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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements.

ITUS CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
July 31,
2015

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments in certificates of deposit
Accounts receivable
Prepaid expenses and other current assets
Total current assets

$

Patents, net of accumulated amortization of $558,425 and $314,453, respectively
Property and equipment, net of accumulated depreciation of $9,786 and $48,842, respectively
Total assets
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued expenses
Royalties and contingent legal fees payable
Total current liabilities

$

$

Patent acquisition obligation
Total liabilities

October 31,
2014

5,160,845
2,400,000
193,612
7,754,457
2,477,687
47,287
10,279,431

436,126
275,540
711,666

$

$

$

3,361,246
2,500,000
400,000
60,577
6,321,823
2,721,658
11,875
9,055,356

1,249,426
560,076
1,809,502

3,570,060
4,281,726

3,236,281
5,045,783

14,000

14,000

87,209
150,752,848
(144,856,352)
5,997,705

87,882
148,677,413
(144,769,722)
4,009,573

Commitments and contingencies (Note 10)
Shareholders’ equity:
Preferred stock, par value $100 per share; 19,860 shares authorized; no shares issued or outstanding
Series A convertible preferred stock, par value $100 per share; 140 shares issued and outstanding, respectively
Common stock, par value $.01 per share; 24,000,000 shares authorized; 8,720,878 and 8,788,176 shares issued and outstanding,
respectively
Additional paid-in capital
Accumulated deficit
Total shareholders’ equity
$

Total liabilities and shareholders’ equity

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 LOSS (UNAUDITED)
For the Nine Months Ended
July 31,
2015
2014
Revenue:
Revenue from licensing activities
Amortization of display technology development and license fees received from AU Optronics Corp. in fiscal year 2011
Settlement with AU Optronics Corporation

$

Total revenue
Operating costs and expenses:
Inventor royalties and contingent legal fees
Litigation and licensing expense
Amortization of patents
Marketing, general and administrative expenses (including non-cash stock option compensation expenses of $2,338,299 and
$2,346,587, respectively)

255,000
9,000,000
9,255,000

$

1,105,000
1,187,320
2,292,320

152,861
3,472,908
243,972

465,095
266,537
233,129

5,152,489
9,022,230

4,807,154
5,771,915

232,770

(3,479,595)

Change in value of derivative liabilities

-

(1,460,704)

Loss on extinguishment of debt

-

(482,915)

(333,779)

(1,082,041)

-

47,568

14,379

4,817

(86,630)

(6,452,870)

-

-

Total operating costs and expenses
Income (loss) from operations

Interest expense
Dividend income
Interest income
Loss before income taxes
Provision for income taxes
$

Net loss

(86,630)

$

(6,452,870)

Other comprehensive loss:
-

Unrealized loss on investment in Videocon Industries Limited global depository receipts

(46,371)

Total comprehensive loss

$

(86,630)

$

(6,499,241)

Net loss per common share:
Basic and diluted

$

(0.01)

$

(0.75)

Weighted average common shares outstanding:
Basic and diluted

8,773,279

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 (LOSS) INCOME (UNAUDITED)
For the Three Months Ended
July 31,
2015
2014
Revenue:
Revenue from licensing activities

$

Amortization of display technology development and license fees received from AU Optronics Corp. in fiscal year 2011
Total revenue

95,000
-

$

1,187,320

95,000

1,187,320

48,917
32,636
81,324

162,520
81,289

1,422,844

1,103,094

1,585,721

1,346,903

(1,490,721)

(159,583)

-

850,000

Interest expense

(115,981)

(280,913)

Interest income

4,523

1,497

(1,602,179)

411,001

-

-

Operating costs and expenses:
Inventor royalties and contingent legal fees
Litigation and licensing expense
Amortization of patents
Marketing, general and administrative expenses (including non-cash stock option compensation expenses of $780,591 and
$469,481, respectively)
Total operating costs and expenses
Loss from operations
Change in value of derivative liabilities

(Loss) income before income taxes
Provision for income taxes
$

Net (loss) income
Other comprehensive (loss) income:
Unrealized income on investment in Videocon Industries Limited global depository receipts

(1,602,179)

$

-

411,001

173,518

Total comprehensive (loss) income

$

(1,602,179)

$

584,519

Net (loss) income per common share:
Basic
Diluted

$
$

(0.18)
(0.18)

$
$

0.05
0.04

Weighted average common shares outstanding:
Basic
Diluted

8,762,540
8,792,540

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 NINE MONTHS ENDED July 31, 2015 (UNAUDITED)

Preferred Stock
Shares
Par Value
Balance, October 31, 2014
Stock option compensation to employees and consultants
Common stock issued upon exercise of stock options
Common stock issued to consultants
Repurchase of 92,232 shares of common stock and cancellation
of warrants to purchase 16,000 shares of common stock
Retire common stock repurchased
Net loss
Balance, July 31, 2015

