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Item 2.02    Results of Operations and Financial Condition.
 

On January 9, 2020, VOXX International Corporation (the “Company”) issued a press release announcing its earnings
for the quarter ended November 30, 2019. A copy of the release is furnished herewith as Exhibit 99.1.
 
Item 8.01    Other Events.
 

On January 10, 2020, the Company held a conference call to discuss its financial results for the quarter ended November
30, 2019. The Company has prepared a transcript of that conference call, a copy of which is annexed hereto as Exhibit 99.2.
 

The information furnished under Items 2.02 and 8.01, including Exhibits 99.1 and 99.2, shall not be deemed to be filed
for the purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and will not be incorporated by reference into
any registration statement filed under the Securities Act of 1933, as amended, unless specifically identified therein as being
incorporated therein by reference.
 
Item 9.01    Financial Statements and Exhibits.

(d)    Exhibits
 

Exhibit No.  Description
   

99.1  Press Release, dated January 9, 2020, relating to VOXX International Corporation's earnings release for
the quarter ended November 30, 2019 (filed herewith).

99.2  Transcript of conference call held on January 10, 2020 at 10:00 am (filed herewith).
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  VOXX INTERNATIONAL CORPORATION (Registrant)
    
    
Date:  January 15, 2020  BY: /s/ Charles M. Stoehr
   Charles M. Stoehr
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Exhibit 99.1

FOR IMMEDIATE RELEASE
 

VOXX INTERNATIONAL CORPORATION REPORTS ITS FISCAL 2020 THIRD QUARTER FINANCIAL RESULTS
 
ORLANDO, Fla., January 9, 2020 – VOXX International Corporation (NASDAQ: VOXX), a leading manufacturer and distributor of
automotive and consumer technologies for the global markets, today announced financial results for its Fiscal 2020 third quarter ended
November 30, 2019.
 
Pat Lavelle, President and Chief Executive Officer of VOXX International stated, “Our fiscal 2020 third quarter and year-to-date results are
somewhat mixed. On the positive side, the restructuring initiatives we’ve executed have worked, resulting in lower spending and far greater
efficiencies throughout the Company. Our premium audio business continues to grow, is profitable and getting stronger, and the accessories
products and programs in place domestically are also doing well. These are the areas we focused on during our realignment and we are
continuing to look for ways to improve profitability further. On the other hand, our Automotive Electronics segment, particularly our OEM
business which has historically been a core area of strength, has been impacted throughout the year. While the segment was still profitable in
the fiscal third quarter and year-to-date, results have been less than anticipated and have impacted our consolidated results. However, new OEM
programs are slated to begin next fiscal year, which should drive year-over-growth, and we have been awarded significant new business that
begins in CY21 and will run for several years.”

 
Lavelle continued, “Our balance sheet remains strong and we are executing on our share repurchase program, having entered into a 10b-5
trading program based on recommendations from shareholders. We are also continuing to evaluate potential divestitures and acquisitions that
will improve earnings and cash flow, while maintaining flexibility to execute our strategy. New OEM contract awards and new programs with
companies such as Amazon, SiriusXM and others for our biometrics and OEM offerings, are providing significant optimism as we look out
over the next few years. Our focus remains on value creation and we will not stand still until we achieve this.”
 
Fiscal 2020 and Fiscal 2019 Third Quarter Financial Comparisons
 
Net sales for the Fiscal 2020 third quarter ended November 30, 2019 were $110.1 million, as compared to $129.6 million in the Fiscal 2019
third quarter, a decline of $19.5 million.
 
 - The Automotive Electronics segment had net sales of $30.0 million in the Fiscal 2020 third quarter, as compared to $45.1 million in

the comparable year-ago period, a decline of $15.1 million. The year-over-year decline was primarily related to lower OEM product
sales due to launch delays for certain vehicle models; a non-refundable up-front payment to one customer in anticipation of a future
OEM contract; and lower volume for certain programs that began in the prior fiscal year. Additionally, aftermarket product sales
declined by approximately $1.2 million, with the majority of the decline related to lower satellite radio product sales. This was offset
by higher sales of certain aftermarket safety and security products when comparing the fiscal third quarter periods.

 
The Consumer Electronics segment had net sales of $79.9 million in the Fiscal 2020 third quarter, as compared to $83.9 million in the
comparable year-ago period, a decline of $4.0 million. Premium audio product sales increased by $3.6 million, driven by higher sales
of premium mobility and premium wireless and Bluetooth speakers following the launch of new soundbars and wireless earbuds, as
well as higher sales in the custom installation channel with the addition of new distribution partners. Sales of other consumer
electronics products declined by $7.6 million when comparing the Fiscal 2020 and Fiscal 2019 third quarters, primarily due to the
discontinuance of older product lines as part of the Company’s SKU rationalization program domestically and in Europe. This was
partially offset by higher sales in the reception category, as well as an increase in sales of
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wearable devices, due to more Motion program participants and the addition of Fitbit and new Apple products in the current fiscal
year period.

 
 - The Biometrics segment had net sales of $0.1 million, as compared to $0.4 million in the comparable year-ago period. The year-over-

year decline was primarily due to product mix, as the Company was selling more of its higher dollar Hbox products during the prior
fiscal year period.

 
The gross margin in the Company’s Fiscal 2020 third quarter was 28.6%, representing a 140-basis point decline, as compared to 30.0% in the
Fiscal 2019 third quarter.
 
 - Automotive Electronics segment gross margins of 20.1% declined by 540 basis points compared to the prior year period, due

primarily to lower sales of higher margin OEM products, which also resulted in lower absorption of fixed overhead costs in the Fiscal
2020 third quarter. Additionally, gross margins were adversely impacted by a decline in aftermarket headrest product sales, tariff
increases, and the upfront customer payment associated with the anticipated future OEM program contract, partially offset by higher
sales of certain aftermarket security products and lower sales of satellite radio products.
 

 - Consumer Electronics segment gross margins of 32.1% increased by 30 basis points as a result of higher sales of premium wireless
and Bluetooth speakers, mobility products and commercial speakers. Offsetting factors included lower sales in Europe and higher
European warehousing costs, lower sales of select higher-margin consumer product lines, and the impact of tariffs.
 

 - Biometrics segment gross margins were (28.3)% in the fiscal 2020 third quarter, as compared to 80.5% in the comparable year-ago
period. The year-over-year decline was primarily due to the sale of certain inventory in Fiscal 2019, which was previously written off
and contributed to higher margins in the Fiscal 2019 third quarter, as well as higher sales of licensing fees in the prior year, which
earned higher margins for the segment. Additionally, the Fiscal 2020 third quarter included certain tooling and repair provisions,
along with beta samples that were sent to customers and prospects for testing at no cost.

 
Total operating expenses in the Fiscal 2020 third quarter were $31.3 million, as compared to $33.2 million in the comparable Fiscal 2019
period, a decline of $1.9 million.
 
 - Selling expenses of $9.6 million declined by $0.8 million, as compared to the Fiscal 2019 third quarter, primarily related to Fiscal

2019 restructuring activities, lower commissions, and lower advertising costs and display amortization expenses, partially offset by
new hires at various subsidiaries.
 

