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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K for the fiscal year ended June 30, 2016, or the Report, contains
forward-looking statements within the meaning of the federal securities laws, which statements are subject to
substantial risks and uncertainties. These forward-looking statements are intended to qualify for the safe
harbor from liability established by the Private Securities Litigation Reform Act of 1995. All statements other
than statements of historical fact included in this Report, or incorporated by reference into this Report, are
forward-looking statements. Throughout this Report, we have attempted to identify forward-looking
statements by using words such as “may,” “believe,” “will,” “could,” “project,” “anticipate,” “expect,” “estimate,” “should,”
“continue,” “potential,” “plan,” “forecasts,” “goal,” “seek,” “intend,” other forms of these words or similar words or
expressions or the negative thereof. In particular, this Report contains forward-looking statements relating to,
among other things:

·predictions of or assumptions about earnings, revenues, expenses or other financial matters;

·forecasts of our liquidity position, financial condition, results of operations or available cash resources;

·the impact of changes in our relationship with customers;

·plans or expectations with respect to our product development activities, business strategies or restructuring
activities;

·demand for our products or for the products of our competitors;

·the impact of pending litigation;

·the impact of recent accounting pronouncements; and

·assumptions or estimates underlying any of the foregoing.

We have based our forward-looking statements on our management’s current expectations and projections
about trends affecting our business and industry and other future events. Although we do not make
forward-looking statements unless we believe we have a reasonable basis for doing so, we cannot guarantee
their accuracy. Forward-looking statements are subject to substantial risks and uncertainties that could cause
our results or experiences, or future business, financial condition, results of operations or performance, to
differ materially from our historical results or those expressed or implied in any forward-looking statement
contained in this Report. Some of the risks and uncertainties that may cause actual results to differ from those
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expressed or implied in the forward-looking statements are described in “Risk Factors” in Item 1A of this Report,
as well as in our other filings with the Securities and Exchange Commission, or the SEC. In addition, actual
results may differ as a result of additional risks and uncertainties of which we are currently unaware or which
we do not currently view as material to our business.

You should read this Report in its entirety, together with the documents that we file as exhibits to this Report
and the documents that we incorporate by reference into this Report, with the understanding that our future
results may be materially different from what we currently expect. The forward-looking statements we make
speak only as of the date on which they are made. We expressly disclaim any intent or obligation to update any
forward-looking statements after the date hereof to conform such statements to actual results or to changes in
our opinions or expectations, except as required by applicable law or the rules of The NASDAQ Stock Market,
LLC. If we do update or correct any forward-looking statements, investors should not conclude that we will
make additional updates or corrections.

We qualify all of our forward-looking statements by these cautionary statements.

ii
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PART I

ITEM 1. BUSINESS

Overview

Lantronix, Inc., which we refer to herein as the Company, Lantronix, we, our, or us, is a global provider of secure data
access and management solutions for Internet of Things, or IoT, and information technology, or IT, assets. Our
mission is to be the leading supplier of IoT gateways that enable companies to dramatically simplify the creation,
deployment, and management of IoT projects while providing secure access to data for applications and people.

With more than two decades of experience in creating robust machine to machine, or M2M, technologies, Lantronix is
an innovator in enabling our customers to build new business models and realize the possibilities of the IoT. Our
connectivity solutions are deployed inside millions of machines serving a wide range of industries, including data
center, medical, security, industrial, transportation, retail, financial, environmental and government.

We were incorporated in California in 1989 and reincorporated in Delaware in 2000.

Our Strategy

Today, more and more companies are seeking to connect their machines and electronic devices to the Internet. The
growth in the IoT market is being driven by the growing importance of data, and the rapidly falling cost of sensors,
connectivity, computing and storage. While the promise of IoT is great, many companies find designing and
deploying an IoT project to be complex, costly and time-consuming.

Our strategy is to leverage our networking and software development expertise to develop technologies that make it
easier for our customers to participate in the IoT. We are primarily focused on the following market transitions:

· the increasing role of wireless networks for IoT communication;
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· the desire to remotely access, monitor and manage machines and IT infrastructure
assets; and

·the increasing importance of security in IoT deployments.

During the third quarter of the fiscal year ended June 30, 2016, we kicked off a strategic initiative to better position us
for growth in the IoT market. We plan to address this market with a combination of new hardware and software
solutions that will combine our portfolio of robust and secure connectivity solutions with new advanced data access
and management features for enterprise IoT assets. We expect that these new offerings will help companies to
simplify and speed their IoT deployments, reduce complexity and assist them in creating value-added business
models.

Products and Solutions

We organize our products and solutions into three product lines: IoT, IT Management and Other.

IoT

Our IoT products typically connect to one or more existing machines and provide network connectivity and are
designed to enhance the value and utility of machines by making the data from the machines available to users,
systems and processes or by controlling their properties and features over the network.

