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PART I.  FINANCIAL INFORMATION

 
Item 1. Financial Statements.

ITUS CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

 
(Unaudited)
January 31, October 31,

ASSETS 2015 2014
Current assets:      
   Cash and cash equivalents $ 7,809,564 $ 3,361,246
   Short-term investments in certificates of
deposit  2,650,000   2,500,000
   Accounts receivable 45,000 400,000
   Prepaid expenses and other current
assets  66,499   60,577
                      Total current assets 10,571,063 6,321,823
      
 Patents, net of accumulated amortization
of $395,777 and 314,453, respectively 2,640,334 2,721,658
 Property and equipment, net of
accumulated depreciation of $2,123
and $48,842 respectively  58,995   11,875
                     Total assets $ 13,270,392 $ 9,055,356
      
LIABILITIES AND SHAREHOLDERS'
EQUITY
Current liabilities:      
   Accounts payable and accrued expenses $ 1,401,645 $ 1,249,426
   Royalties and contingent legal fees
payable  265,708   560,076
                      Total current liabilities 1,667,353 1,809,502
      
Patent acquisition obligation  3,345,467  3,236,281
                      Total liabilities  5,012,820   5,045,783

Commitments and contingencies (Note
10)                                   

Shareholders’ equity:
   Preferred stock, par value $100 per
share; 500,000 shares authorized;
no shares issued or outstanding  -  -
   Series A convertible preferred stock,
par value $100 per share; 3,500
shares  issued and outstanding,
respectively 350,000 350,000
   Common stock, par value $.01 per
share; 600,000,000 shares
authorized; 219,712,190 and 219,692,190
shares issued and outstanding,
respectively  2,197,122   2,196,922
   Additional paid-in capital 146,727,952 146,232,373
   Accumulated deficit  (141,017,502)  (144,769,722)
       Total shareholders’ equity  8,257,572  4,009,573
       Total liabilities and shareholders’
equity $ 13,270,392  $ 9,055,356

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITUS CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS) (UNAUDITED)

 

For the Three Months Ended
January 31,

2015 2014
Revenue:
   Revenue from patent assertion activities $ 135,000 $             -
   Settlement with AU OptronicsCorporation  9,000,000              -
         Total revenue  9,135,000              -

Operating costs and expenses:
   Inventor royalties and contingent legal fees 88,877             -
   Litigation and licensing expense 3,334,702 33,198
   Amortization of patents 81,324 70,481
   Marketing, general and administrative expenses (including non-cash stock option
compensation expenses of $491,779 and $720,638, respectively  1,773,368  1,861,064
            Total operating costs and expenses  5,278,271  1,964,743

Income (loss) from operations 3,856,729 (1,964,743)

Change in value of derivative liabilities             - (1,320,000)

Interest expense (109,186) (378,665)

Dividend income             - 47,568

Interest income   4,677  1,412

Income (loss) before income taxes 3,752,220 (3,614,428)

Provision for income taxes              -               -

Net income (loss) $ 3,752,220  (3,614,428)

Other comprehensive income (loss):
   Unrealized (loss) on investment in Videocon Industries Limited global depository receipts             -  (210,914)

Total comprehensive income (loss) $ 3,752,220 $ (3,825,342)

Net income (loss) per common share:
   Basic $ 0.02 $ (0.02)
   Diluted $ 0.02 $ (0.02)

Weighted average common shares outstanding:
   Basic 219,709,364 210,232,227
   Diluted 231,288,373 210,232,227

 
 
 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITUS CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

FOR THE THREE MONTHS ENDED JANUARY 31, 2015 (UNAUDITED)
 
 
 

 

 Preferred Stock  Common Stock   
Additional

Paid-in   Accumulated   Shareholders’

 Shares  
Par

Value  Shares  Par Value   Capital   Deficit   Equity
                   
Balance,
October 31,
2014 3,500  $350,000 219,692,190 $2,196,922 $146,232,373  $(144,769,722) $ 4,009,573
                   
Stock option
compensation
to
employees and
consultants -  - -  -  491,779   -   491,779
Common
stock issued
to consultants -   - 20,000   200   3,800   -  4,000

Net income  -    -   -   -    -     3,752,220    3,752,220
Balance,
January 31,
2015 3,500  $350,000 219,712,190 $2,197,122 $146,727,952  $(141,017,502) $ 8,257,572

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITUS CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED) 

For the three months ended
January 31,

 2015  2014

Reconciliation of net income (loss) to net cash provided by (used in) operating activities:
    Net income (loss) $ 3,752,220 $ (3,614,428)
    Stock option compensation to employees and consultants 491,779 720,638
    Common stock issued to consultants 4,000 28,348
    Common stock issued to pay interest on convertible debentures - 28,800
    Amortization of patents 81,324 70,481
    Amortized interest on patent acquisition obligations to interest expense 109,186 86,466
    Amortization of convertible debenture discount to interest expense - 217,316
    Change in value of derivative liabilities - 1,320,000
    Other 7,656 (2,096)
    Change in operating assets and liabilities:
        Accounts receivable 355,000 175,000
        Prepaid expenses and other current assets (5,922) 19,347
        Accounts payable and accrued expenses 152,219 (60,045)
        Royalties and contingent legal fees payable  (294,368)  (161,858)
     Net cash provided by (used in) operating activities  4,653,094  (1,172,031)

Cash flows from investing activities:
   Disbursements to acquire short-term investments in certificates of deposit (650,000) (2,700,000)
   Proceeds from sales of short-term investments in certificates of deposit              500,000 250,000
   Payments for purchases of property and equipment  (54,776)  -
         Net cash (used in) investing activities  (204,776)  (2,450,000)

Cash flows from financing activities:
Proceeds from issuance of convertible debentures  -  3,500,000
  Net cash provided by financing activities  -  3,500,000

Net increase (decrease) in cash and cash equivalents 4,448,318 (122,031)
Cash and cash equivalents at beginning of period  3,361,246  898,172
Cash and cash equivalents at end of period $ 7,809,564 $ 776,141

Supplemental disclosure of financing activities:
    Fair value of debenture embedded conversion feature at date of issuance $  - $ 1,570,000

    Relative fair value of warrants issued with convertible debentures $  - $ 513,122

 

The accompanying notes are an integral part of these statements.
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ITUS CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)
 
 

 

Description of Business

As used herein, “we,” “us,” “our,” the “Company” or “ITUS” means ITUS Corporation and its wholly-owned
subsidiaries. The primary operations of the Company involve the development, acquisition, licensing, and enforcement
of patented technologies that are either owned or controlled by the Company.  The Company currently owns or controls
8 patented technologies. Our primary source of our revenue comes from the monetization of our patented technologies,
including the settlement of patent infringement lawsuits. All of our license and/or settlement agreements have provided
for one time, lump sum payments to be received by the Company.
 

On December 29, 2014, the Company and AU Optronics Corporation (“AUO”) entered into a Settlement
Agreement and a Patent Assignment Agreement pursuant to which the Company received an aggregate of $9,000,000
from AUO (the “AUO Settlement”).  The agreements were entered into to resolve a lawsuit filed by the Company
against AUO in January of 2013, relating to joint development projects in connection with the Company’s ePaper®
Electrophoretic Display, and Nano Field Emission Display (“nFED”) technologies.  As part of the AUO Settlement, the
Company terminated AUO’s license to the Company’s patented Nano Field Emissions Display technology and assigned
to AUO the Company’s ePaper® Electrophoretic Display patent portfolio. A more detailed description of the AUO
lawsuit and settlement can be found in Note 2 “AUO Lawsuit and Settlement” below.
 

As a result of the AUO Settlement, the Company’s Nano Field Emissions Display technology is now
unencumbered and ready for continued development.
 

The Company’s business model is to generate revenue from the development and licensing of patented
technologies. In certain instances, the Company may seek to collect royalties from the unauthorized manufacture, sale,
and use of patented products and services.  We currently own or control 8 patented technologies including: (i) Encrypted
Cellular Communication; (ii) Internet Telephonic Gateway; (iii) J-Channel Window Frame Construction; (iv) Key
Based Web Conferencing Encryption; (v) Micro Electro Mechanical Systems Display; (vi) Nano Field Emission
Display; (vii) VPN Multicast Communications; and (viii) Enhanced Auction Technologies.
 
