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Item 2.02 Results of Operations and Financial Condition.
 
On May 16, 2022, Duos Technologies Group, Inc. (the "Company") issued a press release announcing the financial and operating results of the Company for the for the first
quarter ended March 31, 2022. The text of the press release is furnished as Exhibit 99.1 and incorporated herein by reference.
 
Additionally, on May 16, 2022, the Company held an earnings phone call open to the public (the "Earnings Call"). Mr. Chuck Ferry, the Company's Chief Executive Officer,
along with Mr. Adrian G. Goldfarb, the Company's Chief Financial Officer, discussed the financial and operating results of the Company for the first quarter ended March 31,
2022. The transcript of the Earnings Call is furnished as Exhibit 99.2 and incorporated herein by reference.
 
Item 7.01 Regulation FD Disclosure.
 
The information set forth in Item 2.02 of this Current Report on Form 8-K is incorporated by reference into this Item 7.01.
 
The information in Item 2.02 and Item 7.01 of this Current Report on Form 8-K, including Exhibits 99.1 and 99.2, is being furnished and shall not be deemed "filed" for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by
reference in any filing under the Securities Act of 1933, as amended, except as expressly set forth by specific reference in such filing.
 
The press release and transcript of the Earnings Call may also be found on our website at https://www.duostechnologies.com/.
 
Item 9.01 Financial Statements and Exhibits.
 
(d) Exhibits
 
Exhibit No.  Description of Exhibit



99.1  Press Release, dated May 16, 2022.
99.2  Transcript of Earnings Call with Mr. Chuck Ferry and Mr. Adrian G. Goldfarb, dated May 16, 2022.
104  Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)
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EXHIBIT 99.1

 
Duos Technologies Group Reports First Quarter 2022 Results

 
 
Jacksonville, FL / Accesswire / May 16, 2022 - Duos Technologies Group, Inc. (“Duos” or the “Company”) (Nasdaq: DUOT), a provider of vision based analytical
technology solutions, reported financial results for the first quarter (“Q1 2022”) ended March 31, 2022.

 
First Quarter 2022 and Recent Operational Highlights 
  · Confirmed $9 million order for thermal and vision scanner solution. As part of the initial award, Duos will install two Railcar Inspection Portals (rip®) specifically

designed and built to meet requirements for high-speed passenger rail service. Installation is expected to begin in the latter part of 2022 and complete in 2023. Duos
has also been selected to supply maintenance services once the portals are in operation.

 
 · Successfully raised approximately $5.3 million in gross proceeds through an underwritten public offering of 1,325,000 shares of common stock at a price of $4.00

per share. The Company raised a further $795,000 as an over-allotment issuing a further 198,750 shares. The total net proceeds received were $5.5 million. The
Company intends to use the proceeds from the offering for potential acquisitions, general corporate purposes and working capital.

 
 · Awarded a $2.7 million contract with an existing Class I rail operator customer to deploy an additional Railcar Inspection Portal (rip®) on the U.S. side of the

customer's Southwestern border operations. The contract includes a recurring revenue portion encompassing annually renewable site maintenance and artificial
intelligence services. Installation and development efforts are expected to be completed by the third quarter of 2022.

 
 · Awarded a $500,000 contract for Automatic Pantograph Inspection System (apis®) with a large Canadian transit agency, establishing a strategic transit partner in

Canada for Duos. The system is expected to be installed and fully operational by the third quarter of 2022.
 
 · Joined NVIDIA Metropolis, a partner program, application framework, and set of developer tools that bring to market a new generation of vision artificial

intelligence (“AI”) applications. The Company adopted the application framework to meet its desire for the latest AI-powered video analytics tools.
 
First Quarter 2022 Financial Results
It should be noted that the following Financial Results represent the consolidation of the Company with its subsidiaries Duos Technologies, Inc. and truevue360 ™.
 
