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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

☒ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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or
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(State or other jurisdiction (I.R.S. Employer
of incorporation or organization) Identification No.)

22 East Broadway

Gardner, Massachusetts 01440

(Address of principal executive offices) (Zip Code)

(978) 630-1800

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act: None

Securities registered pursuant to Section 12(g) of the Act: Common Stock, $0.01 par value

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
☐ Yes ☒ No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. ☐ Yes ☒
No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. ☒ Yes  ☐ No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit and post such files). ☒ Yes ☐ No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ☒
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act:

Large accelerated filer ☐Accelerated filer ☐
Non-accelerated filer ☐ Smaller reporting company ☒

Emerging growth company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act. ☐ Yes ☒ No

The aggregate market value of the voting and non-voting common stock held by non-affiliates of the registrant on
December 29, 2017 was approximately $2,406,427 based on a total of 5,869,334 shares of the registrant’s common
stock held by non-affiliates on December 29, 2017, at the closing price of $0.41 per share as reported on the OTCQB
market on December 29, 2017.

The number of shares of outstanding common stock of the registrant as of September 15, 2018 was 10,297,139.

Documents incorporated by reference:  None
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PART I

This Annual Report contains forward-looking statements as defined under the federal securities laws. All statements
other than statements of historical facts included in this Annual Report on Form 10-K regarding our financial
performance, business strategy and plans and objectives of management for future operations and any other future
events are forward-looking statements and based on our beliefs and assumptions. Words such as “may,” “will,” “expect,”
“might,” “believe,” “anticipate,” “intend,” “could,” “estimate,” “project,” “plan,” and other similar words are one way to identify such
forward-looking statements. Actual results could vary materially from these forward-looking statements. Such
statements reflect our current view with respect to future events and are subject to certain risks, uncertainties, and
assumptions including, without limitation, those risks and uncertainties contained in the Risk Factors section of this
Annual Report on Form 10-K and our other filings made with the SEC. Although we believe that our expectations are
reasonable, we can give no assurance that such expectations will prove to be correct. Based upon changing
conditions, any one or more of these events described herein as anticipated, believed, estimated, expected or intended
may not occur. All prior and subsequent written and oral forward-looking statements attributable to our Company or
persons acting on our behalf are expressly qualified in their entirety by this cautionary statement. We do not intend to
update any of the forward-looking statements after the date of this Annual Report to conform these statements to
actual results or to changes in our expectations, except as required by law.

ITEM 1.  BUSINESS.

Overview

We have been developing and manufacturing advanced optical instruments since 1982. Today, the majority of our
business is the design and manufacture of high-quality medical devices and approximately 17% of our revenue in
fiscal year 2018 is from the design and manufacture of military and industrial products. Our medical instrumentation
line includes traditional endoscopes and endocouplers as well as other custom imaging and illumination products for
use in minimally invasive surgical procedures. Much of our recent development efforts have been targeted at the
development of next generation endoscopes. Over the last ten years, we have funded internal research and
development programs to develop next generation capabilities for designing and manufacturing 3D endoscopes and
very small Microprecision™ lenses, anticipating future requirements as the surgical community continues to demand
smaller and more enhanced imaging systems for minimally invasive surgery. Our unique proprietary technology in
these areas, combined with recent developments in the areas of 3D displays and millimeter sized CMOS image
sensors, has allowed us to begin commercialization of these technologies. Thus, over 30% of our revenues in each of
the fiscal years 2016, 2017 and 2018 were derived from engineering and design services we performed for our
customers to incorporate our technologies and capabilities into their medical device products. We believe that new
products based on these technologies provide enhanced imaging for existing surgical procedures which help to enable
development of many new medical device products and related medical procedures. Over 50% of our total revenues in
fiscal years 2016, 2017 and 2018 were derived from the assembly and manufacture of endoscopic medical devises,
sub-assemblies and optical components ordered by our customers and usually developed from the engineering and
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design services we perform for them. We expect sales revenue increases to come from the orders from our customers
to manufacture the products we help them engineer and design.

History

We incorporated in Massachusetts in December 1982 and have been publicly-owned since November 1990.
References to our Company contained herein include our two wholly-owned subsidiaries, Precise Medical, Inc. and
Wood’s Precision Optics Corporation, Limited, except where the context otherwise requires. Our website is
www.poci.com. Information contained on our website does not constitute part of this report.

Principal Products and Services

Our Current Core Business: Since 1982, we have manufactured medical products such as endoscopes and
endocouplers. We have developed and sold endoscopes incorporating various optical technologies including our
proprietary Lenslock™ technology, for use in a variety of minimally invasive surgical and diagnostic procedures. Today,
we produce endoscopes for various applications, which are CE marked and therefore certified for sale throughout the
European Economic Area. Since 1985, we have developed, manufactured and sold a proprietary product line of
endocouplers. We also design and manufacture custom optical medical devices to satisfy our customers’ specific
requirements. In addition to medical devices, we also manufacture and sell components and assemblies specially
designed for industrial and military use.

