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FORWARD-LOOKING STATEMENTS
Some of the statements in this Quarterly Report on Form 10-Q may be “forward-looking statements.” Forward-looking statements are not
historical facts but include, but are not limited to, statements that express our intentions, beliefs, expectations, strategies, predictions or any
other statements relating to our future activities or other future events or conditions. These statements are based on current expectations,
estimates and projections about our business based, in part, on assumptions made by management. These statements are not guarantees of
future performance and involve risks, uncertainties and assumptions that are difficult to predict.
Forward-looking statements can be identified by the use of terminology such as “estimates,” “projects,” “plans,” “believes,” “expects,”
“anticipates,” “intends,” or the negative or other variations, or by discussions of strategy that involve risks and uncertainties. We urge you to
be cautious of the forward-looking statements which are contained in this Quarterly Report on Form 10-Q because they reflect our current
beliefs with respect to future events and involve known and unknown risks, uncertainties and other factors affecting our operations, market
growth, services, products and licenses. No assurances can be given regarding the achievement of future results, as actual results may differ
materially as a result of the risks we face, and actual events may differ from the assumptions underlying the statements that have been made
regarding anticipated events.
All written and oral forward-looking statements made in connection with this Quarterly Report on Form 10-Q that are attributable to us or
persons acting on our behalf are expressly qualified in their entirety by these cautionary statements. Any forward looking statements speak only
as of the date on which they are made, and we do not undertake any obligation to update any forward-looking statement to reflect events or
circumstances after the date of this Quarterly Report on Form 10-Q. Given the uncertainties that surround such statements, you are cautioned
not to place undue reliance on such forward-looking statements.
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PART I
FINANCIAL INFORMATION
ITEM 1. Financial Statements
FTE NETWORKS, INC. AND SUBSIDIARIES CONDENSED
CONSOLIDATED BALANCE SHEETS
(unaudited)
June 30, 2016
ASSETS
Current Assets:
Cash
Restricted Cash
Accounts receivable, net
Other current assets
Total Current Assets
Property and equipment, net
Total Assets

$

$

LIABILITIES AND STOCKHOLDERS’ DEFICIENCY
Current Liabilities:
Accounts payable
Due to related parties
Accrued expenses and other current liabilities
Notes payable, current portion
Notes payable, related parties, current portion
Accrued litigation costs
Total Current Liabilities
Notes payable, non-current portion
Senior note payable, non-current portion, net of original issue discount and deferred
costs
Total Liabilities
Temporary Equity:
Series D convertible preferred stock, subject to put provision, stated value $4.00,
2,000,000 designated and 0 and 163,441 shares issued and outstanding at June 30,
2016 and December 31, 2015, respectively
Series F convertible preferred stock, subject to put provision, stated value $4.00,
2,000,000 designated and 0 and 391,903 shares issued and outstanding at June 30,
2016 and December 31, 2015, respectively
Common stock; $0.001 par value, subject to put provision, 200,000,000 shares
authorized and 11,106,880 and 0 shares issued and outstanding at June 30, 2016 and
December 31, 2015, respectively
Total Temporary Equity

December 31, 2015

77,059
130,357
4,099,151
2,336,012
6,642,579
3,049,442
9,692,021

$

$

205,133
3,003,226
1,446,480
2,047,606
6,702,445
2,544,497
9,246,942

3,004,868
410,456
3,569,854
1,719,996
287,302
1,195,839
10,188,315
2,447,135

2,998,240
245,764
3,578,945
1,887,120
287,301
1,335,771
10,333,141
1,572,063

7,316,149
19,951,599

6,846,110
18,751,314

-

129,027

-

308,353

437,380
437,380

437,380

5

5

3

3

0

18,308

0

5,256

Commitments and contingencies
Stockholders’ Deficiency:
Preferred stock; $0.01 par value, 5,000,000 shares authorized:
Series A convertible preferred stock, stated value $1,000, 4,500 shares designated
and 500 shares issued and outstanding at June 30, 2016 and December 31, 2015
(liquidation preference $1,409,668)
Series A-1 convertible preferred stock, stated value $1,000, 1,000 shares
designated and 295 shares issued and outstanding at June 30, 2016 and December
31, 2015 (liquidation preference $869,993)
Series D convertible preferred stock, stated value $4.00, 2,000,000 designated and
0 and 1,830,759 shares issued and outstanding at June 30, 2016 and December 31,
2015, respectively
Series F convertible preferred stock, stated value $4.00, 1,980,000 designated and
0 and 525,558 shares issued and outstanding at June 30, 2016 and December 31,
2015, respectively
Common stock; $0.001 par value, 200,000,000 shares authorized and 61,232,969
and 46,386,220 shares issued and outstanding at June 30, 2016 and December 31,
2015, respectively
Additional paid-in capital
Subscriptions receivable
Accumulated deficit
Total Stockholders’ Deficiency
Total Liabilities and Stockholders’ Deficiency

$

61,232
4,575,012
(359,197)
(14,974,013)
(10,696,958)
9,692,021

$

2,319
3,053,075
(204,789)
(12,815,929)
(9,941,752)
9,246,942

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FTE NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)
For the Three Months Ended
June 30,
2016
2015
Revenues, net of discounts
Cost of revenues
Gross Profit

$

3,162,714
1,933,358
1,229,356

Operating Expenses
Compensation expense/selling, general and administrative
Selling, general and administrative expenses
Travel expense
Occupancy costs
Transaction expenses
Total Operating Expenses
Operating Loss

4,070,625
3,147,283
923,342

$

5,256,106
3,246,363
2,009,743

7,418,439
5,878,652
1,539,787

565,828
814,784
86,696
197,921
1,664,229
(434,873)

508,377
568,397
88,921
61,128
1,226,823
(303,481)

1,100,401
1,372,415
166,264
358,354
2,997,434
(987,691)

949,317
1,094,734
197,514
100,966
1,500
2,334,031
(804,244)

(475,674)
(109,315)
(38,867)
(623,856)

(180,413)
(1,023,112)
5,982
(1,197,543)

(962,118)
(218,630)
45,541
(35,186)
(1,170,393)

(413,920)
(1,023,112)
10,956
(1,426,076)

(1,058,729)

(1,501,024)

(2,158,084)

(2,230,320)

Other (Expense) Income
Interest expense
Amortization of debt discount
Forbearance expense
Other income (expense)
Incentive expense for investor
Total Other (Expense) Income
Net Loss

$

For the Six Months Ended June
30,
2016
2015

Preferred stock dividends
Net Loss attributable to common shareholders

$

(19,890)
(1,078,619)

$

(19,889)
(1,520,913)

$

(39,781)
(2,197,865)

(39,779)
(2,270,099)

Loss per share:
Basic and diluted

$

(.02)

$

(.03)

$

(.04)

(.05)

Weighted average number of common shares outstanding:
Basic and diluted

53,192,406

44,193,209

53,192,406

The accompanying notes are an integral part of these condensed consolidated financial statements.
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44,193,209

FTE NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ DEFICIENCY
FOR THE SIX MONTHS ENDED JUNE 30, 2016
(unaudited)
Series A
Series A-1
Shares Amount Shares Amount
12/31/2015
Shares/Amounts
Preferred Series
F Issued to
Investor
Common
Shares Issued to
Employees
Common
Shares to Settle
Debt
Series F
adjustment to
transfer agent
records
Series F issued
to directors and
employees for
compensation
Conversion of
Series D to
Common Stock
Conversion of
Series F to
Common Stock
Repayment of
Subscription
Receivable
Reverse Stock
Split
Common
Shares Issued
Round up
Provision
Reverse Split
Accrued
Dividends Preferred Stock
Net Loss
6/30/2016
Amounts

500 $

5

295 $

3

Series D
Shares
Amount

Series F
Shares
Amount

1,830,759 $ 18,308

525,559 $ 5,256
285,664

483

231,041

2,310

Paid in
Capital

Subscription Accumulated
Receivable
Deficit

2,319,311 $ 2,319 $3,053,075 $

2,857

48,250

(1,830,759) (18,308)