140
140

$

$

Additional
Paid-in
Capital

Common Stock
Shares
Par Value

14,000
-

8,788,176
13,334
11,600

14,000

(92,232)
8,720,878

$

$

87,882
133
116
(922)
87,209

$

$

148,677,413
2,338,299
34,202
45,984
(343,972)
922
150,752,848

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Total
Shareholders’
Equity

Accumulated
Deficit
$

(144,769,722) $
-

$

(86,630)
(144,856,352) $

4,009,573
2,338,299
34,335
46,100
(343,972)
(86,630)
5,997,705
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ITUS CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
For the Nine Months Ended
July 31,
2015
2014
Reconciliation of net loss to net cash provided by (used in) operating activities:
Net loss
Stock option compensation to employees and consultants
Common stock issued to consultants
Common stock issued to pay interest on convertible debentures
Amortization of patents
Accretion of interest on patent acquisition obligations to interest expense
Amortization of convertible debenture discount to interest expense
Loss on extinguishment of debt
Common stock issued to acquire patent license
Change in value of derivative liabilities
Loss on acquisition of 32,000 shares of common stock and cancellation of warrants to purchase 16,000 shares of common stock
Other
Change in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Accounts payable and accrued expenses
Royalties and contingent legal fees payable
Deferred revenue

$

Net cash provided by (used in) operating activities
Cash flows from investing activities:
Disbursements to acquire short-term investments in certificates of deposit
Proceeds from maturities and sales of short-term investments in certificates of deposit
Payments for purchases of property and equipment
Other

(86,630)
2,338,299
46,100
243,972
333,779
101,280
19,363

$

(6,452,870)
2,346,587
40,748
61,778
233,129
286,002
575,210
482,915
62,000
1,460,704
(553)

400,000
(133,035)
(813,300)
(284,536)
-

41,667
60,066
28,101
(55,343)
(1,187,320)

2,165,292

(2,017,179)

(2,550,000)
2,650,000
(54,776)
-

(3,700,000)
1,150,000
(3,798)

45,224

(2,553,798)

-

Net cash provided by (used in) investing activities
Cash flows from financing activities:
Proceeds from issuance of convertible debentures
Proceeds from sale of common stock, net
Proceeds from exercise of warrants to purchase common stock
Proceeds from exercise of employee stock options
Payments to redeem convertible debentures
Payments to acquire 92,232 shares of common stock and cancellation of warrants to purchase 16,000 shares of common stock

34,335
(445,252)

3,500,000
3,673,135
300,009
51,225
(200,000)
-

Net cash (used in) provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

$

(410,917)
1,799,599
3,361,246
5,160,845

$

7,324,369
2,753,392
898,172
3,651,564

Supplemental disclosure of investing and financing activities:
Non-cash patent acquisition
Common stock to acquire patent license
Common stock issued upon conversion of debentures
Fair value of debenture embedded conversion feature at date of issuance
Relative fair value of warrants issued with convertible debentures

$
$
$
$
$

-

$
$
$
$
$

3,036,011
247,600
2,735,349
1,570,000
513,122

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITUS CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

1.

