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Part I. FINANCIAL INFORMATION

Item 1: Financial Statements

RF INDUSTRIES, LTD.
CONDENSED BALANCE SHEETS

(Unaudited)

ASSETS July 31, 2007 October 31, 2006
(Unaudited) (Note 1)

CURRENT ASSETS

Cash and cash equivalents $ 4,959,070 $ 4,612,935
Investments in available-for-sale securities 2,856,696 2,252,589
Trade accounts receivable, net of allowance for doubtful
accounts of $42,305 and $45,653 1,877,402 2,053,402
Inventories 4,737,444 5,250,484
Other current assets 228,066 208,156
Deferred tax assets 259,900 196,075
TOTAL CURRENT ASSETS 14,918,578 14,573,641

Equipment and furnishings:
Equipment and tooling 1,760,538 1,662,822
Furniture and office equipment 386,799 386,137

2,147,337 2,048,959
Less accumulated depreciation 1,843,530 1,672,813
TOTAL 303,807 376,146

Goodwill 200,848 200,848
Amortizable intangible asset, net 43,333 73,333
Note receivable from stockholder 66,980 66,980
Other assets 28,087 28,087
TOTAL ASSETS $ 15,561,633 $ 15,319,035
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Item 1: Financial Statements (continued)

RF INDUSTRIES, LTD.
CONDENSED BALANCE SHEETS

(Unaudited)

July 31, 2007 October 31, 2006
(Unaudited) (Note 1)

LIABILITIES AND
STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES
Accounts payable $ 372,440 $ 441,203
Accrued expenses 434,690 603,351
Income taxes payable 381,126 719,864
TOTAL CURRENT LIABILITIES 1,188,256 1,764,418
Deferred tax liabilities 124,900 90,618
TOTAL LIABILITIES 1,313,156 1,855,036

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY
Common stock - authorized 10,000,000 shares of $0.01 par
value; 3,318,233 and 3,252,613 shares issued 33,182 32,526
Additional paid-in capital 5,315,135 4,582,897
Treasury stock, at cost, 78,792 shares (458,824)
Retained earnings 9,357,288 8,843,268
Accumulated other comprehensive income 1,696 5,308
TOTAL STOCKHOLDERS’ EQUITY 14,248,477 13,463,999
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 15,561,633 $ 15,319,035

See Notes to Condensed Unaudited Financial Statements
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Item 1: Financial Statements (continued)

RF INDUSTRIES, LTD.
CONDENSED STATEMENTS OF INCOME

(Unaudited)
Three Months Ended July 31 Nine Months Ended July 31
2007 2006 2007 2006

Net sales $ 4,313,346 $ 3,920,233 $ 10,848,465 $ 11,064,465

Cost of sales 2,264,283 1,989,226 6,016,255 5,781,047

Gross profit 2,049,063 1,931,007 4,832,210 5,283,418

Operating expenses:

Engineering 117,171 118,712 350,104 398,875

Selling and general 1,125,974 1,131,938 3,407,451 3,182,084

Totals 1,243,145 1,250,650 3,757,555 3,580,959

Operating income 805,918 680,357 1,074,655 1,702,459

Other income -
interest 89,608 76,291 287,278 182,374

Income before
provision for income
taxes 895,526 756,648 1,361,933 1,884,833

Provision for income
taxes 461,457 349,164 716,557 817,464

Net income $ 434,069 $ 407,484 $ 645,376 $ 1,067,369

Basic earnings per
share $ 0.13 $ 0.13 $ 0.20 $ 0.34

Diluted earnings per
share $ 0.12 $ 0.11 $ 0.17 $ 0.29

Basic weighted
average shares
outstanding 3,248,058 3,209,484 3,265,739 3,171,260

Diluted weighted
average shares
outstanding 3,693,613 3,723,927 3,766,200 3,694,522

Edgar Filing: R F INDUSTRIES LTD - Form 10QSB

4



Dividends paid $ 64,991 $ 131,356

See Notes to Condensed Unaudited Financial Statements
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Item 1: Financial Statements (continued)

RF INDUSTRIES, LTD.
CONDENSED STATEMENTS OF CASH FLOWS

NINE MONTHS ENDED JULY 31
(Unaudited)