1
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Microprecision™ Lenses and Micro Medical Cameras: While the size of endoscopes has gradually decreased over time,
the widespread use of very small endoscopes, with diameters of one millimeter or smaller, has been limited, in part,
we believe, by the inability of traditional lens fabrication methods to support these smaller sizes with good image
quality and acceptable manufacturing costs. We believe our Microprecision™ optics technology provides a solution to
this problem. Combined with recent advances by other companies in complementary metal-oxide-semiconductor, or
CMOS, image sensor fabrication techniques, our Microprecision™ lenses and proprietary manufacturing techniques
enable the manufacture of micro medical cameras at low prices and with sizes on the order of one millimeter or less,
characteristics that make them well suited to medical applications.

In June 2015, we announced a partnership with OmniVision Technologies, Inc., and Fujikura, Ltd., in which we
jointly developed a CMOS based camera module with a diameter of 1.6 mm and 400 x 400 pixel resolution,
representing superior image quality for camera modules of its size. In June 2017 OmniVision Technologies, Inc.
announced our collaboration with them in the development of an even smaller, high-quality optical solution based on
a newly developed OmniVision image sensor integrated with our Microprecsion™ lenses. This solution enables even
smaller diameter endoscopes for use in medical procedures.

We are currently engaged in development projects with numerous customers to design and produce even smaller
CMOS based camera modules together with customized illumination using various technologies to match the needs of
the medical device endoscopes. We are also currently designing disposable versions of our camera modules and
assemblies designed for single-use and reduced risk of contamination from repeated use. We believe these on-going
improvements are significant to the continued evolution and acceptance of our Microprecision™ technology platform. 

We have been engaged by various customers for an increasing amount of development work relating to the design of
endoscopes and camera assemblies that utilize our Microprecision™ technology. We have now received two production
orders exceeding $1 each from two customers for their custom designed products, and we believe in the future we will
receive follow-on orders from these customers as well as production orders from other customers currently in our
engineering and design pipeline.

3D Endoscopes: Our 3D endoscopes provide next generation optical imaging for minimally invasive surgical
procedures that utilize hand-held rigid endoscopes by using the brain’s natural ability to perceive depth, which is the
third dimension, by viewing one’s environment through two eyes. Utilizing our proprietary technology to provide
independent images to right and left eyes, surgeons can view the operative field with 3D perception.

Competition and Markets
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We sell our products in a highly competitive market and we compete for business with both foreign and domestic
manufacturers. Many of our current competitors are larger than us and have substantially greater resources than we do.
In addition, there is an ongoing risk that other domestic or foreign companies who do not currently service or
manufacture products for our target markets, some with greater experience in the optics industry and greater financial
resources than we have, may seek to produce products or services that compete directly with ours.

While our resources are substantially more limited than those of some of our competitors, we believe that we can
compete successfully in this market on the basis of product quality, price, delivery and innovation. Our success will
depend, in part, on our ability to maintain a technological advantage over our competitors. To this end, we intend to
continue to aggressively support and augment our internal engineering, research and development resources and to
aggressively pursue patent protection for existing and new technology. We believe that our unique technical
capabilities in the areas of Microprecision™ optics, micro medical cameras and illumination, as well as 3D endoscopes
currently represent competitive advantages for us in the minimally invasive surgical device market.

2
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Market Opportunities

Microprecision™ Lenses and Micro Medical Cameras: While other approaches exist for the manufacture of camera
lenses, we design custom camera module assemblies with the combined objectives of low cost, small size, range of
optical specifications and high image quality desired by our customer’s device specifications. By enabling the
production of millimeter sized and smaller cameras with low manufacturing costs, we believe our Microprecision™
technology opens the possibility to replace existing re-sterilizable endoscopes with a single-use alternative. Also, the
small size of our Microprecision™ lenses and micro medical cameras combined with our proprietary illumination
techniques can provide visualization for existing procedures that are currently performed blind or with sub-optimal
imaging, and we believe can facilitate the development of new surgical procedures that are currently impractical
without sub-millimeter visualization instrumentation.

3D Endoscopes and Robotic Surgery Systems: 3D endoscopes have been used for many years as part of robotic
surgery systems partly because the market price of robotic surgery systems is high enough to support the cost of a
high quality custom 3D display. Competition amongst medical device companies, many of which are our customers
for other products, in the area of 3D robotic surgery systems is increasing, and various companies are now pursuing
less expensive, procedure specific robotic systems. We believe our experience and expertise in 3D endoscopes for
medical applications could be a benefit to various companies in this area that could provide us with new product
development and manufacturing opportunities.

