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PART I

CAUTIONARY STATEMENT

All statements included or incorporated by reference in this Annual Report on Form 10-K (the “Report”), other than
statements or characterizations of historical fact, are forward-looking statements within the meaning of the Private
Securities Litigation Reform Act, as amended. Examples of forward-looking statements include, but are not limited to,
statements concerning projected net sales, costs, expenses and gross margins; our accounting estimates, assumptions
and judgments; the demand for our products; the competitive nature of and anticipated growth in our industries; our
ability to sell assets, pay down debt and increase our per share common stock price; our ability to identify and
consummate (a) acquisitions and integrate their operations successfully and (b) dispositions, both on terms favorable
to us, and our prospective needs for additional capital. These forward-looking statements are based on our current
expectations, estimates, approximations and projections about our industries and business, management’s beliefs, and
certain assumptions made by us, all of which are subject to change. Forward-looking statements can often be
identified by words such as “anticipates,” “expects,” “intends,” “plans,” “predicts,” “believes,” “seeks,”
“estimates,” “may,” “will,” “should,” “would,” “could,” “potential,” “continue,” “ongoing,” similar expressions,
and variations or negatives of these words. These statements are not guarantees of future performance and are
subject to risks, uncertainties and assumptions that are difficult to predict. Therefore, our actual results could differ
materially and adversely from those expressed in any forward-looking statements as a result of various factors, some
of which are listed under “Risk Factors” in Item 1A of this Report. These forward-looking statements speak only as of
the date of this Report. We undertake no obligation to revise or update any forward-looking statement for any reason.

PIANTS

Business and Industry Description

EMRISE Corporation (including our subsidiaries, referred to collectively in this Report as “EMRISE,” the “Company,”
“we,” “us” or “our”’) designs, manufactures and markets electronic devices, sub-systems and equipment for aerospace,
defense, industrial and communications markets. Our products perform key functions such as power supply and power
conversion; radio frequency (“RF”) and microwave signal conditioning; and network access and timing and
synchronization of communications networks. We conduct our business through two operating segments: electronic
devices and communications equipment. Our two electronic devices segment business units, XCEL Power Systems

Ltd. (“XPS”) and Pascall Electronics Limited (“PEL”), are located in the UK (United Kingdom). Our two communications
equipment business units, CXR Larus Corporation (“CXR Larus”) and CXR Anderson-Jacobson (“CXR AJ”), are located
in the United States and France, respectively. During 2012, our electronic devices segment contributed approximately
71% of overall net sales, while the communications segment contributed approximately 29% of overall net sales.
EMRISE serves the worldwide base of customers it has built, primarily in North America, Europe, North Africa and
Asia.

Electronic Devices
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Within our electronic devices segment, we produce a range of power systems, RF and microwave devices, and
sub-system assemblies. The following is a description of the major product categories within this segment:

Power Systems. Our power systems business is comprised of high and low voltage, high specification, high reliability
custom and standard power conversion products designed for hostile environments. These products are used
predominately in the defense, commercial aerospace, industrial and communications markets.

RF and Microwave Devices. Our RF and microwave devices business is comprised of RF and microwave devices,
including frequency control products, together with custom integrated assemblies and sub-systems. These products
are used in applications that include communications, air traffic control, navigation and location equipment, radar and
signal jamming devices, and weather radar, among others.

Sub-system Assemblies. Our sub-system assemblies business consists of design and manufacture of assemblies that
incorporate our own products from the other two categories combined with third-party equipment and devices into a
completed unit.

The electronic devices segment is primarily “project” driven, with the majority of revenues being derived from custom
products with long development cycles, long life cycles and high barriers to entry. Manufacturing and testing is
performed in-house or through sub-contract manufacturers. Our electronic devices are used in a wide range of military
airborne, seaborne and land-based systems, and Civil Aerospace systems such as in-flight entertainment and
connectivity (“IFE&C”) systems — such as applications for mobile phone, Wifi- internet communications and on-board
satellite and broadcast TV — which are being installed in new commercial aircraft as well as being retrofitted into
existing commercial aircraft.
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The electronic device market we serve is comprised predominantly of military and commercial aerospace applications.
Large military programs, including land and seaborne military platforms, are high revenue generating opportunities,
but are few in number and often more likely to be affected by budgetary constraints. As a result, we also focus on
multiple smaller defensive aids and force protection projects in the 4C market (command, control, communication and
computers) and commercial aerospace opportunities.

Communications Equipment

Within our communications equipment segment, we produce a range of network access products and network timing
and synchronization products for public and private communications networks. The following is a description of the
major product categories within this segment:

Network Access. Our network access product category is comprised of a wide range of LAN/WAN interconnection
equipment and systems over copper, fiber or wireless networks, to industry standards as required by our customers.
We provide a combination of proprietary products and third party products to meet customer requirements. Products
are targeted to key markets such as the military, utilities and other private networks, government administration, point
of sale and public communications service providers primarily in Europe, North Africa and, more recently, in the
United States.

Timing and Synchronization. Our timing and synchronization product category is comprised of a range of timing
products primarily for the outer edges of service provider networks, which we refer to as an “Edge Network.” Products
are targeted to key markets such as telephone companies, cable carriers, government administration, utility

companies, and other defense and homeland security related applications primarily in the United States, but also, to a
lesser extent, in Europe.

The communications equipment segment is “end user product” based with typically internally funded development and
marketing prior to selling via direct and indirect sales channels. Manufacturing is primarily outsourced.

Strategy and Business Developments

Throughout 2012, we consistently improved, year-over-year, on the financial performance of 2011, ending the year
with profitable third and fourth quarters that enabled the Company to report overall profits for the year both before
and after tax. We believe this reflected the success of our focus on our core business and continued concentration on
cost management throughout 2012.
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During 2012 we repaid the final installment of the loan from Private Equity Management Group (“PEM”) yielding a
discount of $275,000 and extended the period for the repayment of promissory notes which the Company first issued
in May 2008. This extension more closely matches the 2013 repayment schedule with the cash generation capability
of the business. We renewed our focus on our existing operations and developed a plan for growth for those
operations. These steps, coupled with the significant reduction in debt service requirements, helped us achieve
substantial improvement in our results of operations and cash flow in 2012. We also recruited a new chief financial
officer. Early in 2013, we appointed a new general manager for our largest subsidiary, with the intention of expanding
the electronic devices business, which could lead to enhanced levels of financial performance.

In March 2013 we purchased the building that is occupied by PEL. The cost was $2.8 million. Up to this date we had
leased this building and by making this purchase we secured the future of PEL in this location and reduced our
building rental costs. We negotiated a new 20 year loan of $2.2 million, secured by the building, at a rate of interest,
fixed for 15 years, of 4.8% which together with cash from operations paid for the building.

Customers

We sell our commercial and military electronic devices primarily to original equipment manufacturers (“OEMs”),
including manufacturers of aerospace and defense systems and industrial equipment. During 2012, our top five
electronics devices customers in terms of revenues were Rockwell Collins, EMS Technologies, Panasonic Avionics,
BAE Systems and Selex Galileo. Four of these companies were among our top five customers in 2011. We sell our
communications equipment to public, private and corporate telecommunications service providers and end users,
including telephone companies, cable service providers, utility companies and numerous other communications
service providers. During 2012, our top five communications equipment customers, including distributors, in terms of
revenues, were BT Services, RTE EDF Transport, AGF Consulting, Power & Telephone and Cherry & White. Two of
these customers were also among our top five customers in 2011.

10
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We have a diversified customer base for both our electronic device products and our communications equipment
products. During 2012 one customer accounted for 10.8% of our total net sales. In 2011, no single customer accounted
for 10% or more of our total net sales.

Sales, Marketing and Customer Support

We market and sell our products through our operating subsidiaries within both of our operating segments. Our sales
force and marketing staff consists primarily of engineers and technical professionals including a direct sales force and,
in some cases, a network of independent sales representatives or distributors. Our sales professionals in each country
within which we operate are experienced and highly knowledgeable about their respective markets, customer
operations and strategies and regulatory environments. We believe this extensive experience and knowledge
significantly enhances the ability of our sales and marketing staff to build long-standing customer relationships, as
such relationships are more consultative in nature and, as a result, our sales and marketing staff can communicate back
to us valuable input on systems and features that our customers desire in future products.

Our electronic devices products are sold through a combination of direct sales and independent representatives. We
sell our electronic devices primarily to OEMs and system integrators in the military and commercial aerospace and
industrial electronics industries. We typically have long-term relationships with our customers within our electronic
devices segment and projects and programs in this segment often span multiple years, with military programs
sometimes in excess of five years. We obtain revenues through long-term purchase orders and repeat business from
our existing customers, by marketing subsystem assemblies that incorporate our own and third party equipment and
devices to our existing customers, and by entering new product markets, such as Civil Aerospace Cabin Electronics
market and new geographic markets.

Military and defense customers generally require our products to be formally qualified for their application. The total
system will then typically undergo flight qualification or the equivalent on a land or sea based system. A further
development or prototyping phase may follow to meet additional requirements. This can lead to lengthy development
and approval cycles and very long prototype phases, sometimes spanning several years, prior to the product entering
production. As a result of these long development and approval cycles, the overall program is subject to external
political and economic constraints over which we have little control and which makes sales forecasting difficult.
Further, delays associated with customer internal approval processes, contracting procedures and/or procurement
practices may cause potential sales of our electronic device products to be delayed. After a customer has approved our
product for purchase, any new prospective supplier will have considerable barriers to entry due to the need to
re-qualify the application. As a result, once qualified, our products typically enjoy a long production life.

11
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Our communications equipment is sold primarily through a combination of our local in-house sales force, independent
representatives, and third-party distributors. We sell our communications equipment primarily to private network
operators and to large communication service providers as well as resellers and value added resellers and, in Europe,
to military customers. Communications service providers generally commit significant resources to an evaluation of
our products and our competitors’ products and require each vendor to expend substantial time, effort and money
educating them about the value of our solutions and, in many cases, to qualify products for their networks.
Consequently, sales to this type of customer generally require an extensive sales effort throughout the prospective
customer’s organization and final approval by an executive officer or other senior level employee. The result is lengthy
sales and approval cycles, which make sales forecasting difficult. In addition, even after a customer has approved our
product for purchase, future purchases are uncertain because while we generally enter into long-term supply
agreements with our customers, these agreements do not require specific levels of purchases.