BUSINESS AND FUNDING

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 and licensing of emerging technologies.
Over the past several quarters, our revenue has been derived from technology licensing, and the sale of patented technologies, including in connection with the
settlement of litigation. In addition to these activities, we may make investments in companies with emerging technologies, acquire companies with emerging
technologies, acquire or license emerging technologies for development within our subsidiary companies, and create and capitalize subsidiary companies for the
purpose of developing and commercializing technologies that we create. While we expect to continue to generate revenue from licensing, we may also derive revenue
from products and services sold and provided by companies in which we make investments, and technologies that we acquire, develop or create.
The Company currently owns, controls, or is developing technologies in the primary areas of: thin-film displays, encrypted communications, advanced
materials applications, and cancer diagnostics. In June 2015, we formed Anixa Diagnostics Corporation, a wholly owned subsidiary of ITUS that is developing noninvasive, cancer screening tests. We are continuing our licensing programs in connection with our patented encrypted communications, and advanced materials
applications technologies. In addition we have resumed our Nano field emission display development program. The Company is looking to invest its resources in
other emerging technology areas.
Funding and Management’s Plans
During the nine months ended July 31, 2015, cash generated from operating activities was approximately $2,165,000. Net cash provided by investing
activities was approximately $45,000, which reflected proceeds from the sale or maturity of certificates of deposit totaling $2,650,000 and disbursement of
$2,550,000 for the purchase of certificates of deposit and approximately $55,000 for the purchase of property and equipment. Cash used in financing activities was
approximately $411,000, which included approximately $445,000 for the repurchase of 92,232 shares of our common stock, including 60,232 shares of common stock
purchased in open market transactions at a cost of approximately $245,000, and cancellation warrants to purchase 16,000 shares of our common stock, offset by the
proceeds from exercise of stock options of approximately $34,000. As a result, our cash, cash equivalents, and short-term investments at July 31, 2015 increased by
approximately $1,700,000 to approximately $7,561,000 from approximately $5,861,000 at the end of fiscal year 2014.
8
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Based on currently available information as of August 18, 2015, we believe that our existing cash, cash equivalents, short-term investments and expected cash
flows from licensing 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 and cash that may be
generated from our business operations are insufficient to satisfy our liquidity requirements or if we elect to purchase assets or a business for cash, 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 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.
Reverse Stock Split
On June 26, 2015, we effected a 1-for-25 reverse stock split (the “Stock Split”) of our issued common stock and preferred stock. Each shareholders’
percentage ownership and proportional voting power remained unchanged as a result of the Stock Split. All applicable share data, per share amounts and related
information in the condensed consolidated financial statements and notes thereto have been adjusted retroactively to give effect to the Stock Split. As a result of the
Stock Split, the number of shares of our common stock and preferred stock authorized was also decreased by the same proportion as the outstanding shares.
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 October 31, 2014 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 July 31, 2015, and results of operations and cash flows for the interim periods represented. The results of operations for the three and nine
months ended July 31, 2015 are not necessarily indicative of the results to be expected for the entire year.
9
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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.
Licensing
In certain instances, our past revenue arrangements have provided for the payment of contractually determined fees in settlement of litigation and in
consideration for the grant of certain intellectual property rights for patented technologies owned or controlled by our operating subsidiaries. These arrangements
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. In such instances, the intellectual property rights granted have been perpetual in nature, extending until the expiration of the
related patents. Pursuant to the terms of these agreements, our operating subsidiaries had no further obligations. As such, the earnings process was complete and
revenue has been recognized upon the execution of the agreement, when collectability was reasonably assured, and when all other revenue recognition criteria had
been met.
Intangible Assets
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 nine months ended July 31, 2015 and 2014, was approximately $-0- and $3,036,000,
respectively. We did not capitalize any patent acquisition costs during the three months ended July 31, 2015 and 2014. We recorded patent amortization expense of
approximately $244,000 and $233,000 during the nine months ended July 31, 2015 and 2014, respectively, and approximately $81,000 and $81,000 during the three
months ended July, 2015 and 2014, respectively.
2.

AUO SETTLEMENT

On December 29, 2014, the Company and AU Optronics Corporation (“AUO”) entered into a Settlement Agreement, and a Patent Assignment Agreement,
resolving a lawsuit filed by the Company against AUO in connection with the joint development and commercialization of the Company’s patented ePaper®
Electrophoretic Display, and Nano Field Emission Display technologies. The Company received an aggregate of $9,000,000 from AUO, and transferred certain
electrophoretic display patents to AUO. For more information regarding our lawsuit against AUO and the Settlement Agreement and Patent Assignment Agreement
with AUO, please refer to our Annual Report on Form 10-K filed with the SEC on January 29, 2015.
10
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3.

STOCK BASED COMPENSATION

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 Accounting Standards Codification 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.
We recorded stock-based compensation expense, related to stock options granted to employees and directors, of approximately $1,671,000 and $1,562,000,
during the nine months ended July 31, 2015 and 2014, respectively, and approximately $445,000 and $573,000 during the three months ended July 31, 2015 and
2014, respectively. Stock-based compensation expense for the nine months ended July 31, 2015 and 2014 includes approximately $1,587,000 and $1,089,000,
respectively, and during the three months ended July 31, 2015 and 2014 approximately $408,000 and $496,000, respectively, related to the amortization of
compensation cost for stock options granted in prior periods but vested in the current period. As of July 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 $644,000, which will be recognized over a
weighted-average period of 1 year.
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 nine months ended July 31, 2015 and 2014 of approximately
$668,000 and $784,000, respectively, and approximately $335,000 and $(103,000) during the three months ended July 31, 2015 and 2014, respectively. Stock-based
consulting expense for the nine and three months ended July 31, 2015 represents the amortization of compensation cost for stock options granted in prior periods but
vested in the current period. Stock-based consulting expense for the nine and three ended July 31, 2014 includes approximately $736,000 and $(107,000),
respectively, related to the amortization of compensation cost for stock options granted in prior periods but vested in the current period. As of July 31, 2015, there was
unrecognized consulting expense related to non-vested stock options granted to consultants, related to service based options of approximately $221,000, which will be
recognized over a weighted-average period of .5 years.
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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 nine months ended July 31, 2015 consisted of awards
exercisable for 10 years that vest over one year or over three years. The stock options we granted during the nine months ended July 31, 2014 consisted of awards
with 10-year terms that vest over one year, options with 10-year terms that vest over 36 months, options with 5-year terms which vest immediately and options with
10-year terms which vest upon achievement of performance milestones.
The following weighted average assumptions were used in estimating the fair value of stock options granted during the nine months ended July 31, 2015 and
2014, and the three months ended July 31, 2015 and 2014.