Sales and Marketing

We market our engineering design and manufacturing services relating to 3D endoscopes, Microprecision™ optical
components and micro medical cameras by leveraging our existing relationships with major medical device
companies – many of whom are current customers. We intend to make our existing and future technologies available to
our customers for use in their current and newly developed minimally invasive surgical products and to eventually
develop and market our own proprietary products, which incorporate these new technologies. In addition to direct
sales channels through our existing customer relationships and referrals, we also develop new sales opportunities
through our website, email mailings and attendance at market specific tradeshows.

International Business

We have had negligible direct export sales to date. However, our medical products have received the CE mark
certification, which permits sales into the European Economic Area and which benefits our customers as they market
their products manufactured by us or containing our sub-assemblies into markets outside the United States. In the
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future, we may establish or use additional production facilities overseas to produce key components for our business,
such as lenses. From the 1990s through approximately 2014, we maintained a physical presence in Asia to support
business and quality control activities throughout the region as needed. We continue to acquire various optical
components from overseas to meet the needs of custom device designs. We believe that the availability of specialized
components and cost savings from various overseas production resources is essential to our ability to deliver complex
and unique device designs and to compete on a price basis in the medical products area particularly and to our
profitability generally.

Research and Development

We believe that our future success depends, to a large degree, on our ability to continue to conceive and develop new
optical products and technologies to enhance the performance characteristics and methods of manufacture of existing
and new products. Although development work on behalf of customers is almost entirely performed under revenue
generating contracts and customer purchase orders, research and development expenses are incurred on our own
proprietary products and technology, such as Microprecision™ optics, micro medical cameras and 3D endoscopes.
Accordingly, we treat engineering expenses not consumed in customer contracted development and our investment of
funds and resources in internal product and intellectual property development as research and development expense in
the accompanying statement of operations. For the years ended June 30, 2018 and 2017, research and development
expenses were $456,377 and $464,162, respectively.

3
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Raw Materials and Principal Suppliers

A key raw material component for our products is precision grade optical glass, which we obtain from a few suppliers,
principally SCHOTT North America, Inc. and Ohara Corporation.

We obtain CMOS sensors used in our development of endoscope products for our customers from various suppliers
including OmniVision Technologies, Inc., and AWAIBA Lda. We believe that while the number of sources of supply
is limited for the CMOS sensors with the specifications used in medical device endoscopes we develop, the
manufacturing capacities of those suppliers is adequate to meet our demand in the next twelve months. Likewise, a
limited number of suppliers provide CMOS electronic cabling services for the smallest sensors, such as FujiKura, Ltd.
and NET USA, Inc., and High Speed Interconnects. However, we believe our demand for these services is relatively
small compared to these companies’ and others’ capacities for CMOS sensor electronic cabling services.

Patents and Trademarks

We rely, in part, upon patents, trade secrets and proprietary knowledge as well as personnel policies and employee
confidentiality agreements concerning inventions and other creative efforts to develop and maintain our competitive
position. We plan to file for patents, copyrights and trademarks in the United States and in other appropriate countries
to protect our intellectual property rights to the greatest extent practicable. We currently hold rights to various United
States patents, and have patent applications pending, including applications for our new generation of micro medical
cameras and 3D endoscopes. Our current patent portfolio includes patents, rights to patents and patent applications
that cover various aspects of our technology in the following areas:

—Medical devices;
—3-D endoscopes;
—Microprecision™ lenses and micro medical cameras;
—Military products.

The patents contained in our current patent portfolio have various expiration dates through May 2036. We are not
aware of any infringements of these patents. While we believe that our pending applications relate to patentable
devices or concepts, these patents may not ultimately be issued and we may not be able to successfully defend these
patents or effectively limit the development of competitive products and services.
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In July 2011, we entered into an asset purchase agreement with Intuitive Surgical Operations, Inc., in which we
received $2.5 million in connection with the sale of certain intellectual property. Pursuant to the agreement, we agreed
to assign to Intuitive Surgical all of the issued and non-expired patents and pending patent applications that we held on
the date of the agreement, and in return, Intuitive Surgical agreed to grant to us a royalty-free, worldwide license to
these patents in fields outside of medical robotics.

We intend to continue to innovate and extend our technological capabilities in the areas of 3-D endoscopy
Microprecision™ optics, micro medical cameras, and related illumination techniques, and to aggressively pursue patent
protection for such developments.

Employees

As of June 30, 2018, we had 30 employees, 26 of which were full-time employees. There were 20 employees in
manufacturing, 6 in engineering/research and development and 4 in finance and administration. We are not a party to
any collective bargaining agreements. We believe our relations with our employees are very good.

