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The number of shares outstanding of the registrant s Common Stock, par value $0.001 per share, as of the latest
practicable date, on March 29, 2018, was 2,162,171 shares of Common Stock.

DOCUMENTS INCORPORATED BY REFERENCE:

The information required by Part III of this Form 10-K is incorporated herein by reference to certain portions of a
definitive proxy statement which is expected to be filed by the Company pursuant to Regulation 14A within 120 days
after the close of its fiscal year.
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PART I

ITEM 1. BUSINESS

SUMMARY

Trans-Lux Corporation is a Delaware corporation incorporated on February 5, 1920. Our Common Stock is quoted on
OTC Pink under the symbol TNLX. Our principal executive offices are located at 135 East8Btreet, 14t Floor,
New York, NY 10022, where our telephone number is (800) 243-5544.

Unless the context otherwise requires, the terms Trans-Lux, the Company, the Corporation, we, us, and our a
herein refer to Trans-Lux Corporation and its subsidiaries.

The Company is a leading designer and manufacturer of digital display solutions, fixed digit scoreboards and LED
Lighting fixtures and lamps.

DIGITAL DISPLLAY PRODUCTS

The Company s LED display systems include the latest features and functionality. The Company s product line of
high-performance state-of-the-art digital display products and controllers are used to show full-color video and
messages in virtually any configuration and application. The products are used by sports arenas and stadiums;
financial institutions, including brokerage firms, banks, energy companies, insurance companies and mutual fund
companies; educational institutions; outdoor advertising companies; corporate and government communication
centers; retail outlets; casinos, racetracks and other gaming establishments; airports, train stations, bus terminals and
other transportation facilities; movie theatres; health maintenance organizations and in various other applications.

The Company employs a modular engineering design strategy, allowing basic building blocks of modules to be easily
combined and configured in order to meet the broad application requirements of the various industries it serves. This
approach ensures product flexibility, reliability, ease of service and reduced spare parts requirements.
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The Company s display product line is comprised of two distinct segments: the Digital product sales division and the
Digital product lease and maintenance division.

Digital Product Sales Division: The Digital product sales division is segmented into five categories: Out-of-Home,
Sports, Transportation, Live Entertainment and Retail & Hospitality.

Digital product Lease and Maintenance Division: The Digital product lease and maintenance division leases and
performs maintenance on digital products across all the sectors under agreement terms ranging from 30 days to 10
years.

Sales Order Backlog (excluding leases): The amount of sales order backlog at December 31, 2017 and 2016 was
approximately $2.5 million and $3.1 million, respectively. The December 31, 2017 backlog is expected to be
recognized as sales in 2018, although there can be no assurance thereof. These amounts include only the sale of
products; they do not include new lease orders or renewals of existing lease agreements that may be presently
in-house.

LED LIGHTING

The LED lighting market provides energy-saving lighting solutions that feature a comprehensive offering of the latest
LED lighting technologies that provide facilities and public infrastructure with green lighting solutions that emit less
heat, save energy and enable creative designs.

The Company has developed what it believes is a unique business model for the LED Lighting market as a source
manufacturer and distributor that integrates energy efficiency as well as customer experience solutions into a seamless
package that is delivered directly to the end customer. The Company manufactures and distributes all lighting
solutions from single watt vanity lights to 750-watt facility lighting.
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The business model for the lighting sales team is ROI (return on investment) driven and focuses on maximizing
rebates and energy incentives to subsidize upfront capital expenses. We believe we provide our customers with the
highest quality lights, widest array of financing options and world-class manufacturing with full product warranties
and guarantees.

ENGINEERING AND PRODUCT DEVELOPMENT

The Company s ability to compete and operate successfully depends on its capacity to anticipate and respond to the
changing technological and product needs of its customers, among other factors. For this reason, the Company
continually develops enhancements to its existing product lines and examines and tests new display technologies.

The Company s TLVisiofM line includes our latest LED Large Screen Systems that feature the most recent digital
product technologies and capabilities, available in various pitch design. TLVision™ consists of full-color video
products that can be used in a multitude of applications. These applications range from posting alphanumeric data to
the displaying of full HD video. The pixel pitches of the products range from 1.5mm for very close distance viewing
and up to 50mm for very long-distance viewing. The Company also continues to expand its line of scoreboard
solutions using its TLVision™ technology and improved hand-held, simple to operate remotes and wireless control
devices.