Common
Shares
Amount

961,737

Total
Equity

(204,789) $(12,815,929) $ (9,941,752)
(929,408)

35,186

10,000

10

1,990

2,000

477,985

478

477,507

477,985

(483)

0

150,177

152,487

36,615,180

36,615

(18,307)

0

(1,090,514) (10,906) 21,810,280

21,810

(10,904)

0
775,000

775,000

213
(39,780)
(2,158,084)

500 $

5

295 $

3

0 $

(0)

(0) $

(0) 61,232,969 $61,232 $4,575,012 $

(359,197) $(14,974,013) $(10,696,958)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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(39,780)
(2,158,084)

FTE NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
For the Six Months Ended
June 30,
2016
2015
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash used in operating activities:
Amortization of deferred financing costs
Forbearance incentive expense
Depreciation expense
Amortization of original issue discount
Payment in kind interest-senior debt
Stock Incentive expense to investor
Stock incentive expense to employees
Changes in operating assets and liabilities:
Accounts receivable
Other current assets
Accrued lease termination costs
Due to related party
Accounts payable and accrued liabilities
Accrued Litigation Costs
Net cash (used in) provided by operating activities

(2,158,084)
218,630
236,737
109,345
162,663
35,186
154,487
(2,652,671)
(288,406)
568,849
(3,613,263)

Cash flows from investing activities:
Purchases of property and equipment
Restricted cash account
Net cash (used in) provided by investing activities

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest
Non-cash financing activities:
Notes payable issued to finance equipment purchases
Common stock shares issued for notes payable
Issuance of notes to settle accrued litigation
Issuance of notes to settle accounts payable
Preferred shares issued as incentive
Accrued dividends, preferred stock
Unpaid subscription for preferred shares
Preferred shares issued to settle rent obligation

479,622
(185,926)
(116,544)
85,399
1,531,029
(40,000)
599,420
47,533
47,533

275,000
(446,183)
175,642
(32,325)
(20,599)
775,000
726,535

(259,934)
(238,881)
(498,815)

$

(128,074)
205,133
77,059

148,158
41,372
189,530

$

643,597

150,276

$
$
$
$
$
$

631,361
9,560
146,000
123,148
155,020
39,780
-

523,617
39,779
549,907
50,000

The accompanying notes are an integral part of these condensed consolidated financial statements.
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1,023,112
53,048
-

(114,215)
2,872,869
2,785,654

Cash flows from financing activities:
Proceeds from issuance of notes payable, net
Payments on factor line of credit, net
Payments on notes payable
Proceeds from issuance of notes payable-related parties
Payments on notes payable-related parties
Payment of deferred financing costs
Issuance of preferred stock
Net cash (used in) provided by financing activities
Net change in cash
Cash, beginning of period
Cash, end of period

(2,230,320)

FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1. DESCRIPTION OF BUSINESS AND HISTORY
Overview
FTE Networks, Inc. (FTNW), and its wholly owned subsidiaries, is a leading international networking infrastructure service solutions
company. The Company designs, build, and support telecommunications and technology systems and infrastructure services for Fortune 500
companies operating four (4) industry segments; Data Center Infrastructure, Fiber Optics, Wireless Integration, and Surveillance & Security.
FTE Networks is headquartered in Naples, Florida, with offices throughout the United States and Europe.
● Jus-Com, Inc., (dba FTE Network Services) specializes in the design, engineering, installation, and maintenance of all forms of
telecommunications infrastructure. Services include engineering consulting, design, installation, maintenance, and emergency response in
various categories including cabling, equipment installation and configuration, rack and stack, wiring build-outs, infrastructure build-outs,
DC power installation, OSP/ISP fiber placement, fiber cable splicing and testing.
● F T E Wireless, LLC, offers wireless solutions to major wireless carriers including equipment installation, fiber backhaul, antennae
installation and testing, small cell solutions, fiber-to-site and other turnkey solutions as needed by such clients.
● Focus Venture Partners, Inc. (dba FVP Worx) is a multifaceted employment firm offering full service staffing solutions, specializing in the
telecommunications, technology and construction services industries.
FTE Network Services and FTE Wireless Service, LLC are reported in the Company’s telecommunications segment. FVP Worx represents the
Company’s staffing segment.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Effective January 27, 2016, the Company changed its fiscal year end from September 30 to December 31 and filed an unaudited transitional
report on Form 10-QT to cover the period from October 1, 2015 to December 31, 2015 with the Securities and Exchange Commission on April
11, 2016. The unaudited condensed consolidated financial statements and these notes should be read in conjunction with the audited
consolidated financial statements included in our Annual Report on Form 10-K for the fiscal year ended September 30, 2015 (the “Annual
Report”). The condensed consolidated balance sheet data as of December 31, 2015 is unaudited and was derived from the Company’s Form
10-QT and does not include all disclosures required by accounting principles generally accepted in the United States of America (“GAAP”) for
audited financial statements. The unaudited condensed consolidated financial statements include all normal recurring adjustments necessary
for a fair presentation of the financial position, results of operations and cash flows for the periods presented. Certain information and footnote
disclosures, including critical and significant accounting policies, normally included in financial statements prepared in accordance with
GAAP have been condensed or omitted. Results of operations and cash flows for interim periods presented in the unaudited condensed
consolidated financial statements are not necessarily indicative of results of operations and cash flows for the full fiscal year.
On January 5, 2016, the FASB issued ASU2 016-01, Financial Instruments–Overall: Recognition and Measurement of Financial Assets and
Financial Liabilities (the ASU). Changes to the current GAAP model primarily affects the accounting for equity investments, financial
liabilities under the fair value option, and the presentation and disclosure requirements for financial instruments. In addition, the FASB
clarified guidance related to the valuation allowance assessment when recognizing deferred tax assets resulting from unrealized losses on
available-for-sale debt securities. The classification and measurement guidance will be effective in fiscal years beginning after December 15,
2017, including interim periods within those fiscal years. The Company is currently evaluating how the adoption of this standard will impact
its consolidated financial statements.
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The core change with ASU 2016-2 is the requirement for the
recognition of lease assets and lease liabilities by lessees for those leases classified as operating leases under previous GAAP. The new
standard is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2018, with early adoption
permitted. The Company is currently evaluating the effect that the adoption of ASU 2016-02 will have on its financial statements.
In March 2016, the FASB issued ASU No. 2016-09, “Improvements to Employee Share-Based Payment Accounting,” or ASU 2016-09, which
amends ASC Topic 718, “Compensation – Stock Compensation.” ASU 2016-09 simplifies several aspects of the accounting for share-based
payment transactions, including the income tax consequences, classification of awards as either equity or liabilities, and classification on the
statement of cash flows. The standard is effective for fiscal years beginning after December 31, 2016, and interim periods within those years
and early adoption is permitted. The Company is currently evaluating how the adoption of this standard will impact its consolidated financial
statements.
On June 16, 2016, the FASB issued ASU 2016-13, “ Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments.” This ASU modifies the impairment model to utilize an expected loss methodology in place of the currently used
incurred loss methodology, which will result in the more timely recognition of losses. ASU No. 2016-13 will be effective for us as of January
1, 2020. We are currently reviewing the effect of ASU No. 2016-13.
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FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Liquidity - The accompanying condensed consolidated financial statements have been prepared assuming the Company will continue as a
going concern, which contemplates the realization of assets and satisfaction of liabilities in the normal course of business. As of June 30, 2016,
the Company has an accumulated deficit of $14.9 million. In addition, the Company has working capital deficiencies of $4.2 million and $3.6
million as of June 30, 2016 and December 31, 2015, respectively. Management plans to continue to raise additional funds through the sales of
debt or equity securities until such time its operations will begin to produce a positive cash flow. However, there is no assurance that
additional financing will be available when needed or that management will be able to obtain and close financing transactions on terms
acceptable to the Company or whether the Company will become profitable and generate positive operating cash flow. If the Company is
unable to raise sufficient additional funds, it will have to develop and implement a plan to further extend payables and reduce overhead until
sufficient additional capital is raised to support further operations. There can be no assurance that such a plan will be successful. As of June
30, 2016, the Company has a backlog of approximately $33,000,000 of future orders to be fulfilled in the next twelve months.
Reclassifications - Certain prior period balances have been reclassified in order to conform to current period presentation. These
reclassifications have no effect on previously reported results of operations or loss per share.
Use of Estimates - The preparation of financial statements in conformity with US GAAP requires the Company to make estimates and
judgments that affect the reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent assets and
liabilities. These estimates and judgments are based on historical information, information that is currently available to the Company and on
various other assumptions that the Company believes to be reasonable under the circumstances. Actual results could differ from those
estimates. The Company’s most significant estimates relate to its allowances for receivables, taxes and equity issuances.
Revenue and Cost of Goods Sold Recognition - Generally, for the staffing business, revenue is recognized when all of the following criteria
are met: (1) persuasive evidence of an arrangement exists, (2) delivery has occurred or services have been rendered, (3) the price to the buyer
is fixed or determinable, and (4) collectability is reasonably assured.
Due to the short term nature of the Company’s construction contracts, revenue is recognized once 100% of a contract segment is completed. A
contract may have many segments, of which, once a segment is completed, the revenue for the segment is recognized when no further
significant performance obligations exists. The Company’s construction contracts or segments of contracts typically range from several days to
two to four months. Contract costs may be billed as incurred. Contract costs include all direct material and labor costs and those indirect costs
related to contract performance, such as indirect labor, supplies, tools and repairs. Selling, general and administrative costs are charged to
expense as incurred. The Company begins recognizing revenue on a project as project costs are incurred and revenue recognition criteria are
met.
Provisions for losses on uncompleted contracts are made in the period such losses are known. Changes in job performance, job conditions and
estimated profitability, including those arising from contract penalty provisions, changes in raw material costs, and final contract settlements
may result in revisions to revenue, costs and income and are recognized in the period in which the revisions are determined.
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FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Basic and Diluted Loss Per Share - The basic net loss per share is computed by dividing the net loss (the numerator) by the weighted average
number of common shares outstanding for the period (the denominator). Diluted net loss per common share is computed by dividing the net
loss by the weighted average number of common shares and potential common shares outstanding (if dilutive) during each period. Potential
common shares include stock options, warrants and preferred stock. The number of potential common shares outstanding relating to stock
options, warrants and preferred stock is computed using the treasury stock method. For the periods presented, potential dilutive securities had
an anti-dilutive effect and were not included in the calculation of diluted net loss per common share. Comparative data for the previous period
has been adjusted to reflect the 1 for 20 reverse split effectuated May 26, 2016.
The following securities are excluded from the calculation of weighted average dilutive common shares because they are not currently
convertible, or because their inclusion would have been anti-dilutive:
For the Six Months Ended
June 30,
2016
2015
667,169
667,169
393,645
393,645
760,959,600
797,358
200,000
1,060,814
763,017,722

