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Item 2.02.    Results of Operations and Financial Condition

 
On November 10, 2020, inTEST Corporation (the "Company") issued a press release, held a webcast conference call (as previously announced) and posted
conference call supplemental information to its website regarding its financial results for the third quarter ended September 30, 2020. The Company's press
release is furnished as Exhibit 99.1, the conference call supplemental information is furnished as Exhibit 99.2 and the textual representation of the conference
call is furnished as Exhibit 99.3 to this Current Report on Form 8-K.

 
 

Item 9.01.    Financial Statements and Exhibits
 

(d) Exhibits
 

Exhibit No.Description
99.1 2020 Third Quarter Financial Results Press Release dated November 10, 2020.
99.2 Third Quarter 2020 Conference Call Supplemental Information dated November 10, 2020.
99.3 Textual representation of conference call of November 10, 2020.
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EXHIBIT 99.1
 

NEWS RELEASE
  
FOR IMMEDIATE RELEASE
 

inTEST REPORTS 2020 THIRD QUARTER FINANCIAL RESULTS
●     Third Quarter Net Revenues Grew 9% Sequentially;     

●     Bookings Increased 4% Sequentially     
 
MT. LAUREL, NJ – November 10, 2020 - inTEST Corporation (NYSE American: INTT), a global supplier of precision-engineered solutions for use in
manufacturing and testing across a wide range of markets, including automotive, defense/aerospace, energy, industrial, semiconductor and
telecommunications, today announced financial results for the quarter ended September 30, 2020.
 

2020 Third Quarter Financial Summary
($ in Millions, Except Per Share Data)  Three Months Ended  
  9/30/2020   6/30/2020   9/30/2019  
Semi Market Bookings (1)  $ 7.2  $ 7.3  $ 6.6 
Multimarket Bookings (2)   7.2   6.6   7.3 
Total Bookings  $ 14.4  $ 13.9  $ 13.9 
             
Semi Market Bookings (1) - % of Total Bookings   50%  52%  48%
Multimarket Bookings (2) - % of Total Bookings   50%  48%  52%
             
Semi Market Net Revenues (1)  $ 7.4  $ 6.9  $ 7.1 
Multimarket Net Revenues (2)   7.0   6.4   7.5 
Total Net Revenues  $ 14.4  $ 13.3  $ 14.6 
             
Semi Market Net Revenues (1) - % of Total Net Revenues   51%  52%  49%
Multimarket Net Revenues (2) - % of Total Net Revenues   49%  48%  51%
             
Gross Margin  $ 6.5  $ 6.1  $ 7.2 
Gross Margin   45%  46%  49%
             
Net Earnings (GAAP)  $ 0.5  $ 0.2  $ 0.6 
Net Earnings per diluted share (GAAP)  $ 0.04  $ 0.02  $ 0.06 
             
Adjusted Net Earnings (Non-GAAP) (3)  $ 0.8  $ 0.5  $ 1.0 
Adjusted Net Earnings per diluted share (Non-GAAP) (3)  $ 0.07  $ 0.05  $ 0.09 
             
EBITDA (Non-GAAP) (3)  $ 0.9  $ 0.7  $ 1.3 

 
  As of
  9/30/2020   6/30/2020   12/31/2019
Cash and cash equivalents  $ 9.5  $ 7.4  $ 7.6

 
 



 
 
 (1) Semi Market: These amounts include all bookings and net revenues from the semiconductor market.
   
 (2) Multimarket: These amounts include all bookings and net revenues from markets other than the semiconductor market.
   
 (3) Adjusted Net Earnings, Adjusted Net Earnings per diluted share and EBITDA are non-GAAP financial measures. Further information can be

found under “Non-GAAP Results.” See also the reconciliation of GAAP measures to non-GAAP measures that accompanies this earnings
release.

 
2020 Nine Month Year-to-Date Financial Summary
 

($ in Millions, Except Per Share Data)  Nine Months Ended  

  
 

9/30/2020   9/30/2019  
Semi Market Bookings (4)  $ 21.2  $ 20.8 
Multimarket Bookings (5)  20.9  20.9 
Total Bookings  $ 42.1  $ 41.7 
         
Semi Market Bookings (4) - % of Total Bookings   50%  50%
Multimarket Bookings (5) - % of Total Bookings   50%  50%
         
Semi Market Net Revenues (4)  $ 19.2  $ 24.9 
Multimarket Net Revenues (5)  19.7   22.1 
Total Net Revenues  $ 38.9  $ 47.0 
         
Semi Market Net Revenues (4) - % of Total Net Revenues   49%  53%
Multimarket Net Revenues (5) - % of Total Net Revenues   51%  47%
         
Gross Margin  $ 17.4  $ 22.8 
Gross Margin   45%  48%
         
Net Earnings (Loss) (GAAP)  $ (0.5)  $ 1.6 
Net Earnings (Loss) per diluted share (GAAP)  $ (0.05)  $ 0.15 
         
Adjusted Net Earnings (Non-GAAP) (6)  $ 0.4  $ 2.5 
Adjusted Net Earnings per diluted share (Non-GAAP) (6)  $ 0.04  $ 0.24 
         
EBITDA (Non-GAAP) (6)  $ 0.7  $ 3.4 

 
 (4) Semi Market: These amounts include all bookings and net revenues from the semiconductor market.
   
 (5) Multimarket: These amounts include all bookings and net revenues from markets other than the semiconductor market.
   
 (6) Adjusted Net Earnings, Adjusted Net Earnings per diluted share and EBITDA are non-GAAP financial measures. Further information can be

found under “Non-GAAP Results.” See also the reconciliation of GAAP measures to non-GAAP measures that accompanies this earnings
release.

 
 



 
 
“We are pleased with our financial results for the third quarter,” commented inTEST President and CEO Nick Grant. “We delivered solid results in line with
our expectations, resulting in sequential revenue and profitability growth. Net revenues of $14.4 million grew 9% and non-GAAP adjusted net earnings per
diluted share of $0.07 increased from $0.05 as compared to the second quarter of 2020.” Mr. Grant added, “We are seeing improving conditions in most
markets we serve and had good order activity from new customers during the third quarter. While COVID-related challenges continue to impact the overall
operating environment, order flow has continued to strengthen, with third quarter bookings of $14.4 million increasing 4% from the second quarter.”
 
Mr. Grant continued, “We are operating in a challenging environment that rewards innovation and are meeting the demanding requirements of our customers
with an impressive breadth of products to serve our global customer base. As we continue to strengthen our capabilities and enhance our position in the
industry, we are building an enduring business.”
 
 
2020 Fourth Quarter Financial Outlook
inTEST’s guidance for the 2020 fourth quarter includes estimates of both GAAP and non-GAAP financial measures. A reconciliation between these
GAAP and non-GAAP financial measures is included below.
 
Actual results may differ materially as a result of, among other things, the factors described under “Forward-Looking Statements” below.
 
inTEST expects that net revenues for the fourth quarter of 2020 will be in the range of $14.0 million to $15.0 million and that on a GAAP basis, our net
loss per diluted share will range from $(0.08) to $(0.03). On a non-GAAP basis, we expect our adjusted net earnings (loss) per diluted share will range
from $(0.05) to breakeven. In addition, we expect that gross margin will range from 44% to 45%. 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.
 
The Company noted that guidance for the fourth quarter includes $1.3 million in non-recurring charges associated with (i) the consolidation of the
Company’s EMS Products division into the manufacturing operation located in Mt. Laurel, NJ, and (ii) the reduction of the administrative footprint in the
Company’s Mansfield, MA corporate office associated with the reestablishment of the Mt. Laurel, NJ office as the Company’s corporate headquarters.
Excluding the non-recurring charges, the Company’s guidance for the fourth quarter of 2020 would have been for GAAP net earnings per diluted share in
the range of $0.02 to $0.10 and non-GAAP adjusted net earnings per diluted share in the range of $0.05 to $0.13.
 
Mr. Grant commented, “Absent the non-recurring charges, our guidance for the fourth quarter of 2020 would have represented an improvement in our
financial results as compared to the third quarter. We initiated cost reduction activities in the third quarter that included rightsizing our New Jersey EMS
operation and consolidation of our California manufacturing into New Jersey. These actions not only provide cost reductions through footprint
optimization, but they also allow us to better serve our global customers through streamlined operations. We expect that the consolidation of our EMS
manufacturing will result in substantial annual savings going forward.”
 