Our IoT products currently consist of IoT Gateways and IoT Building Blocks. IoT Gateways are designed to provide
secure connectivity and the ability to add integrated device management and advanced data access features. IoT
Building Blocks provide basic secure machine connectivity and unmanaged data access.

Our IoT products may be embedded into new designs or attached to existing machines. Our IoT products include
wired and wireless connections that enhance the value and utility of modern electronic systems and equipment by
providing secure network connectivity, application hosting, protocol conversion, secure access for distributed IoT
deployments and many other functions. Many of the products are offered with software tools intended to further
decrease our customer’s time-to-market and increase their value add.

1
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Most of our IoT products are pre-certified in a number of countries thereby significantly reducing our original
equipment manufacturer, or OEM, customers’ regulatory certification costs and accelerating their time to market.

The following product families are included in our IoT product line: EDS, EDS-MD, PremierWave® EN,
PremierWave® XC, PremierWave® XN, UDS, WiPort®, xDirect®, xPico®, xPico® Wi-Fi, xPress™® and XPort® .

IT Management

Today, organizations are managing an ever-increasing amount of devices and data on enterprise networks where 24/7
reliability is mission critical. Out-of-band management, or OOBM, is a technique that uses dedicated channels to
manage critical network devices to ensure management connectivity (including the ability to determine the status of
any network component) independent of the status of other in-band network components. Remote OOBM allows
organizations to effectively manage their enterprise IT resources and at the same time, optimize their IT support
resources.

Our IT Management product line includes console management, power management, and keyboard video mouse , or
KVM, products that provide remote OOBM access to IT and networking infrastructure deployed in test labs, data
centers and server rooms.

The following product families are included in our IT Management product line: SLB™, SLC™ 8000, and Spider™. In
addition, this product line includes vSLM™, a virtualized central management solution that simplifies secure
administration of enterprise IT out-of-band devices and attached equipment through a standard web browser. vSLM is
designed to operate with both our IT Management products and certain other manufacturers’ IT infrastructure
equipment.

Other

We categorize products that are non-focus or end-of-life as Other. Our Other product line includes non-focus products
such as the xPrintServer®, xSenso®, and WiBox. In addition, our Other product line includes end-of-life versions of
our MatchPort®, SLC™, SLP™, and xPress Pro product families
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Net Revenue by Product Line

We have one operating and reportable business segment. A summary of our net revenue by product line is found in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 of this Report,
which is incorporated herein by reference. A discussion of factors potentially affecting our net revenue and other
operating results is set forth in “Risk Factors” in Item 1A of this Report, which is incorporated herein by reference.

Sales Cycle

Our embedded IoT solutions are typically sold to OEMs, original design manufacturers, or ODMs, contract
manufacturers and distributors. OEMs design and sell products under their own brand that are either manufactured by
the OEM in-house or by third-party contract manufacturers. ODMs design and manufacture products for third parties,
which then sell those products under their own brand. The design cycles using our embedded solutions typically range
from 12 to 24 months and can generate revenue for the entire life-cycle of an end-user’s product.

Our IT Management and device IoT Solutions are typically sold through value added resellers, or VARs, systems
integrators, distributors, e-tailers and, to a lesser extent, OEMs. Sales are often project-based and may result in
significant quarterly fluctuations.

Sales Channels

Distributors

A majority of our sales are made through distributors. Distributors resell our products to a wide variety of resellers
and end customers including OEMs, ODMs, VARs, systems integrators, consumers, online retailers, IT resellers,
corporate customers and government entities.

Resellers

Our products are often sold by industry-specific system integrators and VARs, who often obtain our products from our
distributors. Additionally, our products are sold by direct market resellers such as CDW, ProVantage, and
Amazon.com.

Edgar Filing: LANTRONIX INC - Form 10-K

11



2

Edgar Filing: LANTRONIX INC - Form 10-K

12



Direct Sales

We sell products directly to larger OEMs and end users. We also maintain an ecommerce site for direct sales at
store.lantronix.com.

Sales and Marketing

We sell our products through both an internal sales force and to a lesser extent, third-party manufacturers’
representatives. Our internal sales force, which includes sales managers, inside sales personnel and field applications
engineers in major regions throughout the world, manages our relationships with our sales partners, identifies and
develops new sales opportunities and increases penetration at existing accounts. We implement marketing programs,
tools and services to generate sales leads and increase demand for our products.

Manufacturing

Our manufacturing operations are primarily conducted through third-party contract manufacturers. We utilize the
following contract manufacturers primarily located in China to manufacture most of our products: AsteelFlash Group;
Hana Microelectronics; and Universal Global Technology Co., Ltd. In addition, we use eSilicon Corporation to
manage Taiwan Semiconductor Manufacturing Company, Ltd., a third-party foundry located in Taiwan, which
manufactures our large scale integration chips. We manufacture certain products with final assembly in the U.S. to
meet trade compliance requirements.