As part of its ongoing development efforts, the Company seeks to package certain products for specific market
segments as well as continually tracking emerging technologies that can enhance its products. Full color, live video
and digital input technologies continue to be enhanced.

The Company maintains a staff responsible for product development and support. The engineering, product
enhancement and development efforts are supplemented by outside independent engineering consulting organizations,
as required.

MARKETING AND DISTRIBUTION

In North America, the Company markets its digital display products in the United States and Canada using a
combination of distribution channels, including direct sales representatives and a network of independent dealers and
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distributors. By working with software vendors and using the internet to expand the quality and quantity of
multimedia content that can be delivered to our digital products, we offer customers relevant, timely information,
content management software and display hardware in the form of turnkey display communications packages.

The Company employs a number of different marketing techniques to attract new customers, including direct
marketing efforts by its sales force to known and potential users of information displays; internet marketing;
advertising in industry publications; and exhibiting at domestic and international trade shows annually.

Headquartered in New York, New York, the Company has sales and service offices in Des Moines, lowa, and
Hazelwood, Missouri, as well as satellite offices in other parts of the United States.

Internationally, the Company uses a combination of internal sales people and independent distributors to market its
products outside the United States. The Company has existing relationships with independent distributors worldwide
covering the rest of North America, Europe, the Middle East, South America, Africa, the Far East and Australia.
Foreign revenues represented less than 10% of total revenues for the years ended December 31, 2017 and 2016,
respectively.

In 2017, one customer accounted for 23.2% of total revenues. We do not expect similar revenues from this customer
in 2018, but we do expect similar revenues from the sale of similar products to similar customers in 2018. In 2016,
there were no customers that accounted for at least 10% of the Company s total revenues.

MANUFACTURING AND OPERATIONS

The Company s production facilities are located in Des Moines, lowa, and Hazelwood, Missouri. The production
facilities consist principally of the manufacturing, assembly and testing of digital product units and related
components. The Company performs most subassembly and final assembly of its digital display products.

All product lines are design engineered by the Company and controlled throughout the manufacturing process. The
Company has the ability to produce very large sheet metal fabrications, cable assemblies and surface mount and
through-hole designed assemblies. Some of the subassembly processes are outsourced. The Company s production of
many of the subassemblies and final assemblies gives the Company the control opportunity needed for on-time
delivery to its customers.




Edgar Filing: TRANS LUX Corp - Form 10-K

Table of Content

The Company has the ability to modify its product lines. The Company s displays are designed with flexibility in
mind, enabling the Company to customize its displays to meet different applications with a minimum amount of
lead-time. The Company designs certain of its materials to match components furnished by suppliers. If such
suppliers are unable to provide the Company with those components, the Company would have to contract with other
suppliers to obtain replacement sources. Such replacement might result in engineering design changes, as well as
delays in obtaining such replacement components. The Company believes it maintains suitable inventory and has
contracts providing for delivery of sufficient quantities of such components to meet its needs. The Company also
believes that there are presently other qualified vendors of these components. Other than the LEDs and LED modules
which are manufactured by foreign sources, the Company does not acquire significant amounts of components
directly from foreign suppliers. The Company s products are third-party certified for compliance with applicable
safety, electromagnetic emissions and susceptibility requirements worldwide.

SERVICE AND SUPPORT

The Company emphasizes the quality and reliability of its products and the ability of its field service personnel and
third-party agents to provide timely and expert service to the Company s equipment on lease and maintenance bases
and other types of customer-owned equipment. The Company believes that the quality and timeliness of its on-site
service personnel are essential components for the Company s ongoing and future success. The Company provides
turnkey installation and support for the products it leases and sells in the United States and Canada. The Company
provides training to end-users and provides ongoing support to users who have questions regarding operating
procedures, equipment problems or other issues. The Company provides installation and service to those who
purchase and lease equipment. Additionally, the Company s dealers and distributors offer support for the products
they sell in the market segments they cover.

Personnel based in regional and satellite service locations throughout the United States and Canada provide high
quality and timely on-site service for the installed equipment on lease and maintenance bases and other types of
customer-owned equipment. Purchasers or lessees of the Company s larger products, such as financial exchanges,
casinos and sports stadiums, often retain the Company to provide on-site service through the deployment of a service
technician who is on-site daily for scheduled events.