 
2020 Third Quarter Supplemental Information and Conference Call Details
inTEST is providing Supplemental Information (“Information”) in combination with its press release. This Information is offered to provide shareholders and
analysts with additional time and detail for analyzing the Company’s financial results in advance of the Company’s quarterly conference call. The
Information will be available in conjunction with the press release at inTEST’s website www.intest.com, under the “Investors” section.
 
inTEST management will host a conference call on Tuesday, November 10, 2020 at 8:30 am Eastern Standard Time. The conference call will address the
Company’s 2020 third quarter financial results, and management’s current expectations and views of the industry. The call may also include discussion of
strategic, operating, product initiatives or developments, or other matters relating to the Company’s current or future performance. To access the live
conference call, please dial (323) 794-2598 or (800) 458-4121. The Passcode for the conference call is 1878028. Please reference the inTEST 2020 Q3
Financial Results Conference Call.
 

 



 
 
2020 Third Quarter 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.
 
2020 Third Quarter 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 laura@ga-ir.com.
 
Non-GAAP Results
In addition to disclosing results that are determined in accordance with GAAP, we also disclose non-GAAP financial measures. These non-GAAP financial
measures include adjusted net earnings (loss), adjusted net earnings (loss) per diluted share and EBITDA. Adjusted net earnings (loss) is derived by adding
acquired intangible amortization, adjusted for the related income tax expense (benefit), to net earnings (loss). Adjusted net earnings (loss) per diluted share is
derived by dividing adjusted net earnings (loss) by diluted weighted average shares outstanding. EBITDA is derived by adding acquired intangible
amortization, interest expense, income tax expense, and depreciation to net earnings (loss). These results are provided as a complement to the results
provided in accordance with GAAP. Adjusted net earnings (loss), adjusted net earnings (loss) per diluted share and EBITDA are non-GAAP financial
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 financial 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 from net earnings (loss) and net earnings (loss) per diluted share to adjusted net earnings (loss) and adjusted net earnings (loss) per diluted
share and from net earnings (loss) to EBITDA, which are discussed in this earnings release, is contained in the tables below. The non-GAAP financial
measures discussed in this earnings release may not be comparable to similarly titled measures used by other companies. The presentation of non-GAAP
financial 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.
 
About inTEST Corporation
inTEST Corporation is a global supplier of precision-engineered solutions for use in manufacturing and testing across a wide range of markets including
automotive, defense/aerospace, energy, industrial, semiconductor and telecommunications. Backed by decades of engineering expertise and a culture of
operational excellence, we solve difficult thermal, mechanical and electronic challenges for customers worldwide while generating strong cash flow and
profits. Our strategy uses these strengths to grow and increase stockholder value by maximizing our businesses and by identifying, acquiring and optimizing
complementary businesses.
 
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, as amended. These
statements do not convey historical information but relate to predicted or potential future events and financial results, such as statements of our plans,
strategies and intentions, or our future performance or goals, that are based upon management's current expectations. Our forward-looking statements can
often be identified by the use of forward-looking terminology such as “believes,” “expects,” “intends,” “may,” “will,” “should,” “plans,” “projects,”
“forecasts,” “outlook,” “anticipates” or similar terminology. 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, the impact of the COVID-19 pandemic
on our business, liquidity, financial condition and results of operations, including as a result of evolving public health requirements in response to the
pandemic such as government mandated facility closures, availability of employees, supply chain and distribution interruptions, customers’ inability or
refusal to accept product deliveries and the sufficiency of our current level of working capital to address our cash requirements; indications of a change in
the market cycles in the Semi Market or other markets we serve including as a result of the COVID-19 pandemic; changes in business conditions and
general economic conditions both domestically and globally; changes in the demand for semiconductors, generally and as a result of the COVID-19
pandemic; the success of our strategy to diversify our business by entering markets outside the Semi Market; our ability to successfully consolidate our
EMS operations without any impacts on customers shipments; the possibility of future acquisitions or dispositions and the successful integration of any
acquired operations; our ability to borrow funds or raise capital to finance potential acquisitions; changes in the rates and timing of capital expenditures by
our customers including as a result of the COVID-19 pandemic; success 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 Securities and Exchange Commission filings, including, but not
limited to, our annual report on Form 10-K for the year ended December 31, 2019, quarterly reports on Form 10-Q for the quarter ended March 31, 2020
and the quarter ended June 30, 2020 and subsequent quarterly reports on Form 10-Q. Any forward-looking statement made by us in this press release is
based only on information currently available to us and speaks to circumstances only as of the date on which it is made. We undertake 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 Investors:
Hugh T. Regan, Jr. Laura Guerrant-Oiye, Principal
Treasurer and Chief Financial Officer Guerrant Associates
Tel: 856-505-8999 laura@ga-ir.com

 Tel: (808) 960-2642
 
 

– tables follow –
 
 



 
 

SELECTED FINANCIAL DATA
(Unaudited)

(In thousands, except per share data)
 
 

Condensed Consolidated Statements of Operations Data: 
 
  Three Months Ended   Nine Months Ended  
  9/30/2020   9/30/2019   6/30/2020   9/30/2020   9/30/2019  
                     
Net revenues  $ 14,443  $ 14,632  $ 13,275  $ 38,948  $ 47,046 
Gross margin   6,450   7,205   6,067   17,384   22,760 
Operating expenses:                     

Selling expense   1,747   2,044   1,761   5,560   6,505 
Engineering and product development expense   1,316   1,261   1,217   3,825   3,753 
General and administrative expense   2,960   3,094   2,888   8,732   10,549 

Operating income (loss)   427   806   201   (733)   1,953 
Other income (loss)   6   (12)   (18)   (44)   3 
Earnings (loss) before income tax expense (benefit)   433   794   183   (777)   1,956 
Income tax expense (benefit)   (25)   147   13   (262)   358 
Net earnings (loss)   458   647   170   (515)   1,598 
                     
Net earnings (loss) per share – basic  $ 0.04  $ 0.06  $ 0.02  $ (0.05)  $ 0.15 
Weighted average shares outstanding – basic   10,270   10,421   10,252   10,248   10,406 
                     
Net earnings (loss) per share – diluted  $ 0.04  $ 0.06  $ 0.02  $ (0.05)  $ 0.15 
Weighted average shares outstanding – diluted   10,288   10,430   10,259   10,248   10,423 
 
 
Condensed Consolidated Balance Sheets Data:
 
  As of:  
  9/30/2020   6/30/2020   12/31/2019  
             
Cash and cash equivalents  $ 9,473  $ 7,424  $ 7,612 
Trade accounts receivable, net   9,533   9,457   9,296 
Inventories   6,924   7,930   7,182 
Total current assets   26,642   25,256   24,895 
Net property and equipment   2,417   2,295   2,420 
Total assets   62,789   59,858   59,715 
Accounts payable   2,203   2,618   1,984 
Accrued expenses   5,147   4,163   4,207 
Total current liabilities   9,284   8,790   8,361 
Noncurrent liabilities   8,682   6,889   6,520 
Total stockholders' equity   44,823   44,179   44,834 
 

 



 
 
Reconciliation of Net Earnings (Loss) (GAAP) to Adjusted Net Earnings (Non-GAAP) and Net Earnings (Loss) Per Share – Diluted (GAAP) to
Adjusted Net Earnings Per Share – Diluted (Non-GAAP):
 
  Three Months Ended   Nine Months Ended  
  9/30/2020   9/30/2019   6/30/2020   9/30/2020   9/30/2019  
                     
Net earnings (loss) (GAAP)  $ 458  $ 647  $ 170  $ (515)  $ 1,598 

Acquired intangible amortization   307   312   309   927   944 
Tax adjustments   (15)   (4)   (5)   (24)   (12)

Adjusted net earnings (Non-GAAP)  $ 750  $ 955  $ 474  $ 388  $ 2,530 
                     
Diluted weighted average shares outstanding   10,288   10,430   10,259   10,262   10,423 
                     
Net earnings (loss) per share – diluted:                     

Net earnings (loss) (GAAP)  $ 0.04  $ 0.06  $ 0.02  $ (0.05)  $ 0.15 
Acquired intangible amortization   0.03   0.03   0.03   0.09   0.09 
Tax adjustments   -   -   -   -   - 

Adjusted net earnings per share – diluted (Non-GAAP)  $ 0.07  $ 0.09  $ 0.05  $ 0.04  $ 0.24 
 
 
 
Reconciliation of Net Earnings (Loss) (GAAP) to EBITDA (Non-GAAP):
 
  Three Months Ended   Nine Months Ended  
  9/30/2020   9/30/2019   6/30/2020   9/30/2020   9/30/2019  
                     