Convertible preferred stock, Series A
Convertible preferred stock, Series A-1
Convertible preferred stock, Series D [1]
Convertible preferred stock, Series F [1]
Warrants
Convertible debt
Total potentially dilutive shares
[1]

The Series D and Series F preferred shares are convertible at a rate of 400 pre-split shares of common stock for each share of preferred stock
but not until the Company has effected a sufficient increase in the authorized common shares. The Series D and Series F preferred shares
were mandatorily converted to common shares at a ratio of 1 to 20 when the reverse split of common shares was effectuated on May 26,
2016.
Concentration of Credit Risk - Financial instruments that potentially expose the Company to significant concentrations of credit risk consist
principally of cash and accounts receivable. The Company maintains its cash at one financial institution that management believes is a highcredit, high-quality financial institution and accordingly, subject to minimal credit risk. Deposits held with these financial institutions may be
in excess of the amount of insured limits provided on such deposits, if any. The Company is subject to risk of nonpayment of its trade
accounts receivable.
The Company’s customer base is highly concentrated. As of December 31, 2015, the Company’s three largest customers, Customer E,
Customer H and Customer B, represented 47%, 14%, and 10% of accounts receivable, respectively. As of June 30, 2016, the Company’s
three largest customers, a provider of large scale fiber optic cables, “Customer E”, and two innovative communications service providers,
“Customers J” & “Customer M”, represented 22%, 14% and 12% of accounts receivable, respectively.
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FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Revenue may significantly decline if the Company were to lose one or more of its significant customers. For the three and six months ended
June 30, 2015, Customer E represented approximately 46% and 44% of revenues respectively, and customer B represented approximately
24% and 31% respectively. During the three and six months ended June 30, 2016 the Company generated revenue by three new customers,
Customer J, represented approximately 33% and 27% of revenues respectively, Customer L, represented approximately 11% and 13% of
revenues respectively, and Customer M representing 9% and 11% of revenues respectively.
Amortization of Senior Note Debt Discount and Deferred Financing Costs - The amortization of the senior note debt discount (Note 5. Senior
Debt) is calculated monthly using the straight line method, which approximates the interest rate method, over the original term of the note,
twenty-four months, using the straight-line method which approximates the interest rate method. The result of this monthly amortization is
recognized in amortization of debt discount in the period amortized for the debt discount and interest expense for the deferred finance costs.
3. RESTRICTED CASH ACCOUNT
The restricted cash account was created to deposit the unused proceeds from the Company’s new senior debt (Note 5. Senior Debt). The
funds are kept at a bank in an account segregated from our main operating account. The Company does not have direct access to or control
over the funds held in this account. The funds are disbursed to the Company upon the written request of the lender. These balances were
$130,357 as of June 30, 2016 and $3,003,226 as of December 31, 2015.
4. OTHER CURRENT ASSETS
Other current assets consist of the following as of June 30, 2016 and December 31, 2015:
June 30, 2016
Other receivables, net of reserve of $150,000 as of June 30, 2016 and December 31,
2015
Security deposits and prepaid expenses
Pre-paid Cost (Work in Process)
TOTAL
11

$

$

1,301,772
452,758
581,482
2,336,012

December 31, 2015
$

$

1,232,555
191,253
623,798
2,047,606

FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
5. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES
As of June 30, 2016 and December 31, 2015, Accrued Expenses and Other Current Liabilities were comprised of the following:
Accrued interest payable[1]
Accrued dividends payable
Accrued compensation expense[2]
Other accrued expense
Accrued expenses, current

$

$

June 30, 2016
836,404
490,913
2,063,118
179,419
3,569,854

December 31, 2015
817,452
451,133
2,015,277
295,083
$
3,578,945
$

[1]

Accrued interest payable includes approximately $300,000 of estimated penalties and interest associated with the unpaid payroll taxes as of
June 30, 2016 and December 31, 2015, respectively.

[2]

Accrued compensation expense includes $1,863,031 of unpaid payroll taxes for the period ended June 30, 2016 and December 31, 2015,
respectively.

6. NOTES PAYABLE
June 30, 2016
Vendors Notes (Unsecured)
Long term vendor Notes (“Vendor Notes”) issued to settle litigation bearing interest
rates between 0% and 6% per annum. Terms range from 1 to 9 months.

$

668,552

December 31, 2015
$

491,000

Other Notes Payable
Short term Bridge notes bearing interest at a stated rate between 10% and 12% per
annum. Terms range from 4 to 6 months.