Total revenue  for Q1 2022 decreased 33% to $1.44 million compared to $2.15 million in the first quarter of 2021 (“Q1 2021”). Total revenue for Q1 2022 represents an
aggregate of approximately $783,000 of technology systems revenue and approximately $656,000 in recurring services and consulting revenue. The decrease for Q1 2022
compared to Q1 2021 was the result of previously discussed delays in receiving anticipated “notices to proceed” for new contracts expected earlier in the year as well as supply
chain issues which are extending deadlines for shipment of key components used in Duos’ technology systems. Because of the delays in anticipated start dates, certain
installations may produce revenues towards the end of 2022, some of which may ultimately be recorded in 2023. Management remains encouraged by the breadth and scope of
recent bids in which the Company has participated.
 

 

 

 

Cost of revenues for Q1 2022 decreased 26% to $1.22 million compared to $1.65 million for Q1 2021. Cost of revenues on technology systems decreased for Q1 2022
compared to Q1 2021, which is consistent with the decrease in revenues. Cost of revenues on services and consulting also decreased in line with the decrease in revenues. While
relatively flat when comparing the first quarter of 2022 and the equivalent period in 2021, an overall positive trend on service and consulting revenue is expected to continue as
more of the Company’s business comes from recurring revenue. While there was a general cost decrease, the Company increased costs associated to revamping its operations to
support an anticipated influx in the number of new systems going forward. As discussed previously, the impact of inflation may negatively affect the costs of revenues such that
the Company may experience higher costs for materials and labor. Cost of revenues is expected to increase in future years but at a slower rate than revenue growth.
 
Gross margin for Q1 2022 decreased 56% to $222,000 compared to $503,000 for Q1 2021. The decrease in gross margin for Q1 2022 compared to Q1 2021 was driven by a
decrease in recorded revenues as well as elevated costs associated to revamping the Company’s operations to support an anticipated increase in the number of new systems
going forward. The main reason for the continuing high level of cost is higher costs of materials due to supply chain disruptions and inflation. The Company anticipates an
improvement in the overall gross margin for the full year of 2022, with much of the improvement coming in the second half of the year.
 
Operating expenses for Q1 2022 increased 23% to $2.86 million compared to $2.33 million for Q1 202 1.  The increase in operating expenses for Q1 2022 compared to Q1
2021 was driven by a 30% increase in administration expenses, nearly half of which was non-cash charges related to stock compensation, and a 22% increase in research and
development costs, partially offset by a 9% decrease in sales and marketing costs.
 
Net operating loss for Q1 2022 totaled $2.64 million compared to net loss of $1.82 million for Q1 2021. The increase in net operating loss for Q1 2022 compared to Q1 2021
was primarily attributable to the lower revenue and higher operating costs as discussed previously.
 
Net loss for Q1 2022 totaled $2.64 million compared to net loss of $406,000 for Q1 2021.   The increase in net loss for Q1 2022 compared to Q1 2021 was primarily attributable
to the previously noted decrease in revenue and loan forgiveness related to the Paycheck Protection Plan (“PPP”) recorded in Q1 2021.
 
Cash and cash equivalents at March 31, 2022 totaled $5.33 million compared to $894,000  at December 31, 2021.
 
 
 Financial Outlook
  At the end of the first quarter, the Company’s contracts in backlog represented approximately $17.0 million in revenue, much of which is expected to be recognized in calendar
2022.

Based on these committed contracts and near-term pending orders that are already performing or scheduled to be executed throughout the course of 2022, the Company is
reiterating its previously stated revenue expectations for the fiscal year ending December 31, 2022. The Company expects total revenue for 2022 to range between $16.5 million
and $18 million, representing an increase of 99% to 117% from 2021.

Duos expects this improvement in operating results to be reflected over the course of the full year in 2022. As a result of timing and other factors, the Company expects
revenues in the first and second quarters of 2022 to represent a significantly lower portion of annual revenue than the third and fourth quarters. Revenues in the second quarter
are also expected to be sequentially improved from Q1 2022.