The Company operates its National Technical Services and Repair Centers from its facilities in Des Moines, Iowa and
Hazelwood, Missouri. Equipment repairs are performed in Des Moines, lowa and service technicians are dispatched
nationwide from various locations including Des Moines and Hazelwood. The Company s field service division is
augmented by various service companies in the United States, Canada and overseas. From time to time, the Company
uses various third-party service agents to install, service and/or assist in the service of certain displays for reasons that
include geographic area, size and height of displays.

10
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COMPETITION

The Company s availability of short and long-term leases to customers and its nationwide sales, service and installation
capabilities are major competitive advantages in the digital product business. The Company believes that it is the
largest supplier of large-scale stock, commodity, sports and race book gaming digital products in the United States, as
well as one of the larger digital product and service organizations in the country.

The Company competes with a number of competitors, both larger and smaller than itself, with products based on
different forms of technology. There are several competitors whose current products utilize similar technology to the
Company s and who possess the resources necessary to develop competitive and more sophisticated products in the
future.

INTELLECTUAL PROPERTY

The Company holds a number of trademarks for its products and considers such trademarks important to its business.

11
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EMPLOYEES

The Company had approximately 68 employees as of March 1, 2018. Approximately 24% of the employees are
unionized, pursuant to a collective bargaining agreement, which expires on December 31, 2019. The Company
believes its employee relations are good.

ITEM 1A. RISK FACTORS

THERE IS SUBSTANTIAL DOUBT ABOUT OUR ABILITY TO CONTINUE AS A GOING CONCERN

Our independent registered public accounting firm has issued an opinion on our Consolidated Financial Statements
included in this Annual Report on Form 10-K that states that the Consolidated Financial Statements were prepared
assuming we will continue as a going concern and further states that the continuing losses and uncertainty regarding
our ability to make the required minimum funding contributions to the defined benefit pension plan and the past due
principal and interest payments on our outstanding 8%% Limited convertible senior subordinated notes due 2012 (the
Notes ) and 9%2% Subordinated debentures due 2012 (the Debentures ) raises substantial doubt about our ability to
continue as a going concern. In addition, if we are unable to (i) obtain additional liquidity for working capital, (ii)
make the required minimum funding contributions to the defined benefit pension plan, (iii) make the required
principal and interest payments on the Notes and the Debentures and/or (iv) repay our obligations under our Credit
Agreement (hereinafter defined) with CNH Finance Fund I, L.P. ( CNH ) (formerly known as SCM Specialty Finance
Opportunities Fund, L.P.), there would be a significant adverse impact on our financial position and operating results.

WE HAVE EXPERIENCED OPERATING ILOSSES FOR THE PAST SEVERAI YEARS. AND THERE CAN BE
NO ASSURANCE THAT WE WILL BE ABLE TO INCREASE OUR REVENUE SUFFICIENTLY TO

GENERATE THE CASH REQUIRED TO FUND OUR CURRENT OPERATIONS

We have incurred operating losses for the past several years. During the years ended December 31, 2017 and 2016,
we incurred losses of $2.8 million and $611,000, respectively. We are dependent upon future operating performance
and, to the extent that operating performance falls short of our needs, future financing to generate sufficient cash flows
in order to continue to run our businesses. Future operating performance is dependent on general economic
conditions, as well as financial, competitive and other factors beyond our control. We have experienced a decline in
our lease and maintenance bases for the past several years. There can be no assurance that we will be able to increase
our revenue sufficiently to generate the cash required to fund our current operations. In addition, we cannot predict
whether future financing, if any, will be in the form of equity, debt, or a combination of both. We may not be able to
obtain additional funds on a timely basis, on acceptable terms, or at all. Moreover, our ability to receive debt

12
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financing could be restricted by the covenants of our Credit Agreement with CNH and any equity financing we
receive could be substantially dilutive to our shareholders.