4
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Customers

Revenues from our largest customers, as a percentage of total revenues, for fiscal years 2018 and 2017 were as
follows:

2018 2017
Customer A 16 5
Customer B 14 10
Customer C 8 10
Customer D 4 11
All Others 58 64

100 % 100 %

No other customer accounted for more than 10% of our revenues in fiscal years 2018 and 2017. At June 30, 2018, our
four largest customer account receivable balances were 22%, 16%, 13%, and 13%, respectively, of total accounts
receivable. At June 30, 2017, our five largest account receivable balances were 16%, 15%, 12%, 12%, and 11% of the
total accounts receivable. No other accounts accounted for more than 10% of accounts receivable at June 30, 2018 or
2017.

Environmental Matters

Our operations are subject to a variety of federal, state and local laws and regulations relating to the discharge of
materials into the environment or otherwise relative to the protection of the environment. From time to time, we use a
small amount of hazardous materials in our operations. We believe that we currently comply with all applicable
environmental laws and regulations and intend to do our best efforts to remain in compliance.

Government Regulations

Domestic Regulation. We currently develop, manufacture and sell several medical products, the marketing of which is
subject to governmental regulation in the United States. Medical devices are regulated in the United States by the
Food and Drug Administration, or FDA, and, in some cases, by certain state agencies. The FDA regulates the
research, testing, manufacture, safety, effectiveness, labeling, promotion and distribution of medical devices in the
United States. Generally, medical devices require clearance or approval prior to commercial distribution. Additionally,
certain material changes to, and changes in, intended uses of, medical devices are also subject to FDA review and
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clearance or approval. Non-compliance with applicable requirements can result in failure of the FDA to grant
pre-market clearance or approval, withdrawal or suspension of approval, suspension of production, or the imposition
of various other penalties.

We previously notified the FDA of our intent to market our endoscopes, image couplers, beamsplitters, adapters and
video ophthalmoscopes, and the FDA has determined that we may market such devices, subject to the general control
provisions of the Food, Drug and Cosmetic Act. We obtained this FDA permission without the need to undergo a
lengthy and expensive approval process due to the FDA’s determination that such devices met the regulatory standard
of being substantially equivalent to existing FDA-approved devices.

In the future, we plan to market additional medical devices that may require the FDA’s permission to market such
products. We may also develop additional products or seek to sell some of our current or future medical products in a
manner that requires us to obtain the permission of the FDA to market such products, as well as the regulatory
approval or license of other federal, state and local agencies or similar agencies in other countries. The FDA has
authority to conduct detailed inspections of manufacturing plants in order to assure that “good manufacturing practices”
are being followed in the manufacture of medical devices, to require periodic reporting of product defects to the FDA
and to prohibit the sale of devices, which do not comply with law.

5
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Foreign Requirements. Sales of medical device products outside the United States are subject to foreign regulatory
requirements that may vary from country to country. Our failure to comply with foreign regulatory requirements
would jeopardize our ability to market and sell our products in foreign jurisdictions. The regulatory environment in
the European Union member countries of the European Economic Area for medical device products differs from that
in the United States. Medical devices sold in the European Economic Area must bear the Conformité Européenne, or
CE mark. Devices are classified by manufacturers according to the risks they represent, with a classification of Class
III representing the highest risk devices and Class I representing the lowest risk devices. Once a device has been
classified, the manufacturer can follow one of a series of conformity assessment routes, typically through a registered
quality system, and demonstrate compliance to a “European Notified Body.” The CE mark may then be applied to the
device. Maintenance of the system is ensured through annual on-site audits by the notified body and a post-market
surveillance system requiring the manufacturer to submit serious complaints to the appropriate governmental
authority. All of our medical products are manufactured in conformity with the CE mark requirements.

ITEM 1A.  RISK FACTORS.

RISKS RELATED TO OUR BUSINESS

In addition to the other information set forth in this annual report, you should carefully consider the following factors,
which could materially affect our business, financial condition or results of operations in future periods. The risks
described below are not the only risks facing our Company. The following information should be read together and in
conjunction with “Forward-Looking Statements,” “Item 1. Business,” “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” our consolidated financial statements and the accompanying notes
thereto. Additional risks not currently known to us or that we currently deem to be immaterial also may materially
adversely affect our business, financial condition or results of operations in future periods. 

As of June 30, 2018 and September 17, 2018, we may have to pursue additional funding for our operations if we do
not maintain adequate sales revenues.

For the year ended June 30, 2018, net cash provided by operating activities was $100,657, and our net loss for the year
was $351,390. As of June 30, 2018, we had $402,738 in cash and cash equivalents, $769,923 of accounts receivable
and $1,932,844 of current liabilities, including $857,842 of customer advances paid against open purchase orders from
our customers. If we do not maintain adequate sales revenue, we may not have sufficient cash to continue operations
without obtaining additional funding for operations. We may have to pursue several options to manage cash flow and
raise capital including issuing debt, equity or entering into a strategic alliance. The sale of additional equity or
convertible debt securities would result in additional dilution to our stockholders, and debt financing, if available, may
involve restrictive covenants that could restrict our operations or finances. Financing may not be available in amounts
or on terms acceptable to us, if at all. If we cannot raise funds on acceptable terms or achieve positive cash flow, we
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may not be able to continue to conduct operations, develop new products, grow market share, take advantage of future
opportunities or respond to competitive pressures or unanticipated requirements, any of which would negatively
impact our business, operating results and financial condition.

