven by $1.3
million in common stock repurchases, $0.7 million in repayment of notes payable, $0.4 million in payments related to the deferred purchase price offset by $0.3 million in
proceeds from the exercise of stock options.  

Contractual Obligations and Commitments

There were no material changes outside the ordinary course of our business during the three months ended June 30, 2018 to the information regarding our contractual
obligations that was disclosed in Management’s Discussion and Analysis of Financial Condition and Results of Operations included in our Annual Report on Form 10-K for the
year ended December 31, 2017.  

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements (as defined by applicable regulations of the Securities and Exchange Commission) that are reasonably likely to have
a current or future material effect on our financial condition, results of operations, liquidity, capital expenditures or capital resources.

Critical Accounting Policies and Significant Judgments and Estimates

Our management’s discussion and analysis of financial condition and operating results is based on our unaudited condensed financial statements, which have been
prepared in accordance with GAAP. The preparation of these financial statements requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, as well as the reported sales and expenses during the reporting periods.
These items are monitored and analyzed by us for changes in facts and circumstances, and material changes in these estimates could occur in the future. We base our estimates
on historical experience and on various other factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying value of assets and liabilities that are not readily apparent from other sources. Changes in estimates are reflected in reported results for the period in which they
become known. Actual results may differ materially from these estimates under different assumptions or conditions.

There have been no material changes to our critical accounting policies and estimates as compared to the critical accounting policies and estimates described in our
Annual Report on Form 10-K for the fiscal year ended December 31, 2017, other than as set forth in Note 2 to the unaudited condensed financial statements included in this
quarterly report.

Recent Accounting Pronouncements

See Note 2, “Summary of Significant Accounting Policies” within the unaudited condensed financial statements.

 
 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Sensitivity

Our investment portfolio is exposed to market risk from changes in interest rates.  The fair market value of fixed rate securities may be adversely impacted by
fluctuations in interest rates while income earned on floating rate securities may decline as a result of decreases in interest rates.  Under our current investment policies, we do
not use interest rate derivative instruments to manage exposure to interest rate changes.  We attempt to ensure the safety and preservation of our invested principal funds by
limiting default risk, market risk, and reinvestment risk.  We mitigate default risk by investing in investment grade securities.  We maintain a relatively short average maturity
for our investment portfolio, and we believe a hypothetical 100 basis point adverse move in interest rates along the entire interest rate yield curve would not materially affect
the fair value of our interest sensitive financial instruments.  

Our long-term debt bears interest at a fixed rate and therefore has minimal exposure to changes in interest rates. At June 30, 2018, our undrawn revolving credit facility
under our second amended and restated loan and security agreement with Silicon Valley Bank bears interest at the Wall Street Journal Prime rate (5.0% as of June 30, 2018)
plus 1.00%. If we draw funds from our revolving credit facility, we will be exposed to interest rate sensitivity, which is affected by changes in the Wall Street Journal prime
rate.

Foreign Currency Risk

All of our sales are denominated in U.S. dollars, and therefore, our sales are not currently subject to significant foreign currency risk. To date, foreign currency
transaction gains and losses have not been material to our financial statements, and we have not engaged in any foreign currency hedging transactions.
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ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our periodic and current reports that we file with
the SEC is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and
communicated to our management, including our principal executive officer and principal financial officer, as appropriate, to allow timely decisions regarding required
disclosure. In designing and evaluating the disclosure controls and procedures, management recognized that any controls and procedures, no matter how well designed and
operated, can provide only reasonable and not absolute assurance of achieving the desired control objectives. In reaching a reasonable level of assurance, management
necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures. In addition, the design of any system of controls
also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals
under all potential future conditions; over time, control may become inadequate because of changes in conditions, or the degree of compliance with policies or procedures may
deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.

Our management, with the participation of our principal executive officer and principal financial officer, has evaluated the effectiveness of our disclosure controls and
procedures as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, or the Exchange Act, as of the end of the period covered by
this quarterly report on Form 10-Q. Based on such evaluation, our principal executive officer and principal financial officer have concluded that as of such date, our disclosure
controls and procedures were effective at the reasonable assurance level.