Weighted average fair value at grant date
Valuation assumptions:
Expected life (years)
Expected volatility
Risk-free interest rate
Expected dividend yield

For the Nine Months
Ended July 31,
2015
2014
$2.40
$5.50
5.36
114.8%
1.66%
0

5.79
115.4%
1.82%
0

For the Three Months
Ended July 31,
2015
2014
$3.09
$6.25
5.75
117.8%
2.01%
0

5.98
115.1%
1.93%
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.
12
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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 nine months ended July 31, 2015 and 2014, we granted options to purchase 60,400 and 520,400 shares, respectively, of common stock at weighted
average exercise prices of $2.91 and $5.50 per share, respectively, pursuant to the ITUS Corporation 2010 Share Incentive Plan (the "2010 Share Plan”). During the
nine months ended July 31, 2015, stock options to purchase 13,334 shares of common stock were exercised with aggregate proceeds of approximately
$34,000. During the nine months ended July 31, 2014, stock options to purchase 13,800 shares of common stock were exercised with aggregate proceeds of
approximately $51,000.
Stock Option Plans
As of July 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.
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. In accordance with the provisions of the 2003 Share Plan, the plan terminated with respect to the ability to grant future options on April
21, 2013. Information regarding the 2003 Share Plan for the nine months ended July 31, 2015 is as follows:

Shares
493,991
(82,191)
411,800

Options Outstanding at October 31, 2014
Forfeited
Options Outstanding and exercisable at July 31, 2015
13

Weighted
Average Exercise
Price Per Share
$18.00
$15.57
$17.22

Aggregate
Intrinsic
Value

$

156,896
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The following table summarizes information about stock options outstanding and exercisable under the 2003 Share Plan as of July 31, 2015:

Range of
Exercise Prices
$ 1.79 - $ 9.25
$10.75 - $17.50
$18.50 - $23.00
$29.25

Number
Outstanding
77,880
101,200
192,720
40,000

Weighted Average
Remaining
Contractual Life
(in years)
1.91
1.04
1.39
2.06

Weighted
Average
Exercise Price
$
$
$
$

2.89
15.21
21.57
29.25

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. As of July 31, 2015, the 2010 Share Plan had 982,955 shares available for future grants. Information regarding the 2010 Share Plan for
the nine months ended July 31, 2015 is as follows:

Shares
728,560
60,400
(13,334)
(243,355)
532,271

Options Outstanding at October 31, 2014
Granted
Exercised
Forfeited
Options Outstanding at July 31, 2015

Weighted
Average
Exercise
Price Per Share
$5.75
$2.91
$2.58
$6.39
$3.32

$

986,700

$3.45

$

652,231

383,982

Options Exercisable at July 31, 2015

Aggregate
Intrinsic
Value

The following table summarizes information about stock options outstanding under the 2010 Share Plan as of July 31, 2015:

Options Outstanding

Range of
Exercise Prices

Number
Outstanding

Weighted
Average
Remaining
Contractual Life
(in years)

$2.58 - $9.25

532,271

7.25

Options Exercisable

Weighted
Average
Exercise Price
$3.32
14

Number
Exercisable

Weighted
Average
Remaining
Contractual Life
(in years)

Weighted
Average
Exercise Price

383,982

6.75

$3.45
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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
1,780,000 shares. Information regarding stock options outstanding that were not granted under the 2003 Plan or the 2010 Plan for the nine months ended July 31,
2015 is as follows:

Shares
1,780,000
1,780,000
1,689,179

Options Outstanding at October 31, 2014
Options Outstanding at July 31, 2015
Options Exercisable at July 31, 2015

Weighted
Average Exercise
Price Per Share
$5.50
$2.69
$2.69

Aggregate
Intrinsic
Value
$
$

3,958,650
3,748,399

The following table summarizes information about stock options outstanding that were not granted under the 2003 Share Plan or the 2010 Share Plan as of
July 31, 2015:

Options Outstanding

Options Exercisable

Weighted
Average
Exercise Price

Number
Exercisable

Weighted
Average
Remaining
Contractual Life
(in years)

Weighted
Average
Exercise Price

$2.69

1,689,179

7.01

$2.69

Range of
Exercise Prices

Number
Outstanding

Weighted
Average
Remaining
Contractual Life
(in years)