Delays associated with potential customers’ internal approval and contracting procedures, procurement practices,
testing and acceptance processes are common and may cause potential sales of our communications products to be
delayed or foregone. As a result of these and related factors, the sales cycle of new products for large customers
typically ranges from six to 12 months or more. In addition, we have some distribution channels that generally are
box-stocking distributors with significant independent sales forces selling our products to final customers, integrators
and other resellers on a regional and nationwide basis. We perform periodic product applications training for our
distributor and reseller workforce and we funnel many of the leads we generate to the distribution channels for their
follow-up and closure.

Competition

We believe that our competitive advantage is founded on the application of leading edge technology, the quality of our
products, our ability to quickly address and adapt to individual customer requirements and to the overall marketplace,
the strength of our distribution channels, and our compliance with government and industry standards.

12
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The electronic devices market is highly fragmented and competitive and is comprised of a diverse group of OEMs.
Nonetheless, we believe that our many years serving this market and significant experience in the industry and the
customized nature of our products have acted and will continue to act as barriers to entry for potential competitors.
This is particularly true in the military and defense markets that have high barriers to entry after a product has been
qualified. Competition for development programs includes multinational and local engineering and manufacturing
companies containing customer in-house capabilities. Competitors in this segment include Astronics, Crane,

Vicor, ITT and Martek, among others. Our RF devices and power supplies are similarly positioned in the IFE&C
markets. Significant competitors in this market include the in-house manufacturing capability of Panasonic, Rockwell
Collins and Thales, all of which are also our customers.

The communications equipment market is intensely competitive and subject to rapid technological change, evolving
industry standards and regulatory developments. Our principal competitors within this segment include Symmetricom,
Frequency Electronics Inc. and Oscilloquartz for timing and synchronization products and RAD, Zhone/Paradyne,
Adtran, Patton Electronics Corporation and other subsystem integrators among others for other network access
products. The design of many of our network access products enables us to offer numerous product combinations to
our customers and to serve both central site data communications needs and remote access sites on both the
enterprise-wide and single location level. We believe that this design flexibility gives us a competitive advantage by
enabling us to offer quality products that meet and are adaptable to evolving customer requirements, technologies and
government and industry standards.

Most of our competitors have greater sales, marketing, technological, research and financial resources than we do. Our
competitors’ advantage with regard to these resources may reduce our ability to obtain or maintain market share for our
products in cases where our competitors are better able than we are to satisfy customer needs.

Backlog

For a significant portion of our business, customers issue binding purchase orders or enter into other binding purchase
arrangements for the products to be produced and shipped over time in the future. Our “backlog” represents these orders
and provides a partial view into potential shipments and revenues. The amount of backlog orders represents revenue
that we anticipate recognizing in the future, as evidenced by purchase orders and other purchase commitments
received from customers, but on which work has not yet been initiated or work is currently in progress. At December
31, 2012, our backlog from continuing operations of firm, unshipped orders was approximately $22.6 million
compared to $25.5 million a year ago. Our electronic devices business represented approximately 94% of the backlog.
The electronic devices business has long lead-times for our manufacturing processes due to the custom nature of the
products. Approximately 6% of the backlog is represented by our communications equipment business. We believe
that the majority of our current backlog will be shipped within the next 12 months. However, we cannot provide
assurance that we will be successful in fulfilling these orders in a timely manner or that we will ultimately recognize
as revenue the amounts reflected as backlog. At March 21, 2013, our backlog from continuing operations was
approximately $25.0 million, compared to $26.5 million at March 26, 2012.

13
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Warranties

Generally, our products carry a standard one-year, limited parts and labor warranty. In certain circumstances, and by
specific negotiation with a customer, we provide an extended limited parts and labor warranty. We offer this extended
parts and labor warranties beyond the standard one or two year warranty, as may be applicable, for an additional cost
to our customers. Products returned under warranty typically are tested and repaired or replaced at our option.
Historically, we have not experienced significant warranty costs or returns. However, it is possible that disputes over
specifications, materials or workmanship could arise in the future.

Product Development and Engineering

We are making investments in product development and engineering which are designed to increase our range of
product offerings to our customers, stay current with the technological and regulatory changes in our industry and
anticipate and satisfy our customers’ preferences and requirements on existing and/or future anticipated orders. Our
product development and engineering activities focused on product development for network access, timing and
synchronization products, RF frequency control products and power conversion devices. We continually review and
evaluate technological and regulatory changes that may affect our products and we seek to offer products and
capabilities that solve our customers’ operational challenges and improve their efficiency. Development costs are
charged to expense as incurred. The cost of development in 2012 was $1,267,000 and in 2011 the comparable cost
was $1,549,000.

Manufacturing, Assembly and Quality Assurance

Our communications equipment, including network access products and communication timing and synchronization
products, generally are assembled from outsourced sub-assemblies, with final assembly, configuration and quality
testing typically performed in house. We believe that outsourcing certain aspects of manufacturing, especially full
assemblies, lowers our manufacturing costs, in particular our components and labor costs, provides us with more
flexibility to scale our operations to meet changing demand, and allows us to focus our engineering resources on new
product development and product enhancements.

14
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We manufacture our electronic devices through a combination of in-house and external outsource manufacturing
processes depending on the product, application and volume. We maintain broad mechanical and electronic assembly
capabilities such as machining, surface mount technology, through-hole assembly, cable harness assembly and general
assembly, all of which are primarily utilized to maintain our flexibility to produce small volume batch products and
quick turnaround prototypes. Many of the remaining portions of manufacturing, including assembly of our more
standardized and/or large volume production orders are outsourced. Although many of our electronic devices
incorporate our standard techniques and intellectual property, most of our products are nevertheless built to meet
customer specifications. This approach of incorporating proprietary standard modular designs into custom products
allows us to reduce lead time to delivery and minimize material inventory. Our electronic devices segment produces
products in one-piece to several hundred-piece batches, with a typical lead time between 12 and 50 weeks. The
lead-time is predominantly to source electronic component piece parts. Typical build time is six to eight weeks from
receipt of external components, but can, at times, extend to 26 weeks or more.

We operate four manufacturing and assembly facilities worldwide. All of these operations are certified as ISO 9001
compliant. The European subsidiaries are also ISO14000 certified.

The purchased components we use to build our products are generally available from a number of suppliers. As a
result of the global economic situation, many suppliers have reduced their inventory levels, requiring longer lead
times to obtain raw materials and complete existing orders. We rely on a few limited or sole source suppliers for
certain specific components and parts. We do not have long-term supply agreements with these vendors. In general,
we make advance purchases of some critical components to ensure an adequate supply, particularly for components
that have long lead-times, sometimes of up to 50 weeks. If we were required to locate new suppliers or additional
sources of supply, we could experience a disruption in our operations or incur additional costs in procuring required
materials.

Intellectual Property

We regard certain of our own software, hardware and manufacturing processes as proprietary and we rely primarily on
trade secrets, confidentiality agreements and contractual provisions to protect our proprietary rights. Where applicable,
we seek to protect our software, documentation and other written materials under trade secret and copyright laws,
although due to the standardized nature of the underlying technology of our products, this protection is often not
applicable. Our product development and manufacturing process typically involves the use and development of a
variety of forms of intellectual property and proprietary technology. In addition, in some cases, we incorporate
technology and software that we obtain from third party sources. Sometimes we obtain this technology by means of a
license. These licenses generally involve a one-time fee and no time limit, but in some cases may involve on-going
licensing fees or royalties based on future sales. If these third party sources were to cease doing business, or to cease
doing business with us, we would need to obtain the technology and software from another source. We believe that
alternatives to these third party technologies are available both domestically and internationally and we intend to
expand these alternative technological opportunities in the future.

15
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We may receive, in the future, notices from holders of patents that raise issues as to possible infringement by our
products. Questions of infringement and the validity of patents in the fields of electronic devices, communications and
information technology involve highly technical and subjective analyses. These types of proceedings are time
consuming and expensive to defend or resolve, result in substantial diversion of management resources, cause product
shipment delays or could force us to enter into royalty or license agreements rather than dispute the merits of the
proceeding initiated against us. At this time, we are not aware of any infringement notices.

Government Regulation and Industry Standards and Protocols

We design our products to comply with a significant number of industry standards and regulations, some of which are
evolving as new technologies are deployed. In the United States, our products must comply with various regulations
defined by the U.S. Federal Communications Commission, (“FCC”) and Underwriters Laboratories, as well as industry
standards such as the Network Electronic Build Standards, (“NEBs”) established by Telcordia Technologies, Inc.,
formerly Bellcore, and those developed by the American National Standards Institute. Internationally, our products
must comply with standards established by the European Committee for Electrotechnical Standardization, the
European Committee for Standardization, the European Telecommunications Standards Institute and
telecommunications authorities in various countries, as well as with recommendations of the International
Telecommunications Union. Any failure of our products to comply, or delays in compliance, with the various existing
and evolving standards could negatively affect our ability to sell our products. Our products for the military markets
are typically type tested and require the production of a first article and other prototypes, which are subject to testing
to meet specific customer and government regulations governing operating environment, performance and operational
capability.

16
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Our facilities and product lines are subject to statutes governing safety and environmental protection. We believe that
we are in compliance with these statutes and are not aware of any proposed or pending safety or environmental rule or
regulation that, if adopted, would have a material effect on our business or financial condition.

Many of our military related products are subject to national or international trade import and/or export restrictions.
We are subject to the International Traffic in Arms Regulations (“ITAR”) and similar protocols in Europe. In many
cases, we are also required to obtain export and/or “end-use” permits when we are asked by our customers to ship
certain products outside our native countries where the products are manufactured. We maintain and operate the
appropriate controls and security as required for the commercial and military work that we undertake. For example,
we must certify certain facilities to specific defense requirements which are subject to regular audit and includes
access control and restrictions to personnel. We believe that we are in compliance with all of these statutes and
regulations.

Seasonality

There are no significant seasonal aspects to our business, except that purchases of our communications equipment by
public communications carriers tend to be higher than average at the end of the year and lower than average during the
first quarter of each year because their capital equipment budgets typically are not approved until late in the first
quarter. Furthermore, shipments within our electronic devices segment can vary significantly quarter to quarter due to
variances in the nature and timing of customer orders, especially as they relate to high-volume, long term production
contracts. The timing of such contracts can dramatically affect the volume of shipments and our profitability from one
quarter to the next or even from year to year.

Employees

As of March 21, 2013, we employed 213 individuals, of which 204 were full time, in our various divisions and
subsidiaries. None of our employees are represented by labor unions, and there have not been any work stoppages at
any of our facilities. We believe that our relationship with our employees is good.