884,000

709,000

1,139,862

960,205

Equipment Notes
Obligations under capital leases, bearing interest rates between 4.1% and 8.2% per
annum, secured by equipment having a value that approximates the debt value. Terms
range from 48 to 60 months.
Various Equipment notes, bearing interest rates between 2% and 41% per annum,
secured by equipment having a value that approximates the debt value. Terms range
from 36 to 72 months.
Total Notes payables
Less: Current portion
Total Notes non-current portion

$
$
$

1,474,717
4,167,131
(1,719,996)
2,447,135

$
$
$

1,298,978
3,459,183
(1,887,120)
1,572,063

Senior Debt Disclosure
On October 29, 2015 the Company entered into a credit agreement, pursuant to which
the Company received $8,000,000. The funds were disbursed as follow $6,000,000 and
$2,000,000 on October 28, 2015 and November 11, 2015 respectively. The interest rate
used is 12% per annum, also required to make 4% PIK payments, which is booked
monthly as an increase to the senior debt balance.
Less: Original issue discount
Less: Deferred financing cost
Total Senior Debt, non-current portion
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$

$

8,211,345
(291,587)
(603,609)
7,316,149

$

$

8,048,682
(400,932)
(801,640)
6,846,110

FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
7. SENIOR DEBT
On October 28, 2015, the Company, through its main operating entity Jus-Com, Inc. entered into an $8 million dollar senior credit facility.
The facility has a two year term, and calls for interest payments in the amount of 12%, paid quarterly in arrears. Additionally, there is a
“payment in kind” (PIK) provision which calls for a 4% per annum increase in the principal balance monthly. The facility is a senior credit
facility, and is secured by principally all assets of the Company. The uses of the senior facility are to retire the existing senior debt and
related accrued interest through a tender offer, retire the factoring line of credit, pay certain senior loan closing costs, settle certain pending
litigation, and provide working capital to the Company. A “blocked” bank deposit account, controlled by the lender, was also initially
established in the amount of $3,000,000 to be held for future advances. (See restricted cash, note 3). The Company is prohibited from an
early payoff of the facility until October 28, 2017. There are several affirmative and negative covenants the Company must comply with,
such as minimum bank account balances, minimum EDITDA thresholds, capital expenditures, leverage ratio, and debt service coverage ratio.
As a condition of the facility, the Company issued 163,441 shares of its Series D preferred stock and 391,903 shares of its Series F preferred
stock to the lender. As a result of a market valuation performed on this transaction by a qualified third party valuation firm, an original issue
discount of $437,380 was determined, which will be amortized on a straight line method, which approximates the interest rate method, over a
twenty four month period to interest expense. During the period ended June 30, 2016, $109,345 was included in amortization of debt
discount, and $291,587 remained unamortized as of June 30, 2016. On April 5, 2016 the Company entered into an amendment agreement to
its existing credit facility with Lateral, amending the original credit agreement signed October 28, 2015. The agreement amends select
provisions of the original credit agreement, including equity raises and changes to certain financial and operational covenants.
8. COMMITMENTS AND CONTINGENCIES
Property Lease Obligations
Rental expense, resulting from property lease agreements was $79,301 and $55,079 for the three months ending June 30, 2016 and June 30,
2015, respectively, and $158,603 and $90,974 for the six months ending June 30, 2016, and June 30, 2015, respectively
Following is a schedule by years of future minimum payments required under leases obligations with initial or remaining non-cancelable
lease terms in excess of one year as of June 30, 2016:
2016 (Remaining)
2017
2018
2019
2020
Thereafter
Total Lease Obligations

$

$

292,198,
535,896
439,046
343,896
325,896
570,318
2,507,250

Accrued Litigation Expense
Legal Matters - The Company is involved in litigation claims arising in the ordinary course of business. Legal fees and other costs associated
with such actions are expensed as incurred. In addition, the Company assesses, in conjunction with its legal counsel, the need to record a
liability for litigation and contingencies. The Company reserves for costs relating to these matters when a loss is probable and the amount can
be reasonably estimated. There have been no material developments in any legal proceedings since the disclosures contained in the
Company’s Form 10-K for the year ended September 30, 2015, at which time the Company provided for an accrual of $1,840,891 to settle
these claims. On November 20, 2015, the Company settled the Martin and Arey lawsuit for $150,000 cash, a promissory note for $250,000,
and 512,820 share of common stock, having a value of $5,120. On November 24, 2015, the Company settled the Daniel Fournier lawsuit for
$100,000 in cash. On December 14, 2015, the Company settled the RoadSafe lawsuit for $130,000, payable in 13 monthly installments of
$10,000 in cash.
Related Party Advances
Through June 30, 2016, the Chief Executive Officer (CEO) provided cash advances witnessed by a note, and from time to time, advances for
the Company’s behalf on credit cards the CEO is personally liable for, aggregating $377,278. Additionally, the Company entered into several
secured equipment financing arrangements with total obligations of approximately $343,000 as of June 30, 2016 that required the guaranty of
a Company officer, which was provided by the CEO.
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FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
9. STOCKHOLDERS’ EQUITY
Preferred Stock
Dividends
Dividend charges recorded during the three months and six months ended June 30, 2016 and 2015 are as follows:
For the three Months Ended
June 30,
2016
2015
Series
A
A-1
B
C-1
C-2
C-3
Total

$

12,510
7,380
19,890

$

12,510
7,381
19,891

$

For the six Months Ended
June 30,
2016
2015
Series
A
A-1
B
C-1
C-2
C-3
Total

$

25,020
14,761
39,781

$

25,019
14,760
39,779

$

Accrued dividends payable at June 30, 2016 and December 31, 2015 are comprised of the following:
June 30, 2016
Series
A
A-1
B
C-1
C-2
C-3
Total

$

284,666
206,247
490,913

$

December 31, 2015
$

$

259,646
191,487
451,133

Warrants
There were no warrants issued during the six months ended June 30, 2016.
A summary of the warrant activity during the six months ended June 30, 2016 is presented below:

Outstanding, December 31, 2015
Issued
Exercised
Expired
Outstanding, June 30, 2016
Exercisable, June 30, 2016

Number of
Warrants
437,335
(437,335)
14

Weighted
Average
Exercise
Price
$
0.60
0.60
$
$
-

Weighted
Average
Remaining
Life in Years

Intrinsic
Value
-

$
$

-

FTE NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
9. STOCKHOLDERS EQUITY, continued
Temporary Equity
In conjunction with the Lateral senior credit agreement dated October 28, 2015, the Company also entered into a Redemption Rights
Agreement (“agreement”). Contained in this agreement is a put provision related to the preferred shares of stock issued as a condition of the
transaction. The Redemption Rights may be exercised at any time on or after October 28, 2017, provided the following conditions are met:
(i) The Company’s market capitalization on such date is equal to or greater than $25,000,000, or (ii) the last twelve months earnings before
interest, taxes depreciation, and amortization ending on the last day of the month preceding such date is greater than $3,000,000.
Further, the Redemption Rights are barred from being exercised if the exercise of such Redemption Rights would, in good faith, prevent the
Company from continuing as a going concern.
The Redeemable Shares are redeemable at the per share price implied by 10 multiplied by the Company’s LTM EBITDA, multiplied by the
Ownership Percentage, divided by the number of Redeemable shares then held.
An analysis was performed, under ASC 480-10-25-7 to determine if the redeemable shares should be classified as debt or equity. The results
of this analysis determined the redeemable shares did not fall under the definition of mandatorily redeemable financial instruments and
therefore should not be classified as debt.
Pursuant to ASC 480-10-S99, preferred stock redeemable for cash or other assets are to be classified outside of permanent equity if it is
redeemable with any one of the following characteristics:
●

