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Item 1.01 Entry into Definitive Material Agreement

Merger Agreement with Ecessa Corporation

On May 8, 2020, (i) Communications Systems, Inc. (“CSI” or the “Company”), (ii) Resilient Corp., a Minnesota corporation and a wholly owned subsidiary of CSI
(“Merger Sub”), (iii) Ecessa Corporation, a Minnesota corporation (“Ecessa”), and (iv) the other parties named therein entered into an Agreement and Plan of Merger (“Merger
Agreement”) under which CSI agreed to acquire Ecessa in the transaction described in Item 2.01 of this Form 8-K.

Item 2.01 Completion of Acquisition or Disposition of Assets.

On May 8, 2020, CSI, Merger Sub and Ecessa entered into the Merger Agreement under which CSI agreed to acquire Ecessa in a reverse triangular merger for $4.0
million in cash. The transaction closed on May 14, 2020 at which time Ecessa became a wholly owned subsidiary of CSI.

Based in Plymouth, Minnesota, Ecessa designs and distributes software-defined wide area networking (SD-WAN) solutions for businesses through the deployment of
field installations of Ecessa Edge®, PowerLink®, and WANworX® controllers. Ecessa had revenues of $3.2 million and $2.9 million in the years ended December 31, 2019
and 2018, respectively. The Company will provide more information about Ecessa, its products and the Company's plans to integrate Ecessa into CSI's operations in future SEC
filings and in Company announcements.

A copy of the press release announcing the transaction is filed as Exhibit 99.1.

Of the $4.0 million purchase price, (i) $100,000 (the “True-Up Escrow Amount”) and (ii) $760,000 (the “Indemnification Escrow Amount”) were placed in an escrow
account with a third party escrow agent. The Company expects any working capital true-up issues related to the True-Up Escrow Amount will be resolved within 180 days from
closing. The Indemnification Escrow Amount will be used to indemnify CSI for any breaches of Ecessa’s representations, warranties, covenants or agreements contained in the
Merger Agreement or related documents. Under the Merger Agreement, $400,000 of the Indemnification Escrow Amount will be released to the former shareholders of Ecessa
18 months after closing with the balance of the Indemnification Escrow Amount released 36 months after closing, in each case less amounts previously disbursed to CSI and
any amounts attributable to then-pending indemnification claims by CSI.

An additional $176,000 (the “PPP Loan Escrow Amount”) was placed into escrow corresponding to amounts Ecessa paid for rent and employee compensation prior to
the closing under a Paycheck Protection Program loan Ecessa received (the “PPP Loan”). The balance of the PPP Loan was repaid at the closing. CSI will not receive any
benefit from the PPP Loan Escrow Amount. Any portion of the PPP Loan that is forgiven following the closing will be released to the former shareholders of Ecessa. CSI will
repay any portion of the PPP Loan that is not forgiven.

 



 
Item 2.02. Results of Operations and Financial Condition.

On May 14, 2020, the Company issued a press release announcing the results of its first quarter ended March 31, 2020. A copy of that press release is furnished as
Exhibit 99.2.

9.01 Financial Statements and Exhibits

(a) Financial Statements of Businesses Acquired.

The Company will file any required financial statements of Ecessa within 75 days of May 14, 2020 by an amendment to this Form 8-K.

(b) Pro forma Financial Information.

The Company will file any required pro forma financial information within 75 days of May 14, 2020 by an amendment to this Form 8-K.

(d) Exhibits.

The following exhibits are finished or filed with this Form 8-K.

Exhibit Number Exhibit Name

99.1  Ecessa Press Release dated May 14, 2020
 

99.2 First Quarter Press Release dated May 14, 2020
 

 

 



 
SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

 
COMMUNICATIONS SYSTEMS, INC.
 
By: /s/ Mark D. Fandrich

Mark D. Fandrich, Chief Financial Officer
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Exhibit 99.1

 
Communications Systems, Inc. Acquires Ecessa Corporation

 
Acquisition strengthens IoT intelligent edge services and offerings

 
Minnetonka, MN – May 14, 2020 --- Communications Systems, Inc. (NASDAQ: JCS) (“CSI” or the “Company”), an IoT intelligent edge products
and services company, today announced that it has completed the acquisition of privately-held Ecessa Corporation (“Ecessa”).
 