Corporate Information and Securities Filings

EMRISE is a Delaware corporation that was formed in 1989. Our principal executive offices are located at 2530
Meridian Parkway, Durham, NC 27713. Our website address is www.emrise.com. We do not intend our website
address to be an active link or to otherwise incorporate by reference the contents of the website into this Report. The
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public may read and copy any materials that we file with the United States Securities and Exchange Commission (the
“SEC”) at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 20549, on official business days
during the hours of 10:00 am to 3:00 pm, or electronically through the SEC website (www.sec.gov). The public may
obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Within the
Corporate Governance section of our website, we provide information concerning corporate governance, including our
Board of Directors committee charters, Codes of Conduct and other information.

Item 1A. Risk Factors.

The following summarizes material risks that investors should carefully consider before deciding to buy or maintain
an investment in our common stock. Any of the following risks, if they actually occur, would likely harm our
business, financial condition and results of operations. As a result, the trading price of our common stock could
decline, and investors could lose the money they paid to buy our common stock or not profit from their investment.

Risks Related to Our Business

Our profits in 2012 were minimal and in the three prior years the Company sustained losses. We need to invest in
our business to generate and increase future profits and we need to meet loan repayments that fall due in 2013 and
2014. We need to manage our business to meet the cash demands but this will not necessarily lead to an overall
positive cash flow during 2013. If we incur losses, we are likely to experience negative cash flow, which may
hamper our operations, may prevent us from expanding our business and may cause our stock price to decline.

We generated modest profits from operations in 2012 compared with a $2 million loss from continuing operations for
2011 and a $6 million loss in 2010. We expect to rely on cash on hand, cash generated from our operations and
existing financing arrangements to fund the cash requirements of our business. If our profits do not continue, we are
likely to experience negative cash flow, which may hamper current operations and may prevent us from investing in
and expanding our business. We may be unable to attain, sustain or increase profitability on a quarterly or annual basis
in the future. The Company needs cash to grow and this investment and consequent cash outflow may not result in an
immediate or indeed, any increases in profit. If we do not achieve, sustain or increase profitability, our stock price
may decline.
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We continue to owe outstanding debt, some of which falls due within the next 12 months.

We have a significant amount of the debt in the form of promissory notes that are due to the former shareholders of
Advanced Control Components (the “Former Shareholders of ACC”). During 2012 we negotiated a rescheduling of the
payment dates for the outstanding $2.9 million promissory notes. This principal amount is now due to be paid in 2013
($0.6 million) and 2014 ($2.3 million). The final tranche of this principal sum, being $1.7 million, falls due in
December 2014. We are also making annual re-payments of principal of approximately $240,000 to our lead banker in
the United Kingdom. These repayments will have to be made from operational cash flows unless new financing
facilities are negotiated. We have credit facilities available to us under three separate financing arrangements for our
UK, French and U.S. operations. The cost of carrying and servicing this debt affects our profitability. If we are unable
to grow the Company and generate additional cash, we will need to seek new finance before the Former
Shareholders’of ACC promissory notes come due. If we are unable to do this we may have to consider the future sale
of assets or sell equity to raise the capital needed to pay these debts.

We rely on our foreign subsidiaries to generate cash to meet Company liabilities.

We rely on our foreign subsidiaries to generate profits and cash with which to finance our US operations and repay
corporate debt. EMRISE does not have any facility in the United States to generate cash to pay its liabilities beyond
dividends and loans from its subsidiaries and management charges imposed on those same companies. In the event
that the overseas trading entities were unable to support EMRISE, either through a lack of cash or limitations on cash
transfers imposed through bank covenants, loan conditions or tax factors then EMRISE would need to seek funds
elsewhere. There is no guarantee that this would be possible.

We have limited cash resources which limits investment in new products, people or working capital.

We have bank borrowing facilities for each of our subsidiaries which are sufficient to meet our normal levels of
activity within those subsidiaries. Our plans anticipate moderate growth but we cannot guarantee that this growth will
be self-financing in the short term. New products and new orders require additional working capital and delays in
design, production, delivery or payment from customers will put a strain on this working capital which could result in
the Company running out of cash. We monitor our cash resources and cash availability against existing bank facilities
very carefully but as a small company we do not have the resources to cover the eventuality of a lengthy delay in the
working capital cycle. Some of our borrowing facilities are specific to individual subsidiaries and there are limitations
on the ability to transfer cash between these subsidiaries. In the event that one or more subsidiary requires cash in
excess of its borrowing facility to meet its obligations we may be unable to transfer cash to that subsidiary even if the
Company as a whole has adequate borrowing facilities
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Our strategy includes organic growth, which may not result in increased revenues or profitability and may deplete
our limited cash reserves without return on investment.

We intend to grow our business organically, focusing on sales to further increase our revenues and backlog, and
ramping up manufacturing to meet the increased demand. We may encounter difficulties caused by a number of
factors, some of which are out of our control, including operational or personnel issues; delays in obtaining (or failure
to obtain) required parts, supplies, or third-party technology; global recession concerns; access to credit by our
customers, our suppliers, or ourselves; and our competitors may be more successful than we are technologically or in
terms of sales generation. We are using cash reserves to make up-front investments in engineering and inventory. We
may invest in the wrong technologies or products or the investment may not yield improved products and sales as
anticipated. Our competition may make similar investments with greater success. If we fail to develop significant
sales of products, it will negatively impact our business, our ability to become profitable, and results of operations.
We would also expect such failure to cause fluctuations or decreases in our common stock price.

If we are unable to fulfill backlog orders due to circumstances involving us or one or more of our suppliers or
customers, our anticipated results of operations will suffer.

As of December 31, 2012, we had $22.6 million in backlog orders for our products. This represents approximately
67% of our 2012 annual revenues. Backlog orders represent revenue that we anticipate recognizing in the future, as
evidenced by purchase orders and other purchase commitments received from customers, but on which work has not
yet been initiated or with respect to which work is currently in progress. Our backlog orders are due, in large part, to
the long lead-times associated with our electronic device products, which products generally are custom built to order.
We may encounter difficulties in fulfilling these orders and commitments, which could lead to failing to deliver them
in a timely manner. We may not ultimately recognize as revenue the amounts reflected as backlog. Factors that could
affect our ability to fulfill backlog orders include difficulty we may experience in obtaining raw materials or
sub-assemblies from suppliers, whether due to obsolescence, production difficulties on the part of suppliers, including
the longer lead times we have recently seen with many suppliers, or customer-induced delays and product holds. If we
were required to locate new suppliers or additional sources of supply, we could experience a disruption in our
operations or incur additional costs in procuring required materials. Our anticipated results of operations and cash
flows will suffer to the extent we are unable to fulfill backlog orders within established timeframes, particularly if
delays in fulfilling backlog orders cause our customers to reduce or cancel their orders. Analysts and investors are
likely to view us negatively if we fail to recognize as revenue the amounts reflected as backlog, which could lead to a
decrease in our common stock price.
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We may not sustain these backlog amounts in the future, particularly if we are not successful in continuing to grow
our sales or if our investment in technologies and products or acquisitions fails to translate into increased sales.

Our lack of long-term purchase orders or commitments may materially adversely affect our business.

During 2012, the sales of electronic devices accounted for approximately 71% of our total net sales, and the sales of
communications equipment and related services accounted for approximately 29% of our total net sales. In some cases
we have long-term contracts with our electronic devices and communications equipment customers that cover the
general terms and conditions of our relationships with them and can include long-term purchase orders or
commitments. Typically our customers issue purchase orders requesting the quantities of products they desire to
purchase from us, and if we are able and willing to fill those orders, then we fill them under the terms of the contracts.
Accordingly, we cannot rely on long-term purchase orders or commitments to protect us from the negative financial
effects of reduced demand for our products that could result from a general economic downturn, from changes in the
electronic devices and communications equipment industries, from the introduction by others of new or improved
technology, from an unanticipated shift in the needs of our customers, or from other causes.

The sales cycles of many of our products are lengthy, exposing us to the risks of delays, foregone orders and
fluctuations in operating results.

Sales of many of our products depend upon potential customers’ internal approval and contracting procedures,
procurement practices, and testing and acceptance processes, all of which require a significant amount of time. As a
result of these and related factors, the sales cycle of many of our products, especially for large customers, typically
ranges from six to 12 months. Lengthy sales cycles subject us to risks of delays, foregone orders and fluctuations in
operating results. Coupled with the lack of long-term purchase orders or commitments described above, our sales
revenues can fluctuate from period to period and such unpredictability could negatively affect our stock price.

The high costs of being a U.S. public registrant places pressure on our cash facilities

The costs of maintaining the quotation for our stock relative to the size of our business are high. The Company relies
on its subsidiaries to generate sufficient cash to meet their own operating costs in addition to collectively meeting the
costs of maintaining a public entity. A shortfall in cash generation by the subsidiaries would restrict the ability of
EMRISE to meet its liabilities as they fall due.

We rely heavily on our management, and the loss of their services could adversely affect our business.
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Our success is highly dependent upon the continued services of key members of our management, including Carmine
T. Oliva, our Chairman of the Board and Chief Executive Officer, and Graham Jefferies, our President and Chief
Operating Officer. Mr. Oliva co-founded Emrise Electronics Corporation (“EEC”) and has developed personal contacts
and other skills that we rely upon in connection with our financing, acquisition and general business strategies.

Mr. Jefferies is a long-time employee of EMRISE whom we have relied upon in connection with our acquisitions and
operations in England and France and who fulfills significant operational responsibilities in connection with our
foreign and domestic operations. The loss of Mr. Oliva, Mr. Jefferies or one or more other key members of
management could adversely affect us. Although we have entered into employment or severance agreements with
each of our executive officers, those agreements do not guarantee continued employment of these individuals. We
maintain key-man life insurance on Messrs. Oliva and Jefferies. However, this insurance covers termination due to
death and not due to any other potential reasons for their employment termination. Even if this insurance can be
continued in full effect and a claim paid, the coverage may not be sufficient to compensate us for the loss of the
services of Messrs. Oliva or Jefferies.
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Many of our competitors have greater resources than we do. If we are unable to keep pace with our competitors in
anticipating and responding to the rapid changes involving the electronic devices and communications equipment
industries, we may not be able to compete successfully with them and thereby possibly causing our stock price to
decline.

Our future success depends, in part, upon our ability to enhance our current products and services and to develop and
introduce new products and services that keep pace with technological developments, respond to the growth in the
electronic devices and communications equipment markets in which we compete, encompass evolving customer
requirements, and provide a broad range of products and achieve market acceptance of our products. Most of our
existing and potential competitors have larger technical staffs, more established and larger marketing and sales
organizations and significantly greater financial resources than we do. Our lack of resources relative to our
competitors may cause us to fail to anticipate or respond adequately to technological developments and customer
requirements or to experience significant delays in developing or introducing new products and services. These
failures or delays could reduce our competitiveness, revenues, profit margins or market share, cash flow and stock
price.