At a fixed or determinable price on a fixed or determinable date,

●

At the option of the shareholder, or

●

Upon the occurrence of an event that is not solely within the control of the reporting entity.
The Redeemable Shares are redeemable upon the occurrence of certain events that are not solely within the control of the reporting entity. In
the natural course of pursuing the fulfillment of its required fiduciary duties, the Company may meet the conditions upon which the shares
would become redeemable (i.e. market capitalization and/or EBITDA, along with going concern status), and would be thus unable to control
the events leading to redemption. As a result of the evaluation, the Company has concluded that the Redeemable Shares are appropriately
classified outside of permanent equity as temporary equity.
The Redeemable Shares originally issued with the transaction, 163,441 of Series D Preferred Convertible shares and 391,903 of Series F
Preferred Convertible shares, were converted to 11,106,880 shares of the Company’s Common Stock on or around May 26, 2016. The
conversion was completed due to the mandatory conversion feature of the preferred shares due to the reverse split of the Company’s
Common Stock on May 26, 2016.
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9. STOCKHOLDER’S EQUITY, continued
Reverse Split
On December 23, 2015, the Board unanimously authorized and approved an amendment to our Articles of Incorporation to effect a reverse
stock split of our Common Stock at a 1-for-20 ratio (the “Reverse Split”) and increase our common shares authorized to 200,000,000. On
December 30, 2015, stockholders holding a majority of our voting power approved by written consent the amendment to our Articles of
Incorporation, which would affect the Reverse Split. The Reverse Split will reduce the number of outstanding shares of our Common Stock
by reclassifying and converting all outstanding shares of our Common Stock into a proportionately fewer number of shares of Common
Stock. The reverse stock was approved by the Financial Industry Regulatory Authority (“FINRA”) on May 25, 2016 and effectuated on May
26, 2016. In conjunction with the Reverse Split approval, all of the Series D and Series F preferred convertible shares mandatorily converted
to common shares at a 1-for-20 ratio.
10. SEGMENT DATA
The Company’s reportable operating segments consist of its telecommunications segment and its staffing segment, which are organized,
managed and operated along key product and service lines.
The following tables summarize financial information about the Company’s business segments for the three and six months ended June 30,
2016 and June 30, 2015.
For the Three Months Ended June 30, 2016
Telecommunications
Staffing
Consolidated
Revenues

$

3,138,198

24,516

Income (Loss) from Operations

$

(477,962)

Depreciation and Amortization

$

236,470

-

236,470

Interest Expense

$

471,364

4,310

475,674

43,089

3,162,714
(434,873)

For the Three Months Ended June 30, 2015
Telecommunications
Staffing
Consolidated
Revenues

$

2,182,872

1,887,753

Income (Loss) from Operations

$

(328,470)

Depreciation and Amortization

$

31,567

-

31,567

Interest Expense

$

176,156

4,257

180,413

24,989

4,070,625
(303,481)

For the Six Months Ended June 30, 2016
Telecommunications
Staffing
Consolidated
Revenues

$

5,222,346

33,760

5,256,106

Income (Loss) from Operations

$

(1,032,788)

45,097

Depreciation and Amortization

$

455,366

-

455,366

Interest Expense

$

953,499

8,619

962,118

(987,691)

For the Six Months Ended June 30, 2015
Telecommunications
Staffing
Consolidated
Revenues

$

Income (Loss) from Operations

$

(818,990)

Depreciation and Amortization

$

53,048

-

53,048

Interest Expense

$

402,083

11,837

413,920

4,092,352

3,326,087
14,746

7,418,439
(804,244)
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11. SUBSEQUENT EVENTS
On July 8, 2016, the Company issued 70,000 shares of its common stock with a grant date value of $49,700 for a legal retainer.
On July 8, 2016, the Company issued 95,000 shares of its common stock with a grant date value of $114,000 as settlement of debt.
On July 20, 2016, the Company issued 50,000 shares of its common stock with a grant date value of $30,000 to an individual as incentive
compensation.
On July 24, 2016, the Company issued 214,404 shares of its common stock with a grant date value of $6,217 to a law firm for a legal
settlement.
On July 27, 2016, the Company issued 75,000 shares of its common stock with a grant date value of $45,000 as incentive compensation.
On July 28, 2016, the Company issued 20,000 shares of its common stock with a grant date value of $12,000 to an individual as incentive
compensation.
On August 5, 2016, the Company issued 100,000 shares of its common stock with a grant date value of $5,000 to an individual for services
performed for the Company.
The common shares issued as described above were not registered under the Securities Act of 1933, as amended (the “Securities Act”) in
reliance upon the exemption from registration provided by Section 4(2) of that Act and Regulation D promulgated thereunder, which
exempts transactions by an issuer not involving any public offering. These securities may not be offered or sold in the United States absent
registration or an applicable exemption from the registration requirements. Certificates representing these securities contain a legend stating
the same.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion should be read in conjunction with our unaudited condensed consolidated financial statements and notes thereto
included herein. In connection with, and because we desire to take advantage of, the “safe harbor” provisions of the Private Securities
Litigation Reform Act of 1995, we caution readers regarding certain forward looking statements in the following discussion and elsewhere in
this report and in any other statement made by, or on our behalf, whether or not in future filings with the Securities and Exchange Commission.
Forward-looking statements are statements not based on historical information and which relate to future operations, strategies, financial
results or other developments. Forward looking statements are necessarily based upon estimates and assumptions that are inherently subject to
significant business, economic and competitive uncertainties and contingencies, many of which are beyond our control and many of which, with
respect to future business decisions, are subject to change. These uncertainties and contingencies can affect actual results and could cause
actual results to differ materially from those expressed in any forward looking statements made by, or on our behalf. Words such as
“anticipate,” “estimate,” “plan,” “continuing,” “ongoing,” “expect,” “believe,” “intend,” “may,” “will,” “should,” “could,” and similar
expressions are used to identify forward-looking statements. We disclaim any obligation to update forward-looking statements.
Unless the context requires otherwise, references in this document to “FTE”, “we”, “our”, “us” or the “Company” are to FTE Networks, Inc.
and its subsidiaries.
Overview
We are a U.S. based provider of international and regional telecommunications and technology systems, specializing in the design, engineering,
installation, construction and maintenance of telecommunications and technology networks and infrastructure. We also offer managed
information technology, telecommunications services, subscriber based services and staffing solutions through our wholly owned subsidiaries:
●

Jus-Com, Inc., (dba FTE Network Services) specializes in the design, engineering, installation, and maintenance of all forms of
telecommunications infrastructure. Services including engineering consulting, design, installation, maintenance and emergency response in
various categories including cabling, rack and stack, equipment installation and configuration, wiring build-outs, infrastructure build-outs,
DC power installation, OSP/ISP fiber placement, fiber cable splicing and fiber testing.

●

FTE Wireless, LLC, offers wireless solutions to major wireless carriers including equipment installation, fiber backhaul, antennae installation
and testing, small cell solutions, fiber-to-site and other turnkey solutions as needed by the clients.

●

Focus Venture Partners, Inc. (dba FVP Worx) is a multifaceted employment firm offering full service staffing solutions, specializing in
telecommunications, technology and construction services industries.