Funding and Management’s Plans
 

Cash Provided by Operating Activities
 
During the three months ended January 31, 2015, cash generated in operating activities was approximately

$4,653,000.  Cash used in investing activities was approximately $205,000, which resulted from the purchase of
certificates of deposit totaling $650,000 and the purchase of property and equipment of approximately $55,000, which
was partially offset by the proceeds on maturity of certificates of deposit totaling $500,000.  We did not have any
financing activities during the three months ended January 31, 2015.  As a result, our cash, cash equivalents, and short-
term investments at January 31, 2015 increased approximately $4,599,000 to approximately $10,460,000 from
approximately $5,861,000 at the end of fiscal year 2014.
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Based on currently available information as of March 9, 2015, we believe that our existing cash, cash
equivalents, short-term investments, accounts receivable and expected cash flows from patent licensing and
enforcement, and other potential sources of cash flows will be sufficient to enable us to continue our business activities
for at least 12 months.  However, our projections of future cash needs and cash flows may differ from actual results.  If
current cash on hand, cash equivalents, short term investments, accounts receivable and cash that may be generated from
our business operations are insufficient to satisfy our liquidity requirements, we may seek to sell equity securities or
obtain loans from various financial institutions where possible.  The sale of additional equity securities or convertible
debt could result in dilution to our stockholders.  We can give no assurance that we will generate sufficient cash flows in
the future (through licensing and enforcement of patents, or otherwise) to satisfy our liquidity requirements or sustain
future operations, or that other sources of funding, such as sales of equity or debt, would be available, if needed, on
favorable terms or at all.  If we cannot obtain such funding if needed or if we cannot sufficiently reduce operating
expenses, we would need to curtail or cease some or all of our operations. 
 
Basis of Presentation
 

The accompanying condensed consolidated financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and
Rule 8-03 of Regulation S-X.  Accordingly, certain information and footnotes required by generally accepted
accounting principles in annual financial statements have been omitted or condensed.  These interim condensed
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
thereto for the year ended October 31, 2014, as reported by us in our Annual Report on Form 10-K filed with the
Securities and Exchange Commission (“SEC”) on January 29, 2015.  The year-end consolidated balance sheet data was
derived from the audited financial statements but does not include all disclosures required by accounting principles
generally accepted in the United States of America.  The condensed consolidated financial statements include all
adjustments of a normal recurring nature which, in the opinion of management, are necessary for a fair statement of our
financial position as of January 31, 2015, and results of operations and cash flows for the interim periods represented.
 The results of operations for the three months ended January 31, 2015 are not necessarily indicative of the results to be
expected for the entire year.
 
Revenue Recognition
 
            Revenue is recognized when (i) persuasive evidence of an arrangement exists, (ii) all obligations have been
substantially performed pursuant to the terms of the arrangement, (iii) amounts are fixed or determinable, and (iv) the
collectability of amounts is reasonably assured.
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On December 29, 2014, the Company and AUO entered into a Settlement Agreement (the “Settlement Agreement”) and
a Patent Assignment Agreement (the “Patent Assignment Agreement” and together with the Settlement Agreement, the
“Agreements”) pursuant to which the Company received an aggregate of $9,000,000 from AUO. The Agreements were
entered into to resolve a lawsuit filed by the Company against AUO, relating to the Company’s patented ePaper®
Electrophoretic Display, and Nano Field Emission Display (“nFED”) technologies.
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Patent Monetization and Patent Assertion

 
In general, revenue arrangements provide for the payment of contractually determined fees in consideration for

the grant of certain intellectual property rights for patented technologies owned or controlled by our operating
subsidiaries.  These rights typically include some combination of the following:  (i) the grant of a non-exclusive,
retroactive and future license to manufacture and/or sell products covered by patented technologies owned or controlled
by our operating subsidiaries, (ii) a covenant-not-to-sue, (iii) the release of the licensee from certain claims, and (iv) the
dismissal of any pending litigation.  The intellectual property rights granted are perpetual in nature, extending until the
expiration of the related patents.  Pursuant to the terms of these agreements, our operating subsidiaries have no further
obligation with respect to the grant of the non-exclusive retroactive and future licenses, covenants-not-to-sue, releases,
and other deliverables, including no express or implied obligation on our operating subsidiaries’ part to maintain or
upgrade the technology, or provide future support or services.  Generally, the agreements provide for the grant of the
licenses, covenants-not-to-sue, releases, and other significant deliverables upon execution of the agreement and do not
require future performance by ITUS.  As such, the earnings process is complete and revenue is recognized upon the
execution of the agreement, when collectability is reasonably assured, and when all other revenue recognition criteria
have been met.
 

Patents
 

Our only identifiable intangible assets are patents and patent rights. We capitalize patent and patent rights
acquisition costs and amortize the cost over the estimated economic useful life.  Patent acquisition costs capitalized
during the three months ended January 31, 2015 and 2014, was approximately $-0- and $3,036,000, respectively. We
recorded patent amortization expense of approximately $81,000 and $70,000 during the three months ended January 31,
2015 and 2014, respectively.
 

AUO LAWSUIT AND SETTLEMENT
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Background
 

In May 2011, the Company entered into an Exclusive License Agreement (the “EPD License Agreement”) and a
License Agreement (the “Nano Display License Agreement”) with AUO (together the “AUO License Agreements”).
 Under the EPD License Agreement, the Company provided AUO with an exclusive, non-transferable, worldwide
license to its ePaper® Electrophoretic Display (“EPD”) patents and technology, in connection with AUO jointly
developing EPD products with the Company.  Under the Nano Display License Agreement, the Company provided
AUO with a non-exclusive, non-transferable, worldwide license to its Nano Field Emission Display patents and
technology, in connection with AUO jointly developing nFED products with the Company.
 

On January 28, 2013, the Company terminated the AUO License Agreements due to numerous alleged material
and continual breaches of the agreements by AUO.  On January 28, 2013, the Company also filed a lawsuit in the United
States District Court for the Northern District of California against AUO and E Ink Corporation in connection with the
AUO License Agreements, alleging breach of contract, breach of the implied covenant of good faith and fair dealing,
fraudulent inducement, unjust enrichment, unfair business practices, and other charges (the “AUO/E Ink Lawsuit”).  In
June 2013, the Company and AUO agreed to arbitrate the charges (the case against E Ink Corporation had been
dismissed without prejudice) (the “AUO/E Ink Arbitration”).
 

The Agreements
 

Pursuant to the Settlement Agreement, AUO paid the Company $2,000,000 in U.S. currency, net of any
Taiwanese withholding taxes. The Settlement Agreement further provides that:

 
                 ·the Company dismissed the AUO/E Ink Lawsuit and AUO/E Ink Arbitration, with prejudice;
 
                 ·the AUO License Agreements are terminated;
 
                 ·AUO gives up all rights to the nFED Technology;
 
                 ·for a period of two years, the Company agrees not to initiate (whether on its own or through a third party) any

patent infringement lawsuits against AUO or its affiliates alleging infringement by AUO’s or AUO’s affiliates
products or services, for patents owned or controlled by the Company as of the date of the Settlement
Agreement. Any potential damages for patent infringement will toll uninterrupted during this two year period.
The prohibition does not apply to patents acquired by the Company after the date of the Settlement
Agreement; and
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                 ·each of AUO and the Company mutually released each other from all claims that either may have against
the other in connection with the AUO License Agreements, including any claims relating to the ePaper®
Electrophoretic Display and nFED patents and technologies.

                 ·10 active U.S. patents and 1 U.S. pending patent application; and
 
                 ·103 expired and/or abandoned U.S. and foreign patents and/or patent

applications.