Based in Plymouth, MN, Ecessa designs and distributes software-defined wide area networking (SD-WAN) solutions for businesses through
the deployment of over 10,000 field installations (since 2002) of Ecessa Edge®, PowerLink®, and WANworX® controllers.
 
Roger Lacey, CEO of CSI noted, “Ecessa fits perfectly with our vision of becoming a leading provider of IoT intelligent edge products and
services. Once fully integrated, Ecessa’s acquisition will provide greater sales opportunities to expand our services platfrom and offer cost
synergies by complementing the existing network of products and services of JDL and Net2Edge. As our industry continues to evolve, we
remain committed to innovations and are constantly looking for opportunities that will deliver the right services to our clients.”
 
Mr. Lacey added, “Our healthy balance sheet and strong cash position support our 2020 growth strategy of focusing on high margin /
recurring sales business models where ‘software as a service’ becomes an increasing proportion of future revenue. As our team continues to
develop easy-to-use / easy-to-integrate applications and services, we are working to develop an ecosystem of partnerships and at the same
time seeking additional attractive acquisitions/merger opportunities.”
 
Mike Siegler, who has been serving as CEO of Ecessa, will continue leading that group and also serve as a General Manager for CSI. Mr.
Siegler added, “This merger enables Ecessa to build on an 18-year track record of providing industry leading customer support and innovative
network products in the IT infrastructure space. Serving the SD-WAN market, we have seen the network edge rapidly change, becoming more
intelligent and more critical to everyday business. With CSI, we have more of the technology customers are looking for, more sales channels
to engage with, and more global reach and support capabilities. CSI and Ecessa are truly stronger, together. Our customers will experience
that on day one.”
 
Advisors
Northland Capital Markets served as financial advisor to CSI in connection with the transaction and Ballard Spahr LLP acted as legal counsel to
CSI. Fredrikson & Byron, PA acted as legal counsel to Ecessa.
 
Additional Information
Communications Systems, Inc. will provide additional information about the transaction and Ecessa’s operations in future Form 8-K and Form
10-Q filings with the Securities and Exchange Commission.

 



 

 
About Communications Systems
Communications Systems, Inc., an IoT intelligent edge products and services company , provides connectivity infrastructure and services for
global deployments of broadband networks. Focusing on innovative, cost-effective solutions, CSI provides customers the ability to deliver,
manage, and optimize their broadband network services and architecture. From the integration of fiber optics in any application and
environment to efficient home voice and data deployments to optimization of data and application access, CSI provides tools for maximum
utilization of the network from the edge to the user. With partners and customers in over 50 countries, CSI has built a reputation as a reliable
global innovator focusing on quality and customer service. CSI operates three business units: Transition Networks, Net2Edge and JDL
Technologies. For more information visit: commsysinc.com.
 
About Ecessa Corporation
Ecessa Corporation, recognized by Gartner as a vendor of note, manufactures and distributes software-defined wide area networking (SD-
WAN) solutions for business. Since 2002, the company has deployed over 10,000 field installations of Ecessa Edge®, PowerLink®, and
WANworX® controllers and enabled organizations of all sizes to reliably run Internet and cloud-based applications, connect offices worldwide
and distribute traffic among a fabric of multiple, diverse ISP links, ensuring business continuity by removing bottlenecks and eliminating
network downtime. These capabilities optimize Never Down® performance of business-critical applications, aid in lowering IT costs, and
make it easier to provision, maintain and support business networks and the applications that run over them. For more information about
Ecessa and its SD-WAN products, visit www.ecessa.com.
 