Changes in Internal Control Over Financial Reporting

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred during the three months ended
June 30, 2018 that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are not currently party to any material legal proceedings.
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ITEM 1A. RISK FACTORS

A description of the risk factors associated with our business is included in the Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2017, as
updated by our subsequent filings under the Exchange Act. There have been no material changes to such risk factors as previously reported, other than as set forth below.  In
evaluating our business, you should carefully consider the risk factors discussed in our Annual Report on Form 10-K, as updated by our subsequent filings under the Exchange
Act.  The occurrence of any of the risks discussed in such filings, or other events that we do not currently anticipate or that we currently deem immaterial, could harm our
business, prospects, financial condition and results of operations.  In that case, the trading price of our common stock could decline, and you may lose all or part of your
investment.

Risks Related to Our Business and Industry

Our recent management changes create uncertainties and could have a material adverse impact on our business, results of operations and financial condition.

On May 2, 2018, Charles Myers resigned as Chief Executive Officer, President and as a member of our board of directors. James K. Sims, who is our Chairman,
was appointed to serve as our interim Chief Executive Officer. In addition, in April 2018, Glenn Selbo resigned as our Chief Operating Officer, and in March 2018 Anil Doradla
succeeded Leo Johnson as our Chief Financial Officer, As a result of these management changes, we may experience disruption or have difficulty in maintaining or developing
our business.  Further, we may not be successful in any potential search for a successor Chief Executive Officer and there can be no assurances concerning the commencement,
overall timing or outcome of such a search. We face significant competition for new executives, and we may not be able to find a suitable replacement for Mr. Myers, or any
other members of our senior management that we may lose in the future, and our business may be harmed as a result. Our ability to effectively manage our business and
execute on our business strategy may be adversely affected by the uncertainty associated with these recent management changes.

Executive leadership transitions can be inherently difficult to manage and may cause disruption to our business. As a result of the recent changes in our management
team, our existing management team has taken on substantially more responsibility, which has resulted in greater workload demands and could divert their attention away from
certain key areas of our business. In addition, management transition inherently causes some loss of institutional knowledge, which can negatively affect strategy and execution,
and our results of operations and financial condition could suffer as a result. The loss of services of one or more other members of senior management, or the inability to attract
a qualified permanent Chief Executive Officer, could have a material adverse effect on our business, operating results and financial condition.

The loss of key personnel or an inability to attract, retain and motivate qualified personnel may harm our business.

Our success depends upon the continued service and performance of our senior management team and key technical, marketing and production personnel, including
James K. Sims, who is our Chairman and also serving as our interim Chief Executive Officer following Mr. Myers’ resignation in May 2018. We may not be able to attract and
retain a permanent Chief Executive Officer.  The replacement of members of our senior management team or other key employees or consultants likely would involve
significant time and costs and may significantly delay or prevent the achievement of our business objectives.

Our future success also depends, in part, on our ability to continue to attract, integrate and retain highly skilled personnel. Competition for highly skilled personnel
is frequently intense. Any difficulties in obtaining or retaining human resource competencies we need to achieve our business objectives may have an adverse effect on our
performance.

 

Risks Related to Our International Operations

Our international sales and operations subject us to additional risks that can adversely affect our operating results and financial condition.

The substantial majority of our sales are to ODMs and distributors based in China. Additionally, for the year ended December 31, 2017, approximately 45% of the end-
customers of our products, based on sales, are outside of North America, and we are continuing to expand our international operations as part of our growth strategy. We have
limited sales personnel and sales and support operations in the United States, Asia, and Europe. Our ability to convince customers to expand their use of our antenna products is
directly correlated to our direct engagement with our end-customers and our channel partners. To the extent we are unable to engage with non-U.S. customers effectively with
our limited sales force capacity, we may be unable to grow sales to existing customers.
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Our international operations subject us to a variety of risks and challenges, including: increased management, travel, infrastructure and legal compliance costs
associated with having multiple international operations; reliance on channel partners; increased financial accounting and reporting burdens and complexities; compliance with
foreign laws and regulations; compliance with U.S. laws and regulations for foreign operations; and reduced protection for intellectual property rights in some countries and
practical difficulties of enforcing rights abroad. Any of these risks could adversely affect our international operations, reduce our international sales or increase our operating
costs, adversely affecting our business, operating results and financial condition and growth prospects.