 - General and administrative (“G&A”) expenses of $16.7 million increased by $0.2 million, as compared to the Fiscal 2019 third
quarter. Higher payroll expenses related to medical claims, an increase in compensation expense associated with share grants to the
Company’s Chief Executive Officer, and a reimbursement in the prior fiscal year period related to a favorable outcome of a lawsuit
contributed to the year-over-year increase. Excluding the one-time lawsuit reimbursement, G&A expenses declined by $0.8 million
for the comparable Fiscal third quarter periods.

 
 - Engineering and technical support expenses of $5.1 million declined by $1.3 million, as compared to the Fiscal 2019 third quarter.

The decline was primarily related to lower headcount and research and development spending, as several projects were completed and
others were brought in-house, partially offset by research and development expenses to start new projects and higher certification fees
for products under development.
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Total other income, net for the Fiscal 2020 third quarter was $4.0 million, as compared to total other income, net of $0.8 million in the Fiscal
2019 third quarter, an increase of $3.2 million. Interest and bank charges declined by $0.4 million as the Company suspended its domestic
supply chain financing. Equity in income of equity investees declined by $0.7 million due to the impact of tariffs, higher warranty costs and
other one-time expenses. In the Fiscal 2020 third quarter, the Company sold its real property in Pulheim, Germany resulting in net proceeds of
approximately $9.5 million after transactional costs and the repayment of the outstanding mortgage. Concurrent with the sale, the Company
entered into an operating lease arrangement with the Purchaser for a small portion of the real property to continue to operate its sales office in
Germany. This resulted in a gain on the sale of real property in the Fiscal 2020 third quarter of $4.1 million. Additionally, other, net increased
by $0.6 million for the comparable third quarter periods, primarily related to a payment made to TE Connectivity Ltd. in final settlement of the
working capital calculation associated with the sale of Hirschmann Car Communication GmbH in Fiscal 2018.
 
The Company reported operating income of $0.1 million in the Fiscal 2020 third quarter, as compared to operating income of $5.7 million in
the comparable year-ago period. Income before income taxes for the Fiscal 2020 third quarter was $4.1 million, as compared to $6.5 million in
the Fiscal 2019 third quarter, with the Automotive Electronics and Consumer Electronics segments profitable, offset by loss before income
taxes within the Biometrics segment, though the latter has declined year-over-year.
 
Net income attributable to VOXX International Corporation (“VOXX”) was $2.5 million, as compared to $12.2 million in the Fiscal 2019 third
quarter, with the net loss attributable to the Company’s non-controlling interest improving by $0.5 million when comparing the Fiscal 2020 and
Fiscal 2019 third quarter periods. The Company reported basic and diluted income per share of $0.10 in the Fiscal 2020 third quarter and basic
and diluted income per share of $0.50 in the Fiscal 2019 third quarter.
 
The Company reported Adjusted Earnings Before Interest, Taxes, Depreciation and Amortization (“Adjusted EBITDA”) in the Fiscal 2020
third quarter of $6.0 million, as compared to Adjusted EBITDA of $11.6 million in the comparable Fiscal 2019 period.

Balance Sheet Update

As of November 30, 2019, the Company had cash and cash equivalents of $32.2 million, as compared to $39.3 million as of August 31, 2019
and $58.2 million as of February 28, 2019. Total debt as of November 30, 2019 was $8.4 million, as compared to total debt of $14.0 million as
of August 31, 2019 and $17.6 million as of February 28, 2019. The decline in total debt as compared to the February 28, 2019 period is
primarily related to the paydown of the Company’s Euro Asset-Based Lending Obligation for VOXX Germany, as it was repaid using the
proceeds received from the sale of the real estate in Pulheim, Germany during the Fiscal 2020 third quarter. Total long-term debt as of
November 30, 2019 was $7.2 million, as compared to $7.4 million as of August 31, 2019 and $7.6 million as of February 28, 2019.

Stock Repurchase Agreement Update

In April 2019, the Company was authorized by the Board of Directors to increase the number of Class A Common Stock available for
repurchase in the open market to 3,000,000. During the three and nine months ended November 30, 2019, the Company repurchased 218,453
and 426,765 shares, respectively, for an aggregate cost of $1,057 and $2,040, respectively. At November 30, 2019, the Company's remaining
authorized share repurchase for its Class A Common Stock was 2,573,235 shares.
 
Conference Call and Webcast Information
VOXX International will be hosting its conference call on Friday, January 10, 2020 at 10:00 a.m. Eastern. Interested parties can participate by
visiting www.voxxintl.com, and clicking on the webcast in the Investor Relations section or via teleconference (toll-free: 877-303-9079;
international: 970-315-0461 / conference ID: 3394134). A replay will be available on the Company’s website approximately one hour after the
completion of the call.
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Non-GAAP Measures 
EBITDA, Adjusted EBITDA and Diluted Adjusted EBITDA per common share are not financial measures recognized by GAAP. EBITDA
represents net (loss) income attributable to VOXX International Corporation, computed in accordance with GAAP, before interest expense and
bank charges, taxes, and depreciation and amortization. Adjusted EBITDA represents EBITDA adjusted for stock-based compensation
expense, certain settlements, gains, life insurance proceeds, as well tangible and intangible asset impairment charges. Depreciation,
amortization, stock-based compensation, and tangible and intangible asset impairment charges are non-cash items. Diluted Adjusted EBITDA
per common share represents the Company's diluted earnings per common share based on Adjusted EBITDA.

We present EBITDA, Adjusted EBITDA and Diluted Adjusted EBITDA per common share in this Form 10-Q because we consider them to be
useful and appropriate supplemental measures of our performance. Adjusted EBITDA and Diluted Adjusted EBITDA per common share help
us to evaluate our performance without the effects of certain GAAP calculations that may not have a direct cash impact on our current operating
performance. In addition, the exclusion of certain costs or gains relating to certain events allows for a more meaningful comparison of our
results from period-to-period. These non-GAAP measures, as we define them, are not necessarily comparable to similarly entitled measures of
other companies and may not be an appropriate measure for performance relative to other companies. EBITDA, Adjusted EBITDA and Diluted
Adjusted EBITDA per common share should not be assessed in isolation from, are not intended to represent, and should not be considered to be
more meaningful measures than, or alternatives to, measures of operating performance as determined in accordance with GAAP.
 
About VOXX International Corporation
VOXX International Corporation (NASDAQ: VOXX) has grown into a worldwide leader in Automotive Electronics and Consumer
Electronics, with emerging Biometrics technology to capitalize on the increased need for advanced security. Over the past several decades, with
a portfolio of over 30 trusted brands, VOXX has built market-leading positions in in-vehicle entertainment, automotive security, reception
products, a number of premium audio market segments, and more. VOXX is a global company, with an extensive distribution network that
includes power retailers, mass merchandisers, 12-volt specialists and many of the world’s leading automotive manufacturers. For additional
information, please visit our website at www.voxxintl.com.
 