2007 2006
OPERATING ACTIVITIES:
Net income $ 645,376 $ 1,067,369
Adjustments to reconcile net income to net cash provided by
operating activities:
Provision for bad debts (2,143) 11,140
Depreciation and amortization 200,717 200,173
Income tax benefit on non-qualified stock options (114,000) 188,900
Deferred income tax (29,543) (92,096)
Stock-based compensation expense 442,946 103,041
Changes in operating assets and liabilities:
Trade accounts receivable 178,142 108,586
Inventories 513,040 19,098
Income tax refund receivable/payable (224,737) 736,483
Other current assets (19,910) (59,764)
Accounts payable (68,763) 216,509
Accrued expenses (168,661) 131,986
Net cash provided by operating activities 1,352,464 2,631,425

INVESTING ACTIVITIES:
Purchase of available-for-sale securities (607,719) (4,680,869)
Maturity of available-for-sale securities - 1,035,000
Capital expenditures (98,378) (117,229)
Collection of notes receivable - 2,500
Collection of notes receivable from related parties - 29,750
Net cash used in investing activities (706,097) (3,730,848)

FINANCING ACTIVITIES:
Proceeds from exercise of stock options 175,948 157,035
Purchase of treasury stock (458,824) -
Income tax benefit on non-qualified stock options 114,000 -
Dividends paid (131,356) -
Net cash (used in) provided by financing activities (300,232) 157,035

Net increase (decrease) in cash and cash equivalents 346,135 (942,388)

Cash and cash equivalents at the beginning of the period 4,612,935 4,507,219

Cash and cash equivalents at the end of the period $ 4,959,070 $ 3,564,831

Supplemental disclosure of cash flow information:
Income taxes paid $ 966,551 -

$ (3,612) $ 21,148
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Effect of net increase (decrease) in fair value of
available-for-sale securities

See Notes to Condensed Unaudited Financial Statements
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RF INDUSTRIES, LTD.
NOTES TO CONDENSED UNAUDITED FINANCIAL STATEMENTS

Note 1 - Unaudited interim financial statements

The accompanying unaudited condensed financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America for interim financial information and with the
instructions to Form 10-QSB. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America for complete financial statements. In the
opinion of management, all adjustments (consisting only of normal recurring adjustments) have been included in order
to make the information not misleading. Information included in the balance sheet as of October 31, 2006 has been
derived from, and certain terms used herein are defined in, the audited financial statements of the Company as of
October 31, 2006 included in the Company’s Annual Report on Form 10-KSB for the year ended October 31, 2006 that
was previously filed with the Securities and Exchange Commission. Operating results for the three and nine month
periods ended July 31, 2007, are not necessarily indicative of the results that may be expected for the year ending
October 31, 2007. The unaudited condensed financial statements should be read in conjunction with the financial
statements and footnotes thereto included in the Company’s Annual Report on Form 10-KSB for the year ended
October 31, 2006.

Note 2 - Components of inventory

Inventories, consisting of materials, labor and manufacturing overhead, are stated at the lower of cost or market. Cost
has been determined using the weighted average cost method.

July 31, 2007 October 31, 2006
(Unaudited)

Raw materials and supplies $ 928,466 $ 1,038,857
Work in process 11,844 20,024
Finished goods 3,892,756 4,259,125
Inventory reserve (95,622) (67,522)

Total $ 4,737,444 $ 5,250,484

Purchases of connector products from two major vendors in the nine month period ended July 31, 2007, represented
13% and 12% compared to 46% and 12% of the total inventory purchases for the period ended July 31, 2006. The
Company has arrangements with these vendors to purchase product based on purchase orders periodically issued by
the Company.

Note 3 - Earnings per share

Basic earnings per share is computed by dividing net income by the weighted average number of common shares
outstanding during the period. Diluted earnings per share is computed by dividing net income by the weighted average
number of common shares outstanding increased by the effects of assuming that other potentially dilutive securities
(such as stock options) outstanding during the period had been exercised and the treasury stock method had been
applied. The greatest number of the assumed exercise of options to purchase 163,923 shares of the Company’s
common stock, at a price of $7.50 and $6.38 per share in any quarter of the nine months ended July 31, 2007, were not
included in the computation of diluted per share amounts because they were anti-dilutive for that purpose.