Forward Looking Statement
This press release includes certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995,
including statements regarding future financial performance, future growth and future acquisitions or partnerships. These statements are
based on Communications Systems’ current expectations or beliefs and are subject to uncertainty and changes in circumstances. Actual
results may vary materially from those expressed or implied by the statements here due to changes in economic, business, competitive or
regulatory factors, and other risks and uncertainties affecting the operation of Communications Systems’ business, as well as CSI’s ability to
successfully and profitability integrate Ecessa’s business into CSI’s operations. These risks, uncertainties and contingencies are presented in
the Company’s Annual Report on Form 10-K and, from time to time, in the Company’s other filings with the Securities and Exchange
Commission. The information set forth herein should be read in light of these risks. Further, investors should keep in mind that the
Company’s financial results in any particular period may not be indicative of future results. Communications Systems is under no obligation
to, and expressly disclaims any obligation to, update or alter its forward-looking statements, whether as a result of new information, future
events, changes in assumptions or otherwise.
 
Contacts:  
Communications Systems, Inc. The Equity Group Inc.
Mark D. Fandrich Lena Cati
Chief Financial Officer Vice President
952-582-6416 212-836-9611
mark.fandrich@commsysinc.com lcati@equityny.com
  
Roger H. D. Lacey Devin Sullivan
Chief Executive Officer Senior Vice President
952-996-1674 212-836-9608
 dsullivan@equityny.com

 



Exhibit 99.2
 

 
FOR IMMEDIATE RELEASE

 
COMMUNICATIONS SYSTEMS, INC. REPORTS FIRST QUARTER 2020 FINANCIAL RESULTS

 
Well positioned to become a leading supplier of intelligent edge solutions for the global IoT ecosystem

 
 

Minnetonka, MN – May 14, 2020 – Communica ons Systems, Inc. (NASDAQ: JCS) (“CSI” or the “Company”), a global IoT intelligent edge products
and services company, today announced financial results for the first quarter (“Q1”) ended March 31, 2020, including a discussion of results of
operations by segment.
 
Management Comments for Q1 2020
“Overall sales performance in Q1 2020 was substan ally affected by lower interna onal sales, driven by the COVID-19 pandemic and con nuing delays
in educa on spending from our key JDL client. These declines were par ally offset by higher sales from cri cal solu ons for intelligent network edge
products as we con nued to execute our strategy of focusing on products and services for the rapidly growing IoT ecosystem,” said CSI’s Chief
Execu ve Officer Roger H.D. Lacey. However, we ended Q1 2020 with substan ally improved net income of $1.5 million as compared to a net income
of $240,000 in Q1 2019, due in part to the sale of our remaining Suttle operating assets.”
 
Discussing results by segment, Mr. Lacey noted, “Although Transi on Networks’ Q1 2020 total sales were lower than Q1 2019, due largely to weakness
in interna onal markets and lower sales for tradi onal products, our sales in the cri cal intelligent edge segment grew by 36% year-over-year. This
growth reinforces our confidence in our transforma onal business strategy. Net2Edge’s Q1 2020 sales were slightly below last year’s due to delays in
comple ng final test approval for an important new product for a key interna onal carrier customer. JDL’s total sales were once again affected by
funding delays in our large educa on customer; however, we learned in April 2020 that internal funding for these previously delayed JDL projects
exceeding $6.0 million in value were approved by the educa on customer. We expect work on this project to begin before the end of Q2 2020 and
continue into 2021.”
 
Mr. Lacey further commented, “Our growth strategy for 2020 and beyond is designed to make services an increasing propor on of future revenue
which would be recurring, highly predictable and higher margin, along with expanding our client base both by building an ecosystem of partnerships
and through acquisitions that can either increase CSI’s technical capabilities or scale market share and geographic reach.”
 
Our vision is to become a leading supplier of intelligent edge solutions for the global IoT ecosystem by:

· Developing easy-to-use / easy-to-integrate applications and services for both domestic and international markets/clients and capturing market
share.

· Targeting disruptive solutions that address the growing demand from critical infrastructure initiatives, including security and surveillance,
intelligent transportation, smart lighting, and smart cities, based on IoT intelligent edge products and services for governments, public and private
corporations, and individuals around the globe.