 

 

 



Management Commentary
“Our performance in the first quarter was in-line with our stated plan and we believe has us well positioned to execute on our existing backlog through the remainder of the year
and into 2023,” said Duos Chief Executive Officer Chuck Ferry. “With much of the foundational work to support our expanded operational needs now complete, our business is
performing at its highest level in nearly two years. We have several major deployments slated for the coming months and are in active discussions with current and potential
Class 1 customers on additional contract awards as well. Our improved operational and technical delivery, combined with our enhanced AI capabilities, is also now driving
further contract modifications and enhancements within our portfolio of active inspection portals. At quarter end, we had approximately $5.3 million in cash on hand with large
payments from recent contracts expected to roughly double that amount in the next few weeks. While supply chain and inflationary pressures remain a moving target for the
time being, we are continuing on track to meet our revenue goal of $16.5 million to $18.0 million for the year and have the financial resources to support the additional orders
and deliveries we expect to land in the coming months.”

 
Conference Call
The Company’s management will host a conference call today, May 16, 2022, at 4:30 p.m. Eastern time (1:30 p.m. Pacific time) to discuss these results, followed by a question-
and-answer period.
 
Date: Monday, May 16, 2022
Time: 4:30 p.m. Eastern time (1:30 p.m. Pacific time)
U.S. dial-in: 866-682-6100
International dial-in: 862-298-0702
Confirmation: 13729982
 
Please call the conference telephone number 5-10 minutes prior to the start time of the conference call. An operator will register your name and organization.
 
If you have any difficulty connecting with the conference call, please contact Gateway Investor Relations at 949-574-3860.
 

The conference call will be broadcast live via telephone and available for online replay via the investor section of the Company's website here.
 

About Duos Technologies Group, Inc.
Duos Technologies Group, Inc. (Nasdaq: DUOT), based in Jacksonville, Florida, through its wholly owned subsidiary, Duos Technologies, Inc., designs, develops, deploys and
operates intelligent vision based technology solutions supporting rail, logistics, intermodal and Government customers that streamline operations, improve safety and reduce
costs. The Company provides cutting edge solutions that automate the mechanical and security inspection of fast-moving vehicles including trains and trucks through a broad
range of proprietary hardware, software, information technology and artificial intelligence. For more information, visit www.duostech.com.

 

 

 

