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Item 2.02.    Results of Operations and Financial Condition
 
On March 8, 2018, inTEST Corporation (the "Company") issued a press release and held a webcast conference call (as previously announced) regarding its
financial results for the fourth quarter ended December 31, 2017. The Company's press release is furnished as Exhibit 99.1 and the textual representation of
the conference call is furnished as Exhibit 99.2 to this Current Report on Form 8-K.

Item 9.01.    Financial Statements and Exhibits
 
(d) Exhibits
 
Exhibit No. Description
99.1 Press Release dated March 8, 2018.
99.2 Textual representation of conference call of March 8, 2018.
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EXHIBIT 99.1
 

NEWS RELEASE
  

 
FOR IMMEDIATE RELEASE
 
 

inTEST REPORTS 2017 FOURTH QUARTER & YEAR-END FINANCIAL RESULTS
●   Company Reports 8th Consecutive Year of Profitability;

●   Fourth Quarter Revenue Increased 12 Percent Sequentially
 

MOUNT LAUREL, NJ, March 8, 2018 - inTEST Corporation (NYSE American: INTT), an independent designer, manufacturer and marketer of thermal
management products and semiconductor automatic test equipment (ATE) interface solutions, today announced financial results for the full year and
quarter ended December 31, 2017.
 

2017 Fourth Quarter Summary
($ in Millions)  Three Months Ended  
  12/31/2017   9/30/2017   12/31/2016  
Total Bookings  $ 21.8  $ 17.6  $ 11.6 
Total Bookings excluding Ambrell  $ 15.6  $ 11.2  $ 11.6 
             
Non Semi Bookings - $  $ 11.7  $ 8.7  $ 3.1 
Non Semi Bookings - % of Total Bookings   54%  49%  27%
             
Net Revenues  $ 19.4  $ 17.4  $ 10.3 
Net Revenues excluding Ambrell  $ 12.7  $ 12.4  $ 10.3 
             
Non Semi Net Revenues - $  $ 11.4  $ 8.2  $ 4.3 
Non Semi Net Revenues - % of Total Net Revenues   59%  47%  42%
             
Gross Margin - $  $ 9.7  $ 8.8  $ 5.4 
Gross Margin - %   50%  51%  53%
             
Net Earnings (Loss) (GAAP) (1)(2)(3)  $ (4.6)  $ 2.0  $ 1.0 
Net Earnings (Loss) per diluted share (GAAP)(1)(2)(3)  $ (0.44)  $ 0.19  $ 0.10 
             
Adjusted Net Earnings (Non-GAAP)(2)(3)  $ 3.2  $ 2.1  $ 1.1 
Adjusted Net Earnings per diluted share (Non-GAAP)(2)(3)  $ 0.31  $ 0.20  $ 0.10 

 
  As of  
  12/31/2017   9/30/2017   12/31/2016  
Cash and cash equivalents  $ 13.3  $ 11.5  $ 28.6 

 
(1) Net Earnings (Loss) (GAAP) and Net Earnings (Loss) per diluted share (GAAP) include the impact of increases (decreases) in the liability for

contingent consideration of ($549,000) in the third quarter of 2017 and $7.5 million in the fourth quarter of 2017.
(2) Consolidated results for the fourth quarter of 2017 include the impact of new tax legislation enacted in December 2017.
(3) Consolidated results include expenses related to the acquisition of Ambrell Corporation (Ambrell) of $31,000 and $55,000 for the third and

fourth quarters of 2017, respectively.
 
 

804 EAST GATE DRIVE, SUITE 200, MOUNT LAUREL, NEW JERSEY 08054 • TEL: (856) 505-8800 • FAX: (856) 505-8801
 

 



 
 
inTEST Reports 2017 Fourth Quarter & Year-End Financial Results  Page 2 of 6
 

2017 Fourth Quarter Summary
($ in Millions)  Year Ended  
  12/31/2017   12/31/2016  
Total Bookings  $ 69.0  $ 45.3 
Total Bookings excluding Ambrell  $ 54.1  $ 45.3 
         
Non Semi Bookings - $  $ 29.8  $ 13.8 
Non Semi Bookings - % of Total Bookings   43%  30%
         
Net Revenues  $ 66.8  $ 40.2 
Net Revenues excluding Ambrell  $ 53.2  $ 40.2 
         
Non Semi Net Revenues - $  $ 29.0  $ 12.2 
Non Semi Net Revenues - % of Total Net Revenues   44%  30%
         
Gross Margin - $  $ 34.7  $ 20.4 
Gross Margin - %   52%  51%
         
Net Earnings (GAAP) (4)(5)(6)  $ 1.0  $ 2.7 
Net Earnings per diluted share (GAAP)(4)(5)(6)  $ 0.09  $ 0.26 
         
Adjusted Net Earnings (Non-GAAP)(5)(6)  $ 9.1  $ 2.9 
Adjusted Net Earnings per diluted share (Non-GAAP)(5)(6)  $ 0.88  $ 0.28 

 
(4) Net Earnings (GAAP) and Net Earnings per diluted share (GAAP) include the impact of an increase in the liability for contingent consideration

of $7.0 million in 2017.
(5) Consolidated results for 2017 include the impact of new tax legislation enacted in December 2017.
(6) Consolidated results include $935,000 of expenses related to the acquisition of Ambrell in 2017 and $510,000 of expenses related to a failed

acquisition in 2016.
 
“We continue to experience strong demand across our end markets, and by all measures 2017 was an outstanding year, further demonstrating our strong
execution and operating leverage,” commented inTEST President & CEO James Pelrin. “Net revenue increased 66% and gross margin grew 120 basis points
as a percentage of net revenue in 2017, compared to 2016. Increasing demand for our broad-based solutions across all of our business units fueled this
growth; non-semi business drivers included solid advances in the automotive, telecom, and defense/aerospace markets, while our semiconductor test business
was led by automotive sensors, mobility and the Internet of Things (IoT). We also marked the Company’s 8th consecutive year of profitability, a metric of
which we are very proud as it speaks to the discipline and dedication exhibited by every inTEST employee.”
 