In addition, we are subject to risks related to regulation of exports and reexports of products, software or technology regulated under United States laws and
regulations.  In April 2018, the U.S. Department of Commerce’s Bureau of Industry and Security lifted its suspension of a denial of export privileges against Zhongxing
Telecommunications Equipment Corporation of Shenzhen China, or ZTE, and a second ZTE entity. These restrictions were subsequently lifted in July 2018, but may be
imposed in the future with little or no advance notice.  While the export ban applicable to ZTE has been lifted by the United States, there can be no guarantee that the U.S.
Department of Commerce will not take future regulatory action that may materially interfere with our ability to make sales, particularly in China. Even without such action by
the U.S. Department of Commerce, we would be prohibited from exporting our products to any foreign recipient if we have knowledge that a violation of U.S. export
regulations has occurred, is about to occur, or is intended to occur in connection with the item. The loss or temporary loss of such customers as a result of future regulatory
limitation could have a material adverse effect on our business, financial condition and results of operations and affect our international sales strategy in China and elsewhere
around the world.

 

We are subject to governmental export and import controls that could impair our ability to compete in international markets due to licensing requirements and subject us to
liability if we are not in compliance with applicable laws.  

Our products are subject to export control and import laws and regulations, including the U.S. Export Administration Regulations, U.S. Customs regulations and
various economic and trade sanctions regulations administered by the U.S. Treasury Department’s Office of Foreign Assets Control. Exports of our products must be made in
compliance with these laws and regulations. If we violate these laws and regulations, we and certain of our employees could be subject to substantial civil or criminal penalties,
including the possible loss of export or import privileges, fines, which may be imposed on us and responsible employees or managers, and, in extreme cases, the incarceration
of responsible employees or managers. In addition, if our channel partners, agents or consultants fail to obtain appropriate import, export or re-export licenses or authorizations,
we may also be adversely affected through reputational harm and penalties. Obtaining the necessary authorizations, including any required license, for a particular sale may be
time-consuming, is not guaranteed and may result in the delay or loss of sales opportunities. Changes in our products or changes in applicable export or import laws and
regulations may also create delays in the introduction and sale of our products in international markets, prevent our end-customers with international operations from deploying
our products or, in some cases, prevent the export or import of our products to certain countries, governments or persons altogether. For example, as a result of the U.S.
Department of Commerce’s Bureau of Industry and Security lifting its suspension of a denial of export privileges against ZTE in April 2018, ZTE halted all future orders for
antenna products we have previously been shipping to ZTE.  This lifting of the suspension will also likely prevent us from shipping new products to ZTE. Any change in export
or import laws and regulations, shift in the enforcement or scope of existing laws and regulations, or change in the countries, governments, persons or technologies targeted by
such laws and regulations, could also result in decreased use of our products, or in our decreased ability to export or sell our products to existing or potential end-customers
with international operations. Any decreased use of our products or limitation on our ability to export or sell our products would likely adversely affect our business, financial
condition and operating results.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Unregistered Sales of Equity Securities

There were no unregistered sales of equity securities during the period covered by this report.

Issuer Purchases of Equity Securities

The following table contains information relating to the repurchase of our common stock made by us in the three months ended June 30, 2018:
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Fiscal Period  Total Number of
Shares Repurchased   

Average Price Paid
Per Share   

Total Number of
Shares Purchased

As Part of a Publicly
Announced

Program   

Approximate Dollar
Amount of Shares
That May Yet be
Purchased Under
the Program (1)  

April 1, 2018 to April 30, 2018   —  $ —   —  $ — 
May 1, 2018 to May 31, 2018   40,260   8.33   261,428   4,627,482 
June 1, 2018 to June 30, 2018   24,100   8.62   285,528   4,419,727 

Total during the three months ended June 30, 2018   64,360  $ 8.44   285,528  $ 4,419,727
 

 (1) On August 14, 2017, our board of directors authorized the repurchase over the following twelve months of issued and outstanding shares of our common stock
having an aggregate value of up to $7.0 million pursuant to a repurchase program.  On August 7, 2018, our board of directors extended the previously approved
authorization to repurchase shares of our common stock for an additional twelve months to August 14, 2019.  As of June 30, 2018, we have repurchased shares of
common stock having an aggregate value of $2.6 million.