Net earnings (loss) (GAAP)  $ 458  $ 647  $ 170  $ (515)  $ 1,598 

Acquired intangible amortization   307   312   309   927   944 
Interest expense   4   -   25   29   - 
Income tax expense (benefit)   (25)   147   13   (262)   358 
Depreciation   164   170   155   474   535 

                     
EBITDA (Non-GAAP)  $ 908  $ 1,276  $ 672  $ 653  $ 3,435 
 
 
 
Supplemental Information – Reconciliation of Fourth Quarter 2020 Estimated Net Earnings Per Share – Diluted (GAAP) to Estimated Adjusted
Net Earnings Per Share – Diluted (Non-GAAP):
 
  Low   High  
         
Estimated net loss per share – diluted (GAAP)  $ (0.08)  $ (0.03)

Estimated acquired intangible amortization   0.03   0.03 
Estimated tax adjustments   -   - 

Estimated adjusted net earnings (loss) per share – diluted (Non-GAAP)  $ (0.05)  $ 0.00 
 

###
 

 



 
EXHIBIT 99.2

 

 
inTEST Corporation

THIRD QUARTER 2020 FINANCIAL RESULTS ANNOUNCEMENT
CONFERENCE CALL SUPPLEMENTAL INFORMATION

NOVEMBER 10, 2020
 
 
inTEST Corporation (NYSE American: INTT) is providing Supplemental Information in conjunction with our 2020 third quarter press release in order to
provide shareholders and analysts with additional time and detail for analyzing our financial results in advance of our quarterly conference call. The
conference call will begin today, Tuesday, November 10, 2020, at 8:30 am EST. To access the conference call, please dial (323) 794-2598 or (800) 458-4121.
The passcode for the conference call is 1878028. Please reference the inTEST 2020 Q3 Financial Results Conference Call. In addition, a live webcast will be
available on inTEST’s website, www.intest.com under the “Investors” section and a replay of the webcast will be available for one year following the live
broadcast.
 
 
The historical roots of inTEST serve the inherently cyclical semiconductor market. In addition, we also serve a number of diversified growth markets for our
precision equipment. As the cornerstone of inTEST, the semiconductor market (Semi Market) is an important component of our business. Complementing
this market is our ‘Non-Semi’ market, which is referred to as ‘Multimarket.’ ‘Multimarket’ represents our diversification and refers to any markets other than
the semiconductor market. This stems from our strategic objective of growing our business in non-semiconductor markets both organically as well as through
acquisition. It is important to note that business within our Thermal segment can fall into either ‘Semi’ or ‘Multimarket,’ depending upon how our customers
utilize our products or upon their respective applications.
 
 
Please see the “Reconciliation of Net Earnings (GAAP) to EBITDA (Non-GAAP)” later in this document for more details on this non-GAAP financial
measure, as well as a reconciliation from net earnings to EBITDA.
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Summary of Business and Financial Highlights
 
Today we reported the following results for the third quarter of 2020:
 

 ● Bookings were $14.4 million, up 4% from $13.9 million reported for Q2 2020, and up 4% from $13.9 million reported for Q3 2019. Multimarket
bookings were 50% of total bookings for Q3 2020, compared to 48% in Q2 2020 and 52% in Q3 2019.

 ● Net revenues were $14.4 million, up 9% from $13.3 million reported for Q2 2020, and down 1% from $14.6 million reported for Q3 2019.
Multimarket net revenues were 49% of total net revenues for Q3 2020, compared to 48% in Q2 2020 and 51% in Q3 2019.

 ● Gross margin was $6.5 million or 45%, compared to $6.1 million or 46% reported for Q2 2020, and down from $7.2 million or 49% reported for Q3
2019.

 ● Operating income was $427,000, up from operating income of $201,000 reported for Q2 2020 and down from operating income of $806,000
reported for Q3 2019.

 ● Net earnings were $458,000 or $0.04 per diluted share, up from net earnings of $170,000 or $0.02 per diluted share reported for Q2 2020, and down
from net earnings of $647,000 or $0.06 per diluted share reported for Q3 2019.

 
Page 2 of 10



 
 
Summary of Bookings and Net Revenues
 
Bookings by end market served in dollars and as a percentage of total bookings and net revenues by end market served in dollars and as a percentage of total
net revenues for the periods presented:
 
($ in 000s)  Three Months Ended  
                  Change           Change  
  9/30/2020   6/30/2020   $   %   9/30/2019   $   %  
Bookings                                         

Industrial  $ 5,206   36.1% $ 3,476   25.0% $ 1,730   49.8% $ 4,978   35.9% $ 228   4.6%
Electronic Test   1,958   13.6%  3,143   22.6%  (1,185)   -37.7%  2,277   16.4%  (319)   -14.0%
Multimarket (Non-Semi)  $ 7,164   49.7% $ 6,619   47.6% $ 545   8.2% $ 7,255   52.4% $ (91)   -1.3%
Semi Market   7,263   50.3%  7,299   52.4%  (36)   -0.5%  6,602   47.6%  661   10.0%

  $ 14,427   100.0% $ 13,918   100.0% $ 509   3.7% $ 13,857   100.0% $ 570   4.1%
                                         
Net Revenues                                         

Industrial  $ 4,220   29.3% $ 3,899   29.5% $ 321   8.2% $ 5,758   39.4% $ (1,538)   -26.7%
Electronic Test   2,836   19.6%  2,518   19.0%  318   12.6%  1,748   11.9%  1,088   62.2%
Multimarket (Non-Semi)  $ 7,056   48.9% $ 6,417   48.3% $ 639   10.0% $ 7,506   51.3% $ (450)   -6.0%
Semi Market   7,387   51.1%  6,858   51.7%  529   7.7%  7,126   48.7%  261   3.7%

  $ 14,443   100.0% $ 13,275   100.0% $ 1,168   8.8% $ 14,632   100.0% $ (189)   -1.3%
 
 
Third quarter 2020 Multimarket bookings were $7.2 million, or 50% of total bookings, compared with $6.6 million, or 48% of total bookings in the second
quarter.
 
Third quarter 2020 Multimarket net revenues were $7.1 million, or 49% of total net revenues, compared with $6.4 million, or 48% of total net revenues in the
second quarter.
 
Top 10 customers represented 35% of year-to-date net revenues as of the end of the third quarter and there were no customers that exceeded 10% of net
revenues on a year-to-date basis.
 
Net revenues shipped into China for the nine months ended September 30, 2020 were $3.1 million or 8% of consolidated net revenues.
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Summary of Component Material Costs, Cost of Revenues and Gross Margin
 
Component material costs, cost of revenues and gross margin in dollars and as a percentage of total net revenues in the periods presented:
 
($ in 000s)  Three Months Ended  
  9/30/2020   6/30/2020   9/30/2019  
Consolidated                         

Component material costs  $ 5,033   34.8% $ 4,378   33.0% $ 4,595   31.4%
Cost of revenues  $ 7,993   55.3% $ 7,208   54.3% $ 7,427   50.8%
Gross margin  $ 6,450   44.7% $ 6,067   45.7% $ 7,205   49.2%

 
Third quarter 2020 gross margin was $6.5 million, or 45%, as compared with $6.1 million, or 46%, in the second quarter. The reduction in the gross margin
percentage was primarily the result of an increase in our consolidated component material costs from 33.0% in Q2 to 34.8% in Q3. The increase in our
component material costs in the third quarter of 2020 was driven by changes in both customer and product mix in our Thermal segment. This increase was
partially offset by an improvement in the absorption of our fixed manufacturing costs, which increased in absolute dollar terms by $56,000 or 2%
sequentially, but decreased as a percentage of net revenues from 18% in the second quarter to 17% in the third quarter due to the higher net revenue levels.
The increase in our fixed manufacturing costs was driven by increased salary and benefits expense in our Thermal segment.
 