Mr. Pelrin added, “We continue to see significant opportunities for growth. We are in an era of technological change, with disruptive technologies that are
growing at higher rates than traditional markets, driven by a quest for manufacturing efficiencies, the flow of data, connectivity, and mobility. The automotive
industry is one example where these technologies converge, providing opportunities for each inTEST business to meet the challenges inherent to the test and
process industries. We are well positioned to capture market share in the markets we serve, while expanding inTEST’s footprint in additional thermal test and
industrial markets. As we continue to execute on our differentiated product strategy, we believe the conditions for our long-term success remain firmly in
place and we are solidly on track for a strong 2018.”
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2018 First Quarter Financial Outlook
inTEST expects that net revenues for the first quarter of 2018 will be in the range of $18.0 million to $19.0 million and that on a GAAP basis, net earnings
per diluted share will range from $0.14 to $0.18. On a non-GAAP basis, adjusted net earnings per diluted share is expected to be in the range of $0.16 to
$0.20. This outlook is based on the Company’s current views with respect to operating and market conditions and customers’ forecasts, which are subject to
change.
 
2017 Fourth Quarter & Year-End Conference Call Details
inTEST management will host a conference call on Thursday, March 8, 2018 at 5:00 pm Eastern Standard Time. The conference call will address the
Company’s 2017 fourth quarter and year-end financial results and management’s current expectations and views of the industry. The call may also include
discussion of strategic, operating and product initiatives and developments, and other matters relating to the Company’s current or future performance. To
access the live conference call, please dial (815) 680-6269 or (866) 900-9241. The Passcode for the conference call is 3197267. Please reference the inTEST
2017 Q4 Financial Results Conference Call.
 
2017 Fourth Quarter & Year-End Live Webcast Details
inTEST Corporation will provide a webcast in conjunction with the conference call. To access the live webcast, please visit inTEST’s website
www.intest.com under the “Investors” section.
 
2017 Fourth Quarter & Year-End Replay Details (Webcast)
A replay of the webcast will be available on inTEST’s website for one year following the live broadcast. To access the webcast replay, please visit inTEST’s
website www.intest.com under the “Investors” section.
 
Submit Questions
In advance of the conference call, and for those investors accessing the webcast, inTEST Corporation welcomes individual investors to submit their
questions via email to lguerrant@guerrantir.com. The Company will address as many questions as possible on the conference call.
 
Non-GAAP Results
In addition to disclosing results that are determined in accordance with GAAP, we also disclose non-GAAP performance measures. These non-GAAP
performance measures include adjusted net earnings and adjusted net earnings per diluted share. Adjusted net earnings is derived by adding acquired
intangible amortization, adjusted for the related income tax expense, to net earnings and removing any change in the fair value of our contingent consideration
liability from net earnings. Adjusted net earnings per diluted share is derived by dividing adjusted net earnings by diluted weighted average shares
outstanding. These results are provided as a complement to results provided in accordance with GAAP. Adjusted net earnings and adjusted net earnings per
diluted share are non-GAAP performance measures presented to provide investors with meaningful supplemental information regarding our baseline
performance before acquired intangible amortization charges and changes in the estimate of future consideration that may be paid out related to prior
acquisitions as these expenses or income items may not be indicative of our current core business or future outlook. These non-GAAP performance measures
are used by management to make operational decisions, to forecast future operational results, and for comparison with our business plan, historical operating
results and the operating results of our peers. A reconciliation of net earnings and net earnings per diluted share to adjusted net earnings and adjusted net
earnings per diluted share, which are discussed in this earnings release, is contained in the tables below. The non-GAAP performance measures discussed in
this earnings release may not be comparable to similarly titled measures used by other companies. The presentation of non-GAAP measures is not meant to be
considered in isolation, as a substitute for, or superior to, financial measures or information provided in accordance with GAAP.
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About inTEST Corporation
inTEST Corporation designs and manufactures engineered solutions for ATE and other electronic test, as well as industrial process applications. Our
products are used by semiconductor manufacturers to perform development, qualifying and final testing of integrated circuits (ICs) and wafers, and for
other electronic test across a range of industries including the automotive, defense/aerospace, energy, industrial and telecommunications markets. We offer
induction heating products for joining and forming metals in a variety of industrial markets, including automotive, aerospace, machinery, wire & fasteners,
medical, semiconductor, food & beverage, and packaging. Specific products include temperature management systems, induction heating products,
manipulator and docking hardware products, and customized interface solutions. We have established strong relationships with our customers globally,
which we support through a network of local offices. For more information visit www.intest.com.
 
Forward-Looking Statements
This press release includes forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These statements do not
convey historical information, but relate to predicted or potential future events and financial results that are based upon management's current expectations.
These statements are subject to risks and uncertainties that could cause actual results to differ materially from those expressed or implied by such
statements. In addition to the factors mentioned in this press release, such risks and uncertainties include, but are not limited to, changes in business
conditions and the economy, generally; changes in the demand for semiconductors, generally; changes in the rates of, and timing of, capital expenditures by
our customers; our ability to finalize the integration of Ambrell into our business; the success of our strategy to diversify our business by entering markets
outside the semiconductor or ATE markets; progress of product development programs; increases in raw material and fabrication costs associated with our
products, and other risk factors set forth from time to time in our SEC filings, including, but not limited to, our periodic reports on Form 10-K and Form 10-
Q. inTEST undertakes no obligation to update the information in this press release to reflect events or circumstances after the date hereof or to reflect the
occurrence of anticipated or unanticipated events.
 
Contacts
inTEST Corporation
Hugh T. Regan, Jr.
Treasurer and Chief Financial Officer
Tel: 856-505-8999

Investors:
Laura Guerrant-Oiye, Principal
Guerrant Associates
lguerrant@guerrantir.com
Tel: (808) 960-2642

                    
 

- tables follow -
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SELECTED FINANCIAL DATA

(Unaudited)
(In thousands, except per share data)

 
Condensed Consolidated Statements of Operations Data:
 
  Three Months Ended   Years Ended  
  12/31/2017   12/31/2016   9/30/2017   12/31/2017   12/31/2016  
                     
Net revenues  $ 19,381  $ 10,272  $ 17,352  $ 66,801  $ 40,227 
Gross margin   9,745   5,405   8,796   34,690   20,378 
Operating expenses:                     

Selling expense   2,247   1,367   2,322   8,108   5,567 
Engineering and product development expense   1,245   782   1,139   4,301   3,660 
General and administrative expense   3,271   1,641   3,143   11,694   7,005 
Adjustment to contingent consideration liability   7,525   -   (549)   6,976   - 