Safe Harbor Statement
Except for historical information contained herein, statements made in this release constitute forward-looking statements and thus may involve certain
risks and uncertainties. All forward-looking statements made in this release are based on currently available information and the Company assumes
no responsibility to update any such forward-looking statements. The following factors, among others, may cause actual results to differ materially
from the results suggested in the forward-looking statements. The factors include, but are not limited to the: risk factors described in the Company’s
annual report on Form 10-K for the fiscal year ended February 28, 2019 which was filed with the SEC on May 14, 2019, as amended on Form 10-K/A
filed on May 30, 2019, and other filings made by the Company from time to time with the SEC. The factors described in such SEC filings include,
without limitation: the Company's ability to realize the anticipated results of its business realignment; cybersecurity risks; risks that may result from
changes in the Company's business operations; our ability to keep pace with technological advances; significant competition in the automotive
electronics, consumer electronics and biometrics businesses; our relationships with key suppliers and customers; quality and consumer acceptance of
newly introduced products; market volatility; non-availability of product; excess inventory; price and product competition; new product introductions;
foreign currency fluctuations; and restrictive debt covenants.
 
Company Contact:
Glenn Wiener, President / GW Communications
Tel: 212-786-6011 / Email: gwiener@GWCco.com
 

Tables to Follow
 
 



VOXX International Corporation and Subsidiaries
Consolidated Balance Sheets

(In thousands, except share and per share data)
 

  
November 30,

2019   
February 28,

2019  
  (unaudited)      
Assets         
Current assets:         

Cash and cash equivalents  $ 32,156  $ 58,236 
Accounts receivable, net   93,356   73,391 
Inventory, net   111,089   102,379 
Receivables from vendors   218   1,009 
Prepaid expenses and other current assets   10,623   10,449 
Income tax receivable   578   921 

Total current assets   248,020   246,385 
Investment securities   2,554   2,858 
Equity investment   21,389   21,885 
Property, plant and equipment, net   51,350   60,493 
Operating lease, right of use asset   2,773   — 
Goodwill   54,785   54,785 
Intangible assets, net   114,006   119,449 
Deferred income tax assets   78   79 
Other assets   1,695   2,877 

Total assets  $ 496,650  $ 508,811 
Liabilities and Stockholders' Equity         
Current liabilities:         

Accounts payable  $ 34,445  $ 31,143 
Accrued expenses and other current liabilities   37,158   39,129 
Income taxes payable   2,072   1,349 
Accrued sales incentives   16,667   13,574 
Current portion of long-term debt   1,165   10,021 

Total current liabilities   91,507   95,216 
Long-term debt, net of debt issuance costs   6,019   5,776 
Finance lease liabilities, less current portion   855   516 
Operating lease liabilities, less current portion   2,127   — 
Deferred compensation   2,554   2,605 
Deferred income tax liabilities   4,921   5,284 
Other tax liabilities   1,125   1,332 
Other long-term liabilities   2,401   2,981 

Total liabilities   111,509   113,710 
Commitments and contingencies         
Redeemable equity   2,124   — 
Stockholders' equity:         

Preferred stock:         
No shares issued or outstanding (see Note 20)   —   — 

Common stock:         
Class A, $.01 par value, 60,000,000 shares authorized, 24,306,194 and 24,106,194 shares issued and 21,711,335 and
21,938,100 shares outstanding at November 30, 2019 and February 28, 2019, respectively   244   242 
Class B Convertible, $.01 par value, 10,000,000 shares authorized, 2,260,954 shares issued and outstanding at both
November 30, 2019 and February 28, 2019   22   22 

Paid-in capital   298,760   296,946 
Retained earnings   143,934   148,582 
Accumulated other comprehensive loss   (18,511)   (16,944)
   424,449   428,848 
Less: Treasury stock, at cost, 2,594,859 and 2,168,094 shares of Class A Common Stock at November 30, 2019 and
February 28, 2019, respectively   (23,216)   (21,176)
Less: Redeemable equity   (2,124)   — 

Total VOXX International Corporation stockholders' equity   399,109   407,672 
Non-controlling interest   (16,092)   (12,571)

Total stockholders' equity   383,017   395,101 
Total liabilities, redeemable equity, and stockholders' equity  $ 496,650  $ 508,811

 

 



VOXX International Corporation and Subsidiaries
Unaudited Consolidated Statements of Operations and Comprehensive Income (Loss)

(In thousands, except share and per share data)
 

  
Three months ended

November 30,   
Nine months ended

November 30,  
  2019   2018   2019   2018  

Net sales  $ 110,112  $ 129,637  $ 293,812  $ 339,359 
Cost of sales   78,648   90,714   212,570   241,696 
Gross profit   31,464   38,923   81,242   97,663 
Operating expenses:                 

Selling   9,580   10,363   28,162   30,661 
General and administrative   16,689   16,482   51,896   49,632 
Engineering and technical support   5,059   6,368   15,901   18,349 
Intangible asset impairment charges   —   —   —   9,814 

Total operating expenses   31,328   33,213   95,959   108,456 
Operating income (loss)   136   5,710   (14,717)   (10,793)
Other income (expense):                 

Interest and bank charges   (751)   (1,174)   (2,635)   (3,391)
Equity in income of equity investee   967   1,695   3,672   5,146 
Gain on sale of real property   4,057   —   4,057   — 
Investment gain   —   —   775   — 
Impairment of Venezuela investment properties   —   —   —   (3,473)
Other, net   (322)   260   1,869   1,173 

Total other income (expense), net   3,951   781   7,738   (545)
Income (loss) before income taxes   4,087   6,491   (6,979)   (11,338)
Income tax expense (benefit)   2,720   (4,078)   1,190   3,147 
Net income (loss)   1,367   10,569   (8,169)   (14,485)
Less: net loss attributable to non-controlling interest   (1,097)   (1,642)   (3,521)   (4,954)

Net income (loss) attributable to VOXX International Corporation
 $ 2,464  $ 12,211  $ (4,648)  $ (9,531)

Other comprehensive (loss) income:                 
Foreign currency translation adjustments   (295)   (1,263)   (1,321)   (3,333)
Derivatives designated for hedging   13   50   (271)   542 
Pension plan adjustments   2   20   25   57 
Unrealized holding gain on available-for-sale investment securities, net of
tax   —   —   —   24 
Other comprehensive (loss) income, net of tax   (280)   (1,193)   (1,567)   (2,710)

Comprehensive income (loss) attributable to VOXX International Corporation
 $ 2,184  $ 11,018  $ (6,215)  $ (12,241)

Income (loss) per share - basic: Attributable to VOXX International
Corporation  $ 0.10  $ 0.50  $ (0.19)  $ (0.39)
Income (loss) per share - diluted: Attributable to VOXX International
Corporation  $ 0.10  $ 0.50  $ (0.19)  $ (0.39)
Weighted-average common shares outstanding (basic)   24,418,313   24,355,791   24,458,926   24,355,791 
Weighted-average common shares outstanding (diluted)   24,625,410   24,628,836   24,458,926   24,355,791

 

 



 

Reconciliation of GAAP Net Income Attributable to VOXX International Corporation to EBITDA, Adjusted EBITDA and Diluted
Adjusted EBITDA per Common Share

 

  
Three months ended

November 30,   
Nine months ended

November 30,  
  2019   2018   2019   2018  

Net income (loss) attributable to VOXX International Corporation  $ 2,464  $ 12,211  $ (4,648)  $ (9,531)
Adjustments:                 