$2.58-$5.50

1,780,000

7.01

On January 28, 2015, the Board of Directors authorized management of the Company to re-price issued and outstanding stock options for all of the officers,
directors and employees of the Company, at any time prior to February 16, 2015. On February 5, 2015, management acted to re-price 2,184,126 issued and
outstanding stock options (the “Re-Priced Options”) pursuant to the authority granted by the Board of Directors. The new exercise price of the Re-Priced Options is
$2.575, the closing sales price of the Company’s common stock on February 5, 2015. All other terms of the previously granted Re-Priced Options remain the
same. The Company recorded additional stock-based compensation of approximately $297,000, as of February 5, 2015, related to this re-pricing. This amount was
determined to be the incremental value of the fair value of the Re-Priced Options compared to the fair value of the original option immediately before the re-pricing.
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 nine months ended July 31, 2015 and 2014, we issued 11,600 shares and 5,200 shares, respectively, of common stock to consultants for
services rendered. We recorded consulting expense for the nine months ended July 31, 2015 and 2014 of approximately $46,000 and $41,000, respectively, for the
shares of common stock issued to consultants. During the three months ended July 31, 2015 and 2014, we issued 10,000 shares and 800 shares, respectively, of
common stock to consultants for services rendered. We recorded consulting expense for the three months ended July 31, 2015 and 2014 of approximately $40,000
and $6,000, respectively, for the shares of common stock issued to consultants.
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4.

FAIR VALUE MEASUREMENTS

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.
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 July 31, 2015:
Level 1
Money market funds – Cash equivalents
Certificates of deposit - Short term investments
Total financial assets

$
$

3,571,191
3,571,191

Level 2
$
$

2,400,000
2,400,000

Level 3
$

Total
-

$

$
$

3,571,191
2,400,000
5,971,191

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
Money market funds – Cash equivalents
Certificates of deposit -Short term investments
Total financial assets

$

155,964
155,964

$
16

Level 2
$
$

2,500,000
2,500,000

Level 3
$
$

Total
-

$
$

155,964
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 July 31, 2015:
Level 1
Patent acquisition obligation

$
$

Level 2
-

$
$

Level 3
-

$
$

3,570,060
3,570,060

Total
$
$

3,570,060
3,570,000

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
Patent acquisition obligation

$
$

Level 2
-

$
$

Level 3
-

$
$

3,236,281
3,236,281

Total
$
$

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
Accreted interest on patent obligation
Balance October 31, 2014
Accreted interest on patent obligation
Balance July 31, 2015

$

$

2,850,511
385,770
3,236,281
333,779
3,570,060

Our non-financial assets that may be 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.
5.

INVESTMENTS

At July 31, 2015 and October 31, 2014, we had certificates of deposit of $2,400,000 and $2,500,000, respectively, which were classified as short-term
investments and reported at fair value.
17

Table of Contents

6.

ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expense consist of the following as of:

Accounts payable
Payroll and related expenses
Accrued litigation expense, consulting and other professional fees
Accrued other

$

$

7.

July 31,
2015
424,688
7,000
4,438
436,126

October 31,
2014
$
540,179
372,753
320,493
16,001
$
1,249,426

NET LOSS PER SHARE OF COMMON STOCK

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 July 31, 2014 excluded stock options to purchase 357,920 shares and warrants to purchase 715,379 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 July 31, 2014:
For the Three
Months Ended
July 31, 2014
8,930,070
739,958
71,822
892,050
10,633,900

Basic weighted average common shares outstanding
Effect of convertible debentures
Effect of warrants
Effect of stock options
Dilutive weighted average common shares outstanding

Diluted EPS for the nine and three months ended July 31, 2015 and the nine months ended July 31, 2014 are 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 nine and three
months ended July 31, 2015 were stock options to purchase 2,724,072 shares, warrants to purchase 1,028,932 shares and preferred stock convertible into 739,958
shares and for the nine months ended July 31, 2014 were stock options to purchase 2,975,951 shares, warrants to purchase 1,036,932 shares and debentures
convertible into 739,958 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. In July 2015, a one year deferral of the effective date of the new guidance was approved. 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. We do not expect this update to have a significant impact on our consolidated financial statements.
In April 2015, the FASB issued Accounting Standards Update 2015-03 (“ASU 2015-03”) to simplify the presentation of debt issuance costs. This
amendments requires debt issuance costs be presented on the balance sheet as a direct reduction from the carrying amount of the debt liability, consistent with debt
discounts or premiums. Adoption of this standard is required for interim and annual periods beginning after December 15, 2015 and is to be applied retrospectively.
We are currently evaluating the impact ASU 2015-03 will have on our consolidated financial statements and related disclosures.
9.

INCOME TAXES

We file Federal, New York State and California State income tax returns. Due to net operating losses, the statute of limitations for Federal and New York
State income tax returns remains open to examination by taxing authorities 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 July 31, 2015 and
October 31, 2014.
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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.
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 first quarter of fiscal year 2015. We expect any taxable income for the full fiscal year will be completely offset by our
net operating loss carryforwards, resulting in no tax due in any jurisdiction. Accordingly, we have not recorded a tax provision for the interim periods 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.
10.