Page 4 of 10



 
 
Summary of Results of Operations
 
Results of operations in dollars and as a percentage of total net revenues in the periods presented:
 
  Three Months Ended  
(Amounts in 000s, except per share data)               Change           Change  
  9/30/2020   6/30/2020   $   %   9/30/2019   $   %  
Net revenues  $ 14,443   100.0% $ 13,275   100.0% $ 1,168   8.8% $ 14,632   100.0% $ (189)   -1.3%
Cost of revenues   7,993   55.3%  7,208   54.3%  785   10.9%  7,427   50.8%  566   7.6%
Gross margin   6,450   44.7%  6,067   45.7%  383   6.3%  7,205   49.2%  (755)   -10.5%

Selling expense   1,747   12.1%  1,761   13.3%  (14)   -0.8%  2,044   14.0%  (297)   -14.5%
R&D expense   1,316   9.1%  1,217   9.2%  99   8.1%  1,261   8.6%  55   4.4%
G&A expense   2,960   20.5%  2,888   21.7%  72   2.5%  3,094   21.1%  (134)   -4.3%

Operating expenses   6,023   41.7%  5,866   44.2%  157   2.7%  6,399   43.7%  (376)   -5.9%
Operating income   427   3.0%  201   1.5%  226   112.4%  806   5.5%  (379)   -47.0%
Other income (expense)   6   0.0%  (18)   -0.1%  24   133.3%  (12)   -0.1%  18   150.0%
Pre-tax income   433   3.0%  183   1.4%  250   136.6%  794   5.4%  (361)   -45.5%
Income tax expense (benefit)   (25)   -0.2%  13   0.1%  (38)   292.3%  147   1.0%  (172)   -117.0%
Net income  $ 458   3.2% $ 170   1.3% $ 288   -169.4% $ 647   4.4% $ (189)   29.2%
                                         
Diluted EPS  $ 0.04      $ 0.02              $ 0.06             
Weighted Avg Shares - diluted   10,288       10,259               10,430             
                                         
EBITDA  $ 908   6.3% $ 672   5.1% $ 236   35.1% $ 1,276   8.7% $ (368)   -28.8%
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Results of Operations Highlights
 
Selling expense decreased by 1% sequentially to $1.7 million for the third quarter. The $14,000 decrease was driven primarily by reduced salary and benefit
costs.
 
Engineering and product development expense increased 8% sequentially to $1.3 million for the third quarter. The $99,000 increase was primarily driven by
higher levels of spending on product development materials and increased patent legal costs.
 
General and administrative expense increased 3% sequentially to $3.0 million in the third quarter. The $72,000 increase was driven primarily by non-
recurring costs related to our recent CEO transition, which totaled $248,000 in the third quarter.
 
Other income was $6,000 in the third quarter compared to other expense of $18,000 in the second quarter. Other income in the third quarter was driven by
increased foreign exchange gains during the period while other expense in the second quarter was driven by the interest expense on borrowings made under
our working capital line during the second quarter that we repaid prior to 6/30/2020.
 
We booked an income tax benefit of $25,000 in the third quarter, reflecting a (6)% effective tax rate. This compares to $13,000 of income tax expense
accrued in the second quarter, which reflected an effective tax rate of 7%. We expect that our effective tax rate in the fourth quarter will range from 25% to
26%.
 
For the quarter ended September 30, 2020, we had net earnings of $458,000 or $0.04 per diluted share, compared to $170,000 or $0.02 per diluted share for
the second quarter. As previously noted, included in third quarter results were non-recurring costs associated with our CEO transition, and when tax effected
these costs amounted to $0.02 per share. Excluding these non-recurring costs, our third quarter net earnings would have been $0.07 per diluted share.
 
Diluted weighted average shares outstanding were 10,287,562 for the third quarter of 2020. We issued 155,110 shares of restricted stock during the third
quarter, had forfeitures of 52,060 shares of restricted stock and did not repurchase any shares.
 
Depreciation expense was $164,000 for the third quarter (compared to $155,000 for the second quarter), while acquired intangible amortization was
$307,000 (compared to $309,000 for the second quarter). Restricted stock compensation expense was $85,000 for the second quarter of 2020 (compared to
$208,000 for the second quarter). The third quarter restricted stock compensation expense included the impact of the reversal of $117,000 in previously
accrued stock compensation expense on restricted stock and option awards issued to our former CEO that were forfeited upon his resignation.
 
EBITDA increased from $672,000 for the second quarter to $908,000 reported for the third quarter.
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Balance Sheet and Cash Flow Highlights
 
Cash and cash equivalents at the end of the third quarter were $9.5 million, up $2.1 million from June 30, 2020. During the quarter we had cash flow
provided by operations of $2.3 million. Cash at September 30, 2020, included $1.4 million in customer deposits, which increased $722,000 during the third
quarter. Today cash stands at $11.1 million. We currently expect cash and cash equivalents to decrease by 12/31/20 due to working capital demands as well as
to fund tenant improvements on our NJ facility.
 
Accounts receivable increased $76,000 to $9.5 million at September 30, 2020 with 61 DSO.
 
Inventories decreased $1.0 million to $6.9 million at September 30, 2020, which corresponded to 124 days of inventory.
 
Capital expenditures during the third quarter were $330,000, up from $110,000 in the second quarter. Included in the third quarter capital expenditures was
$202,000 for tenant improvements to our Mt. Laurel, NJ facility related to our EMS facility consolidation. We expect to spend another $202,000 in the fourth
quarter to complete these tenant improvements.
 
The backlog at the end of September was $8.7 million, essentially unchanged from June 30, 2020.
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Reconciliation of Net Earnings (GAAP) to EBITDA (Non-GAAP)
 
 
($ in 000s)  Three Months Ended  
  9/30/2020   6/30/2020   9/30/2019  
             
Net earnings (GAAP)  $ 458  $ 170  $ 647 

Acquired intangible amortization   307   309   312 
Interest expense   4   25   - 
Income tax expense (benefit)   (25)   13   147 
Depreciation   164   155   170 

EBITDA (Non-GAAP)  $ 908  $ 672  $ 1,276 
 
Non-GAAP Results
In addition to disclosing results that are determined in accordance with GAAP, we also disclose EBITDA, which is a non-GAAP financial measure. EBITDA
is derived by adding acquired intangible amortization, interest expense, income tax expense and depreciation to net earnings. This non-GAAP financial
measure is provided as a complement to the results provided in accordance with GAAP. EBITDA is a non-GAAP financial measure presented to provide
investors with meaningful, supplemental information regarding our baseline performance before acquired intangible amortization charges, income tax
expense (benefit) and depreciation as these expenses or income items may not be indicative of our current core business or future outlook. This non-GAAP
financial measure is 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 from net earnings to EBITDA, is contained in the table above. The
presentation of a non-GAAP financial measure 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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Summary of Non-Recurring Costs

Description  Q3 20   Q4 20  
      Low   High  
Costs associated with the CEO transition   248,032   20,000   20,000 
             
EMS Restructure and Consolidation             

Severance       50,000   100,000 
Facility consolidation costs (moving, production start up)       300,000   400,000 
Lease impairment charge       700,000   800,000 

Total EMS Restructure and Consolidation   -   1,050,000   1,300,000 
             
MA Lease Space Reduction       100,000   200,000 
             
Other Items (including renewal of $50M shelf S-3)       200,000   300,000 
   248,032   1,370,000   1,820,000 
Earnings adjusted for non-recurring items:             

Q3 20 GAAP Net Income   458,000         
Q3 20 Diluted Average Shares Outstanding   10,287,562         
Q3 GAAP Diluted Net EPS  $ 0.0445         

             
Q3 20 Tax effected non-recurring items - $   233,646         

- per share  $ 0.0227         
             

Q3 GAAP Net Income plus non-recurring items - $   691,646         
- per share  $ 0.0672         

 
  Low   High  

Q4 20 Tax effected non-recurring items - $   1,030,240   1,368,640 
- per share  $ 0.10  $ 0.13 

         
Q4 20 Estimated Diluted Net EPS GAAP Range  $ (0.08)  $ (0.03)
Q4 20 Estimated Diluted Net EPS GAAP plus non-recurring items Range  $ 0.02  $ 0.10 
         
Q4 20 Estimated Diluted Adjusted Net EPS Non-GAAP Range  $ (0.05)  $ - 
Q4 20 Estimated Diluted Net EPS Non-GAAP plus non-recurring items Range  $ 0.05  $ 0.13 
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Forward-Looking Statements
 
This supplemental information includes forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, as
amended. These statements do not convey historical information but relate to predicted or potential future events and financial results, such as statements
of our plans, strategies and intentions, or our future performance or goals, that are based upon management's current expectations. Our forward-looking
statements can often be identified by the use of forward-looking terminology such as “believes,” “expects,” “intends,” “may,” “will,” “should,” “plans,”
“projects,” “forecasts,” “outlook,” or “anticipates” or similar terminology. 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 supplemental information, such
risks and uncertainties include, but are not limited to, the impact of the COVID-19 pandemic on our business, liquidity, financial condition and results of
operations, including as a result of evolving public health requirements in response to the pandemic such as government mandated facility closures,
availability of employees, supply chain and distribution interruptions, customers’ inability or refusal to accept product deliveries and the sufficiency of our
current level of working capital to address our cash requirements; indications of a change in the market cycles in the Semi Market or other markets we
serve including as a result of the COVID-19 pandemic; changes in business conditions and general economic conditions both domestically and globally;
changes in the demand for semiconductors, generally and as a result of the COVID-19 pandemic; the success of our strategy to diversify our business by
entering markets outside the Semi Market; our ability to successfully consolidate our EMS operations without any impacts on customer shipments; the
possibility of future acquisitions or dispositions and the successful integration of any acquired operations; our ability to borrow funds or raise capital to
finance potential acquisitions; changes in the rates and timing of capital expenditures by our customers including as a result of the COVID-19 pandemic;
success 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 Securities and Exchange Commission filings, including, but not limited to, our annual report on Form 10-K for the year ended
December 31, 2019 and quarterly reports on Form 10-Q for the quarter ended March 31, 2020 and for the quarter ended June 30, 2020 and subsequent
quarterly reports on Form 10-Q. Any forward-looking statement made by us in this press release is based only on information currently available to us and
speaks to circumstances only as of the date on which it is made. We undertake no obligation to update the information in this supplemental information to
reflect events or circumstances after the date hereof or to reflect the occurrence of anticipated or unanticipated events.