We have a history of losses, we may continue to incur losses and we may never achieve profitability; and we may
need to raise additional funds.

6
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During the years ended June 30, 2018 and 2017, we incurred net losses of $351,390 and $1,006,457, respectively. Our
accumulated deficit at June 30, 2018 amounted to $45,022,122. We had working capital of $481,876 and $479,604 as
of June 30, 2018 and 2017, respectively. During the year ended June 30, 2018, net cash provided by operating
activities amounted to $100,657. We may continue incurring losses for the foreseeable future and may never achieve
sustained profitability. We must generate sufficient cash flow or raise additional capital to pursue our product
development initiatives, penetrate markets for the sale of our products and continue to conduct operations. We cannot
provide any assurance that we will raise additional capital. We believe that we have access to capital resources
through possible public or private equity offerings, debt financings, corporate collaborations, strategic alliances, or
other means. We may not raise enough capital to meet our needs and we may have to raise additional capital in the
future. If we are unable to secure additional capital, we may be required to curtail our research and development
initiatives and take additional measures to reduce costs in order to conserve our cash in amounts sufficient to sustain
operations and meet our obligations. These measures could cause significant delays in our efforts to further
commercialize our products and complete development projects and manufacturing services for our customers, which
are critical to the realization of our business plan and to our future operations.

We rely on a small number of customers who may not consistently purchase our products in the future and if we
lose any one of these customers, our revenues may decline.

In the fiscal year ended June 30, 2018, our two largest customers represented approximately 16%, and 14%,
respectively, of our total revenues. In the fiscal year ended June 30, 2017, our three largest customers represented
approximately 11%, 10%, and 10%, respectively, of our total revenues. No other customer accounted for more than
10% of our revenues during those periods. At June 30, 2018, our four largest customer account receivable balances
were 22%, 16%, 13%, and 13%, respectively, of total accounts receivable. At June 30, 2017, our five largest account
receivable balances were 16%, 15%, 12%, 12%, and 11%, respectively, of the total accounts receivable.

In the future, a small number of customers may continue to represent a significant portion of our total revenues in any
given period. These customers may not consistently purchase our products at a particular rate over any subsequent
period. A loss of any of these customers could adversely affect our revenues.

We could suffer unrecoverable losses on our customers’ accounts receivable, which would adversely affect our
financial results.

At June 30, 2018, our four largest customer account receivable balances were 22%, 16%, 13%, and 13%, respectively,
of total accounts receivable. While we believe we have a varied customer base and have experienced strong
collections in the past, we may experience changes in our customer base, including reductions in purchasing
commitments, which could also have a material adverse effect on our revenues and liquidity. Additionally, our
customers could become unable or unwilling to pay amounts owed to us. During fiscal 2018, we recorded a $227,500
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reserve against accounts receivable amounts owed to us by one customer that has not been able to pay us for design
services we provided. We have not purchased insurance on our accounts receivable balances. Large uncollectible
accounts receivable balances could have a material adverse effect on our financial condition.

We rely heavily upon the talents of our Chief Executive Officer, the loss of whom could damage our business.

Our performance depends, to a large extent, on a small number of key scientific, technical, managerial and marketing
personnel. In particular, we believe our success is highly dependent upon the services and reputation of our Chief
Executive Officer, Dr. Joseph N. Forkey. The loss of Dr. Forkey’s services could damage our business. Dr. Forkey
provides highly valuable contributions to our capabilities in optical instrument development, in management of new
technology and in potentially significant longer-term Company initiatives.

7
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We must continue to be able to attract employees with the scientific and technical skills that our business requires
and if we are unable to attract and retain such individuals, our business could be severely damaged.

Our ability to attract employees with a high degree of scientific and technical talent is crucial to the success of our
business. There is intense competition for the services of such persons and we cannot guarantee that we will be able to
attract and retain individuals possessing the necessary qualifications. If we cannot attract such individuals, we may not
be able to perform the necessary design services for our customers or produce our products causing damage to our
business or an inability to meet customer demand or increase revenues.

We are subject to a high degree of regulatory oversight and, if we do not continue to receive the necessary
regulatory approvals, our revenues may decline.

The FDA has granted us clearance to manufacture and market the medical products we currently sell in the United
States. However, prior FDA approval may be required before we can market additional medical products that we may
develop in the future. We may also seek to sell current or future medical products in a manner that requires us to
obtain FDA permission to market such products. We may also require the regulatory approval or license of other
federal, state or local agencies or comparable agencies in other countries.