Interest expense and bank charges (1)   625   771   2,269   2,252 
Depreciation and amortization (1)   3,005   2,580   8,981   7,886 
Income tax expense (benefit)   2,720   (4,078)   1,190   3,147 

EBITDA   8,814   11,484   7,792   3,754 
Stock-based compensation   471   159   1,816   393 
Gain on sale of real property   (4,057)   —   (4,057)   — 
Settlement of Hirschmann working capital   804   —   804   — 
Investment gain   —   —   (775)   — 
Life insurance proceeds   —   —   (1,000)   — 
Intangible asset impairment charges   —   —   —   9,814 
Impairment of Venezuela investment properties   —   —   —   3,473 
Adjusted EBITDA  $ 6,032  $ 11,643  $ 4,580  $ 17,434 
Diluted income (loss) per common share attributable to VOXX
International Corporation  $ 0.10  $ 0.50  $ (0.19)  $ (0.39)
Diluted Adjusted EBITDA per common share attributable to VOXX
International Corporation  $ 0.24  $ 0.47  $ 0.19  $ 0.72

 

 
(1) For purposes of calculating Adjusted EBITDA for the Company, interest expense and bank charges, as well as depreciation and

amortization, have been adjusted in order to exclude the non-controlling interest portion of these expenses attributable to EyeLock LLC.
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PRESENTATION

 
Operator^  Ladies and gentlemen, thank you for standing by, and welcome to the VOXX International's earnings call.
 
(Operator Instructions)
 
Please be advised that today's conference is being recorded.
 
(Operator Instructions)
 
I will now hand the conference over to your speaker today, Glenn Wiener, with Investor Relations.
 
Glenn Wiener^  Thank you, Carmen. Good morning, and welcome to VOXX International's Fiscal 2020 Third Quarter Results
Conference call.
 
I'm here in Las Vegas with our Chairman, John Shalam; and Pat Lavelle, President and Chief Executive Officer. Today marks day
four of the Consumer Electronics Show, and if you haven't already, I encourage everyone to visit the news release section of our IR
website to view our product and partnership announcements, many of this will be discussed in today's call.
 
You can also view our earnings release, updated investor presentation and Form 10-Q on the IR site. Michael Stoehr, Senior Vice
President and Chief Financial Officer of VOXX, is also on the line, dialing in from New York.
 
I'd like to remind everyone that except for historical information contained herein, statements made on today's call and webcast that
would constitute forward-looking statements are based on currently available information. The company assumes no



responsibility to update any such forward-looking statements, and I'd like to point you to the risk factors associated with our
business, which are detailed in our Form 10-K for the period ended February 28, 2019.
 
I'd like to thank you all for your continued interest in VOXX. If anyone has any follow-up questions, by all means, please feel free
to reach out to me after the call. And at this time, I'd like to turn the call over to Pat Lavelle. Pat?
 
Pat Lavelle^  Thank you, Glenn. Good morning, everyone. Let me start by wishing you all a happy New Year. As Glenn mentioned,
we're here at CES and like past years, the meetings we've had at the show, and the reception to the new products introduced has
been very strong.
 
There were also new partnerships unveiled and others that are in work, which hold great promise for the future. As for our results
and our progress year-to-date, it's somewhat mixed. On the positive side, the restructuring initiatives we've executed have worked,
resulting in the lower spending and far greater efficiencies throughout the company.
 
Our Consumer Electronics segment, backed by the continued strength of our Premium Audio product lines, delivered $9.6 million
of pretax profit, a $4 million increase when comparing the three-month periods. Our Biometrics segment had $1.4 million reduction
in pretax losses, $2.8 million compared to $4.2 million for the comparable three-month periods, a trend we believe will continue as
new programs start and others are finalized.
 
With respect to Automotive, we anticipated lower OEM sales coming into the fiscal year due to lower projected car sales and
certain end-of-life programs. We expect it to offset a significant portion with the start of new programs that unfortunately did not
materialize due to delayed vehicle launches and program implementations. This should improve as we move into the first and
second quarter of fiscal 2021.
 
Additionally, the segment was modestly profitable in the third quarter and year-to-date, but the lower segment results have
impacted our consolidated numbers. Long term, we see our OEM business growing significantly. This is based on being selected as
a Tier 1 supplier for rear-seat entertainment with one of the big three U.S. automakers.
 
Last quarter, I announced an award of approximately $275 million over five years with the projected launch of September 2021. We
also have new business coming online with Ford and Nissan in fiscal '21 and anticipate meaningful new awards within the near-
term based on programs we have bid on.
 
One of the more exciting developments fueling our optimism is our new partnership with Amazon to bring the Fire TV to the
automotive market. Amazon recognizes our market leadership in vehicle entertainment and has chosen VOXX to be their domestic
systems integrator. Together, we will deliver solutions and services that can significantly accelerate the development cycle for
OEMs and bringing the Fire TV experience to the car.



 
As announced, we will initially be working with FCA, one of the larger global automakers in making this a reality with more
OEMs anticipated as we get closer to commercialization. This is a very positive development for our Automotive business as we
bring more streaming content into the vehicle, which enhances the consumer experience and drives customer satisfaction for the
OEMS.
 
Another exciting development is a crossover between our Automotive group and the Biometrics segment. This week, we
announced the collaboration agreement between EyeLock and SiriusXM. On display in our booth and throughout Las Vegas was
the first prototype of the SiriusXM e-wallet that leverages EyeLock's proprietary iris biometric authentication. An e-wallet was
introduced last year at CES by Sirius and Visa.
 
With this new agreement, EyeLock will provide the iris biometric touchless gateway that enables drivers and their passengers to
use e-wallet while on-the-go and make purchases in the car. The EyeLock solution will activate and authenticate a payment through
voice and touch screen commands, granting enrolled users secure access to the e-wallet, with passenger authentication taking place
in under one second. In my meetings with the SiriusXM team this week, they expressed that the reception thus far has been
excellent.
 
We also entered into an exclusive license agreement with SaveOurLovedOnes or SOLO, the developers of a patented device to
prevent pediatric heat stroke in hot vehicles. With the growing number of deaths and current legislation that is gaining steam in
Congress for the auto industry to address this problem, we believe the device we've demonstrated is an affordable and effective
solution. We will be following up in the weeks ahead with demonstrations in D.C. with congressional sponsors of the bill and
around the country with our OEM customers.
 
We also had a number of aftermarket announcements at CES. We expanded our advanced driver assistance programs and
introduced the new Gentex mirror with streaming video capability and HomeLink Connect, which allows for the programming of
cloud-based home automation devices that can be controlled from the car.
 
Also within the ADAS category, we announced a new partnership with Motion Intelligence, an emerging leader in driver
distraction prevention technology, and VOXX will be distributing the motion intelligent app-based product to car dealers, fleets and
traditional retail specialists.
 
Motion Intelligence is the only distracted driving device that can detect cell phones, unauthorized computers or road devices and
will eliminate texting and e-mail, while allowing for navigation and phone service while a vehicle is in motion. This product can
have huge safety implications and as with our security products, we are in discussions with insurance companies to incentivize the
utilization of this technology. We expect to launch in the first quarter of this coming year.
 