The following table summarizes the computation of basic and diluted weighted average shares outstanding:
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Three Months Ended July 31 Nine Months Ended July 31
2007 2006 2007 2006

Weighted average shares outstanding
for basic net earnings per share 3,248,058 3,209,484 3,265,739 3,171,260

Add effects of potentially dilutive
securities-assumed exercise of stock
options 445,555 514,443 500,461 523,262

Weighted average shares for diluted
net earnings per share 3,693,613 3,723,927 3,766,200 3,694,522

Note 4 - Stock Option Plan

Effective November 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 (revised
2004), “Share-Based Payment” (“SFAS 123R”). The Company elected to use the modified prospective transition method.
This method requires compensation cost to be recognized in the financial statements over the service period for the
fair value of all awards (including awards to employees) granted after the date of adoption as well as for existing
awards for which the requisite service had not been rendered as of the date of adoption and requires that prior periods
not be restated. The stock incentive plans provide for the granting of qualified and nonqualified options to our
officers, directors and employees. Outstanding options are generally exercisable one year after the date of the grant
and expire no more than ten years after the grant. The Company satisfies the exercise of options by issuing previously
unissued common shares. Prior to the adoption of SFAS 123R, the Company used the intrinsic value method to
account for stock options granted to employees and generally made no charges against earnings with respect to those
options at the date of grant since the employee options had exercise prices that were equal to the market price of the
Company’s stock on the grant date.

SFAS 123R requires that the Company elect an approved method to calculate the historical pool of windfall tax
benefits upon adoption of SFAS 123R within one year of its adoption. As of July 31, 2007, the Company has not
made that election.

For the three and nine months ended July 31, 2007, the adoption of SFAS 123R reduced income from operations by
$183,244 and $442,946, reduced net income by approximately $168,000 and $402,000 and reduced basic earnings per
share by $0.05 and $0.12, respectively, and diluted earnings per share by $0.05 and $0.11, respectively.

Also, in accordance with SFAS 123R, the Company presents the tax benefits from exercise of stock options in excess
of recognized expense as a cash flow from financing activities in the statement of cash flows.

No stock options were granted during the three months ended July 31, 2007. The weighted average fair value of
employee stock options granted in the nine months ended July 31, 2007 was estimated to be $3.64 per share using the
Black-Scholes option pricing model with the following assumptions:

Risk-free interest rate 5.00%

Dividend yield 0.00%

Expected life of the option 5 years

Volatility factor 57.00%
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Expected volatilities are based on historical volatility of the Company’s stock. The Company uses historical experience
with exercise and post-vesting employment termination behavior to determine the options’ expected life. The expected
life represents the period of time that options granted are expected to be outstanding. The risk-free rate is based on the
U.S. Treasury rate with a maturity date corresponding to the options’ expected life.

The Company’s historical net income and earnings per common share and pro forma net income and earnings per
common share assuming compensation cost had been determined for the nine months ended July 31, 2006 based on
the fair value instead of the intrinsic value at the grant date for all awards to the Company’s employees, using the
Black-Scholes option pricing model consistent with the provisions of SFAS 123R and amortized ratably over the
vesting period, are set forth below:

Three Months Ended
July 31, 2006

Nine Months Ended
July 31, 2006

Net income - as reported $ 407,484 $ 1,067,369
Add stock-based compensation recognized under APB 25 103,041 103,041
Deduct total stock-based employee compensation expense
determined under fair value-based method for all awards - net
of income tax effects (176,480) (253,045)

Net income - pro forma $ 334,045 $ 917,365

Basic earnings per share - as reported $ 0.13 $ 0.34

Basic earnings per share - pro forma $ 0.10 $ 0.29

Diluted earnings per share - as reported $ 0.11 $ 0.29

Diluted earnings per share - pro forma $ 0.09 $ 0.25

In accordance with the provisions of SFAS 123R, all other issuances of common stock, stock options to employees
and non-employees as the consideration for goods or services received by the Company are accounted for based on the
fair value of the equity instruments issued (unless the fair value of the consideration received can be more reliably
measured). Generally, the fair value of any options, warrants or similar equity instruments issued is estimated based
on the Black-Scholes option pricing model.

Issuances of Common Stock by the Company
During the nine months ended July 31, 2007, the Company received cash proceeds of $175,948 from the exercise of
options for the purchase of 65,620 shares of common stock.