3.     STOCK BASED COMPENSATION
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Pursuant to the Patent Assignment Agreement, AUO paid the Company $7,000,000 in U.S. currency, net of any

Taiwanese withholding taxes in exchange for the Company’s ePaper® Electrophoretic Display patent portfolio for
which AUO was previously the exclusive licensee, consisting of:

 

 
In connection with the lawsuit and settlement, the Company incurred a total of approximately $3,604,000 of

contingent legal fees and litigation costs, of which $3,500,000 was paid during the three months ended January 31, 2015.
 

 
 

The Company maintains stock equity incentive plans under which the Company grants non-qualified stock
options, stock appreciation rights, stock awards, performance awards, or stock units to employees, directors and
consultants.
 
 
Stock Option Compensation Expense
 

We account for stock options granted to employees and directors using the accounting guidance in ASC 718
“Stock Compensation” (“ASC 718”).  In accordance with ASC 718, we estimate the fair value of service based stock
options and performance based options on the date of grant, using the Black-Scholes pricing model.  For options vesting
if the trading price of the Company’s common stock exceeds price targets we use a Monte Carlo Simulation in
estimating the fair value at grant date.  We recognize compensation expense for service based stock options and options
subject to market conditions over the requisite or implied service period of the grant.  For performance based awards,
compensation expense is recognized over the requisite or implied service period of the grant when the performance
target is deemed probable.  
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We recorded stock-based compensation expense, related to stock options granted to employees and directors, of
approximately $543,000 and $466,000, during the three months ended January 31, 2015 and 2014, respectively.  Stock-
based compensation expense for the three months ended January 31, 2015 and 2014 includes approximately $513,000
and $383,000, respectively, related to the amortization of compensation cost for stock options granted in prior periods
but vested in the current period. As of January 31, 2015, there was unrecognized compensation cost related to non-vested
stock options granted to employees and directors related to service based options of approximately $1,396,000, which
will be recognized over a weighted-average period of 1.7 years.  
 

We account for stock options granted to consultants using the accounting guidance included in ASC 505-50
“Equity-Based Payments to Non-Employees” (“ASC 505-50”).  In accordance with ASC 505-50, we estimate the fair
value of service based stock options and performance based options at each reporting period, using the Black-Scholes
pricing model.  For options vesting if the trading price of the Company’s common stock exceeds price targets we
estimate the fair value at each reporting period using a Monte Carlo Simulation.  We recognize compensation expense
for service based stock options and options subject to market conditions over the requisite or implied service period of
the grant.  For performance based awards, compensation expense is recognized when the performance target is achieved.

         
We recorded consulting expense, related to stock options granted to consultants, during the three months ended

January 31, 2015 and 2014 of approximately $(51,000) and $255,000, respectively.  Stock-based consulting expense for
the three months ended January 31, 2015 and 2014 includes approximately $(51,000) and $236,000, respectively, related
to the amortization of compensation cost for stock options granted in prior periods but vested in the current period.  As
of January 31, 2015, there was unrecognized consulting expense related to non-vested stock options granted to
consultants, related to service based options of approximately $576,000, which will be recognized over a weighted-
average period of .8 years.  
 
Fair Value Determination  
 

We use the Black-Scholes pricing model in estimating the fair value of stock options which vest over a specific
period of time or upon achieving performance targets. To determine the weighted average fair value of stock options on
the date of grant, employees and directors are included in a single group.  The fair value of stock options granted to
consultants is determined on an individual basis. Stock options we granted during the three months ended January 31,
2015 consisted of awards exercisable for 10 years that vest over one year.  Stock options we granted during the three
months ended January 31, 2014 consisted of awards exercisable for 10 years that vest over one year and awards
exercisable for 10 years that vest over 36 months.  
 

The following weighted average assumptions were used in estimating the fair value of stock options granted
during the three months ended January 31, 2015 and 2014.
 

 For the Three Months
Ended January 31,

 2015 2014

Weighted average fair value at
grant date

$0.09 $0.17

Valuation assumptions:   
      Expected life ( years)   5.30 5.69
      Expected volatility 114.3% 115.4%
      Risk-free interest rate 1.60% 1.76%
      Expected dividend yield 0 0

 
The expected term of stock options represents the weighted average period the stock options are expected to

remain outstanding.  We use the simplified method to determine expected term. The simplified method was adopted
since we do not believe that historical experience is representative of future performance because of the impact of the
changes in our operations and the change in terms from historical options which vested immediately to terms including
vesting periods of up to three years. Under the Black-Scholes pricing model we estimated the expected volatility of our
shares of common stock based upon the historical volatility of our share price over a period of time equal to the expected
term of the options. We estimated the risk-free interest rate based on the implied yield available on the applicable grant
date of a U.S. Treasury note with a term equal to the expected term of the underlying grants. We made the dividend yield
assumption based on our history of not paying dividends and our expectation not to pay dividends in the future.  
 

Under ASC 718, the amount of stock-based compensation expense recognized is based on the portion of the
awards that are ultimately expected to vest.  Accordingly, if deemed necessary, we reduce the fair value of the stock
option awards for expected forfeitures, which are forfeitures of the unvested portion of surrendered options. Based on
our historical experience we have not reduced the amount of stock-based compensation expenses for anticipated
forfeitures.
 

We will reconsider use of the Black-Scholes pricing model if additional information becomes available in the
future that indicates another model would be more appropriate. If factors change and we employ different assumptions
in the application of ASC 718 and ASC 505-50 in future periods, the compensation expense that we record may differ
significantly from what we have recorded in the current period.
 
Stock Option Activity
 

During the three months ended January 31, 2015 and 2014, we granted options to purchase 1,300,000 and
7,710,000 shares, respectively, of common stock at weighted average exercise prices of $0.112 and $0.20 per share,
respectively, pursuant to the ITUS Corporation 2010 Share Incentive Plan (the "2010 Share Plan”).   No stock options



were exercised during the three months ended January 31, 2015 and 2014.
 

Stock Option Plans

As of January 31, 2015, we have two stock option plans:  the ITUS Corporation 2003 Share Incentive Plan (the
"2003 Share Plan") and the 2010 Share Plan, which were adopted by our Board of Directors on April 21, 2003 and July
14, 2010, respectively.  
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The 2003 Share Plan provides for the grant of nonqualified stock options, stock appreciation rights, stock
awards, performance awards and stock units to key employees and consultants.  The maximum number of shares of
common stock available for issuance under the 2003 Share Plan is 70,000,000 shares. The 2003 Share Plan was
administered by the Stock Option Committee through June 2004, from June 2004 through July 2010, by the Board of
Directors, from July 2010 through August 2012, by the Stock Option Committee, from August 2012 through November
2012, by the Executive Committee of the Board of Directors and since November 2012, by the Board of Directors,
which determines the option price, term and provisions of each option.  The exercise price with respect to all of the
options granted under the 2003 Share Plan since its inception was equal to the fair market value of the underlying
common stock at the grant date.  In accordance with the provisions of the 2003 Share Plan, the plan terminated with
respect to the grant of future options on April 21, 2013.  Information regarding the 2003 Share Plan for the three months
ended January 31, 2015 is as follows:
 
                                                                                                                                                                                          

 Weighted
Average Exercise

Price Per Share

Aggregate
Intrinsic

ValueShares  
Options Outstanding at October 31, 2014 12,349,770 $0.72
Forfeited       (80,000) $0.74
Options Outstanding and exercisable at January 31, 2015 12,269,770 $0.72 $     2,130

 

 

The following table summarizes information about stock options outstanding and exercisable under the 2003
Share Plan as of January 31, 2015:
 

 

Weighted Average
Remaining

Contractual Life
(in years)