Operating income (loss)   (4,543)   1,615   2,741   3,611   4,146 
Other income (expense)   32   (2)   100   227   61 
Earnings (loss) before income tax expense   (4,511)   1,613   2,841   3,838   4,207 
Income tax expense   55   612   823   2,863   1,549 
Net earnings (loss)   (4,566)   1,001   2,018   975   2,658 
                     
Net earnings (loss) per share – basic  $ (0.44)  $ 0.10  $ 0.20  $ 0.09  $ 0.26 
Weighted average shares outstanding – basic   10,308   10,274   10,288   10,285   10,314 
                     
Net earnings (loss) per share – diluted  $ (0.44)  $ 0.10  $ 0.19  $ 0.09  $ 0.26 
Weighted average shares outstanding – diluted   10,308   10,297   10,351   10,339   10,333 
 
 
Condensed Consolidated Balance Sheets Data:
 
  As of:  
  12/31/2017   9/30/2017   12/31/2016  
             
Cash and cash equivalents  $ 13,290  $ 11,499  $ 28,611 
Trade accounts receivable, net   12,166   10,225   5,377 
Inventories   4,966   6,033   3,676 
Total current assets   30,999   28,471   38,006 
Net property and equipment   1,541   1,544   944 
Total assets   62,493   60,214   42,844 
Accounts payable   2,032   2,363   1,368 
Accrued expenses   5,833   3,233   3,113 
Total current liabilities   14,419   8,867   5,056 
Noncurrent liabilities   8,786   7,584   - 
Total stockholders' equity   39,288   43,763   37,788 
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Reconciliation of GAAP to Non-GAAP Net Earnings:
 
  Three Months Ended   Years Ended  
  12/31/2017   12/31/2016   9/30/2017   12/31/2017   12/31/2016  
                     
Net earnings (loss) (GAAP)  $ (4,566)  $ 1,001  $ 2,018  $ 975  $ 2,658 

Acquired intangible amortization   245   57   613   1,161   229 
Contingent consideration liability adjustment   7,525   -   (549)   6,976   - 
Tax adjustments   -   (5)   (6)   (15)   (28)

Adjusted net earnings (Non-GAAP)  $ 3,204  $ 1,053  $ 2,076  $ 9,097  $ 2,859 
                     
Diluted weighted average shares outstanding   10,376   10,297   10,351   10,339   10,333 
                     
Net earnings per share – diluted:                     

Net earnings (loss) (GAAP)  $ (0.44)  $ 0.10  $ 0.19  $ 0.09  $ 0.26 
Acquired intangible amortization   0.02   -   0.06   0.11   0.02 
Contingent consideration liability adjustment   0.73   -   (0.05)   0.68   - 
Tax adjustments   -   -   -   -   - 

Adjusted net earnings per share – diluted (Non-GAAP)  $ 0.31  $ 0.10  $ 0.20  $ 0.88  $ 0.28 
 
 
Supplemental Information – Reconciliation of First Quarter 2018 GAAP to Non-GAAP Guidance
 
  Low   High  
         
Estimated net earnings per share – diluted (GAAP)  $ 0.14  $ 0.18 

Acquired intangible amortization   0.02   0.02 
Contingent consideration liability adjustment   -   - 
Tax adjustments   0.00   0.00 

         
Estimated adjusted net earnings per share – diluted (Non-GAAP)  $ 0.16  $ 0.20 
 
 
 

###



EXHIBIT 99.2
 
 
On March 8, 2018, inTEST Corporation held its quarterly conference call. The following represents a textual representation of the content of the
conference call and while efforts are made to provide an accurate transcription, there may be errors, omissions or inaccuracies in this transcript. A
recording of the conference call is available for one year on our website at www.intest.com.
 
 
Operator: Welcome to the inTEST Corporation's 2017 Fourth Quarter and Year-End Financial Results Conference Call. At this time all

participants are in a listen only mode. Later, we will conduct a question and answer session. At that time if you have a question please
press star one on you touchtone phone. As a reminder, this conference is being recorded today. A replay will be accessible at
www.intest.com.

  
 I will now turn the call over to inTEST Investor Relations Consultant, Laura Guerrant. Please go ahead.
 
Laura Guerrant: Thank you, Celesia, and thank you for joining us for inTEST’s 2017 Fourth Quarter and Year-End Financial Results Conference Call.

With us today are James Pelrin, inTEST's recently appointed President and CEO; and Hugh Regan, Treasurer and Chief Financial
Officer.

  
 Jim will briefly review highlights from the fourth quarter as well as current business trends. Hugh will then review inTEST's detailed

financial results and discuss guidance for the 2018 first quarter. We'll then have time for any questions.
 
If you have not yet received a copy of today's release, a copy can be obtained on inTEST's website, www.intest.com.
 
Before we begin the formal remarks, the company's attorneys advise that this conference call may contain forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995.
 
These statements do not convey historical information but relate to predicted or potential future events that are based upon
management's current expectations. These statements are subject to risks and uncertainties that could cause actual results to differ
materially from those expressed or implied by such statements.
 
Such risks and uncertainties include, but are not limited to, changes in business conditions and the economy, changes in the demand for
semiconductors, changes in the rates of and timing of capital expenditures by our customers, our ability to finalize the integration of
Ambrell Corporation into our business, the success of our strategy to diversify our business by entering markets outside the
semiconductor or ATE markets, progress of product development programs, increases in raw material and fabrication costs associated
with our products and other risk factors set forth from time-to-time in the company's SEC filings, including, but not limited to,
inTEST's periodic reports on Form 10-K and Form 10-Q.
 
The company undertakes no obligation to update the information on today's conference call to reflect events or circumstances after the
date hereof or to reflect the occurrence of anticipated or unanticipated events.
 
During today's call, we will make reference to non-GAAP financial measures. We have provided additional information concerning
these non-GAAP measures, including a reconciliation to the directly comparable GAAP measure in our press release, which is posted
on the Investor page of our website.
 
And with that, let me now turn the call over to James Pelrin. Please go ahead, Jim.

 
 



 
 
James Pelrin: Thank you, Laura. I'd like to welcome everyone to our 2017 fourth quarter and year-end conference call. While this is not my first call

with the company, it is my first as inTEST's CEO. I look forward to seeing many of you as we attend conferences and meet with the
investment community.