ASA, our 50-50 joint venture that is reported under other, had a down quarter compared to the prior year due to a few factors that
Mike will address. However, their inventory position is clean. They have completed their tariff mitigation plan to reset pricing,
which will result in more historical margins moving forward and ASA is coming off their highest revenue in the company's history.
We expect revenue to continue to improve and with better margins, profitability should as well.
 
Within our Consumer Electronics segment, we're continuing to gain traction in the sales of premium mobility, wireless and
Bluetooth speakers, and the prior launches of sound bars, and our wireless earbuds have contributed to that success. New
distribution partners for our premium custom installation speaker products have also led to stronger sales, a trend we believe will
continue.
 
This year, at CES, our focus was on the personal audio and sound bar markets, growth categories that represent the way people
consume media today. Our new product assortment with advanced technologies like true wireless, active noise cancellation and
Dolby Atmos immersive sound will reflect this, as will the new line of headphones, which we will be launching through a
partnership with McLaren Racing, which is now the official headphone and portable audio partner of the McLaren Formula One
team.
 
Some of the other products to call out were -- that were debuted at the show, Klipsch showcased a new lineup of true wireless and
over-ear headphones with active noise cancellation technology and the next evolution of true wireless smart earphones, the
Klipsch's T10 and T5.
 
The T10 is significantly smaller and lighter than other true wireless ear phones in the market and will be available this fall. The T5
smart earphones, also available in the fall, were designed with an optimized signal boost antenna to improve Bluetooth connectivity
and the travel case will hold up to an additional 24 hours of battery life.
 
We introduced three new sound bars, major upgrades from the prior line and similar in look to our acclaimed Reference speakers.
The Klipsch Bar 54 with Dolby Atmos, works with Google Assistant, Apple Airplay 2 and Amazon Alexa. The Klipsch Bar 48
with Dolby Atmos, which can be paired wirelessly with up to three additional Klipsch speakers for 5.1 Surround Sound quality.
And the Klipsch Bar 44, the smallest in the series, that provides a 3.1 sound experience and features double digital -- Dolby Digital
Plus enhanced audio coding and Bluetooth connectivity. The first two speakers will be available this fall, and the Bar 44 will launch
this summer.
 
Within our accessories lineup, we introduced Qi charging radios and clocks that will simultaneously charge cell phones, new
Singsation products and a 360-degree Bluetooth speaker with charging, called Grip. All launch releases can be viewed on our
website.
 
At this time, I'd like to turn the call over to Mike, who will go through the numbers, and then we'll come back with a few closing
comments and open it up for questions. Michael?



 
Michael Stoehr^  Thanks, Pat. Good morning, everyone. Fiscal 2020 third quarter net sales were down $19.5 million compared to
last year's third quarter. Our Automotive Electronics segment was the primary driver, down $15.1 million with the OEM business,
comprising the majority for the reasons Pat discussed. Aftermarket product sales were down modestly and virtually flat, excluding
satellite radio fulfillment sales.
 
Sales in our Consumer Electronics segment declined by $4 million compared to fiscal 2019 third quarter, primarily due to SKU
rationalization programs and lower sales in Europe. This was partially offset by growth in reception products and wearables as we
added a distribution of Fitbit and the new Apple products for the UHC Motion program.
 
Klipsch continued to build momentum and the newest product launches for sound bars and wireless ear buds are contributing to
growth. Additionally, new distribution partners for the custom install marketplace favorably impacted sales.
 
The Biometrics segment reported a $300,000 decline in net sales, primarily due to product mix as we sold more higher dollar HBox
products in last year's third quarter. And many of the programs we are working on have not contributed to P&L yet. Gross margins
for fiscal 2020 third quarter were 28.6%, down 140 basis points. The decline was mostly attributable to our Automotive Electronics
segment, which was down 540 basis points due to OEM sales decline, which impacted the absorption of fixed overhead costs.
 
Aftermarket headrest product sales also declined, which typically generate higher margins for this segment. There were two other
factors contributing to Automotive -- lower Automotive margins: One, tariffs; and two, a business partner investment payment that
was made in the third quarter in anticipation of a future OEM program. This program is expected to positively impact margins in
the latter part of the next fiscal year.
 
The Consumer Electronics segment had a 30 basis point improvement year-over-year for the third quarter, driven by higher sales of
Premium Audio products. The increase was partially offset by the impact of tariffs as well as lower European sales and higher
European warehouse costs.
 
The Biometrics segment had negative gross margins due to products sent to customers for testing at no charge. The year-over-year
decline was primarily due to the sale of certain inventory in fiscal 2019, which was previously written-off and contributed to higher
margins in fiscal 2019 third quarter as well as higher sales of licensing fees in the prior year, which showed higher margins for this
segment. Additionally, the fiscal 2020 third quarter included certain tooling and defective repair costs.
 
Total operating expenses of $31.3 million in fiscal 2020 third quarter declined by $1.9 million year-over-year. Selling expenses
declined by approximately $800,000, principally due to headcount reduction as part of our restructuring, lower commissions and
lower advertising costs and display amortization expenses. G&A expenses increased by approximately $200,000.



 
Note, however, we had a reimbursement of $1 million in fiscal 2019 third quarter from a favorable lawsuit. And excluding this
onetime event, G&A expenses would have been down $800,000 for the comparable quarters. Engineering and technical support
expenses declined by $1.3 million, again principally due to headcount reductions associated with the restructuring. We also have
lower R&D expenses as several projects were completed, and we transferred some of the work that was done by outside contractors
in-house.
 
We are continuing to lower fixed expenses and looking at areas where we can reduce our spend further without impacting our
operations.
 
We reported other income of $4 million compared to other income of approximately $800,000 in last year's third quarter, a $3.2
million increase.
 
Interest and bank charges declined by approximately $400,000 as we suspended our domestic supply chain financing in the second
quarter of fiscal 2020, resulting in lower fees. Equity in income of equity investees declined by approximately $700,000. There
were three events, which led to lower income: One, the initial impact of the tariff duties; two, an increase in warranty costs; and
three, a product recall expense. As Pat mentioned, profitability is anticipated to increase at ASA.
 
Additionally, we recorded a $4.1 million gain on the sale of our Pulheim, Germany real estate. On September 30, 2019, we sold this
property with net proceeds of $9.5 million after transactional costs and the repayment of our outstanding mortgage. Concurrent
with the sale, we entered into an operating lease arrangement with the purchaser for a small portion of the property as we are
continuing to operate a sales office in Germany.
 
Lastly, other net declined by approximately $600,000 as we had a charge of $800,000 related to the final settlement of the working
capital adjustment from our sale of Hirschmann.
 
We reported operating income of approximately $100,000 as compared to $5.7 million and pretax income of $4.1 million as
compared to $6.5 million, a decline of $2.4 million. For the quarter, we had a tax provision of 66.6% or $2.7 million versus a tax
benefit of $4.1 million last year, a $6.8 million swing.
 
Our net income after noncontrolling interest was $2.5 million or $0.10 a share. Impacting our tax provision is the U.S. taxation of
foreign earnings nondeductibility of permanent differences, noncontrolling interest related to EyeLock LLC, and increase in
valuation allowance, state and local taxes and income tax in foreign jurisdiction at various tax rates.
 