Weighted
Average
Exercise

Price
Range of

Exercise Prices
Number

Outstanding
$0.07 - $0.37 1,275,000 2.73 $ 0.15
$0.43 - $0.70 4,624,770 .94 $ 0.62
$0.74 - $0.92 5,370,000 1.87 $ 0.86
$1.04 - $1.46 1,000,000 2.55 $ 1.17
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The 2010 Share Plan provides for the grant of nonqualified stock options, stock appreciation rights, stock
awards, performance awards and stock units to key employees and consultants.  The maximum number of shares of
common stock available for issuance under the 2010 Share Plan was initially 15,000,000 shares. On July 6, 2011, the
2010 Share Plan was amended by our Board of Directors to increase the maximum number of shares of common stock
that may be granted to 27,000,000 shares, on August 29, 2012, the maximum number of shares was further increased to
30,000,000 shares.  On November 8, 2013, the Board of Directors approved an amendment to provide that effective
November 8, 2013, the maximum aggregate number of shares available for issuance will be 20,000,000 shares and that
on the first business day in 2014 and on the first business day of each calendar year thereafter the maximum aggregate
number of shares available for issuance shall be replenished such that 20,000,000 shares will be available for issuance.
Accordingly, during the nine months ended July 31, 2014, the number of shares in the 2010 Share Plan was increased by
25,634,980 shares to 55,634,980 shares.  In addition, on November 8, 2013, the 2010 Share Plan was amended to provide
that on January 2nd of each year commencing on January 2, 2014, each non-employee director of the Company at that
time shall automatically be granted a 10 year stock option to purchase 300,000 shares of common stock (400,000 for the
Chairman) that will vest in four equal quarterly installments. The 2010 Share Plan was administered by the Stock
Option Committee through August 2012, from August 2012 through November 2012, by the Executive Committee of
the Board of Directors and since November 2012, by the Board of Directors, which determines the option price, term
and provisions of each option. The exercise price with respect to all of the options granted under the 2010 Share Plan
was equal to the fair market value of the underlying common stock at the grant date.  As of January 31, 2015, the 2010
Share Plan had 24,783,866 shares available for future grants.  Information regarding the 2010 Share Plan for the three
months ended January 31, 2015 is as follows:
 

 
 

 Weighted
Average
Exercise
Price Per

Share

Aggregate
 Intrinsic

 ValueShares
Options Outstanding at October 31, 2014   18,214,000 $0.23
    Granted   1,300,000 $0.11
    Forfeited    (6,083,866) $0.26
Options Outstanding  at January 31, 2015   13,430,134 $0.21 $  -0-
Options Exercisable at January 31, 2015     7,942,356 $0.23 $  -0-

 
The following table summarizes information about stock options outstanding under the 2010 Share Plan as of

January 31, 2015:
 

 Options Outstanding Options Exercisable

Range
of

Exercise
Prices

Number
Outstanding

Weighted 
Average

Remaining
Contractual

Life
(in years)

Weighted
Average
Exercise

Price
Number

Exercisable

Weighted 
Average

Remaining
Contractual

Life (in
years)

Weighted
Average
Exercise

Price
       
$0.12 -
$0.37

13,430,134 7.64 $0.21 7,942,356 6.69 $0.23
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4. FAIR VALUE MEASUREMENTS
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          In addition to options granted under the 2003 Share Plan and the 2010 Share Plan the Board of Directors approved
the grant of stock options to purchase 44,500,000 shares.  Information regarding stock options outstanding that were not
granted under the 2003 Plan or the 2010 Plan for the three months ended January 31, 2015 is as follows:
 
                                                                                                                                                                                          

Weighted
Average Exercise
Price Per Share

Aggregate
Intrinsic

ValueShares
Options Outstanding at October 31, 2014 44,500,000 $0.22
Options Outstanding  at January 31, 2015 44,500,000 $0.22 $   -0-
Options Exercisable at January 31, 2015 35,084,542 $0.22 $    -0-

 
The following table summarizes information about the above stock options outstanding that were not granted

under the 2003 Share Plan or the 2010 Share Plan as of January 31, 2015:

 Options Outstanding Options Exercisable

Range
of

Exercise
Prices

Number
Outstanding

Weighted 
Average

Remaining
Contractual

Life
(in years)

Weighted
Average
Exercise

Price
Number

Exercisable

Weighted 
Average

Remaining
Contractual

Life (in
years)

Weighted
Average
Exercise

Price
       
$0.195

-
$0.235

44,500,000 7.66 $0.22 35,084,542 7.66 $0.22

 
On February 5, 2015, the Company decreased the option price for options to purchase 54,603,139 shares of

common stock from the original exercise price to the closing price of the Company’s common stock on February 5,
2015 of $0.103 per share for nine employees and former employees and five directors.
 
Stock Awards
 

We account for stock awards granted to employees and consultants based on their grant date fair value, in
accordance with ASC 718 and ASC 505-50, respectively. During the three months ended January 31, 2015 and 2014, we
issued 20,000 shares and 90,000 shares, respectively, of common stock to consultants for services rendered pursuant to
the 2010 Share Plan. We recorded consulting expense for the three months ended January 31 2015 and 2014 of
approximately $4,000 and $28,000, respectively, for the shares of common stock issued to consultants.  
 

 
 

ASC 820 “Fair Value Measurements and Disclosures” (“ASC 820”) defines fair value, establishes a framework
for measuring fair value under GAAP, and expands disclosures about fair value measurements.  In accordance with ASC
820, we have categorized our financial assets, based on the priority of the inputs to the valuation technique, into a three-
level fair value hierarchy as set forth below.  If the inputs used to measure the financial instruments fall within different
levels of the hierarchy, the categorization is based on the lowest level input that is significant to the fair value
measurement of the instrument.
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Financial assets and liabilities recorded in the accompanying condensed consolidated balance sheets are categorized
based on the inputs to the valuation techniques as follows:
 
Level 1 - Financial assets and liabilities whose values are based on unadjusted quoted prices for identical assets or
liabilities in an active market which we have the ability to access at the measurement date.
 
Level 2 - Financial assets and liabilities whose values are based on quoted market prices in markets where trading occurs
infrequently or whose values are based on quoted prices of instruments with similar attributes in active markets.  
 
Level 3 – Financial assets and liabilities whose values are based on prices or valuation techniques that require inputs that
are both unobservable and significant to the overall fair value measurement. These inputs reflect management’s own
assumptions about the assumptions a market participant would use in pricing the asset and liabilities. We do not
currently have any Level 3 financial assets.
 

The following table presents the hierarchy for our financial assets measured at fair value on a recurring basis as
of January 31, 2015:
 
   Level 1  Level 2  Level 3  Total
Money market funds –  Cash and cash equivalents $ 6,510,659 $   - $         - $  6,510,659
Certificates of deposit -  Short term investments -  2,650,000  -  2,650,000

     Total financial assets $ 6,510,659 $ 2,650,000 $          - $ 9,160,659
 

The following table presents the hierarchy for our financial assets measured at fair value on a recurring basis as
of October 31, 2014:

 
 Level 1  Level 2  Level 3  Total

Money market funds – Cash and cash equivalents $  155,964 $  - $    - $   155,964
Certificates of deposit -Short term investments  -  2,500,000  -  2,500,000
    Total financial assets $ 2,655,964 $ 2,500,000 $   - $ 2,655,964
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 The following table presents the hierarchy for our financial liabilities measured at fair value on a recurring basis
as of January 31, 2015:

 
 Level 1  Level 2  Level 3  Total

Patent acquisition obligation $ - $ - $ 3,345,467 $ 3,345,467
$ - $ - $ 3,345,467 $ 3,345,467

 
 

 
The following table presents the hierarchy for our financial liabilities measured at fair value on a recurring basis

as of October 31, 2014:
 
 

 Level 1  Level 2  Level 3  Total

Patent acquisition obligation $ - $ - $ 3,236,281 $ 3,236,281
$ - $ - $ 3,236,281 $ 3,236,281

 
The following table sets forth a summary of the changes in the fair value of the Company’s Level 3 financial

liabilities that are measured at fair value on a recurring basis:
 
 

Patent acquisition obligation
Balance October 31, 2013 $                -
Initial fair value, discounted to
present value

2,850,511

Amortized interest on patent
obligation

        385,770

Balance October 31, 2014     3,236,281
Amortized interest on patent
obligation

        109,186

Balance January 31, 2015 $   3,345,467
 

Our non-financial assets that are measured at fair value on a non-recurring basis include our patents and property
and equipment which are measured using fair value techniques whenever events or changes in circumstances indicate a
condition of impairment exists. The estimated fair value of accounts receivable, accounts payable and accrued liabilities
approximates their individual carrying amounts due to the short term nature of these measurements. These assets and
liabilities were not presented in the preceding table.