  
 Hugh will provide a very detailed breakdown of the year and quarter results in his remarks. I encourage you to review the press release

as there were a couple of accounting-oriented charges that impacted results.
 
We booked a contingent consideration adjustment (an earnout) for the recently acquired Ambrell Corporation, which as you will see,
has become a very strong contributor in a very short period of time. And we booked a benefit as a result of the new tax code. Like I
said, these were addressed in the press release and Hugh will review in detail. So let me start by spending a few moments outlining the
significant progress we've made this past year.
 
We continue to experience strong demand across our end markets, and by all measures 2017 was an outstanding year, further
demonstrating our strong execution and operating leverage. 2017 net revenue increased 66% year-over-year, which included the impact
of the acquisition of Ambrell in May. Excluding Ambrell, net revenues grew 32% year-over-year.
 
Our gross margin grew 70% over 2016 in absolute dollars and increased 120 basis points as a percentage of revenue. Excluding the
impact of Ambrell, our 2017 gross margin was $28.1 million or 53%, which grew 38% year-over-year in absolute dollars and increased
210 basis points as a percentage of revenue.
 
And finally, we marked the company's eighth consecutive year of profitability, a metric that we are all very proud of as it speaks to the
discipline and dedication exhibited by every inTEST employee.
 
The strength in Q4 was fueled across-the-board by increasing demand for our broad-based solutions. In our non-semi business, drivers
included solid advances in the automotive, telecom and defense/aerospace markets, while automotive sensors, mobility and IoT led the
semiconductor test business.
 
Consolidated Q4 bookings increased 23% sequentially and 35% year-over-year. Consolidated Q4 net revenues grew 12% sequentially
and 24% year-over-year. For both bookings and net revenue, the year-ago comparisons exclude the impact of the Ambrell acquisition.
And 59% of Q4 revenues were derived from non-semi compared with 42% a year ago, due in large part to Ambrell.
 
Let's start with our Thermal segment, the combined business of inTEST Thermal Solutions (or iTS) and Ambrell, acquired in Q2,
where we completed the operational integration in the fourth quarter.
 
We have strategically diversified this segment, resulting in new opportunities in industrial manufacturing through both OEM and end-
user applications. This diversification complements our broad penetration into the electronics test market, broadening inTEST's
footprint as a provider of highly engineered thermal products for both test and industrial applications.

 
 



 
 
 Thermal segment bookings and revenues for the fourth quarter were better than expected. Bookings of $15.8 million increased 30%

over the third quarter, and net revenue of $13.8 million increased 20%.
 
iTS business was very strong in the fourth quarter with revenues of 17 point -- sorry, $7.2 million, up 9% sequentially. Q4 was the
strongest booking quarter of the year, with bookings of $9.6 million up 68% over Q3, driven primarily by considerably large orders
from Asian optical transceiver manufacturers. Orders were also strong in North America for our mil/aero space and the semi markets.
 
iTS highlights for the quarter include several major contractors and suppliers. A defense contractor purchased 11 custom temperature
systems for an automated manufacturing line, along with other equipment for additional projects. A semiconductor supplier of RF
components in North America standardized on our temperature forcing systems, displacing previously used competitive systems. A
supplier in the microprocessor -- a supplier of microprocessors purchased temperature systems for development labs in North America,
Europe and Asia.
 
As we announced in December, 2 large manufacturers of optical transceivers purchased 112 temperature-forcing systems. One of the
customers placed the largest order ever received by inTEST for our ThermoStream systems. This was a competitive bid, with the win
attributable to aggressive pricing, the systems’ record of long-term reliability, iTS' ability to meet an aggressive delivery schedule, and
well-established customer support.
 
Turning to Ambrell's business. We're very pleased at how quickly Ambrell has become an integral part of inTEST. As you may recall,
Ambrell had record Q3 bookings that had been ahead of expectations, offset by operational issues that limited their Q3 shipments.
 
The Ambrell business has shown continued strength throughout 2017, with expectations for a considerably stronger second half of the
year compared with the first half. And these expectations were not only met but exceeded. The operational assistance we provided was
a resounding success, and the results generated are a testament to our team's ability to quickly and efficiently turn things around.
 
Ambrell reported strong growth in fourth quarter revenues, which increased 35% sequentially to a record $6.6 million. While Q4
bookings of $6.2 million decreased slightly by 4%, it was offset by strong 2017 overall bookings increase of 11%. North America
showed a slightly lower performance in Q4, which was nearly offset by increased bookings from Europe. Orders from strategic
accounts and channel partners continued to drive bookings, with notable business wins in the aerospace and semiconductor industries.
 
Ambrell Q4 highlights included: a long-term customer purchased 19 EKOHEAT systems for an aerospace fastener manufacturing
application. An OEM purchased multiple EKOHEAT systems for use for the semiconductor wafer production. A U.S. government
organizations purchased EKOHEAT induction heating systems, choosing Ambrell over 2 large competitors and also displacing a
formidable competitor’s system.

 
 



 
 
 An emerging spaceflight services company purchased another induction heating system, and a power company purchased a system

resulting from a program of working with companies in this industry to communicate the energy advantages of induction heating to
their clients.
 
Turning to the EMS Products business, which addresses the needs of the automated test equipment market for the semiconductor
industry… Business remained strong in Q4, and EMS delivered well above expectations for the entire year, following on the heels of 3
previous quarters and fueled largely by the semi super cycle. In fact, 7 customers surpassed the $1 million mark in total sales in 2017, a
record number for EMS. This serves as further testament to the strength of our customer relationships and the depth of our product
suite.
 
EMS segment net revenues of $24.6 million in 2017 were up from $16.2 million in 2016. And the segment was inTEST's most
profitable in 2017, showing our team's ability to take our New Jersey operation that had an operating loss of $1.9 million in 2015 and
turn it around, recording an operating income of $3.5 million in 2017.
 
Q4 EMS bookings of $6 million grew 9% over Q3 and exceeded our expectations, while net revenue of $5.6 million decreased 5%
sequentially. Demand for automotive parts, IoT, industrial, and consumer electronics continue to drive the Q4 business.
 
EMS' fourth quarter highlights include increased orders from a large number of IDMs. One large IDM purchased electrical interfaces,
and another purchased multiple interfaces for North American operations to continue the expansion of automotive RF parts production
for autonomous driving.
 