Our contract manufacturers source raw materials, components and integrated circuits, in accordance with our
specifications and forecasts, and perform printed circuit board assembly, final assembly, functional testing and quality
control. Our products are manufactured and tested to our specifications with standard and custom components. Most
of these components are available from multiple vendors. However, we have several single-sourced supplier
relationships, either because alternative sources are not available or because the relationship is advantageous to us.

Research and Development

Our research and development efforts are focused on the development of hardware and software technology to
differentiate our products and enhance our competitive position in the markets we serve. Product research and
development is primarily done in-house and supplemented with outsourced resources.
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The following table presents our research and development expenses:

Years Ended
June 30,
2016 2015
(In thousands)

Research and development expenses $6,910 $6,923

Competition

Our industry is highly competitive and characterized by rapid technological advances and evolving industry standards.
The market can be affected significantly by new product introductions and marketing activities of industry
participants. We believe that we compete for customers on the basis of product features, software capabilities,
company reputation, brand recognition, technical support, relationships with partners, quality, reliability, product
development capabilities, price and availability. A discussion of factors potentially affecting our ability to compete in
the markets in which we operate is set forth in “Risk Factors” in Item 1A of this Report, which is incorporated herein by
reference.

Intellectual Property Rights

We believe that a considerable portion of our value resides in our intellectual property. We have developed proprietary
methodologies, tools, processes and software in connection with delivering our products and services. We protect our
intellectual property through a combination of patents, copyrights, trademarks, trade secrets, licenses, non-disclosure
agreements and contractual provisions. We enter into a non-disclosure and confidentiality agreement with each of our
employees, consultants and third parties that have access to our proprietary technology. Pursuant to assignment of
inventions agreements, all of our employees and consultants assign to us all intellectual property rights for the relevant
inventions created in connection with such person’s employment or contract with us. We currently hold United States
and international patents covering various aspects of our products, with additional patent applications pending.

3
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United States and Foreign Government Regulation

Many of our products are subject to certain mandatory regulatory approvals in the regions in which our products are
deployed. In particular, wireless products must be approved by the relevant government authority prior to these
products being offered for sale. In addition, certain jurisdictions have regulations requiring products to use
environmentally friendly components. Some of our products employ security technology, which is subject to various
U.S. export restrictions.

Employees

As of July 31, 2016, we had 114 full time employees, none of whom is represented by a labor union. We have not
experienced any labor problems resulting in a work stoppage and believe we have good relations with our employees.

Customer and Geographic Concentrations

We conduct our business globally and manage our sales teams by three geographic regions: the Americas; Europe,
Middle East, and Africa, or EMEA, and Asia Pacific Japan, or APJ. A discussion concerning sales to our significant
customers and related parties, sales within geographic regions as a percentage of net revenue and sales to significant
countries as a percentage of net revenue is set forth in Note 9 of Notes to Consolidated Financial Statements in Item 8
of this Report, which is incorporated herein by reference. A discussion of factors potentially affecting our customer
and geographic concentrations is set forth in “Risk Factors” in Item 1A of this Report, which is incorporated herein by
reference.

Available Information

Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, Proxy
Statements on Schedule 14A and other reports and information that we file or furnish pursuant to the Securities
Exchange Act of 1934, as amended, or the the Exchange Act, are available free of charge on our website at
www.lantronix.com as soon as reasonably practicable after filing or furnishing such reports with the SEC. The public
may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by calling
1-800-SEC-0330. The SEC also maintains a website at www.sec.gov that contains reports, proxy and information
statements, and other information regarding issuers that file electronically. Our audit committee charter; corporate
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governance and nominating committee charter; and compensation committee charter are also posted on our website at
www.lantronix.com under “Investor Relations.” The contents of our website are not incorporated by reference into this
Report. References to our website address in this Report are inactive textual references only.

References in this Report to “fiscal 2016” refer to the fiscal year ended June 30, 2016 and references to “fiscal 2015” refer
to the fiscal year ended June 30, 2015.

Executive Officers of the Registrant

Executive officers serve at the discretion of the board of directors. There are no family relationships between any of
our directors or executive officers. The following table presents the names, ages, and positions held by our executive
officers:

Name Age Position

Jeffrey W. Benck 51 President and Chief Executive Officer
Jeremy R. Whitaker 45 Chief Financial Officer
Sanjeev Kumar Datla 42 Chief Technology Officer
Michael A. Fink 45 Vice President of Operations
Daryl R. Miller 55 Vice President of Engineering
Kurt E. Scheuerman 48 Vice President, General Counsel and Secretary
Kevin M. Yoder 52 Vice President of Worldwide Sales

JEFFREY W. BENCK has served as our President, Chief Executive Officer and as a member of our board of directors
since December 2015. Mr. Benck served as president and chief executive officer of Emulex Corporation, a global
supplier of advanced networking, monitoring and management solutions, from July 2013 until Emulex was acquired
by Avago Technologies in May 2015. He joined Emulex in May 2008 as executive vice president and chief operating
officer and was subsequently appointed to president and chief operating officer in August 2010. Prior to joining
Emulex, Mr. Benck was president and chief operating officer of QLogic Corporation, a supplier of storage networking
solutions. Prior to that, he spent 18 years at IBM Corporation where he held a variety of executive leadership roles,
including serving as vice president of xSeries, BladeCenter and Retail Store Solutions development. Mr. Benck also
serves as a director of Netlist, Inc., a provider of high performance memory subsystems. Mr. Benck holds a Master of
Science degree in management of technology from University of Miami and a Bachelor of Science degree in
mechanical engineering from Rochester Institute of Technology.