WE HAVE RECEIVED WAIVERS. SUBJECT TO CERTAIN CONDITIONS. OF THE 2009, 2010 AND 2012
MINIMUM FUNDING STANDARDS FOR OUR DEFINED BENEFIT PENSTION PLAN. WHICH. IF WE FAIL

TO FULFILL THE REQUIRED CONDITIONS FOR. MAY RESULT IN THE TERMINATION OF THE P AN OR
REQUIRE US TO MAKE THE UNPAID CONTRIBUTIONS

In March 2010, 2011 and 2013, the Company submitted to the Internal Revenue Service (the IRS ) requests for
waivers of the 2009, 2010 and 2012 minimum funding standards for its defined benefit pension plan. As of December
31, 2017, the Company has fully repaid the amounts deferred for each of these waivers. In 2017, we made $298,000
of the $444,000 of minimum required contributions to the plan. At this time, we expect to make our minimum
required contributions in 2018 of $576,000, which includes the balance of the 2017 minimum required contributions;
however, there is no assurance that we will be able to make any or all such remaining payments. See Note 13 to the
Consolidated Financial Statements Pension Plan for further details.

WE HAVE SIGNIFICANT DEBT, WHICH COULD IMPAIR OUR FINANCIAL CONDITION

As of December 31, 2017, we had outstanding debt of approximately $5.6 million (including $650,000 of a forgivable
loan), $4.0 million of which was reflected under current portion of long-term debt in our consolidated balance sheet.
Such amount includes an aggregate of $607,000 of Notes and Debentures for which we are in default. Our ability to
satisfy our obligations will be dependent upon our future performance, which is subject to prevailing economic
conditions and financial, business and other factors, including factors beyond our control. There can be no assurance
that our operating cash flows will be sufficient to meet our long-term debt service requirements or that we will be able
to refinance indebtedness at maturity. See Management s Discussion and Analysis of Financial Condition and Results
of Operations - Liquidity and Capital Resources.
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NON-PAYMENT OF PRINCIPAL AND INTEREST ON OUTSTANDING NOTES AND DEBENTURES HAS
RESULTED IN EVENTS OF DEFAULT AND MAY CONTINUE TO NEGATIVELY AFFECT OUR BALANCE
SHEET

We have outstanding $387,000 of Notes. The Notes matured as of March 1, 2012 and are currently in default. The
trustee, by notice to us, or the holders of 25% of the principal amount of the Notes outstanding, by notice to us and the
trustee, may declare the outstanding principal plus interest due and payable immediately.

We have outstanding $220,000 of Debentures. The Debentures matured as of December 1, 2012 and are currently in
default. The trustee, by notice to us, or the holders of 25% of the principal amount of the Debentures outstanding, by
notice to us and the trustee, may declare the outstanding principal plus interest due and payable immediately.

OUR INDEBTEDNESS COULD ADVERSELY AFFECT OUR FINANCIAL HEALTH

Our indebtedness could have important consequences to you. For example, it could: increase our vulnerability to general adverse economic and
industry conditions; restrict us from making strategic acquisitions or cause us to make non-strategic divestitures; require us to dedicate a
substantial portion of our cash flow from operations to payments on our indebtedness, thereby reducing the availability of our cash flow to fund
working capital, capital expenditures and other general corporate purposes; make it more difficult for us to satisfy our obligations to our
creditors, resulting in possible defaults on and acceleration of such indebtedness; limit our flexibility in planning for, or reacting to, changes in
our business and the industry in which we operate; place us at a competitive disadvantage compared to our competitors that have less debt; and
limit our ability to borrow additional funds or increase our cost of borrowing.

In addition, the terms of the Credit Agreement with CNH contain restrictive covenants that limit our ability to engage in activities that may be in
our long-term best interests. Our failure to comply with those covenants could result in an event of default which, if not cured or waived, could
result in the acceleration of all of our obligations under the Credit Agreement with CNH as well as our other outstanding indebtedness. The
occurrence of any one of these events could have a material adverse effect on our business, financial condition, results of operations, prospects.

COMPETITORS MAY POSSESS SUPERIOR RESOURCES AND DELIVER MORE MARKETABLE PRODUCTS. WHICH WOULD
ADVERSELY AFFECT OUR OPERATING MARGINS

Our digital products compete with a number of competitors, both larger and smaller than us, and with products based
on different forms of technology. In addition, there are several competitors whose current products utilize similar
technology and who possess the resources to develop competitive and more sophisticated products in the future. Our

14
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success is, to some extent, dependent upon our ability to anticipate technological changes in the industry and to
successfully identify, obtain, develop and market new products that satisfy evolving industry requirements. There can
be no assurance that competitors will not market new products which may have perceived advantages over our
products or which, because of pricing strategies, render the products currently sold by us less marketable or would
otherwise adversely affect our operating margins.