COMMITMENT AND CONTINGENCES

Patent Acquisition Obligations
As of July 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 $3,570,000, 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 (Note 2).
Other than lawsuits we bring to enforce our patent rights, we are not a party to any material pending legal proceedings other than that which arise in the
ordinary course of business.
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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 and licensing of emerging technologies.
Over the past several quarters, our revenue has been derived from technology licensing, and the sale of patented technologies, including in connection with the
settlement of litigation. In addition to these activities, we may make investments in companies with emerging technologies, acquire companies with emerging
technologies, acquire or in-license emerging technologies for development within our subsidiary companies, and create and capitalize subsidiary companies for the
purpose of developing and commercializing technologies that we create. While we expect to continue to generate revenue from licensing, we may also derive revenue
from products and services sold and provided by companies in which we make investments, and technologies that we acquire or create.
The Company currently owns, controls, or is developing technologies in the primary areas of: thin-film displays, encrypted communications, advanced
materials applications, and cancer diagnostics. In June 2015, we formed Anixa Diagnostics Corporation, a wholly owned subsidiary of ITUS that is developing noninvasive, cancer screening tests. We are continuing our licensing programs in connection with our patented encrypted communications, and advanced materials
applications technologies. In addition we have resumed our Nano field emission display development program. The Company is looking to invest its resources in
other emerging technology areas.
RESULTS OF OPERATIONS
Nine months ended July 31, 2015 compared with nine months ended July 31, 2014
Revenue from Settlement with AU Optronics Corporation
Revenue from the Settlement with AU Optronics Corporation was $9,000,000 for the nine months ended July 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.
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Revenue from Licensing Activities
For the nine months ended July 31, 2015, we recorded revenue from licensing activities of $255,000 from 3 license agreements. In the comparable prior year
period we recorded revenue from licensing activities of $1,105,000 from 5 license agreements. The license agreements provided 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 was
complete and 100% of the revenue was recognized upon execution of the license agreements.
Display Technology Development and License Fees
For the nine months ended July 31, 2014, we recognized display technology development and license fee revenue of approximately $1,187,000, representing
the balance of the initial $3 million payment received from AUO in fiscal year 2011. We did not record any display technology development and license fees during
the nine months ended July 31, 2015.
Inventor Royalties and Contingent Legal Fees
Inventor royalties and contingent legal fees were approximately $153,000 for the nine months ended July 31, 2015, compared to approximately $465,000 in
the comparable prior year period. Inventor royalties and contingent legal fees are expensed in the period that the related revenues are recognized. 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 $3,206,000 to approximately $3,473,000 in the nine months ended July 31, 2015, from
approximately $267,000 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 $244,000 for the nine months ended July 31, 2015, compared to approximately $233,000 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 increased by approximately $345,000 to approximately $5,152,000 in the nine months ended July 31, 2015,
from approximately $4,807,000 in the comparable prior-year period. The increase in marketing, general and administrative expenses was principally due to an
increase in legal and accounting fees of approximately $233,000, an increase in non-cash employee stock option expense of approximately $108,000, an increase in
consulting expense of approximately $105,000 and non-recurring costs associated with former employees’ severance arrangements of approximately $101,000, offset
by a decrease in investor relations and public relations expense of approximately $125,000 and a decrease in non-cash consultant stock option expense of
approximately $117,000.
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Change in Value of Derivative Liability
Change in value of derivative liability was $-0- in the nine months ended July 31, 2015, compared to a loss of approximately $1,461,000 in the comparable
prior year period. The derivative liability in the prior year period was related to the embedded conversion features associated with 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.
Loss on Extinguishment of Debt
Loss on extinguishment of debt was $-0- in the nine months ended July 31, 2015, compared to a loss of approximately $483,000 in the comparable prior year
period. The loss during the nine months ended July 31, 2014 related to the conversion of $1,240,000 principal amount of the Convertible Debentures due January
2015 into 330,684 shares of common stock and the prepayment of $200,000 of principal amount of Convertible Debentures due January 2015.
Interest Expense
Interest expense decreased by approximately $748,000 to approximately $334,000 for the nine months ended July 31, 2015 from approximately $1,082,000 in
the prior year period. Interest expense for the nine months ended July 31, 2015 and 2014 includes approximately $-0- and $796,000, respectively, related to
convertible debentures and approximately $334,000 and $286,000, respectively, of accreted interest on our patent acquisition obligation.