Forward- Looking Statements
This news release includes forward-looking statements regarding the Company’s financial results and estimates and business prospects that involve substantial risks and
uncertainties that could cause actual results to differ materially. Forward-looking statements relate to future events and typically address the Company’s expected future
business and financial performance. The forward-looking statements in this news release relate to, among other things, information regarding anticipated timing for the
installation, development and delivery dates of our systems; anticipated entry into additional contracts; the intended uses of proceeds from our recently completed capital raise;
information with respect to potential acquisitions and other transactions; ongoing developments with respect to the COVID-19 pandemic; anticipated effects of macro-
economic factors (including effects relating to supply chain disruptions and inflation); timing with respect to revenue recognition; trends in the rate at which our costs increase
relative to increases in our revenue; potential increases in revenue, including increases in recurring revenue (including the potential shift in sources of revenue towards service
revenue); potential changes in gross margin (including the timing thereof); potential increases in cash on hand; changes in our support operations (including streamlining
thereof); statements regarding our backlog and potential revenues deriving therefrom; and statements about future profitability and potential growth of the Company. Words
such as "believe," "expect," "anticipate," "should," "plan," “aim,” "will," "may," “should,” “could,” "intend," "estimate," “project,” “forecast,” “target,” "potential" and
other words and terms of similar meaning, typically identify such forward-looking statements. Forward-looking statements involve risks and uncertainties and there are
important factors that could cause actual results to differ materially from those expressed or implied by these forward-looking statements. These factors include, but are not
limited to, the Company’s ability to continue as a going concern, the Company’s ability to generate sufficient cash to continue and expand operations, the competitive
environment generally and in the Company’s specific market areas, changes in technology, the availability of and the terms of financing, changes in costs and availability of
goods and services, economic conditions in general and in the Company’s specific market areas, changes in federal, state and/or local government laws and regulations
potentially affecting the use of the Company’s technology, changes in operating strategy or development plans and the ability to attract and retain qualified personnel. The
Company cautions that the foregoing list of risks, uncertainties and factors is not exclusive. Additional information concerning these and other risk factors is contained in the
Company’s most recently filed Annual Reports on Form 10-K, subsequent Quarterly Reports on Form 10-Q, recent Current Reports on Form 8-K, and other filings filed by the
Company with the U.S. Securities and Exchange Commission (the “SEC”), which are available at the SEC’s website, http://www.sec.gov. The Company believes its plans,
intentions and expectations reflected in or suggested by these forward-looking statements are based on reasonable assumptions. No assurance, however, can be given that the
Company will achieve or realize these plans, intentions or expectations.  Indeed, it is likely that some of the Company’s assumptions may prove to be incorrect.  The Company’s
actual results and financial position may vary from those projected or implied in the forward-looking statements and the variances may be material.  Each forward-looking
statement speaks only as of the date of the particular statement.  We do not undertake or accept any obligation or undertaking to release publicly any updates or revisions to
any forward-looking statements to reflect any change in our expectations or any change in events, conditions or circumstances on which any forward-looking statement is
based, except as required by law. All subsequent written and oral forward-looking statements concerning the Company or other matters attributable to the Company or any
person acting on its behalf are expressly qualified in their entirety by the cautionary statements above.
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DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

 
         
  For the Three Months Ended  
  March 31,  
  2022   2021  
       
REVENUES:         

Technology systems  $ 783,269  $ 1,490,298 
Services and consulting   656,047   664,456 

Total Revenues   1,439,316   2,154,754 
         
COST OF REVENUES:         

Technology systems   865,488   1,293,608 
Services and consulting   351,762   358,172 

Total Cost of Revenues   1,217,250   1,651,780 
         
GROSS MARGIN   222,066   502,974 
         
OPERATING EXPENSES:         

Sales and marketing   283,894   311,801 
Research and development   436,717   359,127 
General and administration   2,143,073   1,654,346 

Total Operating Expenses   2,863,684   2,325,274 
         
LOSS FROM OPERATIONS   (2,641,618)   (1,822,300)
         
OTHER INCOME (EXPENSES):         

Interest expense   (3,180)   (6,220)
Other income, net   182   1,422,497 
Total Other Income (Expenses)   (2,998)   1,416,277 
         
NET LOSS  $ (2,644,616)  $ (406,023)
         
         
Net Loss Per Share         

Basic  $ (0.49)  $ (0.11)
Diluted  $ (0.49)  $ (0.11)

         
Weighted Average Shares-         

Basic   5,353,620   3,535,339 
Diluted   5,353,620   3,535,339 

 
 

 

 
DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
 

       
  March 31,   December 31,  
  2022   2021  
  (Unaudited)     

 ASSETS         
CURRENT ASSETS:         

Cash  $ 5,329,863  $ 893,720 
Accounts receivable, net   329,946   1,738,543 
Contract assets   267,672   3,449 
Inventory   322,764   298,338 
Prepaid expenses and other current assets   838,981   354,613 

Total Current Assets   7,089,226   3,288,663 
         
Property and equipment, net   632,631   603,253 
Operating lease right of use asset   4,848,129   4,925,765 
Security deposit   600,000   600,000 
         
OTHER ASSETS:         

Patents and trademarks, net   65,554   66,482 
Total Other Assets   65,554   66,482 
         