 

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

None.

ITEM 5. OTHER INFORMATION

On August 7, 2018, our board of directors approved an extension to the existing share repurchase program for an additional twelve month period ending August 14,
2019, which allows for the repurchase of up to $7.0 million shares of our common stock, of which approximately $2.6 million has been repurchased through the date of this
filing.  
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INDEX TO EXHIBITS

 
Exhibit
Number

 
Description

   

  3.1(1)  Amended and Restated Certificate of Incorporation
   

  3.2(1)  Amended and Restated Bylaws
   

  4.1(2)  Specimen stock certificate evidencing the shares of common stock
   

  4.2(3)  Fourth Amended and Restated Investors’ Rights Agreement, dated May 7, 2008
   

  4.3(2)  Form of Warrant issued to Northland Securities, Inc. in connection with the initial public offering of our common stock.
   
   

31.1  Certification of Principal Executive Officer pursuant to Rules 13a-14 and 15d-14 promulgated pursuant to the Securities Exchange Act of 1934, as amended
   

31.2  Certification of Principal Financial Officer pursuant to Rules 13a-14 and 15d-14 promulgated pursuant to the Securities Exchange Act of 1934, as amended
   

32.1*  Certification of Principal Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
   

32.2*  Certification of Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
   

101.INS  XBRL Instance Document
   

101.SCH  XBRL Taxonomy Extension Schema Document
   

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
 
(1) Incorporated by reference to the Registrant’s Current Report on Form 8-K, filed with the SEC on August 17, 2016.

(2) Incorporated by reference to Amendment No. 2 to the Registrant’s Registration Statement on Form S-1 (Registration No. 333- 212542), filed with the SEC on July 29,
2016.

(3) Incorporated by reference to Amendment No. 1 to the Registrant’s Registration Statement on Form S-1 (Registration No. 333- 212542), filed with the SEC on July 15,
2016.

* These certifications are being furnished solely to accompany this quarterly report pursuant to 18 U.S.C. Section 1350, and are not being filed for purposes of Section 18
of the Securities Exchange Act of 1934 and are not to be incorporated by reference into any filing of the Registrant, whether made before or after the date hereof,
regardless of any general incorporation language in such filing.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto
duly authorized.
 
  AIRGAIN, INC.
   
Date: August 9, 2018  /s/ James K. Sims

  

James K. Sims
Chairman of the Board and Interim Chief Executive Officer
(principal executive officer)

   
Date: August 9, 2018  /s/ Anil Doradla

  

Anil Doradla
Chief Financial Officer and Secretary
(principal financial and accounting 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, James K. Sims, certify that:

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

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

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

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) 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 during the period in which this report is being
prepared;

b. [paragraph omitted in accordance with Exchange Act Rule 13a-14(a)];

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

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

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

a. all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.
 
Date: August 9, 2018  /s/ James K. Sims
  James K. Sims
  Interim Chief Executive Officer
  (principal executive officer)
 

 



 
Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Anil Doradla, certify that:

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

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

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

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) 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 during the period in which this report is being
prepared;

b. [paragraph omitted in accordance with Exchange Act Rule 13a-14(a)];

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

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

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

a. all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.
 
Date: August 9, 2018  /s/ Anil Doradla
  Anil Doradla
  Chief Financial Officer and Secretary
  (principal financial and accounting officer)
 

 



 
Exhibit 32.1

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

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Airgain, Inc. (the “Company”) on Form 10-Q for the quarter ended June 30, 2018, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), I, James K. Sims, Interim Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
Date: August 9, 2018  /s/ James K. Sims
  James K. Sims
  Interim Chief Executive Officer
 
The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a separate disclosure document.
 

 



 
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 the quarterly report of Airgain, Inc. (the “Company”) on Form 10-Q for the quarter ended June 30, 2018, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), I, Anil Doradla, Chief Financial Officer and Secretary of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
Date: August 9, 2018  /s/ Anil Doradla
  Anil Doradla
  Chief Financial Officer and Secretary
 
The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a separate disclosure document.
 

 