The global financial crisis and global economic recession:

has had and may continue to have significant negative effects on our customers and our suppliers;

has had and may continue to have significant negative effects on our access to credit and our ability to raise
capital;

may prevent us from accurately forecasting demand for our product;

may increase the risk that we could suffer unrecoverable losses on our customers’ accounts receivable; or
may increase the risk that we cannot sell inventory that is on hand, resulting in excess inventory levels;

and may therefore negatively affect our business, market share, results of operations, and financial condition.

The global financial crisis — which has included, among other things, significant reductions in available capital and
liquidity from banks and other providers of credit, substantial reductions and/or fluctuations in equity and currency
values worldwide, and concerns that the worldwide economic recession may be prolonged — has had and may continue
to have a significant negative effect on our business and operating results. The potential effects of the current global
financial crisis and recession are difficult to forecast and mitigate. As a consequence, our operating results for a
particular period are difficult to predict, and, therefore, prior results are not necessarily indicative of results to be
expected in future periods.

The economic crisis and recession has affected and may continue to affect our direct and indirect customers’ access to
capital or willingness to spend capital on our products, and/or their levels of cash liquidity or willingness to pay for
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products that they will order or have already ordered from us. The effect of the current economic conditions on our
customers may therefore lead to decreased demand, including order delays or cancellations, which in turn may result
in lower revenue and may materially adversely affect our business, results of operations and financial condition.

Likewise, the current global financial crisis and recession may negatively affect our suppliers’ access to capital and
liquidity with which to maintain their inventories and production levels and could cause them to raise prices or lower
production levels, or result in their ceasing operations. The challenges that our suppliers may face in selling their
products or otherwise in operating their businesses may lead to our inability to obtain the materials we use to
manufacture our products. Indeed, we have observed a trend among our suppliers to have decreased inventory and
therefore longer lead times in obtaining parts, supplies and other goods. These actions could cause us to have longer
lead times in producing products for delivery to our customers, reductions in our revenue, increased price competition
and increased operating costs, which could materially adversely affect our business, results of operations and financial
condition.

The current economic recession and related market instability has made it difficult for us, our customers and our
suppliers to accurately forecast future product demand trends, particularly in our communications equipment segment.
If, as a result, we produce excess products, our inventory carrying costs will increase and result in obsolete inventory.
Alternatively, due to the forecasting difficulty caused by the unstable economic conditions, we may be unable to
satisfy demand for our products, which may in turn result in a loss of business opportunities and market share.

We finance a portion of our sales through trade credit. While we perform ongoing credit evaluations of our customers’
financial condition, we could suffer significant losses if our customers are unable or unwilling to pay us. As global
economic conditions continue or worsen, there is an increasing risk of significant losses of accounts receivable that
may have a negative impact on our financial results.
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Our defense and aerospace programs are highly dependent on economic and political factors which are outside of

our control. Changes in defense budgets in countries around the world and/or changes in priorities on such
spending could materially adversely affect our business.

We sell our commercial and military electronic devices primarily to OEMs, including manufacturers of aerospace and

defense systems and industrial instruments. We are highly dependent on defense budgets to utilize our products in
various electronic warfare applications. Changes in defense budgets and/or changes in priorities of defense budgets
may reduce or redirect defense spending. If defense spending is reduced or redirected, it may affect our current
contracts as well as our ability to procure additional defense contracts, which could have a negative effect on our
business, results of operations and financial condition.

We are exposed to various legal, business, political and economic risks associated with our international
operations, which could negatively affect our business.

We undertake various sales and marketing activities through our facilities in England and France. Sales by these
foreign business units accounted for 95% our net sales in 2012. International operations are subject to many other
inherent risks, including but not limited to:

fluctuations in currency exchange rates;

import and export license requirements and restrictions of the U.S. and each other country in which we operate;
exposure to different business practices and legal standards, particularly with respect to intellectual property;
repatriation of profits;

the imposition or changes to regulations, governmental controls and restrictions;

burdens of complying with a variety of foreign laws;

changes in taxation and tariffs; and

the reliance of the U.S. business on foreign governments.

Any of the factors described above may have a material adverse effect on our ability to increase or maintain our
foreign sales. Many of the factors described above, particularly currency exchange rates, have an impact on our
financial results and/or on our liquidity and working capital position, which can be negative and can be material.

If our products fail to comply with evolving government and industry standards and regulations, we may have
difficulty selling our products and/or we may incur significant warranty liabilities associated with existing
products.
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We design our products to comply with a significant number of industry standards and regulations, some of which are
evolving as new technologies are deployed. Our products must comply with various regulations defined by the Federal
Communications Commission and Underwriters Laboratories, the American National Standards Institute, among
others, as well as industry standards such as those established by Telcordia Technologies, Inc. (communications),
Federal Aviation Authority (aerospace) and The Boeing Company, among others. Internationally, our products must
comply with standards established by the European Committee for Electro technical Standardization, the European
Committee for Standardization, the European Telecommunications Standards Institute, and telecommunications
authorities in various countries as well as with recommendations of the International Telecommunications Union,
Airbus and various civil aviation authorities, among others. Our products for the military markets are typically tested
and require the production of a first article and other prototypes, which are subject to testing to meet specific customer
and government regulations. The failure of our products to comply, or delays in compliance, with the various existing
and evolving standards could negatively affect our ability to manufacture and/or sell our products in the future and/or
may result in significant warranty liability for noncompliance on existing products.

Financial statements of our foreign subsidiaries are prepared using the relevant foreign currency that must be
converted into U.S. dollars for inclusion in our consolidated financial statements. As a result, exchange rate
Sfluctuations have historically and may in the future materially adversely affect our reported results of operations.

Our subsidiaries in England and France prepare their financial statements in the relevant local foreign currency. In
order to be included in our consolidated financial statements, the balance sheets are converted, at the then current
exchange rate, into U.S. dollars, and the statements of operations are converted using average exchange rates for the
applicable period. Fluctuations of the foreign currencies relative to the U.S. dollar have materially affected and may in
the future materially affect our consolidated financial statements. Sales of our products and services from these
subsidiaries outside of the U.S. accounted for approximately 95% and 91% of our net sales for 2012 and 2011,
respectively. We have at times used derivatives to manage foreign currency rate risk for certain sales shipped from
England. Our ultimate realized gain or loss with respect to currency fluctuations will depend on the currency exchange
rates and other factors in effect as the contracts mature. Net foreign exchange translation gains and losses included in
other income and expense in our consolidated statements of operations resulted in a $61,000 loss for 2012 and a
$332,000 loss for 2011. The future losses could be greater than in the past.
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Our results of operations could be adversely affected as a result of impairments of goodwill and other intangible
assets, which may cause the price of our common stock to fluctuate or decline.

When we acquire a business, we assign estimated values to certain intangible assets and we also record an asset called
“goodwill” equal to the excess amount we pay for the business, including liabilities assumed, over the fair value of the
tangible and intangible assets of the business we acquire. Guidance issued by the Financial Accounting Standards
Board (“FASB”) under the FASB Accounting Standards Codification (the “Codification”) provides that goodwill and
other intangible assets that have indefinite useful lives not be amortized, but instead be tested at least annually for
impairment, and intangible assets that have finite useful lives continue to be amortized over their useful lives. The
Codification provides specific guidance for testing goodwill and other non-amortized intangible assets for impairment.
This guidance requires management to make certain estimates and assumptions when allocating goodwill to reporting
units and determining the fair value of reporting unit net assets and liabilities, including, among other things, an
assessment of market conditions, projected cash flows, investment rates, cost of capital and growth rates, which could
significantly impact the reported value of goodwill and other intangible assets. Fair value is determined using a
combination of the discounted cash flow, market multiple and market capitalization valuation approaches. Absent any
impairment indicators, we perform our impairment tests annually at year end. As part of our 2012 and 2011 annual
tests for impairment to goodwill and other intangible assets, we noted no events of impairment. Any future
impairment, could negatively impact our results of operations for the period in which the impairment is recognized
which, in turn, may cause our stock price to fluctuate or decline.

Because we believe that proprietary rights are material to our success, misappropriation of these rights could
materially adversely affect our financial condition.

Our future success is highly dependent on proprietary technology, particularly in our communications equipment
business. However, we do not hold any patents and we currently rely on a combination of contractual rights,
copyrights, trademarks and trade secrets to protect our proprietary rights in this area. Our management believes that
because of the rapid pace of technological change in the industries in which we operate, the legal intellectual property
protection for our products is a less significant factor in our success than the knowledge, abilities and experience of
our employees; the frequency of our product enhancements; the effectiveness of our marketing activities; and the
timeliness and quality of our support services. Consequently, we rely to a great extent on trade secret protection for
much of our technology. However, there can be no assurance that our means of protecting our proprietary rights will
be adequate or that our competitors or customers will not independently develop comparable or superior technologies
or obtain unauthorized access to our proprietary technology, which can be difficult and expensive to monitor and
enforce. Our financial condition would be materially adversely affected if we were to lose our competitive position
due to our inability to adequately protect our proprietary rights as our technology evolves.

Breaches of data security could negatively impact our business.
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Our products, services, and systems may affect critical third party operations. Breaches in security could expose the
Company, our customers or others to risks of loss, resulting in litigation and potential liability for us, as well as the

loss of existing or potential customers and damage to our brand and reputation. In addition, the cost and operational
consequences of implementing further data protection measures could be significant.

Because we depend on computer and telecommunications systems we do not own or control, we are subject to
adverse affects by potential third party operational system failures.

We have entered into agreements with third parties for hardware, software, telecommunications and database services
in connection with the operation of our facilities. We have several licenses from third parties. We may be subject to
disruptions of our operational systems arising from events that are wholly or partially beyond our control (for
example, natural disasters, acts of terrorism, epidemics, computer viruses and telecommunications outages). These
third party systems and licenses on which we rely could also suffer operational system failure. Any interruptions to
our arrangements with third parties, to our computing and communications infrastructure, or our information systems
could significantly disrupt our business operations and result in potential liability or reputational damage or otherwise
have an adverse impact on our financial results.
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Risks Related to Our Common Stock

There is limited trading and investor interest in our stock which creates risks for investors when trying to sell our
stock and limits the Company’s ability to raise cash for expansion or working capital by placing our stock.

Our stock is quoted on the OTCQB trading venue but trading volumes are low due to limited investor interest in
Micro Cap stocks, lack of liquidity in the stock, a negative stock price trend and a very low market capitalization. The
stock price is volatile and responds to relatively small blocks of shares being bought or sold with disproportionate
price swings. This limits the Company’s ability to use the stock to raise capital or to fund any strategic growth
initiatives including mergers or acquisitions without very significant dilution of existing stockholders.