4
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JEREMY R. WHITAKER has served as our Chief Financial Officer since September 2011. Mr. Whitaker returned to
Lantronix after serving as Vice President, Corporate Controller at Mindspeed from January 2011 to September 2011.
Mr. Whitaker previously served as our Vice President of Finance and Accounting from September 2010 to January
2011, where he was responsible for managing all worldwide finance and accounting functions. Mr. Whitaker also
served as our Senior Director of Finance and Accounting from February 2006 to September 2010 and our Director of
Finance and Accounting from August 2005 to February 2006. Prior to August 2005, Mr. Whitaker held vice president
and director level finance and accounting positions with two publicly-traded companies, and worked in the assurance
practice for six years at Ernst & Young LLP. Mr. Whitaker earned a Bachelor of Arts in business administration with
a concentration in accounting from the California State University at Fullerton and a Masters of Science degree in
accountancy from the University of Notre Dame’s Mendoza College of Business.

SANJEEV KUMAR DATLA has served as our Chief Technology Officer since February 2016. Prior to joining
Lantronix, Mr. Datla served as chief executive officer and founder of Moxtreme Corporation, a Silicon Valley-based
startup technology company focused on the development of a cloud-based application-defined IoT and virtualized
real-time messaging platform. From August 2010 to August 2013, he served as vice president of cloud initiatives for
Emulex Corporation. Prior to that, he was part of the founding management team of ServerEngines, an enterprise
networking company that was acquired by Emulex. Mr. Datla previously served in senior technology development
roles at Broadcom Corporation, ServerWorks Corporation and NEC Electronics. He earned a Masters in Technology
degree in electronics design and technology with distinction from the Indian Institute of Science and a Bachelors of
Engineering degree from Osmania University.

MICHAEL A. FINK joined Lantronix in February of 2012 as Vice President of Operations. From April 2010 to
February 2012, Mr. Fink served as Director of Operations for Networking and Communication Products for Inphi, an
analog semiconductor company. From July 2008 to March 2010, Mr. Fink was Executive Director of Product and Test
Engineering at Sierra Monolithics, a supplier of analog and mixed-signal semiconductors. Mr. Fink also served as
Executive Director of Product and Test Engineering at Mindspeed from October 2005 to July 2008. Prior to that he
held management positions at Peregrine Semiconductor and Analog Devices. Mr. Fink earned a Bachelor of Science
degree in electronic engineering from the California Polytechnic State University at San Luis Obispo.

DARYL R. MILLER joined Lantronix in January 2000 and has served as our Vice President of Engineering since
March 2008. Mr. Miller served as our Interim Vice President of Engineering from October 2007 to March 2008. Prior
to this, Mr. Miller served as Director and a Senior Director within our Engineering Department. Before joining
Lantronix, Mr. Miller spent 14 years at Tektronix and held several positions within the Microprocessor Development
and Computer Graphics/Networking divisions, and as Worldwide Director of Service and Support for Network
Computing Devices (NCD). Mr. Miller holds a Bachelor of Science degree with honors in business information
systems and Masters of Business Administration from the University of California, Irvine, where he graduated Dean’s
Scholar and Beta Gamma Sigma.
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KURT E. SCHEUERMAN has served as our Vice President and General Counsel since November 2012, and as
Corporate Secretary since February 2013. Prior to joining Lantronix, Mr. Scheuerman served as Vice President,
General Counsel and Corporate Secretary of DDi Corp., a publicly-held printed circuit board manufacturer, from
October 2005 to July 2012. From 2000 to 2005, Mr. Scheuerman was an associate with the international law firm of
Paul Hastings LLP, where his practice emphasized corporate finance, securities regulation and other transactional
work. Prior to that, he practiced corporate and transactional law as an associate in two regional law firms and served a
clerkship with the Oregon Supreme Court. He earned a Bachelor of Arts degree in rhetoric from the University of
California at Berkeley and received a Juris Doctorate from the University of Oregon, where he graduated Order of the
Coif.