 
 

 
 

At January 31, 2015 and October 31, 2014, we had marketable securities consisting of certificates of deposit of
$2,650,000 and $2,500,000, respectively, which were classified as "available-for-sale securities" and reported at fair
value.  
 

 
 

Accounts payable and accrued expense consist of the following as of:
 

January 31,
2015

October 31,
2014

Accounts payable $ 577,607 $ 540,179

Payroll and related expenses       554,174      372,753

Accrued litigation expense, consulting and other professional fees       261,033      320,493

Accrued other            8,831         16,001

$ 1,401,645 $ 1,249,426

  
 

 
In accordance with ASC 260, “Earnings Per Share”, basic net income (loss) per common share (“Basic EPS”) is

computed by dividing net income (loss) by the weighted average number of common shares outstanding. Diluted net
income (loss) per common share (“Diluted EPS”) is computed by dividing net income (loss) by the weighted average
number of common shares and dilutive common share equivalents and convertible securities then outstanding. The
treasury stock method reduces the dilutive effect of potentially dilutive securities as it assumes that any cash proceeds
(from the issuance of potentially dilutive securities) are used to buy back shares at the average share price during the
period.
 

Dilutive EPS for the three months ended January 31, 2015 excluded stock options to purchase 70,079,904 shares
and warrants to purchase 26,123,281 shares because their effect would be antidilutive.  The following is a reconciliation
between basic weighted average common shares outstanding and dilutive weighted average common shares outstanding
for the three months ended January 31, 2015:



 
 
 

For the Three
Months
 Ended

January 31, 2015
Basic weighted average common
shares outstanding     219,709,364

Effect of Series A convertible
preferred stock

      11,539,309

Effect of stock options              39,700
Dilutive weighted average
common shares outstanding

    231,288,373

 
 

Diluted EPS for the three months ended January 31, 2014 is the same as Basic EPS, as the inclusion of the effect
of common share equivalents then outstanding would be anti-dilutive.  For this reason, excluded from the calculation of
Diluted EPS for the three months ended January 31, 2014, were stock options to purchase 70,832,845 shares, warrants to
purchase 19,128,231 shares and debentures convertible into 28,099,423 shares.
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 8. EFFECT OF RECENTLY ADOPTED AND ISSUED PRONOUNCEMENTS
 

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update 2014-
09 (“ASU 2014-09”), Revenue from Contracts with Customers. This amendment updates addressing revenue from
contracts with customers, which clarifies existing accounting literature relating to how and when a company recognizes
revenue. Under the standard, a company will recognize revenue when it transfers promised goods or services to
customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for those
goods and services. The amendments for this standard update are effective for interim and annual reporting periods
beginning after December 15, 2016, and are to be applied retrospectively or the cumulative effect as of the date of
adoption, with early application not permitted.  We are currently evaluating the impact ASU 2014-09 will have on our
consolidated financial statements and related disclosures.
 

In June 2014, the FASB issued Accounting Standards Update 2014-12 (“ASU 2014-12”), Compensation – Stock
Compensation.  This amendment requires that a performance target that affects vesting and could be achieved after the
requisite service period shall be treated as a performance condition. Adoption of this standard is required for annual
periods beginning after December 15, 2015. Early adoption is permitted. We are currently evaluating the impact ASU
2014-12 will have on our consolidated financial statements and related disclosures.

    
In August 2014, the FASB issued Accounting Standards Update 2014-15 (“ASU 2014-15”). This amendment

requires management to assess an entity’s ability to continue as a going concern every reporting period including
interim periods, and to provide related footnote disclosure in certain circumstances. Adoption of this standard is
required for annual periods beginning after December 15, 2016 and are to be applied retrospectively or the cumulative
effect as of the date of adoption. Early adoption is permitted. We are currently evaluating the impact ASU 2014-15 will
have on our consolidated financial statements and related disclosures.

 
INCOME TAXES

 
We file Federal, New York State and California State income tax returns.  Due to net operating losses, the statute

of limitations remains open since the fiscal year ended October 31, 1997.  We account for interest and penalties related
to income tax matters, if any, in marketing, general and administrative expenses. There are no unrecognized income tax
benefits as of January 31, 2015 and October 31, 2014.
 

We recognize deferred tax assets and liabilities for the estimated future tax effects of events that have been
recognized in our financial statements or tax returns. Under this method, deferred tax assets and liabilities are
determined based on the difference between the financial statement and tax bases of assets and liabilities using enacted
tax rates in effect in the years in which the differences are expected to reverse.  A valuation allowance is established,
when necessary, to reduce deferred tax assets to the amount expected to be realized. We have substantial net operating
loss carryforwards in all jurisdictions where we are subject to tax. We have provided a full valuation allowance against
our deferred tax asset due to our historical pre-tax losses and the uncertainty regarding the realizability of these deferred
tax assets.
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On December 29, 2014, we reached a Settlement Agreement resulting in our receipt of an aggregate of
$9,000,000 in settlement of a dispute (Note 2). As a result we realized taxable income during the quarter and expect to
do so during the full fiscal year.  We expect any taxable income realized for the full fiscal year will be completely offset
by our net operating loss carryforwards, resulting in no tax currently due in any jurisdiction. Accordingly, we have not
recorded a tax provision for the quarter anticipating a partial release of the valuation reserve recorded against our
deferred tax assets to the extent of the net operating loss carryforwards actually used for the full fiscal year.
 

 
 
Patent Acquisition Obligations
 

As of January 31, 2015, we have incurred obligations due no later than November 2017 related to the acquisition
of patents, which have a discounted present value of approximately $3,345,000, and which amount will be reduced by
royalties paid during the period.  The payment due in November 2017 is payable at the option of the Company in cash or
common stock.
 
Litigation Matters
 

On December 29, 2014, we settled our lawsuit against AUO which had been filed on January 28, 2013. For a
more detailed description of the settlement with AUO see Note 2, “AUO Lawsuit and Settlement”.
 

Other than suits we bring to enforce our patent rights, which are an integral part of our business plan, we are not
a party to any material pending legal proceedings other than that which arise in the ordinary course of business.  We
believe that any liability that may ultimately result from the resolution of these matters will not, individually or in the
aggregate, have a material adverse effect on our financial position or results of operations.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations.  
 
GENERAL
 

As used herein, “we,” “us,” “our,” the “Company” or “ITUS” means ITUS Corporation and its wholly-owned
subsidiaries.  The primary operations of the Company involve the development, acquisition, licensing, and enforcement
of patented technologies that are either owned or controlled by the Company.  The Company currently owns or controls
8 patented technologies. Our primary source of our revenue comes from the monetization of our patented technologies,
including the settlement of patent infringement lawsuits.  All of our license and/or settlement agreements have provided
for one time, lump sum payments to be received by the Company.
 

On December 29, 2014, the Company and AU Optronics Corporation (“AUO”) entered into a Settlement
Agreement (the “AUO Settlement Agreement”) and a Patent Assignment Agreement (the “AUO Patent Assignment
Agreement”) pursuant to which the Company received an aggregate of $9,000,000 from AUO (the “AUO Settlement”).
 The AUO Settlement Agreement and the AUO Patent Assignment Agreement were entered into to resolve a lawsuit
filed by the Company against AUO in January of 2013, relating to joint development projects in connection with the
Company’s ePaper® Electrophoretic Display, and Nano Field Emission Display (“nFED”) technologies.  As part of the
AUO Settlement, the Company terminated AUO’s license to the Company’s patented Nano Field Emissions Display
technology. A more detailed description of the AUO lawsuit and settlement can be found in Note 2 to the condensed
consolidated financial statements.
 

As a result of the AUO Settlement, the Company’s Nano Field Emissions Display technology is now
unencumbered and ready for continued development.
 