 
###
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EXHIBIT 99.3
 
On November 10, 2020, 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 inTEST Corporation’s 2020 third quarter 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, you will need to press star, one, on your 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’s Investor Relations consultant, Laura Guerrant.
Please go ahead, Ma’am.
 
Laura Guerrant-Oiye, Investor Relations Consultant
 
Thank you, Marguerite. And thank you for joining us for inTEST’s 2020 third quarter financial results conference call. With us today are Nick Grant,
inTEST’s president and CEO, and Hugh Regan, Treasurer and Chief Financial Officer. Nick will briefly review the quarter’s highlights as well as current
business trends. Hugh will then review inTEST’s detailed financial results for the quarter and discuss guidance for the 2020 fourth quarter. We'll then have
time for any questions. If you’ve not yet received a copy of today's release, it can be obtained on inTEST’s website, www.intest.com. In addition to our press
release we have issued Supplemental Information in advance of this call, which can be downloaded from our website on the Investor Relations page just
mentioned. The Supplemental Information is offered to provide shareholders and analysts with additional time and detail for analyzing our results in advance
of the quarterly results conference call.
 
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. In addition to the factors mentioned in our press release, such risks and uncertainties include,
but are not limited to, the impact of the COVID-19 pandemic on our business, liquidity, financial condition and results of operations, including as a result of
evolving public health requirements in response to the pandemic such as government mandated facility closures, availability of employees, supply chain and
distribution interruptions, customers’ inability or refusal to accept product deliveries and the sufficiency of our current level of working capital to address our
cash requirements; indications of a change in the market cycles in the Semi Market or other markets we serve including as a result of the COVID-19
pandemic; changes in business conditions and general economic conditions both domestically and globally; changes in the demand for semiconductors,
generally and as a result of the COVID-19 pandemic; the success of our strategy to diversify our business by entering markets outside the Semi Market; our
ability to successfully consolidate our EMS operations without any impacts on customer shipments; the possibility of future acquisitions or dispositions and
the successful integration of any acquired operations; our ability to borrow funds or raise capital to finance potential acquisitions; changes in the rates and
timing of capital expenditures by our customers including as a result of the COVID-19 pandemic; success 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 Securities and Exchange Commission
filings, including, but not limited to, our annual report on Form 10-K for the year ended December 31, 2019 and quarterly reports on Form 10-Q for the
quarter ended March 31, 2020 and the quarter ended June 30, 2020 and subsequent quarterly reports on Form 10-Q. Any forward-looking statement made by
inTEST during this conference call is based only on information currently available to us and speaks to circumstances only as of the date on which it is made.
We undertake no obligation to update the information in this press release and conference call to reflect events or circumstances after the date hereof or to
reflect the occurrence of anticipated or unanticipated events.
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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 and conference call, which is posted on the investor page
of our website.
 
And lastly, we will be participating in the following virtual investor conferences in December: LD Micro, DA Davidson and the CEO Summit. And with that,
let me now turn the call over to Nick Grant. Please go ahead, Nick.
 
Nick Grant, President & CEO
 
Thank you, Laura, and welcome, everyone. Thanks for joining us for our third quarter 2020 financial results conference call. First of all, I hope all of you and
your families are healthy and staying safe. I am particularly pleased to be speaking with you all today as this is my first financial results call as inTEST’s
CEO and I would like to thank the entire InTEST team for embracing me into the organization in August and for delivering solid Q3 performance. Before we
go into the detail of our normal quarterly results review, I’d like to provide you a brief update on our response to COVID-19 and how we are managing
through it.
 
We continue to closely monitor all regions in which we operate to be sure that we are fully compliant with recommended local and national health
safeguards. The safety protocols implemented across the organization are being followed and have proven to be effective at protecting our employees while
allowing us to support our global customer base. I think our customers and employees alike are increasingly more confident with business in a COVID
world. We’ve been allowed to return to some of our customers’ facilities on a limited basis, and this has resulted in service revenues picking up in the third
quarter -- a change from what we saw in the second quarter where our service revenues declined given the limited ability and travel restrictions. For the third
quarter, service revenues exceeded $1.6 million, a 22% increase sequentially, and it appears that we are returning to pre-COVID levels. I would like to extend
my appreciation to the entire inTEST organization for how well they have responded to the pandemic. Obviously, we are not out of the woods yet with cases
rising globally; but I’m extremely proud of the resiliency the entire team has displayed.
 
Now let’s move on to the discussion of our financial performance for the third quarter.
In general, we are seeing improving conditions in most markets we serve, which is reflected in our quarterly results. Our solid third quarter financial results
were in line with our expectations, resulting in continued revenue and profitability growth; and while COVID 19-related challenges do continue to impact our
overall operating environment, order flow has continued to strengthen with a continuation of the uptick in orders that we experienced last quarter. In addition,
we are pleased to see good order activity from new customers as well.
 
In Q3 consolidated bookings of $14.4 million increased 4% sequentially and were evenly split between Multimarket and Semi markets. Holistically, a diverse
set of end applications are driving our business growth, confirming our diversification strategy. Third quarter Multimarket bookings increased 8% to $7.2
million, while Semi bookings for the same period were $7.2 million, consistent with those reported in Q2.
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Q3 consolidated revenues of $14.4 million increased 9% sequentially, and were at the high end of our guidance, largely fueled by the thermal related
component of the Semi market as well as the mil/aero markets. As a percentage of overall revenue, Semi comprised 51%, and Multimarkets were at 49%.
Semi revenues for the third quarter increased 8% sequentially to $7.4 million, and Q3 Multimarket revenues increased 10% to $7.0 million.
 
Now let’s turn to performance of our two operating business segments along with some customer highlights. This is actually my favorite part because I love
to talk about customers and to customers as this is where I learn the most about our products and their applications - and it allows me to identify areas where
we can better serve them in the future. Our Thermal segment consists of our Ambrell and iTS businesses while our other segment, EMS, is where the
founding business of the company resides. Thermal is responsible for all Multimarket revenue, as well as some of inTEST revenue from Semiconductor
front-end manufacturing and back-end test. EMS customers are all Semiconductor related.
 
So, let’s talk about Thermal, where we are making inroads across multiple industries and verticals. In Q3 thermal bookings of $11.0 million increased 5%
compared to Q2, and thermal net revenues for the quarter of $10.7 million were up 13% over the second quarter.
 
Now let me share some details of our recent successes: Our thermal Semi business continues to be strong this year, both front-end and back-end. A strategic
account placed additional orders for CVD applications in the quarter; there was significant quarter-over-quarter improvement in our Semi Lab business,
largely driven by the rebound in Europe; and we received a sizable COVID-19 related ThermoStream order for mask production from a new customer in
Europe.
 
Now shifting now to Multimarket, where we are focused on unique applications in different growth markets and verticals outside of semi. We continue to
penetrate the EV market, which is emerging as an important new market for us and is benefitting from continued investments. During the quarter we received
a sizable order from an integrator with considerable expertise in the automotive/EV industry as well as orders from a large domestic automotive manufacturer
and we received our first order from a startup EV truck manufacturer.
 
Our Ambrell business also launched the EKOHEAT Compact Series in Q3 and I’m happy to report we received our first order from a company that
specializes in steel/metal fabrication in Canada, and the unit will ship in Q4.
 