Recent Business Developments
On December 23, 2015, the Board unanimously authorized and approved an amendment to our Articles of Incorporation to effect a reverse stock
split of our Common Stock at a 1-for-20 ratio (the “Reverse Split”). On December 30, 2015, stockholders holding a majority of our voting
power approved by written consent the amendment to our Articles of Incorporation, which would affect the Reverse Split. The Reverse Split
will reduce the number of outstanding shares of our Common Stock by reclassifying and converting all outstanding shares of our Common
Stock into a proportionately fewer number of shares of Common Stock. On March 9, 2016, the Company filed a Form Pre-14C with the SEC
concerning the 1 for 20 reverse stock split and the increase of the authorized shares of common stock from 70,000,000 to 200,000,000. On
March 18, 2016 the Company received a comment letter from the SEC regarding the Form Pre-14C. The Company filed a response to the SEC
on April 8, 2016. The Company received correspondence from the SEC on April 15, 2016, and had no objections to the response letter. On
April 18, 2016, the Company filed its Definitive Form 14-C with the SEC. On May 25, 2016 “FINRA” approved the Reverse Split, which was
effectuated on May 26, 2016.
On January 4, 2016, the Company entered into an employment agreement with Kirstin Gooldy to serve as the Company’s Chief Compliance
Officer in consideration of a salary of $112,500 per year, with standard employee insurance and other benefits. The employment agreement
commenced on January 4, 2016 and ends on January 4, 2018, after which it is renewable for twelve months, until terminated by either party with
90 days written notice
On February 8, 2016, Mr. Brad Mitchell was appointed to the Board of Directors as an independent director. Mr. Mitchell (56) currently serves
as President of TelePacific Communications - Texas, and is responsible for TelePacific’s operations across the state of Texas. Mr. Mitchell
brings a unique combination of knowledge and wide-ranging telecommunications industry experience gained in both the venture capital and
established industry leader arenas. Mitchell returned to TelePacific after previously serving as Senior Vice President - Field Operations, and
was instrumental in creating TelePacific’s customer-centric structure by leading the TelePacific’s sales operations during TelePacific’s early
years. Prior to TelePacific, Mr. Mitchell served as Area Vice President at Sprint PCS, where he launched and operated several markets in the
southeast, including New Orleans and Atlanta. More recently, he served as Executive Vice President of Cable & Wireless’ International
Accounts and also built a highly successful retail franchise operation. Mitchell earned a degree in Business Administration from Oglethorpe
University in Atlanta.
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On February 11, 2016, Mr. Chris Ferguson was appointed to the Board of Directors as an independent director. Mr. Ferguson (47) currently
serves as the Managing Director of Tern Capital Partners, LLC, a private equity investment firm founded by Mr. Ferguson in 2013. In 2010,
Mr. Ferguson co-founded a company in the fiber network industry, and he served as CEO of the company until June 2013. In August 2001, Mr.
Ferguson co-founded Mercer, a provider of innovative workforce management solutions to a variety of industries including transportation and
engineering, with co-founder, Michael Traina. Prior to founding Mercer, Mr. Ferguson and former New Jersey Governor, James J. Florio, cofounded The Florio Group, a private equity investment company. In addition, Mr. Ferguson served as Chief Financial Officer for Cabot Marsh
Corporation in 1995 and remained as a director for the company until 1999. Mr. Ferguson has been a member of the New Jersey and
Pennsylvania Bars since 1994. He graduated from Widener University School of Law in May of 1994 and received a Bachelor of Arts Degree
from Villanova University in May of 1990.
On February 16, 2016, Ms. Luisa Ingargiola was appointed to the Board of Directors as an independent director. Mrs. Ingargiola is the Chief
Financial Officer for Magne Gas, a NASDAQ listed technology company, which produces a plasma based system for the gasification and
sterilization of liquid waste. Mrs. Ingargiola currently serves as a Board Director for The JBF Foundation Worldwide and CES Synergies, Inc.,
where she also serves as the Audit Committee Chair. Prior to joining Magne Gas, Mrs. Ingargiola worked as a Budget and Expense Manager for
MetLife Insurance Company. In this capacity she managed a $30-million-dollar annual budget. Her responsibilities included budget
implementation, expense and variance analysis and financial reporting. Luisa previously served as a Board Director, Audit Committee Chair for
CBD Energy Limited in 2014. Mrs. Ingargiola received her Bachelor’s Degree from Boston University and her Master’s Degree from the
University of South Florida.
On March 31, 2016, Mr. Carlie Ancor (45) was appointed to the Board of Directors and serves as a non-independent director. Mr. Ancor is
currently the Company’s Chief Technology Officer. Mr. Ancor began his tenure as the Chief Marketing Officer for FTE Networks Inc. in
January 2015. Mr. Ancor is responsible for global marketing, product management and the customer experience. From 2008-2014, Mr. Ancor
was managing director at Emerge Technology Solutions for Europe, the Middle East and Africa based in the United Arab Emirates where he
was responsible for business development and growth, technology optimization, operational execution and quality of customer experience. Prior
to that, he was an Executive Vice President for core IP and optical network development at Level 3 Communications in North America and
Western Europe. Mr. Ancor attended Texas A&M University.
On March 31, 2016, Mr. Patrick O’Hare (48) was appointed to the Board of Directors and serves as an independent director. Mr. O’Hare has
over 25 years experience in the telecommunications industry and is currently the Senior Vice President of Operations at ZenFi Networks, Inc.
where he is responsible for network planning, engineering, operations, and service delivery. Prior to ZenFi, Mr. O’Hare was the Senior Vice
President of Operations and Engineering at Sidera Networks where he led all operations, service delivery and engineering functions and was
instrumental in the company’s acquisition by Berkshire Partners. Mr. O’Hare was also the Senior Vice President of Operations and Engineering
at RCN Metro, Sidera’s predecessor company, and was integral to the company’s acquisition by ABRY Partners and the successful separation
of assets from the RCN Cable parent company. Previously, he was Vice President of Field Operations for Zayo Bandwidth, where he was
responsible for all aspects of field operations and the company’s fiber to the tower deployments. Prior to that, Patrick was Vice President for
Field Operations for Level 3 Communications, where he was responsible for field operations, outside plant, colocation and facilities for the East
region of North America. During his tenure at Level 3, Mr. O’Hare also held responsibility nationally for the company’s Customer Program
Management organization. Before joining Level 3 in 1999, he held several management positions of increasing responsibility in corporate
communications, customer service and operations at Verizon’s predecessor companies; New York Telephone, NYNEX and Bell Atlantic. Mr.
O’Hare holds an MBA from Long Island University and a BA from the State University of New York - University at Albany.
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Critical Accounting Policies
There are no material changes from the critical accounting policies set forth in “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” set forth in our Annual Report 10-K filed with the Securities and Exchange Commission (“SEC”) on January 13,
2016. Please refer to that document for disclosures regarding the critical accounting policies related to our business.
Segment Reporting
We operate in the telecommunications infrastructure services industry and the staffing industry. The following table summarizes financial
information regarding our business segments during three months and six months ended June 30, 2016 and June 30, 2015.
For the Three Months Ended June 30, 2016
Telecommunications
Staffing
Consolidated
Revenues

$

3,138,198

24,516

Income (Loss) from Operations

$

(477,962)

Depreciation and Amortization

$

236,470

-

236,470

Interest Expense

$

471,364

4,310

475,674

43,089

3,162,714
(434,873)

For the Three Months Ended June 30, 2015
Telecommunications
Staffing
Consolidated
Revenues

$

Income (Loss) from Operations

$

(328,470)

Depreciation and Amortization

$

31,567

-

31,567

Interest Expense

$

176,156

4,257

180,413

2,182,872

1,887,753
24,989

4,070,625
(303,481)

For the Six Months Ended June 30, 2016
Telecommunications
Staffing
Consolidated
Revenues

$

5,222,346

33,760

Income (Loss) from Operations

$

(1,032,788)

45,097

Depreciation and Amortization

$

455,366

-

455,366

Interest Expense

$

953,499

8,619

962,118

5,256,106
(987,691)

For the Six Months Ended June 30, 2015
Telecommunications
Staffing
Consolidated
Revenues

$

Income (Loss) from Operations

$

(818,990)

Depreciation and Amortization

$

53,048

-

53,048

Interest Expense

$

402,083

11,837

413,920
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4,092,352

3,326,087
14,746

7,418,439
(804,244)