TOTAL ASSETS  $ 13,235,540  $ 9,484,163 
         

 LIABILITIES AND STOCKHOLDERS' EQUITY         
         



CURRENT LIABILITIES:         
Accounts payable  $ 967,193  $ 1,044,500 
Notes payable - financing agreements   166,657   52,503 
Accrued expenses   587,471   618,093 
Equipment financing payable-current portion   67,563   80,335 
Operating lease obligations-current portion   395,468   315,302 
Contract liabilities   2,364,018   1,829,311 

Total Current Liabilities   4,548,370   3,940,044 
         
Equipment financing payable, less current portion   11,664   22,851 
Operating lease obligations, less current portion   4,729,710   4,739,783 
         
Total Liabilities   9,289,744   8,702,678 
         
Commitments and Contingencies (Note 4)         
         
STOCKHOLDERS' EQUITY:         

Preferred stock:  $0.001 par value, 10,000,000 authorized, 9,480,000 shares available to be designated   —   — 
Series A redeemable convertible preferred stock, $10 stated value per share,500,000 shares designated; 0 issued and
outstanding at March 31, 2022 and December 31, 2021 convertible into common stock at $6.30 per share   —   — 
Series B convertible preferred stock, $1,000 stated value per share, 15,000 shares designated; 851 and 851 issued and
outstanding at March 31, 2022 and December 31, 2021, convertible into common stock at $7 per share   851,000   851,000 
Series C convertible preferred stock, $1,000 stated value per share, 5,000 shares designated; 0 issued and outstanding at March
31, 2022 and 2,500 issued and outstanding at December 31, 2021,convertible into common stock at $5.50 per share   —   2,500,000 

Common stock: $0.001 par value; 500,000,000 shares authorized, 6,096,541 and 4,111,047 shares issued, 6,095,217 and
4,109,723 shares outstanding at March 31, 2022 and December 31, 2021, respectively   6,097   4,111 
Additional paid-in-capital   51,387,818   43,080,877 
Total stock and paid-in-capital   52,244,915   46,435,988 
Accumulated deficit   (48,141,667)   (45,497,051)
Sub-total   4,103,248   938,937 
Less:  Treasury stock (1,324 shares of common stock at March 31, 2022 and December 31, 2021)   (157,452)   (157,452)

Total Stockholders' Equity   3,945,796   781,485 
         
Total Liabilities and Stockholders' Equity  $ 13,235,540  $ 9,484,163 

 
 

 

 
DUOS TECHNOLOGIES GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

 

         
  March 31,  
  2022   2021  
       
Cash from operating activities:         

Net loss  $ (2,644,616)  $ (406,023)
Adjustments to reconcile net loss to net cash used in operating activities:         

Depreciation and amortization   73,628   73,049 
Stock based compensation   250,577   76,301 
Stock issued for services   40,000   — 
PPP loan forgiveness including accrued interest   —   (1,421,577)
Amortization of operating lease right of use asset   77,636   42,121 
Changes in assets and liabilities:         

Accounts receivable   1,449,908   (197,827)
Contract assets   (264,223)   64,892 
Inventory   (24,426)   131,656 
Prepaid expenses and other current assets   (264,687)   (124,077)
Accounts payable   (95,708)   90,332 
Accrued expenses   (30,622)   (42,611)
Operating lease obligation   70,094   (44,241)
Contract liabilities   534,706   461,581 

Net cash used in operating activities   (827,733)   (1,296,424)
         
Cash flows from investing activities:         

Purchase of patents/trademarks   (600)   (7,435)
Purchase of fixed assets   (101,478)   (50,670)

Net cash used in investing activities   (102,078)   (58,105)
         
Cash flows from financing activities:         

Repayments of insurance and equipment financing   (128,437)   (21,206)
Repayment of finance lease   (23,959)   (21,452)
Proceeds from common stock issued   6,095,000   — 
Issuance cost   (576,650)   — 
Proceeds from preferred stock issued   —   4,500,000 