RF Industries, Ltd. Stock Option Plans
Descriptions of the Company’s stock option plans are included in Note 7 of the Company’s Annual Report on Form
10-KSB for the year ended October 31, 2006. A summary of the status of the options granted under the Company’s
stock option plans as of July 31, 2007 and the changes in options outstanding during the nine months then ended is
presented in the table that follows:
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Shares

Weighted
Average Exercise

Price

Weighted Average
Remaining

Contractual Term

Aggregate
Intrinsic
Value

Outstanding at beginning of
period 974,122 $ 3.05
Options granted 10,000 $ 6.72
Options exercised (65,620) $ 2.68
Options canceled or expired (780) $ 6.58
Options outstanding at end of
period 917,722 $ 3.12 7.04 years $ 2,651,781
Options exercisable at end of
period 634,464 $ 2.22 6.65 years $ 2,173,381

As of July 31, 2007, $237,181 of expense with respect to nonvested share-based arrangements has yet to be
recognized and is expected to be recognized over a weighted average period of 0.9 years.

The total intrinsic value of stock options exercised during the nine months ended July 31, 2007 was $350,292.

Note 5 - Concentration of Credit Risk

One customer accounted for approximately 18% and 17% of the Company’s net sales for the three and nine months
ended July 31, 2007. One customer accounted for 16% and 18% of the Company’s net sales for the three and nine
month periods ended July 31, 2006. Although this customer has been a customer of the Company continuously during
the past six years, the written agreement with this customer does not have any minimum purchase obligations and the
customer could stop buying the Company’s products at any time and for any reason. A reduction, delay or cancellation
of orders from this customer or the loss of this customer could significantly reduce the Company’s revenues and
profits. The Company cannot provide assurance that this customer or any of its current customers will continue to
place orders, that orders by existing customers will continue at current or historical levels, or that the Company will be
able to obtain orders from new customers.

Note 6 - Geographic Information

The Company attributes sales to geographic areas based on the location of the customers. The following table presents
the sales of the Company by geographic area for the three and nine month periods ended July 31, 2007 and 2006:

Three Months Ended July 31 Nine Months Ended July 31
2007 2006 2007 2006

United States $ 3,823,593 $ 3,491,307 $ 9,299,607 $ 9,907,119

Foreign countries 489,753 428,926 1,548,858 1,157,346

$ 4,313,346 $ 3,920,233 $ 10,848,465 $ 11,064,465
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Note 7 - Income tax provision

The income tax provision reflected in the accompanying unaudited condensed statement of income for the three and
nine months ended July 31, 2007 is different than the expected tax provision computed based on the pre-tax income
and the applicable statutory Federal income tax rate of 34% and the state income tax rate, net of Federal tax effects, of
5.83%. Interim tax provisions are determined using an estimate of the annual effective tax rate. As of July 31, 2007,
the Company estimated that its effective annual tax rate for the year ending October 31, 2007 will be approximately
53%, which is above the expected statutory rate primarily as a result of permanent differences between income before
taxes for financial reporting purposes and taxable income. The most significant permanent difference was related to
the portion of compensation expense recognized for financial reporting purposes that was attributed to the noncash
charges recorded under SFAS 123R for the fair value of qualified incentive stock options, or ISOs, granted to
employees, which are generally not deductible for tax reporting purposes. The Company’s provision for income taxes
was approximately $461,500 and $716,600 for the three and nine months ended July 31, 2007, respectively.

Note 8 - Investments

As of July 31, 2007, available-for-sale securities consisted of investments in auction-rate securities consisting of
various municipal bonds. Although the auction-rate securities have long-term maturities, their dividend rates reset
every seven to ten days through a Dutch auction process and management believes, but cannot assure, that the
Company can liquidate them on a short-term basis at their original cost, Accordingly, they have been classified as
current assets.

Note 9 - Subsequent Events

Effective September 1, 2007, the Company acquired the business and substantially all of the assets of Radiomobile
Inc., a privately held San Diego, California, based OEM provider of end-to-end mobile management solutions
implemented over wireless networks. Radiomobile Inc. will operate as a separate division and will supplement the
operations of the Company’s Neulink division. The aggregate purchase price that the Company is required to pay for
the Radiomobile Inc. assets depends upon the revenues generated by the new Radiomobile division during the next
three years. If all of the revenue targets are met, the total purchase price payable by the Company for the Radiomobile
Inc. business will be $700,000, of which $400,000 will be payable in shares of the Company’s common stock and the
balance will be payable in cash. The shares to be issued by the Company as part of the purchase price are valued at
$5.66 per share.