Discussion of Operation Results for the Three and Six Months ended June 30, 2016 and 2015
Overview
For the three months ended June 30, 2016 and 2015, respectively, we reported consolidated net losses attributable to common shareholders of
$1,078,619 and $1,520,913, reflecting a decrease in net losses of $442,294 or 29%. A decrease in forbearance expense for the three month
period from June 30, 2015 to 2016, respectively, of $1,023,112 was offset primarily by an increase of $295,261 in interest expense, an increase
of $109,315 in amortization expense, and a $154,487 increase in incentive expenses.
We reported consolidated net losses attributable to common shareholders of $2,197,865 and $2,270,099 during the six months ended June 30,
2016 and 2015, respectively, reflecting a decrease in net losses of $72,234 or 3%. A decrease in forbearance expense for the six month period
from June 30, 2015 to 2016, respectively, of $1,023,112 was offset primarily by an increase of $548,198 in interest expense, an increase of
$218,630 in amortization expense, and a $189,673 increase in incentive expenses.
Revenues and Gross Profit
We had overall revenues of $3,162,714 for the three months ended June 30, 2016, as compared to revenues of $4,070,625 for the three months
ended June 30, 2015, resulting in a decrease in revenues of $907,911 or 22%. The decrease in revenues is primarily attributable to the staffing
segment. In order to dedicate Company resources and capital to the telecommunications segment’s new business and to increase gross profit
margin, management significantly reduced its focus in the staffing segment. As a result, for the three months ended June 30, 2016, staffing
revenue was $24,516 compared to $1,887,753 for the three months ended June 30, 2015, resulting in a decrease in staffing revenue of
$1,863,237 or 99%. Telecommunications revenues increased $955,326 or 44% for the three months ended June 30, 2016 compared to the three
months ended June 30, 2105. Telecommunications revenue for those periods were $3,138,198 and $2,182,872, respectively. This shift in
revenue mix resulted in an increase in gross profit margin from 23% to 39% for the three months ended June 30, 2015 and June 30, 2016,
respectively.
We had overall revenues of $5,256,106 for the six months ended June 30, 2016, as compared to revenues of $7,418,439 for the six months
ended June 30, 2015, resulting in a decrease in revenues of $2,162,333 or 29%. The decrease in revenues is primarily attributable to the staffing
segment as described above. For the six months ended June 30, 2016, staffing revenue was $33,760 compared to $3,326,087 for the six months
ended June 30, 2015, resulting in a decrease in staffing revenue of $3,292,327 or 99%. Telecommunications revenues increased $1,129,994 or
28% for the six months ended June 30, 2016 compared to the six months ended June 30, 2105. Telecommunications revenue for those periods
were $5,222,346 and $4,092,352, respectively. This shift in revenue mix resulted in an increase in gross profit margin from 21% to 38% for the
six months ended June 30, 2015 and June 30, 2016, respectively.
Operating Expenses
We reported operating expenses of $1,664,229 and $1,226,823 for the three months ended June 30, 2016 and 2015, respectively, representing an
increase of $437,405 or 35%. Selling, general, and administrative expenses increased $245,387, due primarily to an increase in depreciation
expense of $95,589 and a one time stock compensation expense of $154,487, offset by overall cost controls implemented during the current
period, and a decrease in legal expenses and professional services. Compensation expense was $565,828 and $508,377 for the three months
ended June 30, 2016 and 2015, respectively, representing an increase of $57,451. This increase is attributable primarily to an increase in salary
expense and related ancillary expenses due to the addition of key personnel for our business development team.
We reported operating expenses of $2,997,434 and $2,344,031 for the six months ended June 30, 2016 and 2015, respectively, representing an
increase of $653,403 or 28%. Selling, general, and administrative expenses increased $277,681 due primarily to an increase in depreciation
expense of $236,737 and a one time stock compensation expense of $154,487, which was offset by overall cost controls implemented during the
current period, and a decrease in legal expenses and professional services. Compensation expense was $1,100,401 and $949,317 for the six
months ended June 30, 2016 and 2015, respectively, representing an increase of $151,084. This increase is attributable primarily to an increase
in salary expense and related ancillary expenses due to the addition of key personnel for our business development team.
Operating Loss
Operating loss increased by $131,392 or 43% to a loss of $434,873 for the three months ended June 30, 2016 compared to a loss of $303,481 for
the three months ended June 30, 2015. This was primarily attributable to an increase in gross profit as described above, with an increase in
selling, general, and administrative expenses, depreciation expenses, one time stock compensation expense, and occupancy costs.
Operating loss increased by $183,447 from a loss of $987,691 for the six months ended June 30, 2016 compared to a loss of $804,244 for the
six months ended June 30, 2015. This was primarily attributable to an increase in gross profit as described above, with an increase in selling,
general, and administrative expenses, depreciation expenses, one time stock compensation expense, and occupancy costs, partially offset by a
decrease in travel expense.
21

Other Income and Expense
Other income and expense decreased by $573,687 during the three months ended June 30, 2016, when compared to the same period in the
previous year, primarily due to a $1,023,112 decrease in forbearance expense, offset by increases in amortization expense, interest expense, and
incentive expense. The increase in amortization and interest expense is mainly attributable to the new senior credit facility effective October 28,
2015.
For the six months ended June 30, 2016 and June 30, 2015, other income and expense decreased by $255,683, primarily due to a $1,023,112
decrease in forbearance expense, offset by increases in amortization expense, interest expense, and incentive expense. The increase in
amortization and interest expense is mainly attributable to the new senior credit facility effective October 28, 2015.
Liquidity and Capital Resources
Overview
As of June 30, 2016, the Company had an accumulated deficit of approximately $14.9 million. In addition, the Company has a working capital
deficiency of $4.2 million as of June 30, 2016.
Management’s plans are to continue to raise additional funds through the sales of debt and equity.
There is no assurance that additional financing will be available when needed or that management will be able to obtain and close financing,
including the aforementioned transactions, on terms acceptable to the Company and whether the Company will become profitable and generate
positive operating cash flow. If the Company is unable to raise sufficient additional funds, it will have to develop and implement a plan to
further extend payables and reduce overhead until sufficient additional capital is raised to support further operations. There can be no assurance
that such a plan will be successful.
Cash Flows for the Six months ended June 30, 2016 and 2015
Cash Provided by/Used in Operating Activities
Net cash used in operating activities was $3,613,263 during the six months ended June 30, 2016 as compared to cash provided by operating
activities of $199,850 during the six months ended June 30, 2015. For the six months ended June 30, 2016, cash used in operating activities was
primarily attributable to accounts receivable and other current assets, partially offset by accounts payable. For the six months ended June 30,
2015, cash provided by operating activities was attributable to forbearance expense and accounts payable, partially offset by accounts
receivable.
Cash Provided by/Used in Investing Activities
We provided $2,785,654 cash from investing activities during the six months ended June 30, 2016, as compared to cash provided of $47,533
during the same period of the previous year. Cash provided by investing activities in the current period was primarily related to proceeds
received from the restricted cash account of $2,872,869.
Cash Provided by/Used in Financing Activities
Cash provided by financing activities was $726,535 during the six months ended June 30, 2016, as compared to cash used of $498,815 during
the six months ended June 30, 2015. During the six months ended June 30, 2016, cash provided by financing activities consisted principally of
issuance of notes payable and preferred stock. During the six months ended June 30, 2015, cash used was derived from primarily payments on
our factoring line of credit of $259,934, and payments made on notes payable of $238,881.
Management’s Liquidity Plans
Management’s plans are to continue to raise additional funds through the sales of debt or equity securities. However, there is no assurance that
additional funding will be available when needed or that management will be able to obtain and close financing on terms acceptable to the
Company and whether the Company will become profitable and generate positive operating cash flow. If the Company is unable to raise
sufficient additional funds, it will have to develop and implement a plan to further extend payables and reduce overhead until sufficient
additional capital is raised to support further operations.
Backlog
As of June 30, 2016, we had a backlog of unfilled contracts and master service agreements of approximately $33,000,000. We define backlog as
the value of work-in-hand to be provided for customers as of a specific date where the following conditions are met (with the exception of
engineering change orders): (i) the price of the work to be done is fixed; (ii) the scope of the work to be done is fixed, both in definition and
amount; and (iii) there is a written contract, purchase order, agreement or other documentary evidence which represents a firm commitment by
the customer to pay us for the work to be performed. These backlog amounts are based on contract values and purchase orders and may not
result in actual receipt of revenue in the originally anticipated period or at all. We may experience variances in the realization of our backlog
because of project delays or cancellations resulting from external market factors and economic factors beyond our control and we may
experience such delays or cancellations in the future. Backlog does not include new firm commitments that may be awarded to us by our
customers from time to time in future periods. These new project awards could be started and completed in this same future period.
Accordingly, our backlog does not necessarily represent the total revenue that could be earned by us in future periods.
22