Net cash provided by financing activities   5,365,954   4,457,342 
         
Net increase in cash   4,436,143   3,102,813 
Cash, beginning of period   893,720   3,969,100 
Cash, end of period  $ 5,329,863  $ 7,071,913 



         
Supplemental Disclosure of Cash Flow Information:         

Interest paid  $ 3,180  $ 5,671 
Taxes paid   —   — 

         
Supplemental Non-Cash Investing and Financing Activities:         

Notes issued for financing of insurance premiums  $ 242,591  $ 215,654 
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Presentation 

Operator 

Good afternoon. Welcome to Duos Technologies First Quarter 2022 Earnings Conference Call. Joining us for today's call are Duos' CEO Chuck Ferry and CFO,
Adrian Goldfarb. Following their remarks, we will open the call for your questions. Then before we conclude today's call, I'll provide the necessary cautions
regarding forward-looking statements made by management during this call. Now I would like to turn the call over to Duos' CEO, Chuck Ferry. Sir, please
proceed.

Charles Parker Ferry 
CEO & Director 

Thank you, Mary. Welcome, everyone, and thank you for joining us. Earlier today, we issued a press release announcing our financial results for the first quarter
as well as other operational highlights. A copy of the press release is available on the Investor Relations section of our website. I encourage all listeners to view
that release as well as our 10-Q filing with the SEC to better understand some of the details we'll be discussing during our call. So now let's get started.

The first quarter was in line with our stated plan and has us well positioned to execute on our existing backlog for the remainder of this year and into 2023. As
we discussed in our March update, the last 18 months has been about laying a foundation for the business we planned to build upon going forward. 2022 will be
a year of execution. We plan to meet performance obligations for existing contracts, sign new business with current and prospective Class I rail and transit
operators, continue to develop and deploy artificial intelligence and software capabilities to meet the growing demands and needs of these customers. Further
our expansion efforts into adjacent market opportunities and invest in internal operations to better capitalize on all these opportunities.

Through this process, we will continue to focus on achieving operational and technical excellence to provide better products, improve customer service and
attract top talent. As of today, our business is performing at its highest level in nearly 2 years, the results of which will begin to show in the latter half of 2022 and
into 2023. We will discuss more details about the business later on in the call. So before we go any further, I'd like to turn the call over to our CFO, Adrian
Goldfarb, who will walk us through the financial results for the quarter. Adrian?

Adrian G. Goldfarb 
Chief Financial Officer 

Thank you, Chuck. My comments today will be focused on our results for the first quarter ended March 31, 2022. I want to remind everyone of our 2
components to revenue that we look forward. Technology Systems which records revenues from turnkey engineered systems such as our railcar instruction
portal, including AI software technology licensing and services and consulting, which primarily records recurring revenues from maintenance and support
contracts of both technology systems and AI models plus any consulting services that are undertaken. As previously discussed, we've been upgrading and
expanding our overall technology capabilities with a particular focus on AI and the key components of our overall product portfolio. I'm pleased to report that our
average revenue per installation continues to move higher as a result of regular demand from our customers for increased function and capabilities. Due to the
ongoing issues with supply chain, the time between contract award and revenue recognition has been lightening, but we expect to see higher revenues later
this fiscal year and into 2023.
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In addition, we continue to focus on our revenue mix to support growth in our recurring revenue services and software going forward. Now let's look at the



numbers. Total revenue for the first quarter decreased 33% to $1.44 million compared to $2.15 million in the first quarter of 2021. Total revenue for Q1 2022
represents an aggregate of approximately $783,000 of technology systems revenue and approximately $656,000 in recurring services and consulting revenue.
The decrease for Q1 2022 compared to Q1 2021, as a result of a previously discussed delays in receiving anticipated notices to proceed for new contracts as
well as supply chain issues, which are extending deadlines for shipment of key components used in our technology systems. Because of the delays in
anticipated start dates, several escalations may produce revenues towards the end of 2022, portions of which may ultimately be recorded in 2023. However, we
remain encouraged by the breadth and scope of recent bids in which we have participated.