This resulted in net income of $1.4 million and net income attributable to VOXX of $2.5 million, when taken into account our
noncontrolling interest in EyeLock in the fiscal 2020 third quarter. This compares to net income of $10.6 million and income
attributable to VOXX of $12.2 million in the comparable year ago period.
 



Lastly, we reported adjusted EBITDA of $6 million versus $11.6 million for fiscal 2020 and fiscal 2019 third quarters, respectively,
taking into account the impact of the gain on the German real estate, stock-based compensation and the final settlement of working
capital adjustment associated with the Hirschmann sale.
 
Moving on to the balance sheet. Cash and cash equivalents as of November 30, 2019, was $32.2 million compared to $39.3 million
as of August 31, 2019. The cash usage is principally based on seasonal working capital needs, stock repurchases and repayment of
debt. As noted in our Form 10-Q, we had temporarily suspended our domestic supply chain financing programs as we do not need
the funding.
 
Had we used the program, our cash balance as of November 30th would have been approximately $15 million higher. We expect
improvements in quarter four. The sale of our Pulheim real estate was completed in fiscal 2020 third quarter, and other mortgages
and expenses, we had available $9.5 million. We used a portion of this to lower our European debt outstanding and pay accrued
Germany-related severance costs.
 
Our total debt position stood at $8.4 million as of November 30, down from $17.6 million as of February 28, 2019. We had no
balance on our $140 million domestic credit facility, and overall our balance sheet continues to be strong and provides us with the
flexibility needed to execute on our share repurchase program, fund operations and carry through our plan, as Pat discussed.
 
We entered into a 10b5 program, as recommended by the shareholders on the second quarter call. We set up a small program to --
as this was the new to the company. We will hold on renewing until we are out of the quiet period with no material transactions but
do intend to continue to support the stock.
 
I'll turn the call back over to Pat for closing comments. Pat?
 
Pat Lavelle^  Thank you, Mike. To recap, although this year's decline in revenue is primarily in our OEM business and is no doubt
alarming. Our Automotive segment is coming off a strong year. Unfortunately, the length of time to develop and launch OEM
products is long and getting longer, and we are not in control of vehicle launch dates.
 
This year may seem like a setback. But with the selection of VOXX Automotive as a Tier 1 supplier to one of the big three U.S.
automakers and the new collaboration with Amazon to develop an automotive rated Fire TV experience, this year may end up
being the most transformative as we fully expect to win new programs and new awards based on these developments.
 
Within our Consumer Electronics segment, Klipsch has performed well, and we expect to continue to lead the market in premium
loudspeakers and will also grow in the custom installation market with the new partnerships created this past year.
 



Additionally, with the success we've had with our sound bars and true wireless, we have the momentum to continue to expand our
market share at retail in personal and home theater products. We are seeing increased sales from our market-leading reception
products and expect continued growth of our wearable products in the health care space with the addition of Fitbit and the new
Apple products, which were recently added to our line.
 
The Biometrics segment has not lived up to expectations and we know that. However, we continue to have meaningful realistic
engagement, development and testing with a number of companies for our embedded solutions in health care, gaming, automotive
and computing. Any one of them having the ability to bring EyeLock to profitability. We expect our perimeter access sales to
improve now the testing for our new EXT and the new revision of NXT is complete, and we will continue to work to bring these
opportunities to completion.
 
Overall, we have lowered overhead and will be innovative to bring expenses down, automating systems and ops wherever possible.
We have instituted a new 10b5 program for the authorized repurchase of shares as was suggested on our last call and have modified
the C-suite comp programs to be aligned with shareholders and focused incentives on the appreciation of our company's valuation.
 
To clear up any confusion, in my particular case, the bulk of my incentive compensation is triggered by $15 share price. We will
continue to explore current divestitures and acquisitions that may improve any one of our segment's profitability.
 
And finally, our plan for this year includes actively marking -- marketing VOXX's story. As some of our initiatives and
opportunities materialize, they will be catalysts for our shareholders.
 
So with that, I will open the call for questions.
 

QUESTIONS AND ANSWERS
 
Operator^  (Operator Instructions)
 
We have a question from the line of Brad Leonard from BML Capital Management.
 
Brad Leonard^  So on the auto announcements. This -- you've got the Fire TV announcement with Amazon and you've got the
SiriusXM. Give me what's the time frame and the potential dollars involved in something like this?
 
Pat Lavelle^  The -- we announced last quarter that the program that we won with FCA was approximately $275 million over a
five-year period and that's part of the Amazon program. We anticipate -- we have been on additional business, in excess of $300
million. I cannot say that we will win it, but we are confident with the position we are right now. So we believe that this
collaboration with Amazon, where we actually bring



whatever you watch at home into your car, is something that is going to help grow the market. The response that we've gotten at the
show has been excellent.
 
We've had a number of different car manufacturers that we do not do business with that have come in and expressed interest. Now
expressed interest, turning that into sale will take some time, but we're confident that this new collaboration will bring additional
business for the Automotive group. Most likely, as you can see, the first program will start in September of 2021, it may be as early
as July. So there is a lag time between the award and the development of product and the delivery of product to generate revenue.
 
Brad Leonard^  Okay. So on -- two more questions on that. The $275 million five-year contract, how much of that is, I mean,
guaranteed?
 
Pat Lavelle^  Well, when you become -- nothing is guaranteed, but we are on the vehicles as the production system. So as they sell
more and more vehicles, we will -- the sales will reflect that.
 
Brad Leonard^  Okay. So it could be a five-year $100 million deal?
 
Pat Lavelle^  It could be if people don't --
 
Brad Leonard^  If they don't order the rear-seat entertainment, and they just decided to put a tablet in their kids' hands and -- that
will much fast --
 
Pat Lavelle^  Well, yes, that's possible. But based on what we're seeing and based on the content that will be coming in -- these
programs, our Premiere rear-seat program is really not for a teenager. And yes, we know that the teenagers, in many cases, would
like to use their own device. These programs are really designed for kids that are tied into baby seats, 1-year-old to 5-year-old, they
need some entertainment. But as the content improves, we expect to see more of a take rate due to the fact of the richer content.
 
Brad Leonard^  Okay. And then on the Fire TV, are you guys the exclusive provider of this Fire TV or could somebody else come
in and get a deal with Fire TV and Amazon?
 
Pat Lavelle^  The -- we are exclusive with the ones that -- the OEMs that have selected with us. There was an announcement the
other day that Amazon is also working with Garmin and BMW but that's primarily a European operation.
 
Brad Leonard^  Okay. And what about the SiriusXM announcement? What is the dollar figures on this, the time line?
 
Pat Lavelle^  Well, this could be -- this is the potential of EyeLock. EyeLock business could be very explosive from this standpoint.
This is a program that SiriusXM being the supplier that they are and the importance that they are to the OEMS. This is an e-wallet
program. If anyone of the car manufacturers select to have the e-wallet program in their



vehicle, let's say, Cadillac, and they decide to put this e-wallet across their entire line, we then would be on every vehicle that's
produced because we're the authentication process.
 