Notably for ITS, we are seeing increased customer adoption of our chiller products, fueling organic growth. In fact, chiller bookings and revenues both
exceeded $1 million in the quarter for the first time in the company’s history, with thermal bookings driven by cannabis extraction chillers from multiple
customers (three of whom were new this quarter) and revenues driven by Mil/Aero chiller shipments booked in 2020 and late Q4 2019.
 
Now let me turn to the EMS Segment, which predominantly serves production test for analog and mixed signal semiconductor applications. In the first half
of the year we saw an order flow resurgence after hitting the bottom of the cycle trough in Q4 of last year. Q3 EMS bookings of $3.4 million were roughly
flat sequentially, and EMS revenues of $3.7 million were marginally down 2%; however, we were successful in securing new customers during the quarter
and broadening our geographic reach.
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There are some really exciting developments around automation going on in the industry in which inTEST is taking a leading role by leveraging our
technology and creating new solutions and products. One such example is the transition to automated test cell solutions where we are making significant
inroads via our automated manipulators and our intelligent docking system. The intelligent test cell that results from the combination of these two systems is
highly compelling for customers. We are developing a presence in this emerging market and are pleased with our customer adoption and market traction to
date. With these innovative solutions we are poised to achieve deeper penetration in our current customer base and drive growth across the industry at new
accounts.
 
Now some highlights from EMS in the third quarter… EMS completed the installation of two automated manipulators to a medical device company who has
recognized the value of back end test automation and what combining the manipulator with our intelliDock can do to optimize back end wafer test. In fact,
the customer created a before and after video showing the advantages of the intelligent test cell in support of their future capital budget requests. Due to the
success of the systems, we have received word that the capital has been approved to purchase additional systems.
 
Additionally, EMS shipped and installed an initial system consisting of a manipulator and docking solution for a solid state disc drive and memory
application which should lead to additional follow on orders in 2021 from this customer. There are a couple things I want to highlight about this success. First
the memory space is not a market that we traditionally play in and provides an opportunity for further diversification within the semi space for us. Second,
this is an example of how we are making early investments in customers’ production tool sets in multiple areas and are participating in their next-generation
technology programs to better position us for the future … and it’s really great to see the efforts being made here to get us designed in early to drive adoption.
 
We will continue to further diversify in this space and expect that the new products being designed in and adopted during this year will lead to additional
traction going forward.
 
Now let’s shift gears from the business performance and let me share with you all some of my initial impressions since taking the helm of the company. As
you know, I officially started on August 24th -- and since then I’ve been immersed in all aspects of the organization. I have learned a tremendous amount in a
short period of time - and I decidedly like what I’m seeing and hearing.
 
I’ve spent a fair amount of time talking with customers and the overwhelming feedback themes I get are centered around our responsiveness, flexibility, deep
expertise, high quality and the overall reliability of our products. I had one customer explain a recent situation where they had a manufacturing test cell go
down one evening and after contacting us, our teams worked through the evening to assess the situation, implement a solution and we had them back up and
running in less than 14 hours. He went on to say such a failure doesn’t happen often, but when it does, he knows he can count on inTEST. Another customer
described inTEST as “a true solution provider” and views us as a key Business Partner in their forward strategy.
 
I also spoke with a few of our larger channel partners and it’s very clear that they value our product lines. A couple of them told me how at some point in the
past they had lost the inTEST product line and tried carrying competitive lines, which simply did not compare. I could hear in their voices their commitment
to inTEST. All in all, positive feedback across the board and I can’t wait until I can physically start visiting customers and seeing channel partners to further
strengthen relationships.
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Now shifting to my observations of the operating businesses within inTEST; as you can imagine, this is an area where I’ve been spending a lot of time
working with the teams, learning the products and applications, reviewing R&D projects and simply understanding the challenges the businesses are facing.
Collectively, I would describe the businesses as being customer focused, high quality, engineering organizations; which pride themselves on delivering
innovative solutions where other would-be competitors simply cannot. While they all play in very large markets, they generally focus on high-end, niche
segments where they can leverage their deep application expertise to differentiate themselves and command superior pricing and drive better margins. Across
all of our businesses I have seen strong commitments to succeed and high levels of employee engagement, which has been truly fantastic.
 
Now I’d like to speak a bit about product development efforts and what I am seeing and sensing. Because the inTEST reputation is for providing solutions
that others can’t, many of our shipments are highly designed custom systems and solutions which are largely configured for the unique customer needs.
These are important, and we deliver them extremely well. However, I believe we could benefit from more products that can be produced in common
production flows – providing more scalability through “standard product platforms.” Now the good news is we already have some of these today – notably,
most of Ambrell’s revenues come from their EZHEAT and EKOHEAT platforms as well as those from our ThermoStream products in iTS. These are really
successful product platforms - and several are the industry standards within their markets – especially for precision cooling in automatic testing of
semiconductors. These are products that scale very well in production where we offer base models with few options to leverage common subassemblies
which drives lower cost. Clearly there is an opportunity for iTS and EMS to do more platforming and standardizing like these products across their broader
portfolios. Likewise, there is an opportunity for all of the businesses to focus more on scalable opportunities rather than one-offs as we review quote requests.
Obviously, shifting more to this model is something that will take time, but I am a big believer in pursuing customer-driven solutions that can be applied
broadly and leverage standard products and components. My experience is this is a key avenue to growing a business and driving expanding margins. I
expect you’ll be hearing more about our efforts in these areas from us in future quarters. As I mentioned, it does not happen overnight, but we are starting to
address these processes now.
 
So…let me move on to business challenges. Clearly, the biggest challenge for us has been delivering sustainable growth. It would be easy to blame this on
the cyclical nature of the semi-ATE industry which accounts for about half of our sales; and while this is a clear obstacle to stability, there are many other
contributing factors that I am uncovering. One of them is that our businesses are primarily US-centric and by that, I mean we’re manufacturing in the US to
serve customers on a global scale. While this allows better utilization of our US factories, it makes it difficult to be successful today in international markets
especially when facing local competitors and rising shipping and logistics costs. Likewise, I am seeing what I believe are global front-end gaps we can work
to address -- gaps in such areas as sales coverage, key account management, and service. All of which, if addressed well, can drive sustainable top-line
improvement that adds nicely to the bottom line. Addressing these will require some adjustments and investments in our organization and that always takes
time, but I am very focused on prioritizing investments in those areas that can generate a near term impact. To help fund these investments we’ve initiated
some cost reduction activities in Q3 which were described in the recently published 8-Ks that included rightsizing our New Jersey EMS operation and
consolidation of our California manufacturing into New Jersey. What I like about these actions is that they not only provide cost reductions through footprint
optimization, but they also allow us to better serve customers through streamlined operations. As a result of these actions we will be taking some one-time
charges in Q4 associated with lease impairments, restructuring and facility improvements which Hugh will provide more details on shortly. These operational
upgrades that we are taking will position us for improving growth and profitability in 2021 and beyond.
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Finally, I know many of you are waiting to hear more on the forward strategy of the company now that there is a new CEO. I’m pleased to inform you that
last month I kicked off a three-day Strategic Planning exercise with my senior staff, to start to define where we are going and how we are going to get there.
Over the next couple of months, we will be fine tuning our plans and developing the initiatives to drive the business forward over the next 5 years. Today I
have tried to share with you some of my early perspectives– and I look forward to sharing more of the outcomes of these strategic discussions with you when
we report our fourth quarter financial results early next year.
 
So, to summarize, I want to send a huge thank you to the entire InTEST team for welcoming me into the organization and for delivering a truly solid quarter.
From this level of execution, we can build a foundation for positive change. I am excited to be here and I see real opportunities for all of us. I will now turn it
over to Hugh Regan, our CFO, to walk you through the details of our most recent quarter’s performance. Hugh, over to you…
 
Hugh Regan, Treasurer, CFO & Secretary
 
Thanks, Nick.
Our third quarter gross margin of 45% came in just below our guidance range and was down from 46% gross margin we reported for the second quarter,
reflecting a higher level of component material costs, which grew from 33.0% in Q2 to 34.8% in Q3. The increase in component material costs was driven
largely by product mix from higher shipments of chiller products, which as Nick discussed earlier, exceeded the million-dollar mark this quarter.
 
The increase in component material costs was partially offset by a more favorable absorption of our fixed production costs due to higher revenue levels.
While third quarter fixed manufacturing costs increased $56,000 or 2%, due primarily to increased salary and benefits costs, they declined as a percentage of
revenues from 18% in the second quarter to 17% in the third quarter.
 
Selling expense decreased by 1% sequentially to $1.7 million for the third quarter, driven primarily by lower salary and benefit costs.
 