· Creating an organizational structure that achieves world-class productivity with cost-effective parameters driven by continuous improvement of
processes and increasingly focused on recurring revenue models.

 
 



 
Management Comments on the Effects of the COVID-19 Pandemic
“Similar to many other companies doing business around the globe, our business was adversely impacted by the COVID-19 global pandemic. Thus far
we have seen limited effect on our North American sales, but the impact on our international sales was much more significant,” said Mr. Lacey.
 
Mr. Lacey con nued, “Currently, most of our daily opera ons con nue largely uninterrupted thanks to early, proac ve steps taken by our human
resources & IT departments and senior management team to manage, respond and quickly adjust to this new opera ng and economic environment by
enabling most of our workforce to operate remotely or in an appropriate socially distant environment. While the long-term impact of the COVID-19
pandemic will be primarily driven by the severity and dura on of the pandemic, we believe that CSI is well posi oned to manage through this
challenging situa on and most importantly take advantage of opportuni es that might arise from growing demand for cri cal infrastructure services
and products such as security and surveillance, data protection and intelligent transportation.”
 
“We ended Q1 2020 with working capital of $40.6 million, no debt and a cash, cash equivalents, and investments balance of $32.3 million; this well-
capitalized balance sheet gives us the resilience and flexibility to react to poten al challenges related to the COVID-19 pandemic and most importantly
execute our mid- and long-term growth strategy.”
 
Q1 2020 Summary
· Q1 2020 consolidated sales from continuing operations were $9.2 million compared to $11.2 million in Q1 2019, with first quarter year-over-year sales

decreasing in all segments.
· Q1 2020 consolidated gross profit decreased by 19% to $3.7 million from $4.6 million in the same period of 2019. Gross margin also declined to

40.8% in Q1 2020 from 41.2% in Q1 2019 driven by lower margins at JDL due to lower education sales.
· Q1 2020 consolidated operating loss from continuing operations was $1.2 million compared to a Q1 2019 consolidated operating loss from continuing

operations of $0.8 million.
§ Transition Networks’ operating income was $216,000 as compared to operating income of $59,000 in Q1 2019.
§ Net2Edge’s operating loss narrowed to $383,000 from an operating loss of $527,000 in Q1 2019.
§ JDL Technologies’ operating loss was $121,000 compared to operating income of $491,000 in Q1 2019.
§ Other operating expenses totaled $936,000 in Q1 2020 and included $319,000 of expenses originally allocated to Suttle that do not meet the

criteria to be included in discontinued operations, compared to $844,000 of other operating expenses in Q1 2019, with $259,000 attributable to
Suttle.

· Other income from continuing operations in Q1 2020 was $411,000 and included a $308,000 gain on sale of assets, $22,000 of operating income on the
transition services agreement with the buyer of the Suttle business, and investment income. This compared to $26,000 other income in Q1 2019.

· Income from discontinued operations totaled $2.3 million in Q1 2020 and included a $2.2 million gain on the sale of the Suttle business. This compared
to income from discontinued operations of $1.0 million Q1 2019.

· Q1 2020 net income improved to $1.5 million, or $0.16 per diluted share, compared to a net income of $0.2 million, or $0.03 per diluted share, in Q1
2019.

· At March 31, 2020, cash, cash equivalents, and investments totaled $32.3 million and working capital was $40.6 million.
 



 
Q1 2020 Segment Financial Overview
 
Transition Networks
 

(in 000s)
Three Months

Ended March 31
 2020 2019

Sales $ 8,164 $ 8,890 
Gross profit  3,560  3,754 
Operating income  216  59 

 
Sales in North America increased by $532,000, or 8%, primarily due to a strong quarter for projects related to federal government contracts, par ally
offset by a decline in sales to one major telecommunica ons customer. Interna onal sales decreased by $1,258,000, or 64%, primarily due to an
overall drop in demand for tradi onal products and the economic effects of the COVID-19 pandemic. Sales of intelligent edge solu ons (IES)1 products
increased by 36% or $828,000 due to higher sales for security and surveillance products and federal government orders. Tradi onal product sales
decreased by 23% or $1,554,000 due mainly to a decline in media converter sales.
 