A third purchased manipulator, docking and interface hardware for mobility (touchscreen) applications. A fourth purchased docking
systems for a new tester platform. And a contract manufacturer in Asia, an OSAT, purchased docking and interface systems, expanding
their memory test platform.
 
In addition, as we recently announced, during the current first quarter a major IDM placed orders totaling $1.4 million for 23 systems
consisting of docking, probe, final test and interface hardware for its worldwide operations in multiple locations across the U.S., Asia
and Europe. The orders were placed by a long-standing customer and are expected to be shipped in the first and second quarter.
 
So looking forward, we entered the year well positioned for growth and we continue to see significant opportunities. We're in an era of
technological change, with disruptive technologies that are growing at higher rates than traditional markets, driven by a quest for
manufacturing efficiencies, the flow of data, connectivity and mobility. The automotive industry is one example where these
technologies converge, providing opportunities for each inTEST business to meet the challenges inherent to the test and process
industries.
 
We estimate auto to be a major driver of our business, perhaps as much as 50%, driven by the increase in sensor applications,
infotainment and the trend toward electrification of vehicles. In short, we are not just Semi anymore. We make things hot and cold
where it matters, and we have leveraged our expertise into becoming a world-class thermal solutions provider.
 
A cornerstone of our strategy is to grow by acquisition. To support our growth strategy, we have been strengthening our executive staff
as a strong corporate resource that we can use to further ensure the success of existing businesses and future M&A integrations.

 
 



 
 
 I'm most proud of inTEST employees around the globe who daily strengthen our operations and raise the bar as we support our

customers' rapidly evolving technological road maps. We're well positioned to capture market share in the markets we serve, while
expanding inTEST's footprint in additional thermal test and industrial markets. As we continue to execute on our differentiated product
strategy, we believe the conditions for our long-term success remain firmly in place and we're solidly on track for a strong 2018.
 
And with that, I'd like to turn the call over to Hugh. Hugh?

 
Hugh Regan: Thanks, Jim. In light of all the unusual items impacting results this quarter, I'm going to start off my remarks with a recap of our fourth

quarter 2017 earnings and what drove them. We incurred a net loss of $4.6 million or ($0.44) per diluted share for the quarter ended
December 31, 2017.

  
 The item that caused our Q4 net loss was a $7.5 million contingent consideration liability adjustment related to the earnout that we will

pay for Ambrell. As Jim noted earlier in the call, Ambrell's record fourth quarter revenues of $6.6 million exceeded our expectations
and contributed to Ambrell's achieving pretax earnings of $1.0 million for the quarter compared to a pretax loss of $71,000 in the third
quarter, which had been caused by shipping delays.
 
Ambrell's December shipments exceeded our expectations and resulted in the 2017 payout, which we had originally anticipated would
fall into 2018. With Ambrell's strong Q4 performance, we now expect to pay a $5.4 million earnout later this month related to 2017
results, and we have an additional $5.7 million accrued for the 2018 earnout.
 
The contingent consideration adjustment of $7.5 million in the fourth quarter was equivalent to $0.73 per diluted share, and when
added back to our net loss, along with acquired intangible amortization of $245,000 or $0.02 per diluted share, results in adjusted net
earnings of $3.2 million or $0.31 per diluted share for the fourth quarter of 2017. Adjusted net earnings is a non-GAAP measure.
 
Another factor impacting the fourth quarter was the effect of new tax legislation enacted in December 2017. Two aspects of the new
legislation had a significant impact on our reported results. The first was the rate change from 35% to 21%, which required us to
revalue our deferred tax assets and liabilities to the new rate of 21% as of the end of the year.
 
This resulted in recording a tax benefit of $1.7 million or $0.17 per diluted share. The second aspect of the new tax legislation that had
a significant impact on our results was the accrual of $476,000 or $0.05 per diluted share in tax expense as a result of a mandatory
onetime repatriation tax imposed by the new legislation.
 
The net impact from these 2 items was a tax benefit of $1.3 million or $0.12 per diluted share, which we recorded in Q4. When
adjusted to eliminate the impact of the Tax Act, our adjusted net earnings would have been $1.9 million or $0.19 per diluted share or
$0.02 above the high end of the $0.13 to $0.17 range we had provided for Q4 2017 for adjusted net earnings per diluted share.

 
 



 
 
 Now back to the top of the income statement to review results in detail. Fourth quarter 2017 net -- end-user net revenues were $17.3

million or 89% of net revenues compared to $15.9 million or 92% of net revenues in the third quarter. Q4 OEM net revenues were $2.1
million or 11% of net revenues, up from $1.5 million or 8% for the third quarter.
 
Net revenues for markets outside of the semiconductor market were $11.4 million or 59% of net revenues compared with $8.2 million
or 47% of net revenues in the third quarter. As noted earlier in the call, Ambrell's net revenues for the fourth quarter were $6.6 million.
Excluding Ambrell, our net revenues for markets outside of the semiconductor market were $4.9 million or 39% of net revenues for
Q4. So clearly, Ambrell is further diversifying our served markets.
 
Our fourth quarter gross margin was $9.7 million or 50% as compared with $8.8 million or 51% in the third quarter. The reduction in
the gross margin was primarily the result of an increase in our component material costs, which was partially offset by a decrease in our
fixed manufacturing cost as a percentage of net revenues.
 
Our component material costs increased from 32.9% in Q3 to 34.3% in Q4, reflecting increased component material costs in both our
Thermal and EMS segments. While our fixed manufacturing costs increased by $142,000 or 6% sequentially, they were more favorably
absorbed in the fourth quarter by the higher revenues. As a result, these costs represented 13% of our net revenues as compared to 14%
in the third quarter.
 
The increase in our component material costs was primarily driven by an increase in the component material cost of our Thermal
segment, which increased from 32.6% in the third quarter to 34.5% in the fourth quarter.
 
This increase was in our iTS operation and was caused by actions taken by sales staff to win business that could have gone to a
competitor. This increase was partially offset by a decline in the component material cost for Ambrell, which decreased from 33.8% in
the third quarter to 31.9% in the fourth quarter, reflecting a more favorable product mix.
 
EMS also experienced an increase in its component material costs, which grew from 33.3% in the third quarter to 34% in the fourth
quarter, due to a less favorable product mix.
 
The increase in fourth quarter fixed manufacturing costs was primarily the result of additional costs related to temporary operations
staff brought on during the fourth quarter in our iTS operation to respond to the increased sales levels.
 