Before turning to cost and profitability, in future calls, I plan to discuss our contract commitments, and this is becoming an increasingly important factor as we
move forward. As I've mentioned on previous calls, traditionally, there's been a period of time from the time we are awarded a contract until the moment when
that contract can be recognized as revenue. The length of time between contract award and revenue recognition is extending beyond what is in the norm due to
the fact that our installations have been impacted by the ongoing supply chain issues, which is a familiar theme for most technology companies. We are also
observing the increasing impact of inflation on components and contracted services on our cost structure, which we are taking steps to mitigate such which may
still have an impact going forward.

As mentioned on our previous call, we started the year with the largest set of contract commitments in the company's history. With this quarter's performance
obligations met that number has modestly decreased and now currently stands at approximately $17 million much of which we expect to book this year. We will
endeavor to keep you informed through our regular filings our progress on contract awards and an additional metric to track our progress toward our growth
goals. With that in mind, let's discuss costs for the first quarter.

Cost of revenues for the first quarter decreased 26% to $1.22 million compared to $1.65 million in the first quarter of 2021. Cost of revenues on technology
systems decreased for Q1 2022 compared to Q1 2021, which is consistent with the decrease in revenues. Cost of revenues on services and consulting also
decreased in line with the decrease in revenues. While relatively flat when comparing the first quarter of 2022 and the equivalent period in 2021, an overall
positive trend on service and consulting revenue is expected to continue as more of our business comes from recurring revenue. While there was a general cost
decrease, we also experienced increased costs associated with the revamping of our operations to support an anticipated influx in the number of new systems
going forward. Since much of our cost of operations is related to personnel as we have been hiring more highly experienced and skilled personnel, we have
observed a general increase in the salaries being demanded as a result of both inflationary pressures and a more competitive job market.

In addition, and also as discussed previously, the impact of inflation may negatively affect the cost of revenues such that we may experience higher costs for
materials. Cost of revenues is expected to continue to increase in future years but offset by faster revenue growth. Gross margin for Q1 2022 decreased 56% to
$222,000 and compared to $503,000 for Q1 2021. The decrease in gross margin for Q1 2022 compared to Q1 2021, was driven by a decrease in recorded
revenues as well as elevated costs associated with revamping our operations to support an anticipated increase in the number of new systems going forward.
The main reason for the continued high level of cost is high cost of materials due to supply chain disruptions and inflation. We anticipate an improvement in the
overall gross margin for the full year 2022 as expected revenues increase with much of the improvement coming in the second half of the year.

Operating expenses for Q1 2022 increased 23% to $2.86 million compared to $2.33 million for Q1 2021. The increase in operating expenses for Q1 2022
compared to Q1 2021 was driven by a 30% increase in general and administration expenses nearly half of which was a noncash charge related to stock
compensation and a 22% increase in research and development costs, partially offset by a 9% decrease in sales and marketing costs.
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Net operating loss for Q1 2022 totaled $2.64 million compared to a net operating loss of $1.82 million for Q1 2021. The increase in net operating loss for Q1
2022 compared to Q1 2021 was primarily attributable to the lower revenue and higher operating costs, as discussed previously. Net loss for Q1 2022 also
totaled $2.64 million compared to a net loss of $406,000 for the first quarter of 2021.

The increase in net loss for Q1 2022 compared to Q1 2021, was primarily attributable to loans forgiveness related to the Paycheck Protection Plan, recorded in
Q1 2021 as well as the previously noted decrease in revenue.