Gross profit on Q1 sales decreased to $3,560,000 as compared to $3,754,000 in the same period of 2019. Gross margin increased to 43.6% in Q1 2020
from 42.2% in Q1 2019 primarily due to higher sales of some lower margin media converter products in the prior period. Q1 2020 selling, general and
administra ve expenses decreased by 9% to $3,344,000, or 41.0% of sales, compared to $3,695,000, or 41.6% of sales, in the same period of 2019 due
to reduced personnel expenses.
 
Transition Networks had operating income of $216,000 in Q1 2020 compared to operating income of $59,000 in Q1 2019.
 
1 IES refers to Transi on Networks’ connec vity and power solu ons that provide ac onable intelligence at the edge of networks through Power over Ethernet (PoE) products,
software, and services.
 
Net2Edge
 

(in 000s)
Three Months

Ended March 31
 2020 2019

Sales $ 424 $ 448 
Gross profit  210  221 
Operating income  (383)  (527)

 
Net2Edge’s sales decreased by 5% to $424,000 in Q1 2020 compared to $448,000 in the same period of 2019 primarily due to delays in comple ng
final approval for a new product for a key La n American customer as a result of their country-wide COVID-19 pandemic lock-down. Gross profit
decreased by 5% to $210,000 in Q1 2020 compared to $221,000 in the same period of 2019. Gross margin increased slightly to 49.5% in Q1 2020 from
49.3% in Q1 2019. Q1 2020 selling, general and administra ve expenses decreased by 21% to $593,000 compared to $748,000 in Q1 2019 due to a
reduc on in selling expenses and other cost saving measures. Net2Edge narrowed its opera ng loss to $383,000 in Q1 2020 compared to an opera ng
loss of $527,000 in the same period of 2019.

 



 
 
JDL Technologies
 

(in 000s)  
Three Months

Ended March 31
  2020 2019

Sales  $ 827 $ 2,208 
Gross profit   207  867 
Operating (loss) income   (121)  491 

 
JDL Technologies total sales decreased by 63% to $827,000 in Q1 2020 compared to $2,208,000 in the same period of 2019.
 
Revenues from the educa on sector decreased by $1,380,000 or 94% in Q1 2020 as compared to the 2019 first quarter due to ongoing funding related
delays at our largest educa on customer. We recently learned that these projects, which have a total value exceeding $6.0 million, are back on track.
Work on these projects will be commencing in Q2 2020 and con nue into 2021. Commercial services sector sales to small and medium-sized
businesses, primarily healthcare, grew by 18% in Q1 2020 as compared to Q1 2019.
 
In total, JDL gross profit decreased by 76% to $207,000 in Q1 2020 compared to $867,000 in the same period of 2019. Gross margin decreased to
25.0% in Q1 2020 compared to 39.3% in Q1 2019 due to the cost of maintaining the specialized educa on sector engineering team in an cipa on of
the pending projects beginning again in the second quarter of 2020. Selling, general and administra ve expenses decreased by 13% in Q1 2020 to
$328,000, or 39.7% of sales, compared to $376,000, or 17.0% of sales, in the same period of 2019 due to cost saving measures put in place.
 
JDL Technologies reported an operating loss of $121,000 in Q1 2020 compared to operating income of $491,000 in the same period of 2019.
 
Discontinued Operations – Suttle
On March 11, 2020, the Company announced the sale of the remainder of its Su le business to Oldcastle Infrastructure in a transac on structured as
an asset sale that included inventory, working capital, certain capital equipment, intellectual property, and customer rela onships. Gross proceeds of
$8.3 million including a working capital adjustment, resulted in an ini al gain on the sale of $2.2 million during the quarter ended March 31, 2020. In
connec on with the transac on, the Company recorded $320,000 of restructuring expenses, primarily severance and employee benefits. The
Company expects to record addi onal severance and employee benefit costs over the next six months as it completes its obliga ons under a transi on
services agreement. The Company retained ownership of three buildings in Hector, Minnesota, with two leased to Oldcastle Infrastructure, and also
retained ownership of injec on molding equipment, warehouse equipment and tools. The Company plans to sell the remaining assets a er the
transition services agreement ends by September 2020.