Off-Balance Sheet Arrangements
None.
Contractual Obligations
As a smaller reporting company, we are not required to provide the information requested by paragraph (a)(5) of this Item.
Item 3. Quantitative and Qualitative Disclosure About Market Risk
As a “smaller reporting company” as defined by Item 10 of Regulation S-K, we are not required to provide information required by this Item.
Item 4. Controls and Procedures
Disclosure Controls and Procedures
Our management carried out an evaluation, under the supervision and with the participation of our Chief Executive Officer (who is our Principal
Executive Officer) and our Chief Financial Officer (who is our Principal Financial Officer and Principal Accounting Officer), of the
effectiveness of the design of our disclosure controls and procedures (as defined by Exchange Act Rules 13a-15(e) or 15d-15(e)) as of June 30,
2016, pursuant to Exchange Act Rule 13a-15(b). Based upon that evaluation, our Principal Executive Officer and Principal Financial Officer
concluded that our disclosure controls and procedures were not effective as of June 30, 2016.
Changes in Internal Control over Financial Reporting
During the quarter ended June 30, 2016, there were no changes in our internal controls over financial reporting, or in other factors that could
significantly affect these controls, that materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.
Inherent Limitations of Controls
Management does not expect that our disclosure controls and procedures or our internal control over financial reporting will prevent or detect
all error and all fraud. Controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving
their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues and
instances of fraud, if any, within the Company have been detected. These inherent limitations include the realities that judgments in decisionmaking can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally, controls can be circumvented by the
individual acts of some persons, by collusion of two or more people, or by management override of the controls. The design of any system of
controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions. Over time, controls may become inadequate because of changes in
conditions, or deterioration in the degree of compliance with the policies or procedures. Because of the inherent limitations in a cost-effective
control system, misstatements due to error or fraud may occur and not be detected.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings
Legal Matters - The Company is involved in litigation claims arising in the ordinary course of business. Legal fees and other costs associated
with such actions are expensed as incurred. In addition, the Company assesses, in conjunction with its legal counsel, the need to record a
liability for litigation and contingencies. The Company reserves for costs relating to these matters when a loss is probable and the amount can be
reasonably estimated. On November 20, 2015, the Company settled the Martin and Arey lawsuit for $150,000 cash, a promissory note for
$250,000, and common stock of 512,820, having a value of $5,120. On November 24, 2015, the Company settled the Daniel Fournier lawsuit
for $100,000 in cash. On December 14, 2015, the Company settled the RoadSafe lawsuit for $130,000, payable in 13 monthly installments of
$10,000 in cash. There have been no material developments in any legal proceedings since the disclosures contained in the Company’s Form
10-K for the year ended September 30, 2015, at which time the Company provided for an accrual of $1,840,891 to settle these claims.
Item 1A. Risk Factors
As a “smaller reporting company” as defined by Item 10 of Regulation S-K, we are not required to provide information required by this Item.
However, our current risk factors are set forth in our Annual Report 10-K, filed with the SEC on January 13, 2016.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
On April 7, 2016, the Company issued 200,000 shares of its common stock with a grant date value of $2,000 to several employees under the
terms of their employment agreements.
On April 7, 2016, the Company issued 14,500 shares of its Preferred Series F stock to its independent directors and two officers with a grant
date value of $9,570.
On April 22, 2016, the Company issued 6,000,000 shares of its common stock with a grant date value of $300,000 to a vendor in settlement of
accounts payable.
On April 26, 2016, the Company issued 3,559,706 shares of its common stock with a grant date value of $177,985 to a vendor in settlement of
accounts payable.
On May 10, 2016, the Company issued 232,352 shares of Preferred Series F stock to an investor for funds of approximately $600,000 as of May
10, 2016.
On June 28, 2016, the Company issued 264,792 shares of Preferred Series F stock to certain employees with a grant date value of $2,648.
On July 8, 2016, the Company issued 70,000 shares of its common stock with a grant date value of $49,700 for a legal retainer.
On July 8, 2016, the Company issued 95,000 shares of its common stock with a grant date value of $114,000 as settlement of debt.
On July 20, 2016, the Company issued 50,000 shares of its common stock with a grant date value of $30,000 to an individual as incentive
compensation.
On July 24, 2016, the Company issued 214,404 shares of its common stock with a grant date value of $6,217 to a law firm for a legal settlement.
On July 27, 2016, the Company issued 75,000 shares of its common stock with a grant date value of $45,000 as incentive compensation.
On July 28, 2016, the Company issued 20,000 shares of its common stock with a grant date value of $12,000 to an individual as incentive
compensation.
On August 5, 2016, the Company issued 100,000 shares of its common stock with a grant date value of $5,000 to an individual for services
performed for the Company.
The Series F preferred shares and the common shares issued as described above were not registered under the Securities Act of 1933, as
amended (the “Securities Act”) in reliance upon the exemption from registration provided by Section 4(2) of that Act and Regulation D
promulgated thereunder, which exempts transactions by an issuer not involving any public offering. These securities may not be offered or sold
in the United States absent registration or an applicable exemption from the registration requirements. Certificates representing these securities
contain a legend stating the same.
Item 3. Defaults upon Senior Securities
None.
Item 4. Mine and Safety Disclosure
Not applicable.
Item 5. Other Information
None.
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Item 6. Exhibits
The following is a complete list of exhibits filed as part of this Form 10-Q. Exhibit numbers correspond to the numbers in the Exhibit Table
of Item 601 of Regulation S-K.
Exhibit
31.1
31.2
32.1
32.2
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Description
Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act.*
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act.*
Certification of Chief Executive Officer pursuant to 18 U.S. C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act.*
Certification of Chief Financial Officer pursuant to 18 U.S. C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act.*
XBRL Instance Document*
XBRL Taxonomy Extension Schema Document*
XBRL Taxonomy Extension Calculation Linkbase Document*
XBRL Taxonomy Extension Definition Linkbase Document*
XBRL Taxonomy Extension Label Linkbase Document*
XBRL Taxonomy Extension Presentation Linkbase Document*
* Filed herewith
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SIGNATURES
Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.
FTE Networks, Inc.
Date: August 16, 2016

By: /s/ Michael Palleschi
Michael Palleschi
Chief Executive Officer

Date: August 16, 2016

By: /s/ David Lethem
David Lethem
Chief Financial Officer
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Exhibit 31.1
CERTIFICATION PURSUANT TO RULE 13a-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934
I, Michael Palleschi, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of FTE Networks, Inc.;

2.

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

3.

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

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;
(b) [Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934];
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5.

[Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934];
(a) [Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934]; and
(b) [Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934];

August 16, 2016

/s/ Michael Palleschi
Name: Michael Palleschi
Title: Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION PURSUANT TO RULE 13a-14(a) OF THE
SECURITIES EXCHANGE ACT OF 1934
I, David Lethem, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of FTE Networks, Inc.;

2.

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

3.

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

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;
(b) [Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934];
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5.

[Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934];
(a) [Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934]; and
(b) [Omitted pursuant to Exchange Act Rule 13a-14 of the Securities Exchange Act of 1934];

August 16, 2016

/s/ David Lethem
Name: David Lethem
Title: Chief Financial Officer
(Principal Accounting Officer)

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Michael Palleschi, Chief Executive Officer of FTE Networks, Inc. (the Company), certify, that pursuant to Section 1350 of Chapter 63 of
Title 18 of the United States Code:
1.

The Company’s Quarterly Report on Form 10-Q for the period ended June 30, 2016, as filed with the Securities and Exchange
Commission on the date hereof (the Report) fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

2.

Information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company as of the dates and for the periods expressed in the Report.

/s/ Michael Palleschi
Michael Palleschi
Chief Executive Officer and Principal Executive Officer
Dated: August 16, 2016

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, David Lethem, Chief Financial Officer and Chief Operating Officer of FTE Networks, Inc. (the Company), certify, that pursuant to
Section 1350 of Chapter 63 of Title 18 of the United States Code:
1.

The Company’s Quarterly Report on Form 10-Q for the period ended June 30, 2016, as filed with the Securities and Exchange
Commission on the date hereof (the Report) fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended; and

2.

Information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company as of the dates and for the periods expressed in the Report.

/s/ David Lethem
David Lethem
Chief Financial Officer and Principal Financial Officer
Dated: August 16, 2016