Our common stock price has been volatile, which has resulted in substantial losses for some investors purchasing
shares of our common stock and could result in further losses or litigation against the Company.

The market prices of securities of technology-based companies have been and will likely continue to be highly
volatile. The market price of our common stock has fluctuated significantly in the past. During 2012, the high and low
closing sale prices of a share of our common stock were $0.76 and $0.40, respectively. Our stock price has exhibited
volatility and may continue to do so in the future. In addition, the market price of our common stock may continue to
fluctuate in response to the following factors, many of which are beyond our control:

our success or failure to execute on our business strategy;

whether the Company can become profitable and whether it can sustain profitability;

additions or departures of key personnel;

foreign currency translations gains or losses;

fluctuations in our quarterly or annual operating results and whether such results meet investor expectations;
changes in market valuations of similar companies and stock market price and volume fluctuations generally;
general global economic weakness;

economic conditions specific to the electronic devices or communications equipment industries;
announcements by us or our competitors of new or enhanced products, technologies or services or significant
contracts, acquisitions, strategic relationships, joint ventures or capital commitments;

delays in our introduction of new products or technological innovations or problems in the functioning of these new
products or innovations;

third parties’ infringement of our intellectual property rights, or our potential infringement of another party’s
intellectual property rights;

changes in our pricing policies or the pricing policies of our competitors;

regulatory developments;

future sales of our common stock or other securities; and

perception and confidence of investors regarding future prospects for the Company.
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The price at which you purchase shares of common stock may not be indicative of the price of our stock that will
prevail in the trading market. You may be unable to sell your shares of common stock at or above your purchase price,
which may result in substantial losses to you. Moreover, in the past, securities class action litigation has often been
brought against a company following periods of volatility in the market price of its securities. We may in the future be
the target of similar litigation. Securities litigation could result in substantial costs and divert management’s attention
and resources and could have a significant impact on profitability, future cash flows and stock price.

Future sales of shares of our common stock by our stockholders could cause our stock price to decline.

We cannot predict the effect, if any, that market sales of shares of our common stock or the availability of shares of
common stock for sale will have on the market price prevailing from time to time. As of March 21, 2013, we had
approximately 10.7 million shares of common stock outstanding and outstanding options and warrants to purchase an
aggregate of 0.5 million shares of common stock. A substantial number of these shares are eligible for public resale.
Sales of shares of our common stock in the public market, or the perception that those sales may occur, could cause
the trading price of our common stock to decrease or to be lower than it might be in the absence of those sales or
perceptions.

Because of our currently low common stock price, we could be a target for a buyer or subject to a hostile takeover
at a depressed value.

Because of the Company’s current common stock price, aggregate market capitalization and potential market value of
its assets, and its annual revenue, the Company may be an attractive target to a buyer or subject to a hostile takeover at
a depressed value. Such price could be at a premium to the market price at the time of the transaction and still be
significantly below the purchase price paid by most stockholders. The Company’s stock is concentrated in the hands of
a limited number of groups of independent shareholders which could exercise their rights to influence the strategic
direction of the Company to the detriment of the existing plans. Although the Company has certain anti-takeover
measures in place, the Company does not have a shareholder rights plan, commonly known as a poison pill, in place.
The lack of this particular anti-takeover measure could make a change in control of our Company easier to
accomplish. If a takeover attempt occurred, it might cause distractions for our management and our Board and this
might prevent us from executing on our strategic plans, preserving the value of the Company for creditors and
stockholders and growing the Company. In addition, a successful takeover attempt might result in a change of the
Company’s management and directors.
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The unpredictability of our quarterly and annual operating results may cause the price of our common stock to
Sfluctuate or decline.

Our quarterly operating results have varied significantly in the past and will likely continue to do so in the future due
to a variety of factors, many of which are not within our control. Sometimes these factors can cause more prolonged
periods of increased or decreased operating results, measured in quarters or years.

The cyclical nature of the communications equipment business due to the budgetary cycle of many of our key
customers in this segment has had and will likely continue to have, for the foreseeable future, an effect on our

quarterly operating results. Companies that utilize our communication equipment generally obtain approval for their
annual budgets during the first quarter of each calendar year. If a company’s annual budget is not approved early in the
calendar year or is insufficient to cover its desired purchases for the entire calendar year, then we are unable to sell
products to the company during the period of the delay or shortfall. In addition, these budgets historically tend to vary
significantly year by year, depending on a variety of factors, including overall economic conditions. A significant
reduction in any one customer’s or group of customer’s budgets could reduce our overall sales, profits and cash flows in
the future.

Sales of our electronic devices are often made in conjunction with large military or commercial aerospace contracts.
The timing of required deliveries under these contracts can be delayed based on issues related to the overall contract,
which can cause delays in our shipment schedules, revenue recognition, profits and cash flows. In periods between
completion of one long term contract and commencement of sales under a new contract, our revenues could be
reduced. The impact of these periods between contracts can last for months, quarters or, occasionally, years.

Quarter-to-quarter fluctuations may also result from the uneven pace of technological innovation, the development of
products responding to these technological innovations by us and our competitors, our customers’ acceptance of these
products and innovations, the varied degree of price, product and technological competition and our customers’ and
competitors’ responses to these changes.

Due to these and other factors, including changes in general economic conditions, we believe that period-to-period
comparisons of our operating results will not necessarily be meaningful in predicting future performance. If our
operating results do not meet the expectations of investors, our stock price may fluctuate or decline.

Item 1B. Unresolved Staff Comments.
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Item 2. Properties.

As of March 21, 2013, we leased or owned approximately 105,000 square feet of administrative, engineering,
production, storage and shipping space. 54% of this space, being the sites in San Jose and Ashford, England, was
leased from third parties. The facility located in Abondant, France, is owned by our subsidiary, CXR Anderson
Jacobson, which is part of the communications equipment segment and the facility located in Ryde, England, is owned
by Pascall Electronics Limited, one of our electronic devices businesses. The following table represents our leased
properties as of March 21, 2013:

Approximate
Business Unit Location Segment Use Size
XCEL Power Systems, Ltd.  Ashford, Kent, ) ) Administration, Engineering
and EMRISE Electronics Ltd. England Electronic Devices and Manufacturing and Testing 27,000 sg. feet
CXR Larus Corporation 30,000 sq. feet
San Jose, CA, Communications Administration, Engineering,
U.S. Equipment Manufacturing and Testing

Since the year end, effective on March 4, 2013, the Company acquired the following premises which had previously
been leased:

Ryde, Isle of Electronic Devices Administration, Engineering

Pascall Electronics Limited Wight, England and Manufacturing and Testing

35,000 sq. feet

We believe that these facilities are suitable for the purposes for which we use them. We believe that we have
sufficient facilities to conduct and grow our operations during 2013. The majority of our facilities have warehouse
space that can be converted to production areas in the event that expansion is necessary without purchasing or leasing
of additional property. However, we will continue to evaluate the purchase or lease of additional properties as our
business requires.

Item 3.Legal Proceedings.

We are not currently involved in any litigation that we believe could have a materially adverse effect on our financial
condition or results of operations. There is no action, suit, proceeding, inquiry or investigation before or by any court,
public board, government agency, self-regulatory organization or body pending or, to the knowledge of the executive
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officers of our Company or any of our subsidiaries, threatened against or affecting our Company, our common stock,
any of our subsidiaries or of our Company’s or our Company’s subsidiaries’ officers or directors in their capacities as
such, in which an adverse decision could have a material adverse effect.

Item 4.Mine Safety Disclosures.

Not applicable.
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PART II

Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity

Ttem 5'Securities.

(a) Market Information

Our common stock is currently trading on the OTC Markets Group Inc. trading venue in their OTCQB category under
the symbol “EMRI” and has done so since February 7, 2011. Our common stock previously traded on NYSE Arca from
March 8, 2006, under the symbol “ERI.” before transferring to the OTCBB and then the OTCQB. The table presented
below shows, for each fiscal quarter, the high and low closing prices for shares of our common stock on the OTCQB
and OTCBB for periods since February 7, 2011 , and NYSE Arca for prior periods. The prices shown reflect
inter-dealer prices, without retail mark-up, mark-down or commission, and may not necessarily represent actual
transactions.

High Low

Year ended December 31, 2012

First $0.76 $0.41
Second $0.68 $0.50
Third $0.73 $0.52
Fourth $0.52 $0.40
Year ended December 31, 2011

First $0.94 $0.65
Second $0.89 $0.65
Third $0.85 $0.43
Fourth $0.65 $0.35
(b) Holders

As of March 21, 2013, we had 10,698,337 shares of common stock outstanding held of record by approximately 495
stockholders in addition to numerous stockholders whose holdings are held in Street Name. These holders of record
include depositories that hold shares of stock for brokerage firms which, in turn, hold shares of stock for numerous
beneficial owners. On March 21, 2013, the closing sale price of our common stock on the OTCQB was $0.47 per
share.
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(c) Dividends

We have not declared or paid any cash dividends on our capital stock in the past. We will pay dividends on our
common stock only if and when declared by our board of directors. Our board of directors’ ability to declare a
dividend is subject to restrictions imposed by Delaware law. In determining whether to declare dividends, the board
of directors will consider these restrictions as well as our financial condition, results of operations, working capital
requirements, future prospects and other factors it considers relevant.

(d) Securities Authorized for Issuance under Equity Compensation Plans

Information regarding securities authorized for issuance under our existing equity compensation plans can be found in
Part I11, Item 12 herein.

Recent sales of Unregistered Securities

During the year ended December 31, 2012, there were no sales of unregistered securities.

Rule 10B-18 Transactions

During the year ended December 31, 2012, there were no repurchases of the Company’s common stock by the
Company.
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Item 6.Selected Financial Data.

Not applicable.