On September 7, 2007, the Board of Directors of the Company declared a quarterly cash dividend of $0.02 per share.
The dividend date of record is September 30, 2007 and the payment date to stockholders will be October 16, 2007.
Based on the Company’s current financial condition and its current operations, the foregoing dividend payment is not
expected to have a material impact on the Company’s liquidity or capital resources.

Item 2: Management’s Discussion and Analysis or Plan of Operation

This report contains forward-looking statements. These statements relate to future events or the Company’s future
financial performance. In some cases, you can identify forward-looking statements by terminology such as “may,” “will,”
“should,” “except,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential” or “continue,” the negative of such terms or other
comparable terminology. These statements are only predictions. Actual events or results may differ materially.

Although the Company believes that the expectations reflected in the forward-looking statements are reasonable, the
Company cannot guarantee future results, levels of activity, performance or achievements. Moreover, neither the
Company, nor any other person, assumes responsibility for the accuracy and completeness of the forward-looking
statements. The Company is under no obligation to update any of the forward-looking statements after the filing of
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this Quarterly Report on Form 10-QSB to conform such statements to actual results or to changes in its expectations.
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The following discussion should be read in conjunction with the Company’s financial statements and the related notes
and other financial information appearing elsewhere in this Form 10-QSB. Readers are also urged to carefully review
and consider the various disclosures made by the Company which attempt to advise interested parties of the factors
which affect the Company’s business, including without limitation the disclosures made under the caption
“Management’s Discussion and Analysis and Plan of Operation,” under the caption “Risk Factors,” and the audited
financial statements and related notes included in the Company’s Annual Report filed on Form 10-KSB for the year
ended October 31, 2006 and other reports and filings made with the Securities and Exchange Commission.

Critical Accounting Policies

The financial statements of the Company are prepared in conformity with accounting principles generally accepted in
the United States of America (“GAAP”). The preparation of these financial statements requires the Company’s
management to make estimates and assumptions about future events that affect the amounts reported in the financial
statements and related notes. Future events and their effects cannot be determined with absolute certainty. Therefore,
the determination of estimates requires the exercise of judgment. The Company’s significant accounting policies are
summarized in Note 1 to the financial statements contained in its Annual Report on Form 10-KSB filed for the fiscal
year ended October 31, 2006.

Executive Overview

The Company markets connectors and cables to numerous industries for use in thousands of products, primarily for
the wireless marketplace. In addition, to a limited extent, the Company also markets wireless products that incorporate
connectors and cables. Since sales of Company’s RF connectors and cable assemblies divisions represented 81% and
86% of the Company’s net sales during the three and nine month periods ended July 31, 2007, the Company’s results of
operations and liquidity are principally dependent upon the results of its RF connector and cable operations.

Liquidity and Capital Resources

Management believes that existing current assets and the amount of cash it anticipates it will generate from current
operations will be sufficient to fund the anticipated liquidity and capital resource needs of the Company for at least
twelve months. The Company does not, however, currently have any commercial banking arrangements providing for
loans, credit facilities or similar matters should the Company need to obtain additional capital. Management’s beliefs
that its existing assets and the cash expected to be generated from operations will be sufficient during the current fiscal
year are based on the following:

§  As of July 31, 2007, the amount of cash and cash equivalents was equal to $4,959,070 in aggregate and the
Company had $2,856,696 of investments in available-for-sale securities.

§  As of July 31, 2007, the Company had $14,918,578 in current assets and $1,188,256 in current liabilities.

§  As of July 31, 2007, the Company had no outstanding indebtedness (other than accounts payable, income taxes
payable and accrued expenses).

The Company does not believe it will need material additional capital equipment in the next twelve months. In the
past, the Company has financed some of its equipment and furnishings requirements through capital leases. No
additional capital equipment purchases have been currently identified that would require significant additional leasing
or capital expenditures during the next twelve months. Management also believes that based on the Company’s current
financial condition, the absence of outstanding bank debt and recent operating results, the Company would be able to
obtain bank loans to finance its expansion, if necessary, although there can be no assurance any bank loan would be
obtainable or, if obtained, would be on favorable terms or conditions.
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The Company recognized net income of $645,376 for the nine months ended July 31, 2007. The Company realized
positive cash flows of $1,352,464 from its operating activities for the same period.