So from that standpoint, depending on the number of people that work with Sirius on a program like this, it could be very explosive
in terms of revenue and in terms of profitability. And from what -- the confidence we have coming out of the show was the
responses that we were seeing to the system as prospective customers were being driven around the town with the system in the car,
pulling up to gas pumps, putting gas in, driving away and everything being built seamlessly. So the response that we have received
from the Sirius people was very, very positive.
 
Brad Leonard^  Okay. And where is the authentication embedded? Is it in the mirror?
 
Pat Lavelle^  It could be in the mirror, it could be in the visor, wherever the OEM would choose.
 
Brad Leonard^  Okay. I have one more question on auto, then I'll move to EyeLock. What about this refundable payment to a
customer in the Auto segment that was mentioned in the press release and the 10-Q?
 
Pat Lavelle^  Yes. This is part of the program to get established as a business partner. And this is something that we would -- based
on where we are and based on the finances of the program, this would be reimbursed at some point through the business that we
have established with them.
 
Brad Leonard^  But if you don't win the business?
 
Pat Lavelle^  We've won the business. We've gotten the POs in.
 
Brad Leonard^  Okay. All right. On to EyeLock, last quarter, you mentioned the health care program. I didn't hear anything about
that follow up.
 
Pat Lavelle^  Health care programs is -- we're in testing and validation at this particular point. There are machines that are being
produced that we will have to put our product into to demonstrate everything is working properly. We believe that will be the case.
And then we expect this to move along to production.
 
Brad Leonard^  Okay. What's the status of the vending machines?
 
Pat Lavelle^  They are out now delivering machines, and we are on those machines. And again, there are a number of test programs
that they are doing with one, one very large retailer that -- so far the tests have gone very well, and you're talking about thousands
of machines. If they win that business, it's going to be very positive for the EyeLock group.
 
Brad Leonard^  Okay. I mean, you realize that I think investors are a bit skeptical on the EyeLock. We've heard a lot of stuff about
EyeLock over the years, and we are still sitting



here with basically 0 revenue and $2 million to $3 million of losses on a quarterly basis. So I will --
 
Pat Lavelle^  Your frustration and the frustration of the shareholders is no less greater than ours. We expect that this business to
materialize sooner than it has. But at this particular point with who we're working with and the volume that those companies can
generate, it gives us the confidence level that iris biometric, not just ours, but iris biometrics will become the selected
authentication process because; one, of its higher security than facial; and two, it does not have the political problems associated
with facial where we are now starting to see pushback because of the privacy issues. The iris program is an opt-in program. So it's
not something that you could be monitored anywhere.
 
Brad Leonard^  Okay. So how much longer do you expect to see losses? Or how much longer do you -- are you going to tolerate
the losses in EyeLock?
 
Pat Lavelle^  It will depend on winning and getting the approval to move ahead. We -- anyone of the programs that we're working,
whether be in health care, automotive, anyone of them will bring EyeLock to profitability. And depending on what we're hearing
and what we're seeing from those customers that we're working with will formulate our decision.
 
Brad Leonard^  Okay. So a couple of other things here, strategic actions, I guess, I'll call them, what are the plans for any major
strategic actions? I mean, we're sitting here nine months later from when, I think John said on the call, the line has been drawn in
the sand, and the stock price is pretty much where it was.
 
You've taken some actions to sell off some divisions, one of them fell through. What are the plans for looking at something larger to
create value? I mean, you've said many times in the past, you could sell Klipsch for more than you paid for it. If that's the case,
that's significantly above the current stock price, your ASA business, while it didn't have a very good quarter here, it seems like
those things are probably more onetime in nature than not.
 
Pat Lavelle^  Correct.
 
Brad Leonard^  Either one of those businesses would -- a sale of them would, I think, dramatically increase the value of the
company. Now you might be left with less of a profitable business going forward in some of those divisions, but they might need to
be divested as well. So what is the -- what's the appetite from John, who is, I believe, on the call and the Board, really doesn't
matter the Board, John, the decision maker, I think, ultimately, of selling off one of these bigger assets that likely holds the most
value?
 
John Shalam^  Well, this is an interesting subject. And we spend a lot of time thinking about that and reviewing our strategies. But
realistically, many of these operations are becoming exciting, have tremendous potential and could become very profitable and to



just divest one of them like Klipsch, for example, would weaken the rest of the structure at this moment. So we have to review, and
we're open to all discussions. There are a lot of things going on that come up all the time, and we're well aware of the situation, and
we're keeping in mind what would be the best possible outlook in the long term.
 
Brad Leonard^  Okay. Fair enough. And then lastly, on your investor outreach program. My crystal opinion is this is a waste of
time. I mean, the performance of the business is going to improve the stock price and the value of the company. And going out and
pitching it to investors without putting up better numbers, it's just a waste of time. So that's my two cents on that. And those are all
my questions.
 
Pat Lavelle^  Well, our game plan -- Brad, our game plan there is, as we as we introduce and as we have positive news to report,
we're going to market that story because some of the business that we have is long-term in nature. But we can extrapolate what that
means to us on a go-forward basis.
 
And that's where -- that's where we think it would make sense for us, especially if we win contracts, where we're going to be
embedded into much bigger company's product that's a story to talk about, even if that situation is a year from now or 18 months
from now.
 
Operator^  (Operator Instructions)
 
And we have a question from Eric Landry with BML Capital.
 
Eric Landry^  I have a follow-up on the EyeLock discussion. So EyeLock inventory went from $300,000 to over $3 million in the
quarter. Is there anything you can say about where that inventory is going? Or what is the plan with that inventory seems like quite
an increase?
 
Pat Lavelle^  The inventory was originally held at VOXX and the inventory was moved back to EyeLock. That inventory, we are
working on a program in India where we expect that a portion of that product to be disposed of.
 
Eric Landry^  Be disposed of or sold?
 
Pat Lavelle^  Sold, profitably sold.
 
Eric Landry^  Okay, good. Okay. Also the Q mentioned the cancellation of an auto program, is that -- was that in the quarter that it
got canceled? Was it a leasing cancel?
 
Pat Lavelle^  No, no, no, it's not a cancellation of the program. It was an adjustment by one of our car manufacturers to use our
remote-start product on key vehicles only, not push-to-start vehicles. And that had impacted the overall sales of that. But we --
nothing was canceled. It's just a different number of vehicles that we're going to be on. It has impacted sales negatively, but we
remain in very good state. In fact, we had won their golden supply award from this maker this past year.



 
Eric Landry^  Okay. All right. You mentioned that EyeLock, if any one of the programs that it's working on now hits, fingers and
toes crossed, that EyeLock would become breakeven to profitable. Does that include the Vicki vending machine program?
 
Pat Lavelle^  If Vicki was to hit some of the numbers that they are projected, yes.
 
Eric Landry^  Okay. All right. Well, like I said, fingers and toes crossed. Because as you know --
 
Pat Lavelle^  I fully understood. I fully understand everybody's skepticism, but not everyone is aware and having a conversations
with the different companies that we are having. The companies of the size that we're working with would not be spending the time
or money to bring a technology like this to market if they weren't serious.
 
Now that being said, it doesn't necessarily mean it's 100%. That is the -- that's what gives us the level of confidence that one of
these programs will get finalized, and we'll start generating meaningful revenue.
 