Item 7.Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with our consolidated financial statements and the related
notes thereto contained elsewhere in this Report. This Report and the following discussion contain forward-looking
statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended, which generally
include the plans and objectives of management for future operations, including plans and objectives relating to our
future economic performance and our current beliefs regarding revenues we might generate, expenses we might incur
and profits we might earn if we are successful in implementing our business and growth strategies. The
forward-looking statements and associated risks may include the risk factors described in detail in this Report and
relate to or are qualified by other important factors, including, without limitation:

our ability to pay outstanding debt as it comes due;

our ability to successfully support the working capital needs of our company;

our ability to maintain our cost management activities implemented over the past years and to otherwise contain
Ccosts;

our ability to increase revenues through additional sales, customers, products and pricing;

our ability to reach sustained profitability;

our ability to continue to borrow funds under the financing arrangements currently in place (see “—Liquidity and
Capital Resources”) or to secure additional financing in the future;

exposure to and impacts of various international risks including legal, business, political and economic risks
associated with our international operations, also including the impact of foreign currency translation (see “— Foreign
Currency Translation”);

the projected growth or contraction in the electronic devices and communications equipment markets in which we
operate, including military and defense spending across the globe;

our strategies for expanding, maintaining or limiting our presence in these markets;

anticipated trends in our financial condition and results of operations;

our ability to distinguish ourselves from our current and future competitors;

our ability to secure long term purchase orders;

our ability to deliver against our existing or future book of shippable orders (backlog);

technical or quality issues experienced by us, our suppliers and/or our customers;

failure to comply with existing or future government or industry standards and regulations;

our ability to successfully locate, acquire and integrate any possible future acquisitions;

the impact of current and/or future economic conditions, including but not limited to, the overall condition of the
stock market, the overall credit market, the global recession, political, economic and/or other constraints which are
or may negatively impact the industries in which we participate and/or the ability for us to market the products
which we sell; and

our ability to successfully compete against competitors that in many cases are larger than us, have access to
significantly more working capital than we do and have significant resources in comparison to us.
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We do not undertake to update, revise or correct any forward-looking statements.

Any of the factors described above or in the “Risk Factors” sections contained in this Report could cause our financial
results, including our net income or loss or growth in net income or loss, to differ materially from prior results, which
in turn could, among other things, cause the price of our common stock to fluctuate substantially and/or decline.
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Recent Transactions

Dispositions

On February 7, 2012, CXR Larus Corporation (“CXR Larus”), a wholly-owned subsidiary of EMRISE, entered into an
agreement with LDDF Incorporated, doing business as TesCom, relating to the sale of certain assets relating solely to
the CXR Halcyon product line of telecommunications test equipment (the “Test Product Line”). The Test Product Line
was classified within our communications equipment segment. For purposes of the following discussion and analysis,
the Test Product Line has been removed from the comparisons and is reported in the consolidated financial statements
as a discontinued operation for all periods presented.

Business Description

We design, manufacture and market proprietary electronic devices and communications equipment for aerospace,
defense, industrial, and communications applications. We have operations in the United States, England, and France.
We organize our business in two operating segments: electronic devices and communications equipment. In 2012, our
electronic devices segment contributed 71% of overall net sales while the communications segment contributed 29%
of overall net sales. Our subsidiaries within our electronic devices segment design, develop, manufacture and market
power supplies, RF, and microwave devices for defense, aerospace and industrial markets. Our subsidiaries within
our communications equipment segment design develop, manufacture and market network access equipment,
including network timing and synchronization products, for communications applications in public and private
networks, defense and industrial markets, including utilities and transportation.

Within our electronic devices segment, we produce a range of power systems and RF and microwave devices. This
segment is primarily “project” driven, with the majority of revenues being derived from custom products with long life
cycles and high barriers to entry. The majority of manufacturing and testing is performed in-house or through
sub-contract manufacturers. Our electronic devices are used in a wide range of military airborne, seaborne and
land-based systems, and in-flight entertainment systems, including the latest next generation In-Flight Entertainment
and Connectivity (“IFE&C’’) systems, such as applications for mobile phone, e-mail and internet communications and
real time, on-board satellite and broadcast TV, which are being installed in new commercial aircraft as well as being
retrofitted into existing commercial aircraft.

Within our communications equipment segment, we produce a range of network access equipment, including network
timing and synchronization products, for public and private communications networks. This segment is “end-user
product” based with a traditional cycle of internally funded development and marketing prior to selling via direct and
indirect sales channels. Manufacturing is primarily outsourced. Our communications equipment is used in a broad
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range of network applications primarily for private communications networks, public communications carriers, and
also for utility companies and military applications, including homeland security.

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States (“GAAP”). The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amount of net sales and expenses for each period. The following represents a
summary of our critical accounting policies, defined as those policies that we believe are the most important to the
portrayal of our financial condition and results of operations and that require management’s most difficult, subjective
or complex judgments, often as a result of the need to make estimates about the effects of matters that are inherently
uncertain.

Revenue Recognition

We derive revenues from sales of electronic devices and communications equipment products and services and
extended warranty contracts. Our sales are based upon written agreements or purchase orders that identify the type
and quantity of the item and/or services being purchased and the purchase price. We recognize revenues when
shipment of products has occurred or services have been rendered, no significant obligations remain on our part, and
collectability is reasonably assured based on our credit and collections practices and policies and our experience of
prior dealings with our customers.

We recognize revenues from domestic sales at the point of shipment of those products. An estimate of warranty cost
is recorded at the time the revenue is recognized. Product returns are infrequent and require prior authorization
because our sales are final and we quality test our products prior to shipment to ensure the products meet the
specifications of the binding purchase orders under which those products are shipped. Normally, when a customer
requests and receives authorization to return a product, the request is accompanied by a purchase order for a repair or
for a replacement product.
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Revenue recognition for products and services provided by our subsidiaries in United Kingdom depends upon the type
of contract involved. Engineering/design services contracts generally entail design and production of a prototype over
a term of up to several years, with revenue deferred until recognized over the term of the contract on a percentage of
completion basis. Production contracts provide for a specific quantity of products to be produced over a specific
period of time. Customers issue binding purchase orders or enter into binding agreements for the products to be
produced. We recognize revenues on these orders as the products are shipped. Returns are infrequent and permitted
only with prior authorization because these products are custom made to order based on binding purchase orders and
are quality tested prior to shipment. An estimate of warranty cost is recorded at the time revenue is recognized. We
offer extended warranty contracts for an additional cost to our customers, which we recognize ratably over the term of
the extended warranty contract under either the milestone method or percentage of completion method, whichever is
most appropriate under GAAP.

We recognize revenues for products sold by our subsidiary in France at the point of shipment. Customer discounts are
included in the product price list provided to the customer. Returns are infrequent and permitted only with prior
authorization because these products are shipped based on binding purchase orders and are quality tested prior to
shipment. An estimate of warranty cost is recorded at the time revenue is recognized.

Revenues from services such as repairs and modifications are recognized when the service is completed and invoiced.
For repairs that involve shipment of a repaired product, we recognize repair revenues when the product is shipped
back to the customer. Service revenues contribute less than 5% of total revenue and, therefore, are considered to be
immaterial to overall financial results.

Product Warranty Liabilities

Generally, our products carry a standard one-year, limited parts and labor warranty. In certain circumstances, we
provide a two-year limited parts and labor warranty. We offer extended warranties beyond two years for an additional
cost to our customers. Products returned under warranty typically are tested and repaired or replaced at our option.
Historically, we have not experienced significant warranty costs or returns.

We record a liability for estimated costs that we expect to incur under our basic limited warranties when product
revenue is recognized. Factors affecting our warranty liability include the number of units sold, the types of products
involved, historical and anticipated rates of claim and historical and anticipated costs per claim. We periodically
assess the adequacy of our warranty liability accrual based on changes in these factors.

Inventory Valuation
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Our finished goods electronic devices inventories generally are built to order. Our communications equipment
inventories generally are built to forecast, which requires us to produce a larger amount of finished goods in our
communications equipment business so that our customers can be served promptly. Our products consist of numerous
electronic and other materials, which necessitate that we exercise detailed inventory management. We value our
inventory at the lower of the actual cost to purchase or manufacture the inventory (first-in, first-out) or the current
estimated market value of the inventory (net realizable value). We perform cycle counts of inventories using an ABC
inventory methodology, which groups inventory items into prioritized cycle counting categories, or we conduct
physical inventories at least once a year. We regularly review inventory quantities on hand and record a provision for
excess and obsolete inventory based primarily on our estimated forecast of product demand and production
requirements for the next 12 to 24 months. Additionally, to determine inventory write-down provisions, we review
product line inventory levels and individual items as necessary and periodically review assumptions about forecasted
demand and market conditions. Any inventory that we determine to be obsolete, either in connection with the
physical count or at other times of observation, is specifically reserved for and subsequently written-off.

The electronic devices and communications equipment industries are characterized by rapid technological change,
frequent new product development, and rapid product obsolescence that could result in an increase in the amount of
obsolete inventory quantities on hand. Also, our estimates of future product demand may prove to be inaccurate, in
which case we may have understated or overstated the provision required for excess and obsolete inventory. Although
we make every effort to ensure the accuracy of our forecasts of future product demand, any significant unanticipated
changes in demand or technological developments could have a significant impact on the value of our inventory and
our reported operating results.

Foreign Currency Translation

We have foreign subsidiaries that together accounted for approximately 95% and 91% of our net revenues for the
years ended December 31, 2012 and 2011, respectively. At December 31, 2012 and 2011, our foreign subsidiaries
contributed 94% and 83% of our total assets and 69% and 64% of our total liabilities, respectively. In preparing our
consolidated financial statements, we are required to translate the financial statements of our foreign subsidiaries from
the functional currencies in which they keep their accounting records into U.S. dollars, our reporting currency. The
assets and liabilities of the foreign entities have been translated to U.S. dollars at the current rate of exchange as of the
balance sheet date and an average exchange rate for the period is used to translate the statement of operations.
Translation adjustments are included in other comprehensive income/(loss).
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The magnitude of these gains or losses depends upon movements in the exchange rates of the foreign currencies in
which we transact business as compared to the value of the U.S. dollar. During 2012, these currencies include the euro
and the British pound sterling. Any future translation gains or losses could be significantly higher or lower than those
we recorded for these periods. The relevant rates for 2012 and 2011 were:

U.S. Dollar equivalent

At December 31 2012 2011
Year end rate

£ Sterling 1.62 1.55
Euro 1.32 1.29

Average for the year
£ Sterling 1.59 1.60
Euro 1.29 1.39

If we dispose of any of our subsidiaries, any cumulative translation gains or losses would be realized into our
statement of operations. If we determine that there has been a change in the functional currency of a subsidiary to U.S.
dollars, then any translation gains or losses arising after the date of the change would be included within our statement
of operations.

Long-Lived Assets and Amortizing Intangible Assets

The Company reviews the carrying amount of its long-lived assets and other amortizing intangible assets, for possible
impairment whenever events or changes in circumstances indicate that the carrying amount of the assets may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset to future undiscounted net cash flows expected to be generated by the asset. If such assets are considered to be
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets
exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair
value less costs to sell.

Amortizing intangible assets are stated at cost, less accumulated amortization, and are amortized on the straight-line
method over their estimated useful lives ranging from two to twenty years. The Company periodically reviews the
original estimated useful lives of long-lived assets and makes adjustments when appropriate.