OUR SUCCESS IS DEPENDENT UPON OUR ABILITY TO OBTAIN THE RENEWAL OF EXISTING LEASES OR ENTER INTO NEW LEASES
AS OUR CURRENT LEASES EXPIRE, WHICH MAY NOT BE FEASIBLE. THE INABILITY TO RENEW OR REPLACE OUR LEASES WOULD
NEGATIVELY AFFECT OUR OPERATIONS

We derive a substantial percentage of our revenues from the leasing of our digital products, generally pursuant to
leases that have an average term of one to five years. Consequently, our future success is, at a minimum, dependent
on our ability to obtain the renewal of existing leases or to enter into new leases as existing leases expire. We also
derive a significant percentage of our revenues from maintenance agreements relating to our digital display products.
The average term of such agreements is one to five years. A portion of the maintenance agreements is cancelable
upon 30 days notice. There can be no assurance that we will be successful in obtaining the renewal of existing leases
or maintenance agreements, obtaining replacement leases or realizing the value of assets currently under leases that
are not renewed. See Management s Discussion and Analysis of Financial Condition and Results of Operations
Results of Operations.

WE ARE DEPENDENT ON OUR PRESIDENT AND CHIEF EXECUTIVE OFFICER AND OTHER KEY PERSONNEL

We believe that our President and Chief Executive Officer, Jean-Marc Allain, plays a significant role in our success
and the loss of his services could have an adverse effect on us. There can be no assurance that we would be able to
find a suitable replacement for Mr. Allain. We have an employment agreement with Mr. Allain that expired on
February 16, 2018 and currently renews on a month-to-month basis. We believe that in addition to Mr. Allain, there is
a core group of executives that also plays a significant role in our success.

OUR INTERNATIONAL OPERATIONS SUBJECT US TO POTENTIAL FLUCTUATIONS IN EXCHANGE
RATES BETWEEN THE UNITED STATES DOLILAR AND FOREIGN CURRENCIES. AS WELL AS

INTERNATIONAL LEGAL REQUIREMENTS. WHICH COULD IMPACT OUR PROFITABILITY

OUR SUCCESS IS DEPENDENT UPON OUR ABILITY TO OBTAIN THE RENEWAL OF EXISTING LEABES OR |
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Our financial condition, operating results and future growth could be significantly impacted by risks associated with
our international activities, including specifically changes in the value of the U.S. dollar relative to foreign currencies
and international tax rules. Because a portion of our business is transacted in Canada dollars, fluctuations in the
exchange rate between the U.S. dollar and the Canadian dollar could seriously impact our manufacturing and other
costs, as well as overall profitability. The risks to our business related to fluctuations in currency exchange rates is
further magnified by the current volatility in the currency markets that are characteristic of financial markets, and
currency markets in particular.

Compliance with U.S. and foreign laws and regulations that apply to our international operations, including import
and export requirements, anti-corruption laws, including the Foreign Corrupt Practices Act, tax laws (including U.S.
taxes on foreign subsidiaries), foreign exchange controls, anti-money laundering and cash repatriation restrictions,
data privacy requirements, labor laws and anti-competition regulations, increases the costs of doing business in
foreign jurisdictions, and may subject us to additional costs which may arise in the future as a result of changes in
these laws and regulations or in their interpretation. We have not implemented formal policies and procedures
designed to ensure compliance with all of these laws and regulations. Any such violations could individually or in the
aggregate materially adversely affect our reputation, financial condition or operating results.