KEVIN M. YODER joined Lantronix in March 2016 as Vice President of Worldwide Sales. Prior to joining
Lantronix, Mr. Yoder served as vice president of sales for the Americas region at Avago Technologies (now
Broadcom Limited), where he was responsible for driving more than $1.3 billion in annual revenues. Prior to joining
Avago, Mr. Yoder was vice president of worldwide sales for XMOS, a start-up semiconductor company. Earlier, he
held sales leadership positions at Analog Devices, Texas Instruments, and CoWare. Mr. Yoder earned a Bachelor of
Science degree in electrical engineering from Notre Dame University.

5
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ITEM 1A. RISK FACTORS

We operate in a rapidly changing environment that involves numerous risks and uncertainties. Before deciding to
purchase, hold or sell our common stock, you should carefully consider the risks described in this section, as well as
other information contained in this Report and in our other filings with the SEC. This section should be read in
conjunction with the consolidated financial statements and accompanying notes thereto, and Management’s
Discussion and Analysis of Financial Condition and Results of Operations included in this Report. If any of these risks
or uncertainties actually occurs, our business, financial condition, results of operations or prospects could be
materially harmed. In that event, the market price for our common stock could decline and you could lose all or part
of your investment. In addition, risks and uncertainties not presently known to us or that we currently deem
immaterial may also adversely affect our business.

Certain of our products are sold into mature markets, which could limit our ability to continue to generate revenue
from these products. Our ability to sustain and grow our business depends on our ability to develop, market, and
sell new products.

Certain of our products are sold into mature markets that are characterized by a trend of declining demand. As the
overall market for these products decreases due to the adoption of new technologies, we expect that our revenues from
these products will continue to decline. As a result, our future prospects will depend on our ability to develop and
successfully market new products that address new and growing markets. Our failure to develop new products or
failure to achieve widespread customer acceptance of such new products could cause us to lose market share and
cause our revenues to decline. There can be no assurance that we will not experience difficulties that could delay or
prevent the successful development, introduction, marketing and sale of new products or product enhancements.
Factors that could cause delays include regulatory and/or industry approvals, product design cycle and failure to
identify products or features that customers demand. In addition, the introduction and sale of new products often
involves a significant technical evaluation, and we often face delays because of our customers’ internal procedures for
evaluating and deploying new technologies. For these and other reasons, the sales cycle associated with new products
is typically lengthy, often lasting six to 24 months and sometimes longer. Therefore, there can be no assurance that
our introduction or announcement of new product offerings will achieve any significant or sustainable degree of
market acceptance or result in increased revenue in the near term.

We may experience significant fluctuation in our revenue because the timing of large orders placed by some of our
customers is often project-based.

Our operating results fluctuate because we often receive large orders from customers that coincide with the timing of
the customer’s project. Sales of our products and services may be delayed if customers delay approval or

Edgar Filing: LANTRONIX INC - Form 10-K

19



commencement of projects due to budgetary constraints, internal acceptance review procedures, timing of budget
cycles or timing of competitive evaluation processes. In addition, sometimes our customers make significant one-time
hardware purchases for projects which are not repeated. We sell primarily on a purchase order basis rather than
pursuant to long-term contracts, and we expect fluctuations in our revenues as a result of one-time purchases to
continue in the future. In addition, our sales may be subject to significant fluctuations based on the acceleration, delay
or cancellation of customer projects, or our failure to complete one or a series of significant sales opportunities.
Because a significant portion of our operating expenses are fixed, even a single order can have a disproportionate
effect on our quarterly revenues and operating results. As a result of the factors discussed above, and due to the
complexities of the industry in which we operate, it is difficult for us to forecast demand for our current or future
products with any degree of certainty, which means it is difficult for us to forecast our sales. If our quarterly or annual
operating results fall below the expectations of investors or securities analysts, the price of our common stock could
decline substantially.

The lengthy sales cycle for our products and services and delay in customer completion of projects, make the
timing of our revenues difficult to predict.

We have a lengthy sales cycle for many of our products that generally extends between 6 and 24 months and
sometimes longer due to a lengthy customer evaluation and approval process. The length of the sales cycle can be
affected by factors over which we have little or no control, including the user’s budgetary constraints, timing of the
user’s budget cycles, and concerns by the user about the introduction of new products by us or by our competitors. As a
result, sales cycles for user orders vary substantially from user to user. The lengthy sales cycle is one of the factors
that has caused and may continue to cause our revenues and operating results to vary significantly from quarter to
quarter. In addition, we may incur substantial expenses and devote significant management effort and expense to
develop potential relationships that do not result in agreements or revenues and may prevent us from pursuing other
opportunities. Accordingly, excessive delays in sales could be material and adversely affect our business, financial
condition or results of operations.
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The nature of our products, customer base and sales channels causes us to lack visibility regarding future demand
for our products, which makes it difficult for us to predict our revenues or operating results.