Dividend Income
There was no dividend income received in the nine months ended July 31, 2015. Dividend income of approximately $48,000 received in the nine months
ended July 31, 2014 was related to our investment, at the time, in Videocon Industries Limited global depository receipts (the “Videocon GDRs”). We disposed of our
investment in the Videocon GDRs in August 2014.
Interest Income
Interest income increased to approximately $14,000 in the nine months ended July 31, 2015 compared to approximately $5,000 in the nine months ended July
31, 2014 due to an increase in the amount invested in money market funds and certificates of deposit during the current period.
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Three months ended July 31, 2015 compared with three months ended July 31, 2014
Revenue from Licensing Activities
For the three months ended July 31, 2015, we recorded revenue from licensing activities of $95,000 from 1 license agreement. The license agreement provided
for a one-time, non-recurring, lump sum payment in exchange for non-exclusive retroactive and future licenses, or covenants not to sue. Accordingly, the earning
process from this license was complete and 100% of the revenue was recognized upon execution of the license agreement. We did not enter into any license
agreements during the three months ended July 31, 2014 and we did not record any revenue from licensing activities during that period.
Display Technology Development and License Fees
For the three months ended July 31, 2014, we recognized display technology development and license fee revenue of approximately $1,187,000 representing
the balance of the initial $3 million payment received from AUO in fiscal year 2011. We did not record any display technology development and license fees during
the three months ended July 31, 2015.
Inventor Royalties and Contingent Legal Fees
Inventor royalties and contingent legal fees were approximately $49,000 for the three months ended July 31, 2015, compared to $-0- in the comparable prior
year period. Inventor royalties and contingent legal fees are expensed in the period that the related revenues are recognized. 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 were approximately $33,000 in the three months ended July 31, 2015, compared to approximately $163,000 in the
comparable prior year period. 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 and $81,000 for the three months ended July 31, 2015 and 2014, respectively. 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 increased by approximately $320,000 to approximately $1,423,000 in the three months ended July 31, 2015,
from approximately $1,103,000 in the comparable prior-year period. The increase in marketing, general and administrative expenses was principally due to an
increase in non-cash consultant stock option expense of approximately $439,000, an increase in legal and accounting fees of approximately $71,000, offset by a
decrease in non-cash employee stock option expense of approximately $128,000 and a decrease in other miscellaneous expenses of approximately $114,000
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Change in Value of Derivative Liability
Change in value of derivative liability was $-0- in the three months ended July 31, 2015, compared to a gain of approximately $850,000 in the comparable
prior year period. The derivative liability in the prior year period was related to the embedded conversion features associated with 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 $165,000 to approximately $116,000 for the three months ended July 31, 2015 from approximately $281,000 in
the prior year period. Interest expense for the three months ended July 31, 2015 and 2014 includes approximately $-0- and $181,000, respectively, related to
convertible debentures and approximately $116,000 and $100,000, respectively, of accreted interest on our patent acquisition obligation.
Interest Income
Interest income increased to approximately $5,000 in the three months ended July 31, 2015 compared to approximately $1,000 in the three months ended July
31, 2014 due to an increase in the amount invested in money market funds and certificates of deposit during the current period.
LIQUIDITY AND CAPITAL RESOURCES
Our primary sources of liquidity are cash, cash equivalents and short-term investments.
Based on currently available information as of August 18, 2015, we believe that our existing cash, cash equivalents, short-term investments and expected cash
flows from licensing 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 and cash that may be
generated from our business operations are insufficient to satisfy our liquidity requirements or if we elect to purchase assets or a business for cash, 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 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 nine months ended July 31, 2015, cash generated from operating activities was approximately $2,165,000. Net cash provided by investing
activities was approximately $45,000, which reflected proceeds from the sale or maturity of certificates of deposit totaling $2,650,000 and disbursement of
$2,550,000 for the purchase of certificates of deposit and approximately $55,000 for the purchase of property and equipment. Cash used in financing activities was
approximately $411,000, which included approximately $445,000 for the repurchase of 92,232 shares of our common stock, including 60,232 shares of common stock
purchased in open market transactions at a cost of approximately $245,000, and cancellation warrants to purchase 16,000 shares of our common stock, offset by the
proceeds from exercise of stock options of approximately $34,000. As a result, our cash, cash equivalents, and short-term investments at July 31, 2015 increased by
approximately $1,700,000 to approximately $7,561,000 from approximately $5,861,000 at the end of fiscal year 2014.
CRITIAL ACCOUNTING POLICIES
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:
·
·
·
·