OUR REILTANCE UPON THIRD-PARTY MANUFACTURERS IN CHINA COULD SUBJECT US TO
POLITICAL AND LEGAL RISKS BEYOND OUR CONTROL

Many components of our products are produced in China by third-party manufacturers. Our reliance on third-party
Chinese manufacturers exposes us to risks that are not in our control, such as unanticipated cost increases or negative
fluctuations in currency, which could negatively impact our results of operations and working capital. Any
termination of or significant disruption in our relationship with our Chinese suppliers may prevent us from filling
customer orders in a timely manner. Given the state of the Chinese political system, we cannot guaranty that our
agreements with our Chinese suppliers will remain enforceable pursuant to Chinese law. Furthermore, we cannot
guaranty that all rights to payment or performance under our agreements with our Chinese manufacturing partners will
be enforceable and that all debts owing to us, whether in the form of cash or product, will be collectible. While we do
not envision any adverse change to our international operations or suppliers, especially given the gradual move
towards global integration by the Chinese government and financial markets, adverse changes to these operations as a
result of political, governmental, regulatory, economic, exchange rate, labor, logistical or other factors could have a
material adverse effect on our future operating results.

SUPPLIERS MAY BE UNABLE OR UNWILLING TO FURNISH US WITH REQUIRED COMPONENTS
WHICH MAY DELLAY OR REDUCE OUR PRODUCT SHIPMENTS AND NEGATIVELY AFFECT OUR
BUSINESS

WE ARE DEPENDENT ON OUR PRESIDENT AND CHIEF EXECUTIVE OFFICER AND OTHER KEY PERSONNI
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We design certain of our products to match components furnished by suppliers. If such suppliers were unable or
unwilling to provide us with those components, we would have to contract with other suppliers to obtain replacement
sources. In particular, we purchase most of the LEDs and LED module blocks used in our digital products and
lighting from three main suppliers. We do not have long-term supply contracts with these suppliers. A change in
suppliers of either LED module blocks or certain other components may result in engineering design changes, as well
as delays in obtaining such replacement components. We believe that there are presently other qualified vendors of
these components. Our inability to obtain sufficient quantities of certain components as required, or to develop
alternative sources at acceptable prices and within a reasonable time, could result in delays or reductions in product
shipments that could have a materially adverse effect on our business and results of operations.

CYBER-ATTACKS AND BREACHES COULD CAUSE OPERATIONAL DISRUPTIONS. FRAUD OR THEFT OF SENSITIVE
INFORMATION

Aspects of our operations are reliant upon internet-based activities, such as ordering supplies and back-office functions such as accounting and
transaction processing, making and accepting payments, processing payroll and other administrative functions, etc. Although we have taken
measures to protect our technology systems and infrastructure, including employee education programs regarding cybersecurity, a breach of the
security surrounding these functions could result in operational disruptions, theft or fraud, or exposure of sensitive information to unauthorized
parties. Such events could result in additional costs related to operational inefficiencies, or damages, claims or fines.

WE CURRENTLY HAVE OUTSTANDING SERIES B CONVERTIBLE PREFERRED STOCK

We currently have 16,512 shares of Series B Convertible Preferred Stock ( SBCPS ) issued and outstanding. The
SBCPS carries a 6.0% cumulative annual dividend, payable semi-annually on April 15 and October 15 in cash or
Common Stock, and is convertible into shares of Common Stock at an initial conversion price of $10.00 per share,
representing a conversion ratio of 20 common shares for each share of SBCPS held at the time of conversion. Under
Delaware law, we may only pay dividends or make a distribution to our stockholders from our surplus (as determined
in accordance with Delaware General Corporate Law) or our net profits for the current fiscal year before the dividend
or distribution is declared under certain circumstances. Therefore, our ability to pay dividends and make any other
distributions in the future will depend upon our financial results, liquidity and financial condition.

The shares of SBCPS may be subject to mandatory conversion at our discretion after November 19, 2018, or earlier if
the closing sale price of our Common Stock has been greater than or equal to $15.00 for 30 consecutive days. The
conversion of all or substantially all of the SBCPS into Common Stock will be dilutive to the current holders of our
Common Stock, and if the holders of the Common Stock received upon conversion of the SBCPS choose to sell all or
some of all these shares of Common Stock, the resulting shares could depress the market value of our Common Stock.