Engineering and product development expense increased 8% sequentially to $1.3 million primarily as a result of higher levels of spending on product
development materials and increased patent legal costs.
 
General and administrative expense increased 3% sequentially to $3.0 million, driven primarily by non-recurring costs related to our recent CEO transition,
which totaled $248,000 in the third quarter (this amount is net of the reversal of $117,000 in previously accrued stock-based compensation).
 
We accrued an income tax benefit of $25,000 in the third quarter, reflecting a (6)% effective tax rate. This compares to $13,000 in income tax expensed
accrued in the second quarter, which reflected an effective tax rate of 7%. We expect that our effective tax rate in the fourth quarter will range from 25% to
26%.
 
For the third quarter we reported net earnings of $458,000 or $0.04 per diluted share, compared $170,000 or $0.02 per diluted share for the second quarter.
As previously noted, included in third quarter results were non-recurring costs associated with our recent CEO transition, and when tax effected these costs
amounted to $0.02 per diluted share. Excluding these non-recurring costs, our third quarter net earnings would have been $0.07 per diluted share.
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Diluted average shares outstanding were 10.3 million for the third quarter of 2020 and during the quarter, we issued 155,110 shares of restricted stock, and
had forfeitures of 52,060 shares of restricted stock and did not repurchase any shares.
 
EBITDA was $908,000 for the third quarter, up from $672,000 in the second quarter.
 
Consolidated headcount at September 30 was 200, an increase of 3 staff from the level we had at June 30.
 
I’ll now turn to our balance sheet.
 
Cash and cash equivalents grew by $2.1 million sequentially to $9.5 million and cash flow provided by operations was $2.3 million for the third quarter.
Cash at September 30 included $1.4 million in customer deposits, which had increased $722,000 sequentially. Cash today stands at $11.1 million. We
currently expect cash and cash equivalents to decrease by year end due to working capital demands as well as to fund tenant improvements for our NJ facility
which I will discuss later in this call.
 
Accounts receivable remained relatively unchanged from the prior quarter and was $9.5 million at September 30 with 61 DSO (down from 65 at June 30th).
 
Inventories declined $1.0 million or 13% sequentially to $6.9 million, driven by shipments during the quarter. Inventory had increased at the end of the
second quarter in preparation for shipments that were released early in the third quarter.
 
Capital expenditures during the third quarter were $330,000, up from $110,000 in the second quarter. Included in third quarter capital expenditures was
$202,000 for tenant improvements to our Mt. Laurel, New Jersey facility. We expect another $202,000 in the fourth quarter to complete these tenant
improvements.
 
Our backlog at September 30, was $8.7 million, relatively unchanged from June 30th.
 
As to guidance, as noted in our earnings release, we expect that net revenues for the quarter ending December 31, 2020 will be in the range of $14.0 million
to $15.0 million and that our GAAP financial results will range from a net loss of $(0.08) to $(0.03) per diluted share. On a non-GAAP basis, our adjusted
net loss per diluted share will range from $(0.05) per diluted share to breakeven results and we currently expect our fourth quarter gross margin will range
from 44% to 45%.
 
I will note that our fourth quarter operating results may be subject to increased volatility as a result of the planned consolidation of our EMS manufacturing
operations.
 
As Nick noted earlier in the call, we expect to incur non-recurring costs in the fourth quarter, which we expect will range from $1.4 million to $1.8 million. I
will now review these non-recurring charges, which are included in our fourth quarter guidance, and are summarized in our Q3 supplemental information.
The goal of most of these actions is to reduce cost and improve profitability and cash flow.
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One of these actions is the restructuring of our EMS Segment, which will involve a facility consolidation. In connection with this restructure, we recently
modified the lease on our Mt. Laurel, New Jersey facility to reduce the leased square footage by approximately 40% and extended the lease by 10 years. We
plan to move the manufacturing operations for our tester interface products from Fremont, California to Mt Laurel, New Jersey late in the fourth quarter. The
consolidation of manufacturing operations will result in the closure of our Fremont facility and the termination of certain employees at that location and is
expected to be substantially completed during the fourth quarter.
 
As a result of this action, we currently expect to incur cash charges for severance and other one-time termination benefits ranging from $50,000 to $100,000.
In addition, we expect to incur cash charges for other costs related to the facility consolidation, including moving costs and production start-up costs expected
to range from $300,000 to $400,000 and most of these costs are expected to be incurred in the fourth quarter. We intend to try and sublease our Fremont
facility when we cease manufacturing operations there, and we expect to record an impairment charge related to the right-of-use asset for the facility lease
and currently expect that the charge will range from $700,000 to $800,000. As a result of these actions, we expect to generate annual cost savings of
approximately $600,000 in our EMS segment.
 
We also plan to reduce the leased square footage in our Mansfield, MA facility by 6,100 square feet during the fourth quarter. This action is related to a
reduction of the administrative footprint caused by the recent CEO transition and the re-establishment of the Mt Laurel, NJ office as our corporate
headquarters. We intend to try and sublease this space and expect to record an impairment charge related to the right-of-use asset for this facility lease and
currently expect that charge will range from $100,000 to $200,000. As a result of this action, we expect to generate annual savings of approximately $90,000
split between Corporate and the iTS business unit of our Thermal segment.
 
We also plan to incur some other non-recurring costs during the fourth quarter related to various items including costs related to the renewal of our shelf
registration statement, which expires later this month.
 
If we were to exclude these non-recurring charges, which when tax effected range from $1.0 million or $0.10 per diluted share to $1.4 million or $0.13 per
diluted share, our guidance for the fourth quarter of 2020 would have been for GAAP net earnings per diluted share in the range of $0.02 to $0.10 per diluted
share and non-GAAP adjusted net earnings per diluted share in the range of $0.05 to $0.13 per diluted share.
 
Our guidance is predicated on business trends we are currently seeing as well as our expectations for the balance of the quarter.
 
Operator, that concludes our formal remarks. We can now take questions.
 
Q&A
 
Operator
[Operator Instructions]
We can now take our first question from Jaeson Schmidt from Lake Street.
 
Jaeson Schmidt
Hey, guys, thanks for taking my questions. Nick, just want to make sure I heard you correctly. That sort of the order momentum has been sustained here in
Q4 so far. And just curious if you could sort of comment on what you're seeing from order patterns in October and November.
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Nick Grant
Yeah, hi, Jaeson. And thanks for participating this morning. Yes, order patterns throughout Q3 we saw improving trend. And likewise, in our funnels and our
opportunity funnels that we're pursuing. And those trends have continued through in October and into November here as well for us. So as I mentioned, I
believe the world is dealing with COVID, and figuring out a way to operate in this COVID world that we're in and things are improving that we - across the
board - across most of our industries.
 
Jaeson Schmidt
Okay, that's helpful. And then you highlighted the EV market and that opportunity. Just curious if you could comment on why you're seeing so much success
and why you guys tend to win designs there.
 
Nick Grant
There were -- we got in early that I can tell, we partnered with the major in the EV space. And from that we've developed solutions that are robust for their
production of their motors, their steering columns and various other applications. So, we've proven that we've got the right products and the ability to deliver
the products to meet their growing needs, and others across the industry are seeing this as well. So we see this as an opportunity to continue to dig deeper and
with new applications, as well as the broad across the industry with new entrants and new customers in this space. I mean, the dynamics in the EV market are
-- should be positive for years and years to come. So, we see this as a key focus area for us.
 
Jaeson Schmidt
Okay, and the last one for me and I'll jump back into queue. Are you seeing any component or supply constraints? And I guess relatedly with all the moving
parts of the facility moves? Are you expecting any sort of correction in Q4? And is that accounted for within your Q4 guidance?
 
Nick Grant
Yes, a good question. As for supply chain challenges and that -- the team's done a great job in Q2 when COVID hit and all the challenges came at them. They
were literally making sure we had a robust supply of our components to be able to continue to deliver solutions for customers. So right now we aren't having
any supply chain challenges and yes, we have baked in the move the consolidation into New Jersey in our Q4 guidance.
 
Jaeson Schmidt
Okay, perfect. Thanks a lot, guys.
 
Nick Grant
Thanks, Jaeson.
 
Operator
We can now take our next question from Theodore O’Neill from Litchfield Hills Research.
 