We use forecasts based on anticipated product orders to manage our manufacturing and inventory levels and other
aspects of our business. However, several factors contribute to a lack of visibility with respect to future orders,
including:

· the lengthy and unpredictable sales cycle for our products that can extend from six to 24 months or longer;
· the project-driven nature of many of our customers’ requirements;
· the fact that we primarily sell our products indirectly through distributors;
· the uncertainty of the extent and timing of market acceptance of our new products;
· the requirement to obtain industry certifications or regulatory approval for our products;
· the lack of long-term contracts with our customers;
· the diversity of our product lines and geographic scope of our product distribution;
· the fact that we have some customers who make single, non-recurring purchases; and
·the fact that a large number of our customers typically purchase in small quantities.

This lack of visibility impacts our ability to forecast our requirements. If we overestimate our customers’ future
requirements for products, we may have excess inventory, which would increase our costs and potentially require us
to write-off inventory that becomes obsolete. Additionally, if we underestimate our customers’ future requirements, we
may have inadequate inventory, which could interrupt and delay delivery of our products to our customers, harm our
reputation, and cause our revenues to decline. If any of these events occur, they could prevent us from achieving or
sustaining profitability.

We have a history of losses.

We incurred net losses of approximately $2.0 million and $2.8 million for fiscal 2016 and 2015, respectively. There
can be no assurance that we will generate net profits in future periods. Further, there can be no assurance that we will
be cash flow positive in future periods. In the event we fail to achieve profitability in future periods, the value of our
common stock may decline. In addition, if we were unable to achieve or maintain positive cash flows, we would be
required to seek additional funding, which may not be available on favorable terms, if at all.

Delays in qualifying product revisions of existing products at certain of our customers could result in the delay or
loss of sales to those customers, which could negatively impact our business and financial results.
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Our industry is characterized by intense competition, rapidly evolving technology and continually changing customer
preferences and requirements. As a result, we frequently develop and introduce new versions of our existing products. 

Prior to purchasing our products, some of our customers require that products undergo a qualification process, which
may involve testing of the products in the customer’s system. A subsequent revision to a product’s hardware or
firmware, changes in the manufacturing process or our selection of a new supplier may require a new qualification
process, which may result in delays in sales to customers, loss of sales, or us holding excess or obsolete inventory.

After products are qualified, it can take additional time before the customer commences volume production of
components or devices that incorporate our products. If we are unsuccessful or delayed in qualifying any new or
revised products with a customer, such failure or delay would preclude or delay sales of such products to the
customer, and could negatively impact our financial results. In addition, new revisions to our products could cause our
customers to alter the timing of their purchases, by either accelerating or delaying purchases, which could result in
fluctuations of net revenue from quarter to quarter.

Delays in deliveries or quality control problems with our component suppliers could damage our reputation and
could cause our net revenue to decline and harm our results of operations.

We and our contract manufacturers are responsible for procuring raw materials for our products. Our products
incorporate some components and technologies that are only available from single or limited sources of supply.
Depending on a limited number of suppliers exposes us to risks, including limited control over pricing, availability,
quality and delivery schedules. Moreover, due to the limited amount of our sales, we may not be able to convince
suppliers to continue to make components available to us unless there is demand for such components from their other
customers. If any one or more of our suppliers cease to provide us with sufficient quantities of components in a timely
manner or on terms acceptable to us, we would have to seek alternative sources of supply and we may have difficulty
identifying additional or replacement suppliers for some of our components.
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In particular, some of our integrated circuits are only available from a single source and in some cases are no longer
being manufactured. From time to time, integrated circuits, and potentially other components used in our products,
will be phased out of production by the manufacturer. When this happens, we attempt to purchase sufficient inventory
to meet our needs until a substitute component can be incorporated into our products. Nonetheless, we may be unable
to purchase sufficient components to meet our demands, or we may incorrectly forecast our demands, and purchase
too many or too few components. In addition, our products use components that have been subject to market shortages
and substantial price fluctuations in the past. From time to time, we have been unable to meet customer orders because
we were unable to purchase necessary components for our products. We do not have long-term supply arrangements
with most of our vendors to obtain necessary components or technology for our products and instead purchase
components on a purchase order basis. If we are unable to purchase components from these suppliers, our product
shipments could be prevented or delayed, which could result in a loss of sales. If we are unable to meet existing orders
or to enter into new orders because of a shortage in components, we will likely lose net revenues and risk losing
customers and harming our reputation in the marketplace, which could adversely affect our business, financial
condition or results of operations.

We outsource substantially all of our manufacturing to contract manufacturers in Asia. If our contract
manufacturers are unable or unwilling to manufacture our products at the quality and quantity we request, our
business could be harmed.