We may lose the FDA’s permission to manufacture and market our current products or may not obtain the necessary
regulatory permission, approvals or licenses for the manufacturing or marketing of any of our future products. Also,
we cannot predict the impact on our business of FDA regulations or determinations arising from future legislation or
administrative action. If we lose the FDA’s permission to manufacture and market our current products or we do not
obtain regulatory permission to manufacture and market our future products, our revenues may decline and our
business may be harmed.

We face risks inherent in product development and production under fixed-price purchase orders and these
purchase orders may not be profitable over time.

A portion of our business has been devoted to research, development and production under fixed-price purchase
orders. For our purposes, a fixed-price purchase order is any purchase order under which we will provide products or
services for a fixed-price over an extended period of time, usually six months or longer. Fixed-price purchase orders
represented approximately 25% to 50% of our total revenues during the last several years. We expect that revenues
from fixed-price purchase orders will continue to represent a significant portion of our total revenues in future fiscal
years.
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Because they involve performance over time, we cannot predict with certainty the expenses involved in meeting our
obligations under fixed-price purchase orders. Therefore, we can never be sure at the time we enter into any single
fixed-price purchase order that such purchase order will continue to be profitable for us throughout the fixed-price
period.

We primarily perform engineering and manufacturing services for our customers who could decide to use another
vendor for these services in the future.

A significant portion of our revenues are derived from engineering and manufacturing services that we perform to
design and fabricate medical device products or sub-assemblies of medical device products for our customers who in
turn sell the products to the end users. Our customers typically own the proprietary rights to and control commercial
distribution of the final products. Therefore, in many of these cases we do not own the proprietary rights to the
medical device products that we manufacture or that our sub-assemblies are made a part of. Our customers could
decide to use other suppliers for these services based on cost, quality, delivery time, production capacities,
competitive and regulatory considerations or other factors. Thus, revenues from our customers and the products and
services we provide them are subject to significant fluctuation on a product to product basis from period to period.

8
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Third parties may infringe on our intellectual property and, as a result, we could incur significant expense in
protecting our patents or not have sufficient resources to protect them.

We utilize a number of licensed patents that are important to our business. In July 2011, we entered into an asset
purchase agreement with Intuitive Surgical Operations, Inc., in which we received $2.5 million in connection with the
sale of certain intellectual property. Pursuant to the agreement, we agreed to assign to Intuitive Surgical all of the
issued and non-expired patents and pending patent applications we held at the time of the agreement and, in
return, Intuitive Surgical agreed to grant to us a royalty-free, worldwide license to these patents in fields outside of
medical robotics.

Although we are not currently aware of any past or present infringements of our patents, we plan, jointly with Intuitive
Surgical, to protect these patents from infringement and obtain additional patents whenever feasible. To this end, we
have obtained confidentiality agreements from our employees and consultants and others who have access to the
design of our products and other proprietary information. Protecting and obtaining patents, however, is both time
consuming and expensive. We therefore may not have the resources necessary to assert all potential patent
infringement claims or pursue all patents that might be available to us. If our competitors or other third parties infringe
on our patents, our business may be harmed.

Third parties may claim that we have infringed on their patents and, as a result, we could be prohibited from using
all or part of any technology used in our products.

Should third parties claim a proprietary right to all or part of any technology that we use in our products, such a claim,
regardless of its merit, could involve us in costly litigation. If successful, such a claim could also result in us being
unable to freely use the technology that was the subject of the claim, or sell products embodying such technology. If
we engage in litigation, our expenses may increase and our business may be harmed. If we are prohibited from using a
particular technology in our products, our revenues may decline and our business may be harmed.

We depend on the availability of certain key supplies and services that are available from only a few sources and if
we experience difficulty with a supplier, we may have difficulty finding alternative sources of these supplies or
services.

We require certain key supplies to develop and manufacture our products, particularly our precision grade optical
glass, which is available from only a few sources, each of which is located outside of the United States. Additionally,
we rely on outside vendors to grind and polish certain of our lenses and other optical components, such as prisms and
windows. We also rely on a limited number of suppliers for specialized CMOS sensors and the electronic wiring of
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those sensors. Based upon our ordering experience to date, we believe the materials and services required for the
production of our products are currently available in sufficient quantities to meet our needs. Our requirements are
small relative to the total supply, and we are not currently encountering problems with availability. However, this does
not mean that we will continue to have timely access to adequate supplies of essential materials and services in the
future or that supplies of these materials and services will be available on satisfactory terms when the need arises. Our
business could be severely damaged if we become unable to procure these essential materials and services in adequate
quantities and at acceptable prices.