 



 
Financial Condition
CSI’s balance sheet at March 31, 2020 included cash, cash equivalents, and investments of $32.3 million, working capital of $40.6 million, and
stockholders’ equity of $49.0 million.
 
Form 10-Q
For further information, please see the Company’s Form 10-Q, which will be filed on or about May 15, 2020.

 
About Communications Systems
Communications Systems, Inc., an IoT intelligent edge products and services company, provides connectivity infrastructure and services for global
deployments of broadband networks. Focusing on innovative, cost-effective solutions, CSI provides customers the ability to deliver, manage, and
optimize their broadband network services and architecture. From the integration of fiber optics in any application and environment to efficient home
voice and data deployments to optimization of data and application access, CSI provides tools for maximum utilization of the network from the edge to
the user. With partners and customers in over 50 countries, CSI has built a reputation as a reliable global innovator focusing on quality and customer
service. CSI operates three business units: Transition Networks, Net2Edge and JDL Technologies. For more information visit: commsysinc.com.

 
Forward-Looking Statements
This press release includes certain forward-looking statements within the meaning of the Private Securi es Li ga on Reform Act of 1995, including
statements regarding future financial performance, future growth and future acquisi ons or partnerships. These statements are based on
Communica ons Systems’ current expecta ons or beliefs and are subject to uncertainty and changes in circumstances. Actual results may vary
materially from those expressed or implied by the statements here due to changes in economic, business, compe ve or regulatory factors, and other
risks and uncertain es affec ng the opera on of Communica ons Systems’ business. These risks, uncertain es and con ngencies are presented in the
Company’s Annual Report on Form 10-K and, from me to me, in the Company’s other filings with the Securi es and Exchange Commission. The
informa on set forth herein should be read in light of these risks. Further, investors should keep in mind that the Company’s financial results in any
par cular period may not be indica ve of future results. Communica ons Systems is under no obliga on to, and expressly disclaims any obliga on to,
update or alter its forward-looking statements, whether as a result of new information, future events, changes in assumptions or otherwise.
 
Contacts:  
Communications Systems, Inc. The Equity Group Inc.
Mark D. Fandrich Lena Cati
Chief Financial Officer Vice President
952-582-6416 212-836-9611
mark.fandrich@commsysinc.com lcati@equityny.com
  
Roger H. D. Lacey Devin Sullivan
Chief Executive Officer Senior Vice President
952-996-1674 212-836-9608
 dsullivan@equityny.com

 



 
 
 

Selected Income Statement Data
  Unaudited
  Three Months Ended
  Mar. 31, 2020  Mar. 31, 2019
Sales  $ 9,162,742  $ 11,216,170 
Gross profit  $ 3,737,147  $ 4,626,216 
Operating loss from continuing operations   (1,223,743)   (821,379)
Operating loss before income taxes from continuing operations   (813,176)   (795,868)
Income tax benefit   (4,457)   (3,972)
Income from discontinued operations   2,313,352   1,032,009 
Net income  $ 1,504,633  $ 240,113 
         
Basic net income (loss) per share  $ 0.16  $ 0.03 
Diluted net income (loss) per share  $ 0.16  $ 0.03 
Cash dividends declared per share  $ 0.02  $ 0.02 
         
Average basic shares outstanding   9,265,590   9,176,093 
Average dilutive shares outstanding   9,445,299   9,176,093 
         
         
Selected Balance Sheet Data         
   Unaudited  
   Mar. 31, 2020   Dec. 31, 2019 
Total assets  $ 56,838,766  $ 59,150,712 
Cash, cash equivalents & investments   32,340,714   24,057,160 
Working capital   40,592,182   38,051,766 

Property, plant and equipment, net   7,951,593   8,238,089 

Long-term liabilities   276,006   408,386 
Stockholders’ equity   48,962,702   47,392,282 
 

 