Goodwill and Indefinite Lived Intangible Assets

43



Edgar Filing: EMRISE Corp - Form 10-K

The Company evaluates goodwill and indefinite lived intangibles in accordance with Financial Accounting Standards
Board’s Accounting Standard Codification (“ASC’’) 350, Intangibles-Goodwill and Other. The Company annually tests
for impairment of goodwill and indefinite lived intangibles and tests more frequently if an event occurs or
circumstances change that suggest that there is an indicator of impairment. The Company’s test for goodwill
impairment is based on the two step approach whereby in step one if the carrying value of the reporting unit exceeds
the fair value of the reporting unit, an impairment is indicated and the amount of impairment is then calculated by the
amount the carrying value of the goodwill exceeds the implied fair value of the goodwill. The Company’s reporting
units have been identified as electronic devices and communications equipment. The Company performed its annual
required tests of impairment as of December 31, 2012 and 2011 for goodwill in the electronic devices reporting unit.
In performing the valuation, the Company used cash flows that reflected management’s forecasts and discount rates
that reflect the risks associated with the current market. The Company considered the results of an income approach
in determining the fair value of the reporting units.

A full annual impairment test for goodwill at our electronic devices reporting unit was carried out as of December 31,
2012. In performing the valuation, management used cash flow forecasts and discount rates that reflected the risks
associated with the current market. Management considered the results of an income approach in determining the fair
value of the reporting units. For the income approach, growth at 4% was assumed as a result of expected shipments on
existing contracts and future opportunities. The projected cash flows were discounted at the Company’s weighted
average cost of capital of 15% to determine the fair value for the electronic devices reporting unit.

At December 31, 2012, our reported goodwill totaled $5.1 million, all of which belonged to the electronic devices
reporting unit.

During the fiscal year ended December 31, 2012, we adopted the provisions of Accounting Standards Update

2012-02, “Intangibles-Goodwill and Other (Topic 350)”" (“ASU 2012-02”), which allows us to use qualitative factors to
determine whether it is more likely than not that the fair values of our indefinite-lived assets are less than their

carrying values. At December 31, 2012, our reported indefinite-lived assets totalled $0.38 million, all of which
belonged to the electronic devices reporting unit.
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Overview

A significant portion of our products are produced to the unique specifications of our customers and are subject to
variable timing of delivery, which makes comparability of our revenues and gross profit from period to period
difficult. Shipments of products can be accelerated or delayed due to many reasons including, but not limited to,
exceeding or not meeting customer contract requirements, a change in customer timing or specifications, technology
related issues, delays in acquiring component parts, and other production related issues. For a significant portion of
our business, customers issue binding purchase orders or enter into binding agreements for the products to be
produced and shipped over time in the future. Our “backlog” represents these orders and provides a partial view into
potential shipments and revenues.

Overall net sales from continuing operations increased 1.5% in 2012 compared to 2011. The increase was primarily
due to higher sales of commercial aerospace IFE&C products from our electronic devices business units and sales of
network access products at our French communications equipment business unit but offset by lower sales in our U.S.
communications equipment business unit as a result of a general decline in infrastructure spending in the U.S. by
telecommunications companies and the U.S. government. Profitability in local currency increased in each of the
Company’s European subsidiaries in line with management’s beliefs but the strengthening of the U.S. dollar against
both sterling and the Euro diluted the impact of the local increase in turnover and profitability when translated into
U.S. dollars.

Overall gross profit, as a percentage of sales (“Gross Margin”) in 2012 was 29.4%, compared to 28.4% in 2011. The
increase in Gross Margin is principally the result of changes in product mix.

Our 2012 results reflected continuing improvement in our core business performance and a further tightening of
control over overhead costs. This was augmented by non-recurring, non-operating profits from the early repayment
discount on a loan, and insurance proceeds from a fire that we suffered in 2010. After suffering large losses in 2010
and 2011 we were able to translate the plans formulated in those years into profits in 2012, and these profits became
stronger as the year progressed generating a profit for the year as a whole. We continue to maintain a strong backlog.
We are cautious about our future, recognizing that planned growth is not without its challenges. We will need to
continue to manage cash very closely to ensure that we have sufficient availability to make principal payments on debt
and fund the anticipated shipments of backlog during 2013.

The following is a detailed discussion of our results of operations by business segment.

Results of Operations
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Comparison of the Year Ended December 31, 2012 to the Year Ended December 31, 2011

Net Sales

Year Ended Variance

December 31 Favorable

’ (Unfavorable)

(in thousands) 2012 2011 Dollar  Percent
Electronic devices $24,036 $22,022 $2014 91 %
as % of net sales 706 % 657 %
Communications equipment 10,011 11,509 (1,498) (13.0 )%
as % of net sales 294 % 343 %

Total net sales from continuing operations $34,047  $33,531 $516 1.5 %

Electronic Devices

The increase in sales of our electronic devices in 2012 as compared to 2011 is the result of higher sales of military
products and IFE&C devices. We continue to see a steady inflow of orders for these products with quarterly orders
averaging in excess of $6 million which is slightly ahead of the levels in 2011.

22

46



Edgar Filing: EMRISE Corp - Form 10-K

At March 21, 2013 we had a backlog of $22.4 million compared with a backlog at March 31, 2012 of $23 million, for
the electronic devices business, but the Company recognizes that there is a risk that customers may seek to delay
production and delivery if the world economy continues to remain weak.

Communications Equipment

During 2012, net sales within our communications equipment segment declined from the levels experienced in 2011
despite a 6% increase in sales of network access products at our French business unit. The strong performance in
France was offset by a 54% ($2 million) decrease of sales from our U.S. business unit. International sales of our
French network access products have continued to provide a solid backlog. We continue to actively work to expand
our market reach for our French access products into the United States.

This segment of the business has a shorter lead time on orders than the electronic devices segment but the backlog at
March 21, 2013 was $2.6 million, an increase of 32% over the comparable figure at March 31, 2012. This backlog is
predominantly located at our French subsidiary.

Gross Profit

Year Ended Variance

December 31, Favorable/(Unfavorable)
(in thousands) 2012 2011 Dollar Percent
Electronic devices $7,085 $5,859 $ 1,226 20.9 %
as % of net sales 29.5 % 26.6 %
Communications equipment 2,921 3,665 (744 )  (20.3 )%
as % of net sales 292 % 318 %
Total gross profit from continuing operations ~ $10,006  $9,524 $ 482 5.1 %

Total gross margin from continuing operations  29.4 % 28.4 %

Electronic Devices

Gross profit, as a percentage of net sales, for our electronic devices segment was 29.5% in 2012 compared with 26.6%
in 2011. Gross Margin improved steadily through the year edging up from 27.5% in the first quarter to 31.2% in the
final quarter of the year reflecting the product mix. Gross profit improved in the second half of 2012 because of higher
sales volumes which absorbed fixed production overheads.
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A significant portion of our existing backlog for 2013 production is associated with commercial markets, which tend
to be more competitive resulting in lower margins than other markets. While we anticipate a slight upward trend in
military market orders, the vast majority of our current production orders are for lower margin commercial aerospace
applications.

Communications Equipment

The decrease in Gross Margin for our communications equipment segment from 31.8% in 2011 to 29.2% in 2012 was
primarily caused by significantly lower sales volumes at our U.S. business unit which caused per unit costs to absorb
more of the fixed overhead and additional reserves against slow moving lines of inventory in this unit. This decrease
was partially offset by an increase in gross profit at our French business unit as a result of higher volumes.

23

48



Edgar Filing: EMRISE Corp - Form 10-K

Operating Expenses

Variance
I‘)(e e(:i;ilel:(:‘;dl, Favorable (Unfavorable)

(in thousands) 2012 2011 Dollar Percent
Selling, general and administrative $8,794 $9.,618 $ 824 8.6 %
as % of net sales 258 % 287 %

Engineering and product development 1,267 1,549 282 182 %
as % of net sales 3.7 % 46 %

Total operating expenses from continuing operations $10,061  $11,167 $ 1,106 9.9 %

Selling, General and Administrative

Selling, general and administrative (“SG&A”) expenses for 2012 decreased for a second successive year as the
Company continued to focus on containing costs.

Engineering and product development

Engineering and product development costs decreased in 2012 compared to 2011. This was the result of a smaller
team focusing on customer specific engineering which is captured in the cost of the related product rather than more
general product development.

Interest expense

Interest expense was $0.4 million in both 2012 and 2011 , a substantial reduction on the levels of interest on the much
larger loan balances which existed in 2010 when the interest charge was $1.9 million.

Other income and expense
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We recorded other income of $522,000 in 2012, compared to $21,000 in 2011. The major element of income in this
category related to insurance proceeds received in respect of the damage caused by a fire at the Company’s premises in
France in 2010. We recorded $0.5 million of insurance income in 2012 and $0.3 million in gains on insurance
recoveries in 2011. The initial costs suffered through damage as a result of the fire were incurred in 2010 but
additional costs which impacted upon the Company’s operating efficiency continued into 2011. Additionally, the
Company recorded short-term exchange rate losses of $0.1 million in 2012 compared with $0.3 million in 2011.

Gain on extinguishment of debt

In June 2012, we recorded a gain on the extinguishment of debt of $275,000 as a result of repaying the remaining
balance on our loan from PEM which at one time was our senior lender. On June 30, 2012, we repaid all of the
outstanding balance on this loan which had originally been entered into in November 2007 and subsequently amended
with GVEC Resources IV, an affiliate of PEM, which, when originally entered into, provided a credit facility in the
aggregate amount of $26 million (the “PEM Credit Agreement”). As a result, the transaction was accounted for as an
extinguishment of debt.

Income tax provision (benefit)

Income tax expense amounted to $314,000 for 2012 compared to $88,000 for 2011. The largest element of the tax
charge relates to the taxable profits generated in the United Kingdom where no tax loss carry-forwards are available to
reduce tax payable on earnings. No income tax expense arose in the U.S. or in France for 2012 or 2011. The Company
has tax loss carry-forwards to set against future taxable income in these locations, but has recorded a full valuation
allowance against the value of these assets.

Income from discontinued operations

We reported income from discontinued operations and assets held for sale of $0.4 million (net of tax of $0.2 million)
during 2011, which included $0.1 million of operating income related to the sale of certain assets related solely to the
CXR Halycon product line of telecommunications test equipment and $0.3 million associated with finalization of the
ACC Operations transaction. The small loss of $9,000 suffered in 2012 related to some residual costs in respect of the
test equipment sale.