Trade accounts receivable (net of allowances for doubtful accounts) at July 31, 2007 decreased approximately 9%, or
by $176,000 to $1,877,402 compared to the October 31, 2006 balance of $2,053,402. The decrease in accounts
receivable is due to both decrease in net sales for the nine months ended July 31, 2007 compared with the same period
in the prior year and to improved receivables management and collection efforts by the Company.

Inventories at July 31, 2007 decreased approximately 10%, or $513,040 to $4,737,444 compared to $5,250,484 on
October 31, 2006. The Company has been adjusting its inventory purchases during the last fiscal quarter to reflect the
decrease in sales.

Other current assets, including prepaid expenses and deposits, increased $19,910 to $228,066 as of July 31, 2007,
from $208,156 on October 31, 2006.

Accounts payable at July 31, 2007 decreased $68,763 to $372,440 from $441,203 on October 31, 2006. The change in
accounts payable is merely the result of the timing of invoices received and payments made.

Net cash used in investing activities was $706,097 for the nine months ended July 31, 2007 and was attributed to the
purchase of available-for-sale securities and capital asset acquisitions.

Net cash used in financing activities was $300,232 for the nine months ended July 31, 2007, and was attributable to
$175,948 of proceeds from the exercise of stock options and $114,000 to the tax benefit on non-qualified stock
options, $458,824 used to purchase 78,792 shares of treasury stock, and $131,356 used to pay cash dividends.

As of July 31, 2007, the Company had a total of $4,959,070 of cash and cash equivalents compared to a total of
$4,612,935 of cash and cash equivalents on October 31, 2006. However, the amount of investments in
available-for-sale securities increased by $604,107 to $2,856,696 from $2,252,589 on October 31, 2006. The
Company had working capital of $13,730,322 as of July 31, 2007 and a current ratio of approximately 13:1.

On September 7, 2007, the Board of Directors of the Company declared a quarterly cash dividend of $0.02 per share.
The dividend date of record is September 30, 2007 and the payment date to stockholders is October 16, 2007. Based
on the Company’s current financial condition and its current operations, the foregoing dividend payment is not
expected to have a material impact on the Company’s liquidity or capital resources.

Results of Operations

Three Months Ended July 31, 2007 vs. Three Months Ended July 31, 2006

Net sales in the current fiscal quarter ended July 31, 2007, increased 10%, or $393,113 to $4,313,346 from $3,920,233
in the comparable fiscal quarter in the prior year, due primarily to increased sales of the RF connectors and increased
sale of RF Neulink products. The increase in RF Neulink sales reflects increased purchases by the US Military of
wireless connector and cable products. The increase in RF connector sales is due primarily to the build out of
infrastructure by wireless providers during this period. The Company believes demand for its RF connectors should
remain strong during the next quarter as the recent consolidation of wireless providers that caused a slow-down in
sales appears to have been completed.

Foreign sales represent $428,926 or approximately 11% of net sales for the period ended July 31, 2006 and accounted
for approximately 11% of net sales during the three month period ended July 31, 2007. Foreign sales for the fiscal
quarter ended July 31, 2007 increased by $60,827 to $489,753 as compared to the fiscal quarter in the prior year.
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Approximately 8% of the Company’s net sales are primarily due to cable assembly sales to one major international
customer.
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The Company’s gross profit as a percentage of sales declined from 49% to 48% during the current fiscal quarter
compared to the same fiscal quarter last year. The decline in gross margins during the current quarter resulted from the
increase in sales of lower margin cable assembly products compared to sales of higher margin connector products. The
revenue mix of connectors to cable assembly products was different in this three month period compared to the
current three month period last year. The Company’s labor costs also increased during the 2007 fiscal quarter
compared to the comparable quarter last year due to changes in the accounting for stock options. As a result of the
adoption of FAS 123R, the Company incurred an additional $31,807 cost of sales expense related to employee stock
options. Overall, the Company’s four smaller divisions have significantly lower gross margins than the RF Connector
and Cable Assembly division. Since the connector and cable assembly products net sales decreased as a percentage of
the Company’s total sales (overall connector and cable sales represented 81% of net sales in the current three month
period, compared to 86% in the comparable period of the prior year), the increase in sales of lower margin divisions
reduced the combined gross margins in the current period.

Engineering expenses decreased 1%, or $1,541 to $117,171 from $118,712 in the comparable quarter of the prior
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