Eric Landry^  I'm sorry, what gives you the confidence, Pat?
 
Pat Lavelle^  The fact that the larger companies we're working with in this space are working hard to bring the technology to
market.
 
Eric Landry^  Okay.
 
Pat Lavelle^  So if they weren't serious, I would understand everybody's skepticism, but we see it from a different standpoint
because we're working with them.
 
Eric Landry^  Got you. Okay. Yes. You mentioned to me just recently here, India, with regards to the EyeLock inventory, I think I
read that India was working with another iris company. I think that's been in the press, correct?
 
Pat Lavelle^  India has a very, very active iris program in that they use iris for a lot of authentication. I believe they even use it for
their social security system. There's -- they have iris already. The issue is that there are iris programs that we see are clunky, out of
date and do not have the speed of recognition and imaging that ours does. And therefore, we believe we have an opportunity there,
as do others.
 
Eric Landry^  Okay. I got you. All right. And finally, on the e-wallet, you mentioned it for an example of Cadillac. So if Cadillac
were to decide to do this, they would put this on an entire line of vehicles, for instance, the Escalade -- every Escalade?
 
Pat Lavelle^  Yes, yes. But let me make this perfectly clear. I mean, I've only used Cadillac as an example.
 



Eric Landry^  Okay. No, I understand.
 
Pat Lavelle^  Any one of the car manufacturers that would choose to use e-wallet. Most likely, this program, if the OEM
community deems it a program that they have to have, most likely, will start like most other popular options would start in the
higher-end vehicles. And if you're going to have an e-wallet program -- in many cases, they -- you would make it standard along a
particular trim level.
 
And in that case, we would be in every one of those vehicles. The potential for it to proliferate into other cars and other vehicles
and other car manufacturers, based on the implementation of one large one, is -- it would be very, very possible and is a very
normal course of action within the automotive space.
 
Eric Landry^  But the operative word there, you said was it is an option. It will be in a trim level that could be selected. It's not
standard.
 
Pat Lavelle^  Yes.
 
Eric Landry^  It won't. Yes. And then last --
 
Pat Lavelle^  If you look back on putting a modem in a vehicle, which gives you cellular connection into the car, and originally, it
was an option and now most of the high-end vehicles it's standard. So that's the way the market works.
 
Eric Landry^  Okay. So you said that the authentication could come either on something on the visor or the mirror?
 
Pat Lavelle^  Yes.
 
Eric Landry^  As I understand it, if it's a Gentex mirror, Gentex already has a partnership with another iris company, doesn't it?
 
Pat Lavelle^  Yes, they do.
 
Eric Landry^  Okay. So how would that work if it's in the mirror, like video?
 
Pat Lavelle^  Gentex is not the only manufacturer of mirrors. And depending on how the OEM wants to work, we don't have to be
in the mirror. There are so many other places where we can have our screen and everything that it doesn't necessarily have to be in
the mirror. Mirror is a good spot, but it's not the only spot in the vehicle.
 
Eric Landry^  Right. It seems to me to be the best spot, just off the top of my head. But -- so if it's in the mirror --
 



Pat Lavelle^  The instrument cluster is another very good spot for it because the standoff distance that we have with our product is
greater than any one of the iris systems that are out there. So being in the instrument cluster would not be an issue for us.
 
Eric Landry^  Okay. But I just want to sort of clear up. I mean, Gentex is by far the dominant mirror supplier as far as I understand
it. And so if -- so if it is in the mirror, it's not going to be in EyeLock hardware as your algorithms (inaudible)
 
Pat Lavelle^  No, that's not necessarily the case. In many cases, we could be a directed source because of the technology that we
have, which we believe is superior because of our standoff distance. So it is not necessarily that if it's in the mirror, it belongs to
any one company. And again, it's going to be the decision of the manufacturer as to where they would want to have the iris images
and stuff like that.
 
Operator^  And our next question is from Craig Stover.
 
Unidentified Participant^  I think in some more detail on this 10b5 filing, like what's the -- what's been filed? What's the time line
number of shares to be purchased?
 
Pat Lavelle^  Mike, do you want to answer that question?
 
Michael Stoehr^  It was filed, the program ends on January 14 that we filed for 200,000 shares.
 
Unidentified Participant^  So why only 200,000 shares when you're authorized for 2.4 million? I mean, last call, the way it was
kind of misled that you've agreed to have 3 million shares to repurchase or authorized, and we plan to move ahead and purchase
when the window opens to us? Just you buy 200,000 shares. That's nothing. Why only 200,000 shares, why not 2 million? The
share price is low.
 
Michael Stoehr^  No, we wanted to try the program out to see how it work, was the first time that we have done it.
 
Unidentified Participant^  If you don't need to, you can buy 30,000 to 50,000 shares a day.
 
Pat Lavelle^  No, you can't. And that's -- the problem is that in most cases, we enter into quiet periods based on whether or not
we're reporting our numbers, but whether or not we have anything that's material going on in the way of an acquisition, in the way
of a divestiture. So we suggested on our last call that to get around those issues, maybe we should consider to look at a 10b5
program that would allow us to continue to purchase even though we may be in a quiet period.
 
So long as we set it up when we were not in a quiet period. So what the financial team had done this past quarter, was look to see
how a program like that would work, and we



started with a small program but that does not necessarily mean that it would stay that way.
 
Unidentified Participant^  So this program ends, what you say, January 14, that's January 14, 2020?
 
Michael Stoehr^  Yes.
 
Unidentified Participant^  All right. So do you have a plan to initiate another program and for more shares?
 
Michael Stoehr^  I think as I stated in our -- we stated in our remarks, as long as we're able to do it, we're going to look at it.
 
Unidentified Participant^  Are we committed to buy?
 
Michael Stoehr^  (inaudible).
 
Pat Lavelle^  That would not prevent us -- excuse me, Mike, that would not prevent us from -- in an open period from stepping in
and buying. The 10b5 program was specifically set up to get around the issue of periods of times where we may want to buy the
shares and continue to buy the shares when we were closed and could not. That does not mean that in an open period that we could
decide based on whatever the share price is to buy additional shares.
 
Unidentified Participant^  I understand that. I'm just saying as a shareholder, it's very disappointing that that's all the shares you
bought. I mean, that's not very many shares in that period. So hopefully, you've got more confidence in the stock with all these
positive things going on to take out some of these -- support the price of our shares in the highest stock market in history, and we're
languishing down here in the 4s.
 
Operator^  And this concludes our Q&A session for today. I will turn it back to management for any further remarks. .
 
Pat Lavelle^  Operator, we didn't end the Q&A session. So if anybody has any further questions, please open up the queue.
 
Operator^  (Operator Instructions)
 
Sir, I'm not showing any further questions in the queue.
 
Pat Lavelle^  Okay. All right. If there are no further questions, I want to thank you all, again wish you all a happy New Year and
look forward to be reporting on some of these new projects and these new initiatives that will come out of this show. Thank you.
Have a good day.
 



Operator^  And thank you, ladies and gentlemen, this concludes today's conference call. Thank you for participating. You may now
disconnect. Have a wonderful day.