Excluding the impact of the acquisition of Ambrell, our fourth quarter gross margin would have been $6.4 million or 50%. Ambrell's
fourth quarter 2017 gross margin was $3.3 million or 50%.
 
Selling expense was $2.2 million for the fourth quarter compared with $2.3 million in the third quarter, a decrease of $75,000 or 3%.
The reductions were primarily related to lower levels of commission expense.
 
Engineering and product development expense was $1.2 million for the fourth quarter compared to $1.1 million for the third quarter, an
increase of $106,000 or 9% sequentially. The increase was related to higher levels of spending on R&D materials as well as patent legal
costs, primarily in our Thermal segment.

 
 



 
 
 General and administrative expense increased from $3.1 million in the third quarter to $3.3 million in the fourth quarter, an increase of

$128,000 or 4%. Fourth quarter G&A expense included $55,000 of transaction costs related to Ambrell compared to $31,000 of
transaction costs in the third quarter.
 
The increase in G&A expense was primarily the result of accruals related to a company-wide bonus given to all employees in light of
the strong results in 2017 as well as increases in professional fees, which were partially offset by a significant reduction in amortization
expense. Fourth quarter G&A expense included $245,000 for acquired intangible amortization compared to $613,000 in the third
quarter.
 
As previously noted, during the fourth quarter, we recorded a $7.5 million increase in our contingent consideration liability related to
the earnout for Ambrell compared to a decrease of $549,000 in this liability during the third quarter.
 
At December 31, 2017, we had accrued a total of $11.1 million, which was split between current liabilities with $5.4 million in 2017
earnout payable, and long-term liabilities with $5.7 million in the contingent consideration liability.
 
Our earnout for Ambrell is based upon 8x adjusted EBITDA for both 2017 and 2018, capped at $18 million. And as noted earlier, we
currently expect to pay an earnout of $5.4 million for 2017. We expect to have further variability in our financial results related to this
item during 2018.
 
Other income was $32,000 in the fourth quarter compared to $100,000 in the third quarter, a decrease of $68,000 or 68%. Included in
other income for the fourth quarter was $101,000 -- excuse me, included in other income for the third quarter was $101,000 of foreign
exchange transaction gains compared to only $15,000 in the fourth quarter. The decrease in foreign exchange transaction gains was
partially offset by an increase in interest income and other income.
 
We accrued income tax expense of $55,000 in the fourth quarter compared to $823,000 in the third quarter. Our effective tax rate
decreased from 29% in the third quarter to a negative (1%) in the fourth quarter. This reduction in our effective tax rate primarily
reflects several factors. The contingent consideration liability adjustment was not taxable, and our tax accrual reflects the impact of the
new tax legislation enacted in late December.
 
As previously noted, our fourth quarter tax accrual included a tax benefit of $1.7 million related to the revaluing of our deferred tax
assets and liabilities from the previous corporate rate of 35% to the new corporate rate of 21%. This benefit was partially offset by the
accrual of $476,000 related to a mandatory onetime repatriation tax. Adjusted for these unusual items, our effective tax rate for the
fourth quarter would have been 30%.
 
At December 31, 2017, we had a deferred tax liability of $2.6 million, which decreased $1.4 million sequentially, primarily due to the
aforementioned impacts of the new tax legislation. We currently expect that our effective tax rate for 2018 will be in the range of 22%
to 24%.
 
As previously noted, the fourth quarter net loss was $(4.6) million or $(0.44) per diluted share compared with third quarter net earnings
of $2 million or $0.19 per diluted share. Adjusted net earnings for the fourth quarter were $3.2 million or $0.31 per diluted share
compared with third quarter adjusted net earnings of $2.1 million or $0.20 per diluted share.

 
 



 
 
 Adjusted net earnings is a non-GAAP measure, which is derived by adding acquired intangible amortization, adjusted for the related

income tax expense, to net earnings and removing any change in the fair value of our contingent consideration liability from net
earnings. Adjusted net earnings per share -- or diluted share is derived by dividing adjusted net earnings by diluted weighted average
shares outstanding.
 
Diluted weighted average shares outstanding were 10,308,243 at December 31 for computation of our net loss per diluted share. GAAP
requires the same weighted average shares outstanding to be used to calculate earnings per share on both a basic and diluted basis when
there is a loss. Our diluted weighted average shares outstanding were 10,376,013 for computation of our adjusted net earnings per
share.
 
During the fourth quarter, we issued 2,000 shares of restricted stock and did not repurchase any shares. And as of December 31, 2017,
we have repurchased a cumulative total of 297,020 shares or approximately 2.8% of our outstanding common stock at a net cost of $1.2
million or $4.02 per share.
 
Depreciation and amortization expense was $462,000 for the fourth quarter, down from $794,000 in the third quarter. Acquired
intangible amortization of $245,000 in the fourth quarter was down $368,000 from the third quarter, reflecting the full amortization of
certain Ambrell intangibles such as the backlog. Ambrell had depreciation and amortization expense of $314,000 for the fourth quarter
compared to $638,000 in the third.
 
EBITDA was negative ($4.0) million for the fourth quarter compared to $3.6 million reported for the third quarter. When adjusted for
the contingent consideration adjustments recorded during both periods, EBITDA would have been $3.5 million for Q4 compared to
$3.1 million for Q3.
 
Consolidated headcount at the end of December, which includes temporary staff, was 218, an increase of 2 from the level we had as of
September 30. Included in the December total were 91 Ambrell staff, up from 89 at the end of September. Our iTS operation added 1
person during the fourth quarter, while corporate headcount declined by 1, reflecting the retirement of our former CEO.
 
I'll now turn to the balance sheet. Cash and cash equivalents at the end of the fourth quarter were $13.3 million, up $1.8 million from
September 30th. We currently expect cash and cash equivalents to decrease in the first half of 2018 due to the payment of the $5.4
million earnout for 2017 later this March, as well as the cost of tenant improvements for the new Ambrell facility, which we expect will
total $2.1 million before reimbursement from city and state grants we have received.
 
We expect to ultimately receive $550,000 in grant funding, and we do currently expect the cash and cash equivalents to increase in the
second half of 2018 prior to the impact of any acquisition-related activities.
 