WE ARE DEPENDENT ON OUR PRESIDENT AND CHIEF EXECUTIVE OFFICER AND OTHER KEY PERSONNI
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WE HAVE A SIGNIFICANT NUMBER OF OUTSTANDING PREFERRED STOCK AND WARRANTS, THE
CONVERSION AND EXERCISE OF WHICH WOULD DILUTE THE THEN-EXISTING STOCKHOILDERS
PERCENTAGE OWNERSHIP OF OUR COMMON STOCK

As of December 31, 2017, we had outstanding SBCPS convertible into 330,240 shares of Common Stock and
outstanding warrants to purchase 52,000 shares of Common Stock. If all of the outstanding warrants were exercised,
the proceeds to us would average $12.40 per share. In addition, to the extent that we elect to pay the dividends due on
the SBCPS in shares of Common Stock, over the next year, up to an additional 20,000 shares of Common Stock are
potentially issuable as dividends with respect to the SBCPS (based on an assumed dividend rate of 6% per annum).
The exercise of all of the outstanding warrants, the conversion of the SBCPS into Common Stock, the payment of
dividends on the SBCPS through the issuance of Common Stock, the grant and exercise of additional options and/or
the grant of restricted stock would dilute the then-existing stockholders percentage ownership of Common Stock, and
any sales in the public market of the Common Stock issuable upon such exercise could adversely affect prevailing
market prices for the Common Stock. Moreover, the terms upon which we would be able to obtain additional equity
capital could be adversely affected because the holders of such securities can be expected to exercise or convert them
at a time when we would, in all likelihood, be able to obtain any needed capital on terms more favorable than those
provided by such securities.

EFFECT OF CERTAIN ANTI-TAKEOVER PROVISIONS AND CONTROL BY EXISTING STOCKHOLDERS

Our Amended and Restated Certificate of Incorporation (our Certificate of Incorporation ) contains certain provisions
that could have the effect of making it more difficult for a third party to acquire, or of discouraging a third party from
attempting to acquire, control of the Company. Such provisions could limit the price that certain investors might be

willing to pay in the future for shares of our Common Stock, thus making it less likely that a stockholder will receive a
premium on any sale of shares of our Common Stock. Our Board of Directors is divided into three classes, each of

which serves for a staggered three-year term, making it more difficult for a third party to gain control of our Board.

Our Certificate of Incorporation also contains a provision that requires a four-fifths vote on any merger, consolidation

or sale of assets with or to an Interested Person or Acquiring Person, as well as any amendment to the provision which
divides the Board into three classes.

Additionally, we are authorized to issue 500,000 shares of preferred stock, of which (i) 416,500 are designated as
Series A Convertible Preferred Stock, none of which are outstanding, and (ii) 51,000 are designated as SBCPS, 16,512
of which are outstanding. The unissued preferred stock, if issued, will contain such rights, preferences, privileges and
restrictions as may be fixed by our Board of Directors, which may adversely affect the voting power or other rights of
the holders of Common Stock or delay, defer or prevent a change in control of the Company, or discourage bids for
the Common Stock at a premium over its market price or otherwise adversely affect the market price of the Common
Stock.
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These provisions and others that could be adopted in the future could deter unsolicited takeovers or delay or prevent
changes in our control or management, including transactions in which stockholders might otherwise receive a
premium for their shares over then current market prices. These provisions may also limit the ability of stockholders
to approve transactions that they may deem to be in their best interests.

As of March 29, 2018, 10 stockholders who are executive officers and/or directors of the Company beneficially own
approximately 48.1% of our Common Stock and one stockholder who is neither an officer nor a director of the
Company beneficially owns approximately 30.1% of our Common Stock. Accordingly, such stockholders could exert
significant control over any potential stockholder actions.

OUR COMMON STOCK IS QUOTED ON OTC PINK AND MAY BE SUBJECT TO LIMITED TRADING
YOLUME AND PRICE VOLATILITY

Our Common Stock is quoted on the OTC Pink, an inter-dealer electronic quotation and trading system for equity
securities. Quotation of our Common Stock on OTC Pink may limit the liquidity and price of our Common Stock
more than if our Common Stock were quoted or listed on the NASDAQ Stock Market or another national exchange.
Some investors may perceive our Common Stock to be less attractive because it is traded in the over-the-counter
market. In addition, as an OTC Pink company, we do not attract the extensive analyst coverage that accompanies
companies listed on national exchanges. Further, institutional and other investors may have investment guidelines that
restrict or prohibit investing in securities traded on OTC Pink. These factors may have an adverse impact on the
trading and price of our Common Stock.
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