Theodore O’Neill
Thank you, and congratulations on a good quarter. Nick, you covered enough stuff here this morning that we could spend hours on the phone. But I did want
to talk -- ask about the product development idea here that you'll move to more standard platform. I know in the semiconductor side of the business, it's
notoriously customized equipment for those customers. And I'm wondering how are you thinking about, what you can put in place to standardize some of
that?
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Nick Grant
Yes, no, I think we've got a really good start in this area. As I mentioned, and as you commented there, you can see that I like to dive into the applications and
the customers that get as close as I can to this. And we've launched our automated LS series manipulators, a few years back, and been gaining traction, I
would say, at a slow pace relative to market adoption, and targeted customer focus. But we've got now enough success with that, and our recently launched
the intelligent docking system, where you combine the two together, that really provides accuracy that can't be achieved by the manual approaches in the
past, so customers are seeing the benefits of the improved accuracy, as well as reduced footprint in it, which is extremely beneficial for their facilities on the
space required for us.
 
So, yes, this is this is really starting to take off, and it's doing more of that type platform where we've got base models, and as you say, notorious for
customization. We've got to try to have late stage customization and leverage as much components, standard components as possible there. So, yes, the EMS
team has been challenged to look across their broader portfolio and how and develop an approach more applicable in this area.
 
Theodore O’Neill
Okay, and in following up on the EV question, do you -- are the customers in the EV space, is that -- do you have to work with each individual EV maker or
is there some integrator that you work with?
 
Nick Grant
Yes, many of them work through integrators. So we're in with both; we trying to get ourselves established with the end users, EV makers to -- their R&D
teams are qualifying the operations and processes and that and so we're working very closely with them to get our tools specified. And then, obviously, a lot
of sales go through the integrators that are building the plants and operations and the lines that they're establishing in that. So it's a two prong approach.
 
Theodore O’Neill
Okay, thanks very much.
 
Nick Grant
Absolutely, Theo. Thank you.
 
Operator
We can now take our next question from Peter Wright from Intro-act.
 
Peter Wright
Great, thank you for taking my question. And Nick, congratulations on strong first quarter showing. My first question, Nick, for you is where do you see and
you had touched on lot of this, but framing it up, where do you see the lowest hanging fruit in the kind of the perspective of deeper versus broader? So
deeper, you discussed your service model, obviously having some easier comps, maybe with COVID. But how much room is there really to improve that
business? Also highlighting kind of the solution provider comment suggesting there's a lot more to do with your existing customers, making them bigger,
maybe if you think of it or help us quantify kind of average customer size, where it can go versus maybe broader. And one of the things you suggested was
filling some of the sales coverage gaps, just helping us understand where the lowest hanging fruit is, and what to be paying attention to most immediately.
And then Hugh, my question for you is your guidance suggests just at the midpoint, about $0.02 accretion on similar sales. And I'm trying to see if you can
help me understand where that might be coming from? I'm assuming that all of it is from the restructuring. If there are other things there that are already
yielding positive operating performance benefits. Then I have one follow up after that.
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Nick Grant
Great. Well, let me first start and I'll turn it over to Hugh to address your second half of the question there. So some of the low hanging fruit, I would say you
touched on certain scenario that I am a big believer in only it secures your entrance into the customer, but it drives higher margins for us. I mean, it's a key
enabler of customer satisfaction. So, today, we -- service revenues are roughly 8% to 10% of our total revenue there. And the opportunity to do more at this
area are plentiful, and what with the businesses to better provide the service coverage, not only from a feet on the street perspective, but also in our offerings
on the thus warranty agreement, or service agreements, and ongoing maintenance and care of the products and how we're approaching that.
 
So more to come in service as we finalize our strategic plan there. The other areas we've got, obviously, some gaps from sales coverage globally, that we've
got to improve on, I touched on our US centric approach. And so we're looking at exploring where our biggest market opportunities are, and where we would
benefit by having a presence rather direct or through a partner, and working to fill those gaps. The other areas there are being more competitive in these local
markets, and that may be areas that we would consider doing some late customization or assembly in regions where we're not doing any assembly today. So a
lot of areas to focus on and grow for our businesses there as we try to drive more globalization and better serve customers. Hugh, do you want to touch on the
comments, the question relative to the GAAP forecast.
 
Hugh Regan
Happy to do that, Nick. Peter. Yes, we're -- you're correct. We are seeing a slight improvement in operating profitability quarter-over-quarter and that's really
due primarily to expense, stronger expense control across the organization. Slightly better margin profile, but just marginally slightly better margin profile.
So it really has to do with better expense management across the board.
 
Peter Wright
Wonderful. And then my last follow up if I could is piggybacking on one of the other questions on the order pickup. If you were to characterize kind of the
pickup in bookings do you think that some of it is more of catch up from a below COVID low? Or do you see this as fresh demand and then in any color
there would be helpful?
 
Nick Grant
Yes, I think it's a combination. Obviously, we're getting some tailwinds with our current customers as they get more comfortable in this COVID world. But
clearly, as I tried to highlight in my commentary there that we're focusing on expanding wider and to new customers and driving more diversification for us
in areas that we are not today. So it's a combination that's going to fuel that growth for us going forward.
 
Peter Wright
Thank you very much, guys. Congratulations.
 
Nick Grant
Thanks, Peter.
 
Operator
We can now take our next question from Dick Ryan from Colliers.
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Dick Ryan
Thank you. So, Nick, one of the challenges you mentioned you're pretty heavy US centric in manufacturing is the implication that you're going to be
offshoring some manufacturing over time? And if so, how do you get that accomplished? Is that organic and/or acquisitive? And maybe that might tie into a
question of what are your -- what's your thoughts on M&A activity here? Are you pretty focused internally? Or there are some areas of acquisitions that you
might still be looking at?
 
Nick Grant
Yes, good question, Dick. So as the CEO, it's my job to ensure we're not missing out on global growth opportunities, and we've got to make sure we're
positioned properly to be successful in that. And today, I see it very challenging approach we're taking. So I do believe we need to have a presence in certain
large markets around the globe, where we can further penetrate and better serve customers there. And what we're at this point in stage, we're defining whether
that's organic or inorganic, how we would fill those gaps, but we're obviously looking at all avenues.
 
Dick Ryan
Okay, other than that, I mean, when you look at acquisition opportunities, would it be on the industrial side or on the semi side?
 
Nick Grant
I see opportunities for both industrial and semi; I think we've got some really strong products and customer relationships, but we can better serve these
customers with broader portfolios in both parts of our business, from thermal as well as the EMS segment there.
 
Dick Ryan
Okay. Thank you.
 
Nick Grant
Absolutely.
 
Operator
Thank you. Laura, I'll now turn the call over to you to address any questions that were submitted in advance. Thank you.
 
Laura Guerrant
Thank you, Marguerite. The first question came in: is there a role for inTEST associated with cold chain challenges in the delivery of a vaccine for COVID-
19? Can inTEST help keep the vaccine at very low temperature once closer to the point of vaccine delivery through your Thermonics-chillers? Is this an area
that inTEST can add value to?
 
Nick Grant
Yes, thanks, Laura. And obviously, the vaccine activity is ever changing had some good news from Pfizer this morning on that, but as you correctly pointed
out, ultra cold transportation, storage and transportation is critical it looks like for these vaccines, and it's an area that we're exploring with our chillers. As
you all probably know, we do very cold, ultra cold, extremely well. And so we're exploring this, but it's simply too early to know with any clarity how we'll
play or where we would play.
 
Laura Guerrant
Okay, thanks very much. And the second question that came in is what is your China exposure?
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Nick Grant
Yes, so business to date for China is roughly 8% of our top line, and which is down 200 basis points year-over-year which is largely driven we believe due to
the tariffs and our approach to this market on how we're trying to serve it from a US perspective. So it's not huge exposure for us, but it is 8% of our top line,
and we believe we can do better there. Now, we did receive like everyone else in the industry notification from the Department of Commerce, for shipments
going to SMIC and SMEC here in Q4, and that will require us to apply for a license and we are proceeding to do so. So we can continue to ship these
customers. Now SMIC, just a comment, SMIC and SMEC eally account for less than 1% of our business today. So not much risk there.
 
Laura Guerrant
Okay, perfect. There are no further questions. So, Nick, I'll turn the call back over to you for closing remarks.
 
Nick Grant
All right. Thanks, Laura. And thank you everyone for your interest in inTEST this morning. We appreciate your listening in. If you have further questions,
don't hesitate to call me, Hugh or Laura. And we look forward to seeing you all at the -- and participating on the online virtual conferences Laura mentioned
earlier. And look forward to updating you on our progress and when we report the results on the fourth quarter. So stay tuned, stay healthy and stay safe.
Thanks, everyone.
 
Operator
Thank you. That concludes today's conference. Thank you for your participation, ladies and gentlemen. You may now disconnect.
 

###
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