Patented Technologies

 
The Company’s business model is to generate revenue from the development and licensing of patented

technologies. In certain instances, the Company may seek to collect royalties from the unauthorized manufacture, sale,
and use of patented products and services. We currently own or control 8 patented technologies including: (i) Encrypted
Cellular Communication; (ii) Internet Telephonic Gateway; (iii) J-Channel Window Frame Construction; (iv) Key
Based Web Conferencing Encryption; (v) Micro Electro Mechanical Systems Display; (vi) Nano Field Emission
Display; (vii) VPN Multicast Communications; and (viii) Enhanced Auction Technologies.
 
ITUS’s Patented Technologies
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Encrypted Cellular Communications

 
The Encrypted Cellular Communications technology includes hardware and software used to encrypt cellular

phone calls and other mobile communications. With the increased use of mobile devices, and the increased concerns
regarding privacy and the protection of personal information, we believe the demand for secure mobile communications
is increasing for both businesses and consumers.
 

Internet Telephonic Gateway
 

The internet telephonic gateway technology includes the integration of telephonic participation in web-based
audio/video conferences by creating a gateway between the Internet, and cellular or traditional landline telephones. The
end result is that participants can join and participate in online, audio/video conferences via a cellular or conventional
telephone. This internet telephonic gateway technology is commonly used for web based audio/video events with broad
based audience participation such as earnings calls, webinars, and virtual town hall meetings.
 

J-Channel Window Frame Construction
 

The J-Channel Window Frame Construction technology includes vinyl windows with an integrated frame,
known in the industry as a “J-Channel”. Such windows are commonly used in modular buildings, mobile homes, and
conventional, new home construction, resulting in easier and faster window installation.
 

Key Based Web Conferencing Encryption
 

The Key Based Web Conferencing Encryption technology includes the generation and management of
encryption keys.  This type of encryption technology is commonly used to encrypt web-based conferencing, email for
regulatory compliance purposes, and personal information such as contracts.  
 

Micro Electro Mechanical Systems Display
 

The Micro Electro Mechanical Systems Display technology includes vanadium dioxide coated pixels that
electrically modulate light at extremely high speeds to form an image, as well as the use of electrostatic force to move
pixel sized membranes that create a color image. These are emerging, low voltage, display technologies with numerous
potential commercial applications.
 

Nano Field Emission Display
 

The Nano Field Emission Display technology includes a new type of flat panel display consisting of low voltage
color phosphors, specially coated carbon nanotubes, nano materials to generate secondary electrons, and ionized noble
gas, resulting in a bright, sharp, high contrast color image.  This emerging technology could result in a flat panel display
utilizing less power, with better picture quality and lower manufacturing costs than is currently found in the flat panel
display industry.
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VPN Multicast Communications
 

The VPN Multicast Communications technology includes the multicast, internet delivery of streaming data,
media, and other content to large numbers of recipients, within the confines of specialized virtual private networks
(“VPN’s). Multicasting is a commonly used content delivery protocol that enables several recipients to simultaneous
receive content from a single internet transmission, greatly reducing Internet bandwidth costs. When combined with
specialized VPN’s, the content and communications are protected from unwanted disclosure and piracy. Applications
for these live, VPN multicast communications include videoconferences, online training and e-learning classes, internet
television, web-based corporate events and strategy sessions, and other live transmissions of sensitive or protected
content.
 

Enhanced Auction Technologies
 
The Enhanced Auction Technologies includes tools for the enhanced presentation and cross selling used by some of the
world’s leading auction sites. The enhanced presentation tools covered by these patents enable auction sellers to cross
sell and upsell additional items to interested buyers, resulting in incremental sales and higher yields per transaction.
 
RESULTS OF OPERATIONS
 
 
Three months ended January 31, 2015 compared with three months ended January 31, 2014
 
Revenue from Settlement with AU Optronics Corporation

Revenue from the Settlement with AU Optronics Corporation was $9,000,000 for the three months ended
January 31, 2015, compared to $-0- in the comparable prior year period.  On December 29, 2014, the Company and AU
Optronics Corporation (“AUO”) entered into a Settlement Agreement (the “AUO Settlement Agreement”) and a Patent
Assignment Agreement (the “AUO Patent Assignment Agreement”) pursuant to which the Company received an
aggregate of $9,000,000 from AUO (the “AUO Settlement”).  The AUO Settlement Agreement and the AUO Patent
Assignment Agreement were entered into to resolve a lawsuit filed by the Company against AUO in January of 2013,
relating to joint development projects in connection with the Company’s ePaper® Electrophoretic Display, and Nano
Field Emission Display (“nFED”) technologies.  As part of the AUO Settlement, the Company terminated AUO’s
license to the Company’s patented Nano Field Emissions Display technology. A more detailed description of the AUO
lawsuit and settlement can be found in Note 2 to the condensed consolidated financial statements.
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 Revenue from Patent Assertion Activities

For the three months ended January 31, 2015, we recorded revenue from patent assertion activities of $135,000.
The Company currently owns or controls 8 patented technologies. Our primary source of our revenue comes from the
monetization of our patented technologies, including the settlement of patent infringement lawsuits. Our license
agreements primarily provide for one-time, non-recurring, lump sum payments in exchange for non-exclusive
retroactive and future licenses, or covenants not to sue.  Accordingly, the earning process from these licenses is
completed and 100% of the revenue is recognized upon execution of the license agreements.  We did not enter into any
license agreements during the three months ended January 31, 2014 and we did not record any revenue from patent
assertion activities during that period.
 

Inventor Royalties and Contingent Legal Fees
 

Inventor royalties and contingent legal fees are attributable to our patent assertion activities, and are expensed in
the period that the related revenues are recognized.  Inventor royalties and contingent legal fees were approximately
$89,000 for the three months ended January 31, 2015.  We did not incur any inventor royalties or contingent legal fees
during the three months ended January 31, 2014, as we recognized no patent assertion revenues during that period.
 Inventor royalties and contingent legal fees, as a percentage of revenue from patent assertion activities, will vary
between fiscal periods since the economic terms of patent agreements and contingent legal fee arrangements vary across
the patent portfolios owned or controlled by our operating subsidiaries.

 
Litigation and Licensing Expenses

 
Litigation and licensing expenses increased by approximately $3,302,000 to approximately $3,335,000 in the

three months ended January 31 2015, from approximately $33,000 in the comparable prior year period.  Litigation and
licensing expenses in the current period were primarily related to the settlement with AUO.  Litigation and licensing
expenses, other than contingent legal fees, are expensed in the period incurred.  
 

Amortization of Patents
 

Amortization of patents was approximately $81,000 for the three months ended January 31, 2015, compared to
approximately $70,000 in the comparable prior year period.  We capitalize patent and patent rights acquisition costs and
amortize the cost over the estimated economic useful life.  

  
Marketing, General and Administrative Expenses

Marketing, general and administrative expenses decreased by approximately $88,000 to approximately
$1,773,000 in the three months ended January 31, 2015, from approximately $1,861,000 in the comparable prior-year
period. The decrease in marketing, general and administrative expenses was principally due to a decrease in non-cash
consultant stock option expense of approximately $306,000, a decrease in investor relations and public relations expense
of approximately $115,000, which were partially offset by an increase in employee compensation and related costs,
excluding stock option expense, of approximately $116,000, an increase in non-cash employee stock option expense of
approximately $77,000 and an increase in legal and accounting fees of approximately $75,000.

23



 Table of Contents 
 

Change in Value of Derivative Liability
 

Change in value of derivative liability was $-0- in the three months ended January 31, 2015, compared to a loss
of approximately $1,320,000 in the comparable prior year period. The derivative liability in the prior year period was
related to the Convertible Debentures due January 2015 and the Convertible Debentures due November 2016, and
changed each reporting period based upon the market price of common stock and the time remaining to the maturity of
the debentures. As of October 31, 2014, the Company no longer had any convertible debentures.

 
Interest Expense

 
Interest expense decreased by approximately $270,000 to approximately $109,000 for the three months ended

January 31, 2015 from approximately $379,000 in the prior year period. Interest expense for the three months ended
January 31, 2015 and 2014 includes approximately $-0- and $217,000, respectively, of amortization of debt discount on
convertible debentures and approximately $109,000 and $86,000, respectively, of amortized interest on our patent
acquisition obligation.  
 