We use contract manufacturers based in Asia to manufacture substantially all of our products. Generally, we do not
have long-term agreements with our contract manufacturers or suppliers. If any of these subcontractors or suppliers
were to cease doing business with us, we might not be able to obtain alternative sources in a timely or cost-effective
manner. Our reliance on third-party manufacturers exposes us to a number of significant risks, including:

· reduced control over delivery schedules, quality assurance, manufacturing yields and production costs;
· lack of guaranteed production capacity or product supply;
· reliance on these manufacturers to maintain competitive manufacturing technologies;
· unexpected changes in regulatory requirements, taxes, trade laws and tariffs;
· reduced protection for intellectual property rights in some countries;

·

·

differing labor regulations;

disruptions to the business, financial stability or operations, including due to strikes, labor disputes or
other disruptions to the workforce, of these manufacturers;

· compliance with a wide variety of complex regulatory requirements;
· fluctuations in currency exchange rates;
· changes in a country’s or region’s political or economic conditions;
· effects of terrorist attacks abroad;
· greater difficulty in staffing and managing foreign operations; and
· increased financial accounting and reporting burdens and complexities.
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Any problems that we may encounter with the delivery, quality or cost of our products from our contract
manufacturers or suppliers could cause us to lose net revenue, damage our customer relationships and harm our
reputation in the marketplace, each of which could materially and adversely affect our business, financial condition or
results of operations.

From time to time, we may transition the manufacturing of certain products from one contract manufacturer to
another. When we do this, we may incur substantial expenses, risk material delays or encounter other unexpected
issues.

We depend on distributors to generate a majority of our sales and complete order fulfillment.

Resale of products through distributors accounts for a substantial majority of our worldwide net revenues. In addition,
sales through our top five distributors accounted for approximately 50% of our net revenues in fiscal 2016. A
significant reduction of effort by one or more distributors to sell our products or a material change in our relationship
with one or more distributors may reduce our access to certain end customers and adversely affect our ability to sell
our products. Furthermore, if a key distributor materially defaults on a contract or otherwise fails to perform, our
business and financial results would suffer.

In addition, the financial health of our distributors and our continuing relationships with them are important to our
success. Current economic conditions may adversely impact the financial health of some of these distributors. This
could result in the insolvency of certain distributors, the inability of distributors to obtain credit to finance the
purchase of our products, or cause distributors to delay payment of their obligations to us and increase our credit risk
exposure. Our business could be harmed if the financial health of these distributors impairs their performance and we
are unable to secure alternate distributors.
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Our ability to sustain and grow our business depends in part on the success of our channel partner distributors and
resellers.

A substantial part of our revenues is generated through sales by channel partner distributors and resellers. To the
extent our channel partners are unsuccessful in selling our products or if we are unable to obtain and retain a sufficient
number of high-quality channel partners, our operating results could be materially and adversely affected. In addition,
our channel partners may devote more resources to marketing, selling and supporting products and services that are
competitive with ours, than to our products. They also may have incentives to promote our competitors' products over
our products, particularly for our competitors with larger volumes of orders, more diverse product offerings and a
longer relationship with our distributors and resellers. In these cases, one or more of our important channel partners
may stop selling our products completely or may significantly decrease the volume of products they sell on our behalf.
Our channel partner sales structure also could subject us to lawsuits, potential liability and reputational harm if, for
example, any of our channel partners misrepresents the functionality of our products or services to customers, violate
laws or our corporate policies. If we fail to effectively manage our existing or future sales channel partners effectively,
our business and operating results could be materially and adversely affected.

Changes to the average selling prices of our products could affect our net revenue and gross margins and adversely
affect results of operations.

In the past, we have experienced reductions in the average selling prices and gross margins of our products, We expect
competition to continue to increase, and we anticipate this could result in additional downward pressure on our
pricing. Our average selling prices for our products might also decline as a result of other reasons, including
promotional programs introduced by us or our competitors and customers who negotiate price concessions. To the
extent we are able to increase prices, we may experience a decline in sales volumes if customers decide to purchase
competitive products. If any of these were to occur, our gross margins could decline and we might not be able to
reduce the cost to manufacture our products to keep up with the decline in prices.

If we are unable to sell our inventory in a timely manner, it could become obsolete, which could require us to
increase our reserves or write off obsolete inventory, which could harm our operating results.

At any time, competitive products may be introduced with more attractive features or at lower prices than ours. If this
occurs, and for other reasons, we may not be able to accurately forecast demand for our products and our inventory
levels may increase. There is a risk that we may be unable to sell our inventory in a timely manner to avoid it
becoming obsolete. In the event we are required to substantially discount our inventory or are unable to sell our
inventory in a timely manner, we would be required to increase our inventory reserves or write off obsolete inventory
and our operating results could be substantially harmed.
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Our failure to compete successfully in our highly competitive market could result in reduced prices and loss of
market share.