Accounts receivable increased to $12.2 million at December 31st, an increase of $1.9 million sequentially. Included in year-end
receivables was $3.2 million for Ambrell.
 
Inventory decreased $1.1 million sequentially to $5 million at the end of the fourth quarter, and included in this amount was $1.4
million for Ambrell.

 
 



 
 
 Capital expenditures during the fourth quarter were $310,000, up from $232,000 in the third quarter. Included in fourth quarter capital

expenditures was $128,000 for Ambrell. And the balance of additions during the fourth quarter primarily represented leased systems in
our Thermal segment.
 
Jim provided consolidated and segment revenue and booking data earlier. The backlog at the end of December was $13.7 million, up
from $11.3 million at the end of September. And included in the December backlog was $5.5 million for Ambrell.
 
Before providing Q1 net revenue and earnings guidance, we would like to share our views of the year as a whole. While we do not plan
to begin providing full year revenue or earnings guidance, after the significant increase in our 2017 net revenues, we believe it is
appropriate to offer some comments about our net revenue expectations for 2018. We currently expect that certain parts of our business
will have strong net revenue growth in 2018, while other parts may see slight declines.
 
In 2017, the impact of the semiconductor super cycle for our EMS unit was substantial and aided by significant revenue from a
Japanese customer that is not expected to recur, resulted in a 52% year-over-year growth in net revenues for this business. In 2018, we
expect that our EMS business will remain strong but experience approximately a 10% decline in net revenues, primarily because of the
nonrecurring Japanese revenues.
 
In 2017, our iTS unit also benefited from the impact of the semiconductor super cycle as well as very strong demand from customers in
the optical transceiver markets, resulting in 19% growth in its net revenues.
 
The largest of the optical transceiver orders as well as other significant orders in recent markets are not expected to recur in 2018.
Though most of this business is expected to be replaced through other customers, we are currently forecasting a slight reduction in this
business unit's net revenue for 2018.
 
We believe the annual growth rate of our Ambrell business unit will range from high single digits to low double digits. Ambrell's 2017
net revenues of $21.2 million grew 5% from the level achieved in 2016. We currently expect that Ambrell's 2018 net revenues will
grow at an annual rate of between 9% and 13%.
 
On the expense side, we expect to see an increase in our operating expenses related to some investments we're making in connection
with the implementation of our strategic initiatives, primarily related to our acquisition strategy, which will add approximately
$800,000 to our operating expenses during 2018.
 
In summary, we see another strong year for inTEST and expect that our revenues for 2018 will be in the low to mid-$70 million range
prior to the impact of any future acquisitions.
 
In terms of our financial outlook, as noted in our earnings release, we expect that net revenue for the quarter ended March 31, 2018,
will be in the range of $18.0 million to $19.0 million. And net earnings will range from $0.14 to $0.18 per diluted share.
 
We expect that adjusted net earnings will range from $0.16 to $0.20 per diluted share, and we currently expect that our Q1 2018
product mix will be slightly less favorable as compared with the fourth quarter of 2017, and that the first quarter gross margin will
range from 48% to 49%. Operator that concludes our formal remarks. We can now take questions.

 
 



 
 
Operator: As a reminder if you would like to ask a question please press star one on your touchtone phone. Your first question comes from the

line of Edgar Roesch with Sidoti & Company.
 
Edgar Roesch: Hi. Congratulations on the quarter.
 
Hugh Regan: Thanks, Ed.
 
Edgar Roesch: I wanted to circle back to something you -- I think I heard you say -- Jim, did you mention that Ambrell had done some business in Q4

that was semiconductor-related? Did I hear you right on that?
 
James Pelrin: Yes, you did. Yes, you did. Ambrell does business primarily in the front end of the semiconductor market, not test related.
 
Hugh Regan: And those numbers, just to offer them because I doubt Jim has them in front of him, of their $6.6 million in revenues, only $200,000

were semi. They had much more -- they had stronger semi bookings, about $677,000 out of $6.2 million. And you may recall that we
reported recently a very strong semi-related order for them in the first quarter from Axtron.

 
Edgar Roesch: Got it. And then looking at the 2018 outlook a little bit, the impact of these onetime orders, could you speak about the pacing a little

bit? Because you certainly gave a very strong Q1 revenue outlook. Where would we see the year-over-year impact of that Japanese
customer having been so strong in 2017? Where would we see that most? Which quarters?

 
James Pelrin: Well, I think that they would probably occur most in the second and third quarter, although it's difficult to say. This particular Japanese

customer was equipping a new production facility, and they came throughout the year, really. But that's completed now, and so we don't
expect significant business from them for quite a while.

 
Edgar Roesch: OK. Got it. In the optical transceiver business, your outlook is for just down a little bit, you think, revenues to that business or...
 
James Pelrin: Again, we had very significant orders from a couple of optical transceiver manufacturers. The nature of that business is that they

respond to demand. They all vie for similar large orders, and the one that gets them, they have very, very rushed delivery schedules.
  
 So they often have to add equipment very quickly and get it up and in production very quickly. And that's what happened. And they

came to us. Well, they came to the market and we won that business. But again, that's done now. So we have to wait for the next wave
or, in fact, we have to wait for different customers.

 
Edgar Roesch: Understood.
 
James Pelrin: OK. The 2 customers that did order were not typically strong customers with us in the past, so they had won some significant business.
 
Edgar Roesch: OK. And maybe were they possibly smaller players in that industry?
 
James Pelrin: Yes, absolutely.
 

 



 
 
Edgar Roesch: OK. And then if you could give us a little update, I think Ambrell was working its way into a new facility. Maybe I'm behind on that.

But is that in progress at this point?
 
James Pelrin: It's in progress. It's almost to completion. They are scheduled to move in April 30 into their new facility. It's being finalized right now.

And everything is going on very well. And we don't expect any significant business interruption from it.
 
Edgar Roesch: OK. Terrific. Let me get back in queue if I have any additional questions. Thank you.
  
Hugh Regan: Thank you, Ed.
 
Operator: Your next question comes from the line of Dick Ryan with Dougherty.
 
Richard Ryan: Thank you. Say, Hugh, did you give Ambrell's annual number? I know you've owned it since May, but did you give their overall 2017

number?
 
Hugh Regan: We -- I'll give it to you now, which was $21.8 million is where they came in for the year. With us -- that's an annual figure, Dick. With

us, during our ownership, it was only $13.6 million. Their second half of the year was clearly stronger than their first half of the year.
 