24

50



Edgar Filing: EMRISE Corp - Form 10-K

Net income/(loss)

We reported net income of $0.1 million in 2012 compared to a net loss of $1.6 million in 2011. The 2012 result
benefited from non recurring income from the early settlement of the PEM loan and the insurance proceeds resulting
from the fire in France. Included in the net loss for 2011 was $0.4 million of income on discontinued operations and
assets held for sale. The result reflects the improvement in gross profit, and reduction in operating expenses.

Liquidity and Capital Resources

In making an assessment of our liquidity, we believe that the items in our financial statements that are most relevant to
our on-going operations are working capital, cash generated from operating activities and cash available from
financing activities. We have a variety of financing arrangements to support working capital.

Working Capital

The Company funds its daily cash flow requirements through funds provided by operations and through borrowings
under various lines of credit. Working capital was $7.5 million at December 31, 2012, as compared to $7.2 million at
December 31, 2011. The Company has managed its working capital tightly, translating inventory into sales and
collecting receivables promptly. Strong cash collection throughout 2012 has funded increased purchases to meet the
increasing production demanded by the Company’s order book. At December 31, 2012, the Company had cash and
cash equivalents of $1.5 million compared with $0.8 million at December 31, 2011.

As of December 31, 2012, including $0.4 million of restricted cash, being balances held by the Company’s UK bankers
as part of a debt agreement (and not included in the cash and cash equivalents noted above) approximately $1.8
million, or 95%, of the total $1.9 million of cash and cash equivalents was held by our foreign subsidiaries. The
majority of our foreign cash balances are associated with earnings that we intend to use to support our continued
growth plans outside the U.S. through funding of capital expenditures, engineering, operating expenses or other
similar cash needs of our foreign operations. From time to time, we repatriate cash from our foreign subsidiaries to the
United States for normal operating needs through intercompany loans and service charges, but only from those
earnings we have not asserted to be permanently reinvested or whose earnings qualify as previously taxed income as
defined by the Internal Revenue Code. However, the foreign subsidiaries have issued guarantees on certain financing
arrangements and, as a result, under the Internal Revenue Code (the “Code”), have been deemed to have distributed
these earnings to fund U.S. operations. This has resulted in U.S. federal taxable income and an increase in the U.S. tax
liability, which has been reduced through utilization of available net operating loss carry-forwards and foreign tax
credits. Should the net operating loss carry-forwards become fully utilized in future periods and these guarantees
remain in place, we may be required to recognize income tax expense associated with the foreign earnings.

51



Edgar Filing: EMRISE Corp - Form 10-K

We will continue to generate cash from operations throughout 2013 as a result of the projected levels of shipments.
However, we anticipate that our cash outflow associated with principal debt repayment requirements during 2013 will
absorb our cash inflows from operations. Our ability to generate cash from operations has been and will continue to be
impacted by requirements to acquire inventory to satisfy shipments associated with our substantial order book, timing
of these shipments and timing related to the collection on customer accounts associated with these shipments.
Additionally, we may need to invest in engineering and personnel to support future growth.

Backlog

Our backlog was $22.6 million as of December 31, 2012, compared to $25.5 million as of December 31, 2011. The
amount of backlog orders represents revenue that we anticipate recognizing in the future, as evidenced by purchase
orders and other purchase commitments received from customers, but on which work has not yet been initiated or with
respect to which work is currently in progress. As of December 31, 2012, approximately 94% of our backlog is related
to our electronic devices business, which tends to provide us with long lead-times for our manufacturing processes
due to the custom nature of the products. Approximately 6% of this backlog is related to our communications
equipment business, which generally delivers standard products from stock as orders are received. A very substantial
proportion of the Company’s backlog relates to our international operations. We believe that the majority of our
current backlog will be shipped within the next 12 months. However, there can be no assurance that we will be
successful in fulfilling such orders and commitments in a timely manner or that we will ultimately recognize as
revenue the amounts reflected as backlog.

Debt and Financing Arrangements

At December 31, 2012, we had total debt obligations of $5.1 million. Total debt includes $1.1 million outstanding
related to subsidiary financing arrangements, capital lease obligations of $0.2 million, a term loan to Lloyds TSB
Bank plc of $0.9 million and promissory notes of $2.9 million (maturing December, 2014). The current portion of
loans and obligations totalled $2.1 million.
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Financing Arrangements

On August 31, 2010, two of our subsidiaries in England, Pascall Electronics Limited (“Pascall”’) and XCEL Power

Systems, Ltd. (“XCEL”), entered into a Receivables Finance Agreement with Lloyds TSB Commercial Finance

(“Lloyds™) (each, a “Receivables Finance Agreement” and, collectively, the “Receivables Finance Agreements”), pursuant to
which Lloyds agreed to provide Pascall and XCEL a credit facility to support their operations in the aggregate

principal amount of £2.75 million ($4.5 million based on the exchange rate on December 31, 2012), in each case at an
advance rate of 85%, a discount charge of 2.5% above the London Inter-bank base rate, and a service fee of 0.2%.

The Receivables Finance Agreements bear interest at the base rate plus 2.5% on the outstanding balance and is paid
monthly. As of December 31, 2012, Pascall had outstanding borrowings of $37,000 and XCEL had no outstanding
borrowings under their respective Receivables Finance Agreement.

On September 20, 2010, our French subsidiary, CXR Anderson Jacobson (“CXR AJ”) entered into a Receivables

Finance Agreement (the “CIC Agreement”) with FACTOCIC S.A., a subsidiary of CIC Group (“CIC”), pursuant to which
CIC agreed to provide CXR AlJ a financing arrangement to support its French operations in the aggregate principal
amount of €1.35 million ($1.8 million based on the exchange rate on December 31, 2012) at an advance rate of 90% of
presented trade receivables. The CIC Agreement bears interest at the three month EURIBOR plus 1.4%. As of
December 31, 2012, CXR AJ had outstanding borrowings under the CIC Agreement of $1.0 million.

On November 15, 2010, CXR Larus Corporation (“CXR Larus”) and Bridge Bank, National Association (‘“Bridge Bank™)
executed a Business Financing Agreement dated as of October 22, 2010 (the “Business Financing Agreement”) pursuant
to which Bridge Bank agreed to provide to CXR Larus up to $800,000 of advance on trade accounts receivable at an
advance rate of 80% with interest at the Prime Rate plus 3.25%. As of December 31, 2012, CXR Larus had

outstanding borrowings of $121,000 under the Business Financing Agreement.

PEM Credit Agreement

The Company entered into an agreement with PEM for an aggregate amount of $26 million, in November 2007. Since
that date, the Company has repaid portions of the loan in accordance with the loan terms. On February 8, 2012, the
lender accepted a Second Amended and Restated Term Loan A Note, which was amended for terms both of principal
repayment and maturity date (the “Note”). The Note was payable on a monthly interest only basis through to February
28, 2013 (the “Maturity Date”). The Note was payable at a rate of 15.5% per annum until paid in full, plus any
applicable default rate or late fees. The Note required a one-time principal payment to the lender on or before
February 29, 2012 in the amount of $500,000. This was paid on schedule. In addition, if the Company paid certain
amounts of principal before specific dates, the remainder of the principal amount would be deemed to be paid in full.
Under this provision, the Company paid $225,000 prior to June 30, 2012 and as a result, the accrued balance
outstanding (including an accrual for the debt premium) was extinguished and a settlement discount of $275,000 was
recognised in the Company’s income statement.
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Promissory Notes Payable

The promissory notes due to former shareholders of Advanced Control Components are subordinated contingent
promissory notes, which were originally issued in May 2008. Since this date there have been further amendments,
most recently, effective November 1, 2012 (the “Amended Subordinated Contingent Notes”). The Amended
Subordinated Contingent Notes bear interest at the prime rate as reported in The Wall Street Journal plus 4%
(previously prime rate plus 1%) and mature on December 15, 2014 (the “2014 Maturity Date’’) (previously August 31,
2013). Interest is payable quarterly through to the 2014 Maturity Date. Principal payments were scheduled to
commence on January 15, 2013 in the amount of $0.3 million and since the year end this sum was paid on time.
Further payments of principal amounting to $0.3 million will be payable on each of September 15, 2013, March 15,
2014, and September 15, 2014. The remaining principal balance of $1.7 million is due at the 2014 Maturity Date. As
of December 31, 2012, the outstanding principal balance under the Amended Subordinated Contingent Notes was
$2,877,000.

Lloyds TSB Bank Term [.oan

On August 2, 2011, EMRISE Electronics Limited (“EEL”), a wholly-owned subsidiary of EMRISE, entered into a term
loan with Lloyds TSB Bank plc (“Lloyds Bank™) in the amount of £750,000 (“Lloyds Term Loan”) (or $1.2 million based
on the exchange rate at December 31, 2012). As a condition to issuing the Lloyds Term Loan, each of the operating
subsidiaries of EEL, Pascall and XCEL were required to provide £125,000 ($202,000 at the exchange rate at

December 31, 2012) to an escrow account in each of the subsidiary’s name. The funds are to be held in escrow through
September 2012 at which time, Lloyds Bank can review and either renew or release the funds. Since the timing of
release of the restricted funds is uncertain and Lloyds Bank is allowed to renew the restriction annually for the term of
the loan, the total amount of £250,000 ($405,000 based on the exchange rate at December 31, 2012) is included in the
balance sheet as a non-current asset. The Lloyds Term Loan bears interest at a fixed rate of the aggregate of 4.75% per
annum and the rate quoted by the Lloyds Bank Wholesale Markets division at or about the time of borrowing.

Principal and interest are payable monthly over 60 months commencing one month after the date of borrowing. The
loan is subject to a financial covenant requiring a minimum net worth at EEL from and after December 31, 2012 of

not less than £4,200,000 ($6.8 million at the exchange rate at December 31, 2012) and shall increase annually by not
less than £200,000 ($324,000 at the exchange rate at December 31, 2012). The Lloyds Term Loan was funded on
August 30, 2011. As of December 31, 2012, $0.9 million was outstanding under the Lloyds Term Loan based on the
December 31, 2012 exchange rate.
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Subsequent to the year end, the Company has negotiated an additional loan, in the form of a mortgage, from Lloyds
Bank of £1.4million (approximately $2.2million) for the purchase of a building in the United Kingdom. This building
is occupied and was previously leased by Pascall, one of the Company’s United Kingdom subsidiaries. As part of the
financing arrangements the sum of £250,000 held in escrow by Lloyds Bank and referred to above was released to
provide cash to finance the building purchase.

Liquidity

In combination with anticipated cash flows from operations and existing financing arrangements, we believe we have
sufficient funding to support our working capital requirements for the next 12 months. We have a substantial backlog
as of December 31, 2012, of which substantially all is for our foreign operations and whic