From time to time, subcontractors may produce some of our products for us, and our business is subject to the risk that
these subcontractors fail to make timely delivery. Our products and services are also used as components of the
products and services of other manufacturers. We are therefore subject to the risk that manufacturers who integrate our
products or services into their own products or services are unable to acquire essential supplies and services from third
parties in a timely fashion. If this occurs, we may not be able to deliver our products on a timely basis and our
revenues may decline.

9
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Our customers may claim that the products we sold them were defective and if our insurance is not sufficient to
cover such a claim, we would be liable for the excess.

Like any manufacturer, we are and always have been exposed to liability claims resulting from the use of our
products. We maintain product liability insurance to cover us in the event of liability claims, and as of September 22,
2018, no such claims have been asserted or threatened against us. However, our insurance may not be sufficient to
cover all possible future product liabilities.

We would be liable if our business operations harmed the environment and a failure to maintain compliance with
environmental laws could severely damage our business.

Our operations are subject to a variety of federal, state and local laws and regulations relating to the protection of the
environment. From time to time, we use hazardous materials in our operations. Although we believe that we are in
compliance with all applicable environmental laws and regulations, our business could be severely damaged by any
failure to maintain such compliance.

Our quarterly financial results vary quarter to quarter and depend on many factors. As a result, we cannot predict
with a high degree of certainty our operating results in any particular fiscal quarter.

Our quarterly operating results may vary significantly depending upon factors such as:

—the timing of completion of significant customer orders;

—the timing and amount of our research and development expenditures;

—the costs of initial product production in connection with new products;

—the timing of new product introductions—both by us and by our competitors;

—the timing and level of market acceptance of new products or enhanced versions of our existing products;
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—our ability to retain existing customers and customers’ continued demand for our products and services;

—our customers’ inventory levels, and levels of demand for our customers’ products and services; and

—competitive pricing pressures.

We may not be able to grow or sustain revenues or achieve or maintain profitability on a quarterly or annual basis and
levels of revenue and/or profitability may vary from one such period to another.

Some of our competitors are large, well-financed companies who have research and marketing capabilities that are
superior to ours.

The industries in which we operate are highly competitive. Many of our existing and potential competitors have
greater financial resources and manufacturing capabilities, more established and larger marketing and sales
organizations and larger technical staffs than we have. Other companies, some with greater experience in the optics,
semiconductor or medical products industries, are seeking to produce products and services that compete with our
products and services.
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RISKS RELATED TO OUR STOCK

Trading in our common stock is limited and the price of our common stock may be subject to substantial volatility.

Our common stock is quoted on OTCQB, the OTC market tier for companies that report to the SEC, under the symbol
PEYE. We expect our common stock to continue to be quoted on the OTCQB for the foreseeable future.
Broker-dealers may decline to trade in OTCQB stocks given the market for such securities is often limited, the stocks
are more volatile and the risk to investors is greater. These factors may reduce the potential market for our common
stock by reducing the number of potential investors. This may make it more difficult for investors in our common
stock to sell shares to third parties or to otherwise dispose of their shares. This could cause our stock price to decline. 

Additionally, the price of our common stock may be volatile as a result of a number of factors, including, but not
limited to, the following:

—our ability to successfully conceive and to develop new products and services to enhance the performancecharacteristics and methods of manufacture of existing products;

—our ability to retain existing customers and customers’ continued demand for our products and services;

—the timing of our research and development expenditures and of new product introductions;

—the timing and level of acceptance of new products or enhanced versions of our existing products; and

—price and volume fluctuations in the stock market at large which do not relate to our operating performance.

“Penny stock” rules may make buying or selling our securities difficult which may make our stock less liquid and
make it harder for investors to buy and sell our securities.

Trading in our securities is subject to the SEC’s “penny stock” rule and we anticipate that trading in our securities will
continue to be subject to the penny stock rules for the foreseeable future. The SEC has adopted regulations that
generally define a penny stock to be any equity security that has a market price of less than $5.00 per share, subject to
certain exceptions. These rules require that any broker-dealer who recommends our securities to persons other than

Edgar Filing: PRECISION OPTICS CORPORATION, INC. - Form 10-K

26



prior customers and accredited investors must, prior to the sale, make a special written suitability determination for the
purchaser and receive the purchaser’s written agreement to execute the transaction. Unless an exception is available,
the regulations require the delivery, prior to any transaction involving a penny stock, of a disclosure schedule
explaining the penny stock market and the risks associated with trading in the penny stock market. In addition,
broker-dealers must disclose commissions payable to both the broker-dealer and the registered representative and
current quotations for the securities they offer. The additional burdens imposed upon broker-dealers by these
requirements may discourage broker-dealers from recommending transactions in our securities, which could severely
limit the liquidity of our securities and consequently adversely affect the market price for our securities.
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We are contractually obligated to issue shares in the future, diluting your interest in us.