Richard Ryan: If I recall, when you acquired them, I think you gave some guidepost for Ambrell in 2018 of, I don't know, $22 million, $23 million.

Am I correct in that? And is that changing with this commentary?
 
Hugh Regan: No. We're still expecting them to do, say, between $23 million and $24 million next year, so maybe a little bit better than what we had

originally said to you. They're solidly booking at a $2 million a month rate for the last 7 or 8 months now. So we're comfortable with
that guidance.

 
Richard Ryan: And operational issues that occurred in kind of Q3, are they behind you now?
 
Hugh Regan: Very much so. As a matter of fact, as you know, I was not speaking to an earnout when we had this call 3 months ago for the year. And

that was because we have had the poor results in Q3 with the operating loss. And while we expected the Q4 to be better, we did not
expect it to be turned around as much as it was.

  
 I mean, them shipping $6.6 million is a phenomenal turnaround and really delivered very strong results. I mean, we went from the

$75,000 loss to a $1 million profit in that operation in one quarter. So that's what really drove the significant contingent consideration
adjustment in the fourth quarter that drove the operating loss.

 
Richard Ryan: OK. And Jim, when you look at that business had been historically kind of sticky with current customers, it sounds like you're talking

about some new wins and/or some customers moving up the priority list, I guess, if you will. But how is the pipeline of opportunities
for Ambrell looking?

 
James Pelrin: The pipeline is very strong, Dick. Ambrell has made a strategic decision, which we wholeheartedly support, to aggressively go after

new emerging opportunities. New emerging markets like the electrification market and some other markets.
  
 And that's just beginning to show some fruits now where they've been investing in this throughout 2017. And in 2018, already they're

beginning to get some orders from that. In addition, they have added some new OEM customers, which are very important. So they're
definitely expanding their customer base.

 
 



 
 
Richard Ryan: OK. And Hugh, maybe just a couple of housecleaning. Do you have stock-based comp and depreciation for the quarter?
 
Hugh Regan: Yes. Stock-based comp for the quarter was $54,000. And depreciation for the quarter was $217,000, and amortization, as I said, was

$245,000.
 
Richard Ryan: OK. And concentration of customers, how did that look in Q4?
 
Hugh Regan: Actually, we saw that come down a little bit. Top 10 were 45.5%, down from about 48% last quarter. Two customers over 10%, Texas

Instruments at 11% and Hakuto, our Japanese distributor, also at 11%.
 
Richard Ryan: OK. Good. Appreciate it. I’ll get back in the queue with a couple more.
 
Richard Ryan: Thank you.
 
Operator: And at this time, Mr. Regan, if you received any question in advance that need to be addressed right now.
 
Hugh Regan: OK. I think we did have a question that was delivered in advance, if I remember correctly. Hold on. Bear with me. I have it in an e-

mail. Let's see. Well, a question that have been given to me is, why is the contingent liability -- why is it more than $4.1 million in Q3?
  
 I think as I had explained in the call earlier, we had made a significant -- or we had to -- the significant adjustment to the contingent

consideration adjustment at $7.5 million in the fourth quarter was driven by Ambrell's strong results during the fourth quarter, the $1.1
million -- or the $1 million of income that they had as well as the outlook for 2018 where we expect them to ship $24 million and have
very strong EBITDA for next year. That's actually it, operator, for questions at this point. I would ask to see if there's any more
questions in the queue.

 
Operator: As a reminder in order to ask a question please press star one on your touchtone phone. Again, that is star one to ask a question. You

have a follow-up question from Dick Ryan with Dougherty.
 
Richard Ryan: Great. Thank you. Jim, you're talking about some aggressive pricing going on with your sales force. What end markets are those? And

is that kind of one-off sort of occurrence? Or is it some lingering competitive issues there?
 
James Pelrin: Dick, the aggressive pricing was -- referred to really the one large order that we took in the optical transceiver market from one

customer. We were up against a competitor that also went in with aggressive pricing.
  
 So we had to package some aggressive pricing with some other benefits, warranty and this and that in order to secure the order. And in

the end, we won out…as much for our ability to deliver that number of machines, they needed those machines in four weeks. And we
won out based on our ability to deliver it and the long time record of performance for our machines.

 
Richard Ryan: OK. And Hugh, in the commentary for 2018, how do you see just maybe optically first half versus second half?
 

 



 
 
Hugh Regan: A good question. I see the second half possibly a little weaker than the first half. Jim, would you agree?
 
James Pelrin: Yes. That's kind of typical in our business. We've gone into the new year with a strong backlog, and bookings have been encouraging

long term for the first half. I say long term because short term, it's been slow to gain some momentum, but it's really started to pick up
of late. So I would say that if we had to characterize it, the second half would probably be slightly weaker than the first half. But of
course, that's subject to change, as you know.

 
Richard Ryan: Sure. OK. Thank you.
 
Hugh Regan: You’re welcome.
 
Operator: Your next follow-up question comes from Edgar Roesch with Sidoti & Company.
 
Edgar Roesch: Thanks and Hi. Just wondered -- I was wondering if you could add a little bit of color on the automotive side. It sounds like a nice

driver. I think of that as primarily benefiting your iTS business ex-Ambrell, but I would ask the question instead of guessing about it.
 
James Pelrin: No. In fact, it's benefiting all of our businesses. Most -- many of the test floors that EMS is, is very prominent in are our testing, chip

sensors and other devices, processors, power supplies that ultimately go into automotive application.
  
 Likewise, the iTS business is also on the semiconductor side, testing lots of product destined for the automotive industry. And iTS also

tests lots of modules and subsystems that go into the automotive industry. And of course, Ambrell is on the production floor, the
manufacturing floor for the automakers. So all of our businesses are touched by this.

 
Edgar Roesch: So Ambrell has more exposure than just sort of one prominent electric car manufacturers? Is that right?
 
James Pelrin: Yes, absolutely. Absolutely.
 
Edgar Roesch: OK. Thank you, gentlemen.
  
Hugh Regan: Thank you, Ed.
 
Operator: At this time, there are no further questions. I would now like to turn the call over back to Mr. Pelrin for closing remarks.
 
James Pelrin: Well, thank you for your interest in inTEST. We look forward to updating you on our progress when we report our first quarter results.

Operator, the call is now concluded.
 

END
 