The market in which we operate is intensely competitive, subject to rapid technological advances and highly sensitive
to evolving industry standards. The market can also be affected significantly by new product and technology
introductions and marketing and pricing activities of industry participants. Our products compete directly with
products produced by a number of our competitors. Many of our competitors and potential competitors have greater
financial and human resources for marketing and product development, more experience conducting research and
development activities, greater experience obtaining regulatory approval for new products, larger distribution and
customer networks, more established relationships with contract manufacturers and suppliers, and more established
reputations and name recognition. For these and other reasons, we may not be able to compete successfully against
our current or potential future competitors. In addition, the amount of competition we face in the marketplace may
change and grow as the market for IoT and M2M networking solutions grows and new companies enter the
marketplace. Present and future competitors may be able to identify new markets, adapt new technologies and,
develop and commercialize products more quickly, and may gain market acceptance of products with greater success.
As a result of these competitive factors, we may fail to meet our business objectives and our business, financial
condition and operating results could be materially and adversely affected.

Our products may contain undetected software or hardware errors or defects that could lead to an increase in our
costs, reduce our net revenue or damage our reputation.

We currently offer warranties ranging from one to five years on each of our products. Our products could contain
undetected software or hardware errors or defects. If there is a product failure, we might have to replace all affected
products without being able to book revenue for replacement units, or we might have to refund the purchase price for
the units. Regardless of the amount of testing we undertake, some errors might be discovered only after a product has
been installed and used by customers. Any errors discovered after commercial release could result in loss of net
revenue and claims against us. Significant product warranty claims against us could harm our business, reputation and
financial results and cause the price of our stock to decline.
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Our inability to obtain appropriate telecommunications carrier certifications, industry certifications or approvals
from governmental regulatory bodies could impede our ability to grow revenues in our wireless products.

The sale of our wireless products in certain geographical markets is sometimes dependent on the ability to gain
telecommunications carrier certifications and/or approvals by certain governmental bodies. In addition, many of our
products are certified as meeting various industry quality and/or compatibility standards.  Failure to obtain these
certifications or approvals, or delays in receiving such certification or approvals, could impact our ability to compete
effectively or at all in these markets and could have an adverse impact on our revenues. 

If software that we incorporate into our products were to become unavailable or no longer available on
commercially reasonable terms, it could adversely affect sales of our products, which could disrupt our business
and harm our financial results.

Certain of our products contain software developed and maintained by third-party software vendors or which are
available through the “open source” software community. We also expect that we may incorporate software from
third-party vendors and open source software in our future products. Our business would be disrupted if this software,
or functional equivalents of this software, were either no longer available to us or no longer offered to us on
commercially reasonable terms. In either case, we would be required to either redesign our products to function with
alternate third-party software or open source software, or develop these components ourselves, which would result in
increased costs and could result in delays in our product shipments. Furthermore, we might be forced to limit the
features available in our current or future product offerings.

We face risks associated with our international operations that could impair our ability to grow our revenues
abroad as well as our overall financial condition.

We believe that our future growth is dependent in part upon our ability to increase sales in international markets.
These sales are subject to a variety of risks, including geopolitical events, fluctuations in currency exchange rates,
tariffs, import restrictions and other trade barriers, unexpected changes in regulatory requirements, longer accounts
receivable payment cycles, potentially adverse tax consequences, and export license requirements. In addition, we are
subject to the risks inherent in conducting business internationally, including political and economic instability and
unexpected changes in diplomatic and trade relationships. In many markets where we operate, business and cultural
norms are different than those in the United States, and practices that may violate laws and regulations applicable to
us such as the Foreign Corrupt Practices Act (“FCPA”), unfortunately are more commonplace. Although we have
implemented policies and procedures with the intention of ensuring compliance with these laws and regulations, our
employees, contractors and agents, as well as channel partners involved in our international sales, may take actions in
violation of our policies. Many of our vendors and strategic business allies also have international operations and are
subject to the risks described above. Even if we are able to successfully manage the risks of international operations,
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our business may be adversely affected if one or more of our business partners are not able to successfully manage
these risks. There can be no assurance that one or more of these factors will not have a material adverse effect on our
business strategy and financial condition.

Our failure to comply effectively with regulatory laws pertaining to our foreign operations could have a material
adverse effect on our revenues and profitability.

We are required to comply with U.S. government export regulations in the sale of our products to foreign customers,
including requirements to properly classify and screen our products against a denied parties list prior to shipment. We
are also required to comply with the provisions of the FCPA and all other anti-corruption laws, such as the UK
Anti-Bribery Act, of all other countries in which we do business, directly or indirectly, including compliance with the
anti-bribery prohibitions and the accounting and recordkeeping requirements of these laws. Violations of the FCPA or
other similar laws could trigger sanctions, including ineligibility for U.S. government insurance and financing, as well
as large fines. Failure to comply with the aforementioned regulations could also affect our decision to sell our
products in international jurisdictions, which could have a material adverse effect on our revenues and profitability.

Our failure to comply effectively with the requirements of applicable environmental legislation and regulation
could have a material adverse effect on our revenues and profitability.

Certain states and countries have passed regulations relating to chemical substances in electronic products and
requiring electronic products to use environmentally friendly components. For example, the European Union has the
Waste Electrical and Electronic Equipment Directive (“WEEE
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