As of June 30, 2018, there were 1,055,700 shares of our common stock issuable upon exercise of stock options
outstanding, at a weighted average exercise price of $0.76 per share. As of June 30, 2018, a total of 789,898 shares of
our common stock are reserved for issuance under our 2011 Equity Incentive Plan. In August 2018 the Board of
Directors authorized compensation agreements with our Chief Executive Officer including the issuance of 300,000
common shares and granting of stock options to purchase 350,000 shares of our common stock at $0.73 per share
subject to vesting conditions, and with our Chief Financial Officer including the granting of stock options to purchase
100,000 shares of our common stock at $0.70 per share subject to vesting conditions. Moreover, we expect to issue
additional shares and options to purchase shares of our common stock to compensate employees, consultants and
directors, and we may issue additional shares to raise capital. Any such issuances will have the effect of further
diluting the interest of the holders of our securities.

ITEM 2.  PROPERTIES.

We conduct our domestic operations at three facilities in Gardner, Massachusetts. The main Gardner facility is leased
from a corporation owned by Mr. Richard E. Forkey, who resigned from our board of directors on July 9, 2014. We
are currently a tenant-at-will, paying rent of $9,000 per month. We rent two other smaller Gardner facilities on a
month-to-month basis.

We believe these facilities are adequate for our current operations and are adequately covered by insurance.
Significant increases in production or the addition of significant equipment additions or manufacturing capabilities in
connection with the production of our line of endoscopes and other products may, however, require improvements to
existing facilities or the acquisition or lease of additional facilities. We may establish production facilities
domestically or overseas to produce key assemblies or components, such as lenses, for our products. Overseas
facilities may subject us to the political and economic risks associated with overseas operations. The loss of or
inability to establish or maintain such additional domestic or overseas facilities could materially adversely affect our
competitive position and profitability.

ITEM 3.  LEGAL PROCEEDINGS.

Our Company, on occasion, may also be involved in other legal matters arising in the ordinary course of our business.
While management believes that such matters are currently insignificant, matters arising in the ordinary course of
business for which we are or could become involved in litigation may have a material adverse effect on our business,
financial condition or results of operations. We are not aware of any pending or threatened litigation against us or our
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officers and directors in their capacity as such that could have a material impact on our operations or finances.

ITEM 4.  MINE SAFETY DISCLOSURES.

Not applicable. 

PART II

ITEM 5.  MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES.

Market Information

Our common stock is quoted on OTCQB, the OTC market tier for companies that report to the SEC, under the symbol
PEYE. The following table sets forth the high and low bid prices for our common stock for each quarter during the
last two fiscal years and the first quarter of the current fiscal year as quoted on OTCQB. Such OTC market quotations
reflect inter-dealer prices, without retail markup, markdown or commissions and may not necessarily represent actual
transactions.
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High Low
For the Fiscal Year Ended June 30, 2017
First Quarter ended September 30, 2016 $0.70 $0.48
Second Quarter ended December 31, 2016 $0.70 $0.46
Third Quarter ended March 31, 2017 $0.60 $0.40
Fourth Quarter ended June 30, 2017 $0.65 $0.40

For the Fiscal Year Ended June 30, 2018
First Quarter ended September 30, 2017 $0.60 $0.40
Second Quarter ended December 31, 2017 $0.64 $0.40
Third Quarter ended March 31, 2018 $0.55 $0.41
Fourth Quarter ended June 30, 2018 $0.55 $0.48

Holders

As of September 26, 2018, we had approximately 73 holders of record of our common stock. Holders of record
include nominees who may hold shares on behalf of multiple owners.

Dividends

We have not declared any dividends during the last two fiscal years. At present, we intend to retain our earnings, if
any, to finance research and development and the expansion of our business.

Recent Sales of Unregistered Securities

We issued 102,000 shares on May 29, 2018 to one of our consultants in return for past services. On the date of
issuance the shares were valued at $0.50 per share or $51,000, Other than the 102,000 shares and as previously
disclosed in our quarterly reports on Form 10-Q or current reports on Form 8-K, we did not issue any additional shares
of our common stock since March 31, 2018.

We relied on the Section 4(a)(2) exemption from securities registration under the federal securities laws for
transactions not involving any public offering. No advertising or general solicitation was employed in offering the
securities. The securities were issued to an accredited investor. The securities were offered for investment purposes
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only and not for the purpose of resale or distribution. The transfer thereof was appropriately restricted by us.

Securities Authorized for Issuance under Equity Compensation Plans

The following table summarizes information about our equity compensation plans as of June 30, 2018.

Plan category

Number of
 securities
to
be issued
upon
exercise of
outstanding
options,
warrants
and
rights

Weighted-
average
exercise
price
of
outstanding
options,
warrants
and
rights

Number of
securities
remaining
available for
future
issuance
under equity
compensation
plans
(excluding
securities
reflected in
column (a))

Equity compensation plans approved by security holders 122,598 $     0.57 –
Equity compensation plans not approved by security holders 933,102 $
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