Interest Income
 

Interest income increased to approximately $5,000 in the three months ended January 31, 2015 compared to
approximately $1,000 in the three months ended January 31, 2014 due to the increased amount of short-term
investments during the current period.
 
LIQUIDITY AND CAPITAL RESOURCES

 
Our primary sources of liquidity are cash, cash equivalents and short-term investments on hand generated from

our operating activities and proceeds from previous financing.
 
Based on currently available information as of March 9, 2015, we believe that our existing cash, cash

equivalents, short-term investments, accounts receivable and expected cash flows from patent licensing and
enforcement, and other potential sources of cash flows will be sufficient to enable us to continue our business activities
for at least 12 months.  However, our projections of future cash needs and cash flows may differ from actual results.  If
current cash on hand, cash equivalents, short-term investments, accounts receivable and cash that may be generated from
our business operations are insufficient to satisfy our liquidity requirements, we may seek to sell equity securities or
obtain loans from various financial institutions where possible.  The sale of additional equity securities or convertible
debt could result in dilution to our stockholders.  We can give no assurance that we will generate sufficient cash flows in
the future (through licensing and enforcement of patents, or otherwise) to satisfy our liquidity requirements or sustain
future operations, or that other sources of funding, such as sales of equity or debt, would be available, if needed, on
favorable terms or at all.  If we cannot obtain such funding if needed or if we cannot sufficiently reduce operating
expenses, we would need to curtail or cease some or all of our operations. 
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During the three months ended January 31, 2015, cash generated in operating activities was approximately

$4,653,000. Cash used in investing activities was approximately $205,000, which resulted from the purchase of
certificates of deposit totaling $650,000 and the purchase of property and equipment of approximately $55,000, which
was partially offset by the proceeds on maturity of certificates of deposit totaling $500,000. We did not have any
financing activities during the three months ended January 31, 2015.  As a result, our cash, cash equivalents, and short-
term investments at January 31, 2015 increased approximately $4,599,000 to approximately $10,460,000 from
approximately $5,861,000 at the end of fiscal year 2014.

 
Accounts receivable at January 31, 2015 of $45,000 are scheduled for collection in the second quarter of fiscal

2015.  Approximately $75,000 of royalties and contingent legal fees payable at January 31, 2015 are scheduled to be
paid in the second quarter of fiscal 2015.

 
In April 2013, the Company entered into the Stock Purchase Agreement with Aspire Capital, which provides

that Aspire Capital is committed to purchase up to an aggregate of $10 million of shares of the Company’s common
stock over the two-year term of the agreement.  In order to sell shares under the Stock Purchase Agreement, the
Company was required to have a registration statement covering the shares issued to Aspire Capital declared effective by
the SEC.  Such registration statement was declared effective by the SEC in June 2013 and a post-effective amendment
was declared effective by the SEC in February 2014.  Under the Stock Purchase Agreement there are two ways that the
Company can elect to sell shares of common stock to Aspire Capital.  On any business day the Company can select:
(1) through a regular purchase of up to 200,000 shares (but not to exceed $200,000) at a known price based on the
market price of the Company’s common stock prior to the time of each sale, and (2) through a volume-weighted average
price, or VWAP, purchase of a number of shares up to 30% of the volume traded on the purchase date at a price equal to
the lesser of (i) the closing sale price on the purchase date or (ii) 95% of the VWAP for such purchase date.  The
Company can only require a VWAP purchase if the closing sale price for our Common Stock on the notice day for the
VWAP purchase is higher than $0.50.  The number of shares covered by and the timing of, each purchase notice are
determined by the Company at its sole discretion.  The Company cannot execute any sales under the Stock Purchase
Agreement when the closing for our common stock is less than $0.15.  Aspire Capital has no right to require any sales
from us, but is obligated to make purchases as directed in accordance with the Stock Purchase Agreement. During fiscal
year 2013, the Company sold 5,380,000 shares of our common stock to Aspire Capital for approximately $1,092,000.  
No shares of our common stock were sold to Aspire Capital during fiscal year 2014 or the three months ended January
31, 2015.
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The Company’s condensed consolidated financial statements are prepared in conformity with accounting
principles generally accepted in the United States of America.  In preparing these financial statements, we make
assumptions, judgments and estimates that can have a significant impact on amounts reported in our consolidated
financial statements. We base our assumptions, judgments and estimates on historical experience and various other
factors that we believe to be reasonable under the circumstances. Actual results could differ materially from these
estimates under different assumptions or conditions. On a regular basis, we evaluate our assumptions, judgments and
estimates and make changes accordingly.
 

We believe that, of the significant accounting policies discussed in Note 3 to our consolidated financial
statements in our Annual Report on Form 10-K for the fiscal year ended October 31, 2014, the following accounting
policies require our most difficult, subjective or complex judgments:

 
 

 
··   Investment Securities;

··   Stock-Based Compensation; and
··  ConvertibleDebentures

 
Revenue Recognition

 
Revenue is recognized when (i) persuasive evidence of an arrangement exists, (ii) all obligations have been

substantially performed pursuant to the terms of the arrangement, (iii) amounts are fixed or determinable, and (iv) the
collectability of amounts is reasonably assured.
 

Patent Monetization and Patent Assertion
 

In general, revenue arrangements provide for the payment of contractually determined fees in consideration for
the grant of certain intellectual property rights for patented technologies owned or controlled by our operating
subsidiaries.  These rights typically include some combination of the following:  (i) the grant of a non-exclusive,
retroactive and future license to manufacture and/or sell products covered by patented technologies owned or controlled
by our operating subsidiaries, (ii) a covenant-not-to-sue, (iii) the release of the licensee from certain claims, and (iv) the
dismissal of any pending litigation.  The intellectual property rights granted are perpetual in nature, extending until the
expiration of the related patents.  Pursuant to the terms of these agreements, our operating subsidiaries have no further
obligation with respect to the grant of the non-exclusive retroactive and future licenses, covenants-not-to-sue, releases,
and other deliverables, including no express or implied obligation on our operating subsidiaries’ part to maintain or
upgrade the technology, or provide future support or services.  Generally, the agreements provide for the grant of the
licenses, covenants-not-to-sue, releases, and other significant deliverables upon execution of the agreement.  As such, the
earnings process is complete and revenue is recognized upon the execution of the agreement, when collectability is
reasonably assured, and when all other revenue recognition criteria have been met.
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Investment Securities
 

We classify our investment securities as available-for-sale.  Available-for-sale securities are recorded at fair
value.  Unrealized gains and losses, net of the related tax effect, on available-for-sale securities are excluded from
earnings and are reported as a component of accumulated other comprehensive income (loss) until realized.  Realized
gains and losses from the sale of available-for-sale securities are determined on a specific identification basis.  Dividend
and interest income are recognized when earned.

Stock-Based Compensation
 

We account for stock options granted to employees and directors using the accounting guidance in ASC 718. 
We recognize compensation expense for stock option awards over the requisite or implied service period of the grant. 
We recorded stock-based compensation expense, related to stock options granted to employees and directors, of
approximately $543,000 and $466,000 during the three months ended January 31, 2015 and 2014, respectively. We
account for stock options granted to consultants using the accounting guidance under ASC 505-50. We recognized
stock-based compensation expense for stock options granted to non-employee consultants during the three months
ended January 31, 2015 and 2014, of approximately $(51,000) and $236,000, respectively.  
 

Determining the appropriate fair value model and calculating the fair value of stock-based awards requires
judgment, including estimating stock price volatility, forfeiture rates and expected term.  If factors change and we
employ different assumptions in the application of ASC 718 and ASC 505-50 in future periods, the compensation
expense that we record may differ significantly from what we have recorded in the current period.  See Note 3 to the
condensed consolidated financial statements for additional information.
 