Revenue Recognition;
Investment Securities;
Stock-Based Compensation; and
Convertible Debentures

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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Investment Securities
Through the date we terminated our business relationship with Videocon Industries Limited and its affiliate, August 29, 2014, we classified 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 $1,671,000 and $1,562,000 during the nine months ended July 31, 2015 and 2014, respectively, and approximately $445,000 and
$573,000 during the three months ended July 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 nine months ended July 31,
2015 and 2014, of approximately $668,000 and $784,000, respectively, and for the three months ended July 31, 2015 and 2014 of approximately $335,000 and
$(103,000), 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.
Convertible Instruments
The Company accounts for hybrid contracts that feature conversion options in accordance with applicable generally accepted accounting principles
(“GAAP”). ASC 815 “Derivatives and Hedging Activities,” (“ASC 815”) requires companies to bifurcate conversion options from their host instruments and
account for them as free standing derivative financial instruments according to certain criteria. The criteria includes circumstances in which (a) the economic
characteristics and risks of the embedded derivative instrument are not clearly and closely related to the economic characteristics and risks of the host contract, (b) the
hybrid instrument that embodies both the embedded derivative instrument and the host contract is not re-measured at fair value under otherwise applicable generally
accepted accounting principles with changes in fair value reported in earnings as they occur and (c) a separate instrument with the same terms as the embedded
derivative instrument would be considered a derivative instrument.
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Conversion options that contain variable settlement features such as provisions to adjust the conversion price upon subsequent issuances of equity or equity
linked securities at exercise prices more favorable than that featured in the hybrid contract generally result in their bifurcation from the host instrument.
The Company accounts for convertible instruments, when the Company has determined that the embedded conversion options should not be bifurcated from
their host instruments, in accordance with ASC 470-20 “Debt with Conversion and Other Options” (“ASC 470-20”). Under ASC 470-20 the Company records, when
necessary, discounts to convertible notes for the intrinsic value of conversion options embedded in debt instruments based upon the differences between the fair value
of the underlying common stock at the commitment date of the note transaction and the effective conversion price embedded in the note. The Company accounts for
convertible instruments (when the Company has determined that the embedded conversion options should be bifurcated from their host instruments) in accordance
with ASC 815. Under ASC 815, a portion of the proceeds received upon the issuance of the hybrid contract are allocated to the fair value of the derivative. The
derivative is subsequently marked to market at each reporting date based on current fair value, with the changes in fair value reported in results of operations.
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. In July 2015, a one year deferral of the effective date of the new guidance was approved. 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. We do not expect this update to have a significant impact on our consolidated financial statements.
In April 2015, the FASB issued Accounting Standards Update 2015-03 (“ASU 2015-03”) to simplify the presentation of debt issuance costs. This
amendments requires debt issuance costs be presented on the balance sheet as a direct reduction from the carrying amount of the debt liability, consistent with debt
discounts or premiums. Adoption of this standard is required for interim and annual periods beginning after December 15, 2015 and is to be applied retrospectively.
We are currently evaluating the impact ASU 2015-03 will have on our consolidated financial statements and related disclosures.
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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 July 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.
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 1315(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 third quarter of fiscal year 2015 that has materially affected, or is reasonably
likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings.
Other than suits we bring to enforce our patent rights, 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 July 31, 2015, the Company issued 10,000 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.
During the three months ended July 31, 2015, the Company repurchased 60,232 shares of our common stock in open market transactions as follows:

Period
June 1 to June 30, 2015
July 2 to July 27, 2015
Total

Total
number of shares
purchased
33,757
26,475
60,232

Average price paid
per share
$
3.66
$
4.60
$

4.07

Total number of
shares purchased as
part of publicly
announced plan (1)
33,757
26,475
60,232

Maximum number (or
approximate dollar
value) of shares that
may yet be purchased
under the plan
$4,755,000

(1) The Company announced the authorization of an up to $5,000,000 stock repurchase program on October 29, 2014. The repurchase program expires on
October 29, 2016.
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Item 3. Defaults Upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not Applicable.
Item 5. Other Information.
(a)

None.

(b)

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

Item 6. Exhibits.
31.1

Certification of Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, dated August 18, 2015.

31.2

Certification of Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, dated August 18, 2015.

32.1

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

32.2

Statement of Chief Financial Officer, pursuant to Section 1350 of Title 18 of the United States Code, dated August 18, 2015.
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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

August 18, 2015

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

August 18, 2015

By: /s/ Henry P. Herms
Henry P. Herms
Vice President - Finance and
Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATION
I, Robert Berman, certify that:
1.

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

2.

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;

3.

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;

4.

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:

5.

(a)

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;

(b)

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;

(c)

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

( d )

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

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):
(a)
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
(b)
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.

August 18, 2015

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

Exhibit 31.2

CERTIFICATION
I, Henry P. Herms, certify that:
1.

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

2.

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;

3.

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;

4.

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:

5.

(a)

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;

(b)

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;

(c)

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

( d )

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

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):
(a)
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
(b)
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.

August 18, 2015

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

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:
1. The Company's Form 10-Q Quarterly Report for the period ended July 31, 2015 (the "Report") fully complies
with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

August 18, 2015

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

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:
1. The Company's Form 10-Q Quarterly Report for the period ended July 31, 2015 (the "Report") fully complies
with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

August 18, 2015

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