EFFECT OF RECENTLY ISSUED PRONOUNCEMENTS
 

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update 2014-
09 (“ASU 2014-09”), Revenue from Contracts with Customers.  This amendment updates addressing revenue from
contracts with customers, which clarifies existing accounting literature relating to how and when a company recognizes
revenue. Under the standard, a company will recognize revenue when it transfers promised goods or services to
customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for those
goods and services.  The amendments for this standard update are effective for interim and annual reporting periods
beginning after December 15, 2016, and are to be applied retrospectively or the cumulative effect as of the date of
adoption, with early application not permitted.  We are currently evaluating the impact ASU 2014-09 will have on our
consolidated financial statements and related disclosures.
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In June 2014, the FASB issued Accounting Standards Update 2014-12 (“ASU 2014-12”), Compensation – Stock
Compensation.  This amendment requires that a performance target that affects vesting and could be achieved after the
requisite service period shall be treated as a performance condition. Adoption of this standard is required for annual
periods beginning after December 15, 2015. Early adoption is permitted. We are currently evaluating the impact ASU
2014-12 will have on our consolidated financial statements and related disclosures.

    
In August 2014, the FASB issued Accounting Standards Update 2014-15 (“ASU 2014-15”). This amendment

requires management to assess an entity’s ability to continue as a going concern every reporting period including
interim periods, and to provide related footnote disclosure in certain circumstances. Adoption of this standard is
required for annual periods beginning after December 15, 2016 and are to be applied retrospectively or the cumulative
effect as of the date of adoption. Early adoption is permitted. We are currently evaluating the impact ASU 2014-15 will
have on our consolidated financial statements and related disclosures.
 
FORWARD-LOOKING STATEMENTS
 

Information included in this Quarterly Report on Form 10-Q (this “Report”) contains forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933 (the “Securities Act”), and Section 21E of
the Securities Exchange Act of 1934, as amended (the “Exchange Act”).  Forward-looking statements are not statements
of historical facts, but rather reflect our current expectations concerning future events and results.  We generally use the
words “believes,” “expects,” “intends,” “plans,” “anticipates,” “likely,” “will” and similar expressions to identify
forward-looking statements.  Such forward-looking statements, including those concerning our expectations, involve
risks, uncertainties and other factors, some of which are beyond our control, which may cause our actual results,
performance or achievements, or industry results, to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements.   These risks, uncertainties and factors include,
but are not limited to, those factors set forth in our Annual Report on Form 10-K for the fiscal year ended October 31,
2014 and the condensed consolidated financial statements included in this Report.  Except as required by applicable law,
including the securities laws of the United States, we undertake no obligation to publicly update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise.  You are cautioned not to unduly
rely on such forward-looking statements when evaluating the information presented in this Report.
 
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
 

As of January 31, 2015, we had investments in short-term, fixed rate and highly liquid instruments that have
historically been reinvested when they mature throughout the year. Although our existing instruments are not
considered at risk with respect to changes in interest rates or markets for these instruments, our rate of return on these
securities could be affected at the time of reinvestment, if any.
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Item 4. Controls and Procedures.
 

We carried out an evaluation, under the supervision and with the participation of our management including our
President and Chief Executive Officer and our Vice President – Finance and Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures pursuant to Rule 13-15(b) of the
Securities Exchange Act of 1934, as amended.  Based upon that evaluation, our President and Chief Executive Officer
and our Vice President – Finance and Chief Financial Officer concluded that our disclosure controls and procedures are
effective as of the end of the period covered by this report.  
 

There was no change in our internal control over financial reporting during the first quarter of fiscal year 2015
that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
 
 

PART II. OTHER INFORMATION
 

Item 1.Legal Proceedings. 
 

On December 29, 2014, we settled our lawsuit against AU Optronics Corporation which had been filed on
January 28, 2013. For a more detailed description of the settlement with AU Optronics Corporation, see Note 2 to the
condensed consolidated financial statements.
 

Other than suits we bring to enforce our patent rights, which are an integral part of our business plan, we are not
a party to any material pending legal proceedings other than that which arise in the ordinary course of business.  We
believe that any liability that may ultimately result from the resolution of these matters will not, individually or in the
aggregate, have a material adverse effect on our financial position or results of operations.
 
Item 1A. Risk Factors.
 

There have been no material changes in our risk factors from those disclosed in our Annual Report on Form 10-
K for the fiscal year ended October 31, 2014.
 
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
 

During the three months ended January 31, 2015, the Company issued 20,000 shares of our common stock to a
company in payment of public relations and investor relations services.  The common stock was issued in reliance on an
exemption from registration under Section 4(2) of the Securities Act.
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(a)    As of January 30, 2015, Tisha Stender was no longer employed by ITUS Corporation.  On March 5, 2015, in
connection with Ms. Stender’s severance arrangement, the Company re-purchased 800,000 shares of the
Company’s common stock from Ms. Stender at 25 cents per share, the price at which Ms. Stender acquired the
shares in July of 2014.  The Company also cancelled the corresponding warrant that was issued in connection
with the July 2014 stock purchase.

(b)   There have been no material changes to the procedures by which security holders may recommend nominees
to the Company’s board of directors.

32.1   Statement of Chief Executive Officer, pursuant to Section 1350 of Title 18 of the United States Code, dated
March 9, 2015.

32.2   Statement of Chief Financial Officer, pursuant to Section 1350 of Title 18 of the United States Code, dated March
9, 2015.
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Item 3.Defaults UponSeniorSecurities.
 
           None.
 
 
Item 4.Mine Safety Disclosures. 
 
         Not Applicable.
 
 
Item 5.Other Information.
 

 

 
 
Item 6.  Exhibits.
 
31.1   Certification of Chief Executive Officer, pursuant to Section 302 of   the Sarbanes-Oxley Act of 2002, dated
March 9, 2015.
 
31.2   Certification of Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, dated March
9, 2015.
 

 
 

 

 
30



Table of Contents 
 
 

 
SIGNATURES

 
 

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

ITUS CORPORATION

By: /s/ Robert A. Berman
Robert A. Berman
President and Chief Executive Officer   

March 9, 2015                                                 (Principal Executive Officer)

By: /s/ Henry P. Herms
Henry P. Herms
Vice President - Finance and
Chief Financial Officer (Principal

March 9, 2015                                                  Financial and Accounting Officer)
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(c)

(d)

 
Exhibit 31.1

CERTIFICATION

I, Robert Berman, certify that:

I have reviewed this quarterly report on Form 10-Q of ITUS Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and



5.

(a)

(b)

March 9, 2015  

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

   /s/ Robert A. Berman
   Robert A. Berman
   President and Chief Executive Officer
   (Principal Executive Officer)
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Exhibit 31.2

CERTIFICATION

I, Henry P. Herms, certify that:

I have reviewed this quarterly report on Form 10-Q of ITUS Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and



5.

(a)

(b)

March 9, 2015

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

                  /s/ Henry P. Herms
                  Henry P. Herms

      Vice President - Finance and
      Chief Financial Officer (Principal

                  Financial and Accounting Officer)



1.

2.

March 9, 2015  

 
Exhibit 32.1

Statement of Chief Executive Officer
Pursuant to Section 1350 of Title 18 of the United States Code

Pursuant to Section 1350 of Title 18 of the United States Code, the undersigned, Robert A. Berman, the President and
Chief Executive Officer of ITUS Corporation, hereby certifies that:

The Company's Form 10-Q Quarterly Report for the period ended January 31, 2015 (the "Report") fully complies
with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

   /s/ Robert A. Berman
   Robert A. Berman
   President and Chief Executive Officer
   (Principal Executive Officer)



1.

2.

March 9, 2015

 
Exhibit 32.2

Statement of Chief Financial Officer
Pursuant to Section 1350 of Title 18 of the United States Code

Pursuant to Section 1350 of Title 18 of the United States Code, the undersigned, Henry P. Herms, the Vice President -
Finance and Chief Financial Officer of ITUS Corporation, hereby certifies that:

The Company's Form 10-Q Quarterly Report for the period ended January 31, 2015 (the "Report") fully complies
with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

                  /s/ Henry P. Herms
                  Henry P. Herms

      Vice President - Finance and
      Chief Financial Officer (Principal
      Financial and Accounting Officer)