Let's now discuss the balance sheet. We ended the quarter with approximately $5.33 million of cash, cash equivalents compared to $894,000 at December 31,
2021. As a reminder, in February 2022, the company conducted an underwritten offering off the shelf of its common stock, resulting in gross proceeds of
approximately $5.5 million after fees and expenses. The company has sufficient cash at this time to support operations through the end of 2022 and into 2023.
At the present time, we have 12 months of operating cash flow without taking into consideration any anticipated new business. We believe our capital position
will allow us to weather unexpected delays without significant operational impact and will enable us to pursue large projects that require major resource
deployment. We increased our working capital surplus after receiving the previously mentioned gross proceeds of approximately $5.5 million in the successful
takedown of the shelf registration statement.

Additionally, over the next few weeks, we are expecting to receive several large payments related to recent contract awards that will collectively bring in an
additional $5 million to $6 million. Altogether, we have the necessary capital required to finance fundamental business changes that we are executing, including
organization, product alignment and market focus and maintenance of our business strategy overall.

Management continues to seek to eliminate certain costs that do not contribute to short-term revenue while focusing investments on products and services that
we expect to bear fruit longer term. Going forward, we expect macroeconomic effects to continue to impact us particularly current supply chain issues, which are
extending the deadlines for the shipment of key components used in our technology systems and inflation, which is an ongoing upward pressure on costs. To
combat these issues, we believe it is critical to begin procuring ahead of formal contract awards. The recent cash injections have relieved the strain on our cash
reserves and have given sufficient lead time necessary to implement and service our committed contracts as well as increased the number of open bids and
prospective business opportunities on the horizon.

We continued executing the plan to grow our business and achieve profitability, and we do not believe that we will need to raise additional capital for operations
for 2022. That said, we may do so to fund selective opportunities that may arise, including any acquisitions that we may pursue.

I'd now like to provide an update on our financial projections before turning the call back over to Chuck. Based on committed contracts and near-term pending
orders that are already performing or scheduled to be executed throughout the course of 2022, we are reiterating our previously stated revenue expectations for



the fiscal year ending December 31, 2022. We expect total revenue for 2022 to range between $16.5 million and $18 million representing an increase of 99% to
117% from 2021.

Additionally, we expect this improvement in operating results to be reflected over the course of the full year. Due to timing and other factors, we are modeling
revenues in the second quarter to sequentially improve with our improvement accelerating in the second half of the year. This concludes my financial
commentary. I'll now pass the call back over to Chuck.
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Charles Parker Ferry 
CEO & Director 

Thanks, Adrian. For the remainder of my remarks today, I'd like to provide an update on our strategy and the progress we're making within our 2022 operating
plan. I will then provide a brief update on our outlook before turning it over to questions. As a reminder, our 2022 operating strategy is focused on 5 key areas as
follows: one, improve our technical and operational delivery, which will make satisfied customers who are more equipment and services. Two, add more
recurring revenue through our services, maintenance and artificial intelligence offerings. Three, continue our primary commercial focus in the real sector.
Fourth, add a second commercial focus by reinitiating our efforts in the logistics and intermodal industry with our existing automated logistics information
system, also known as alis and fifth, focus on recruiting and retaining top talent in a very competitive market space.

I'll now add further comments to these 5 major components of our strategy, beginning with improving our technical and operational delivery. Since my arrival in
2020, one of the core components of our updated company values have been a commitment to achieving operational and technical excellence. We believe this
approach leads to higher customer satisfaction and improve new deal closure rates. Improving technical and operational delivery is something we are never
completely satisfied with and constantly seeking to improve. From a high level, we are on plan with all current deployments. Additionally, our improved
operational technical delivery is now driving steady contract modifications with customers.

I'll now take a minute to provide updates within our currently in progress or in process deployments. In March, we confirmed a $9 million master services
agreement for thermal and vision scanner solutions from a major national passenger carrier. With the agreement fully executed, a milestone payment of
approximately $4.2 million is inbound. As part of the initial award, we are installing 2 railcar inspection portals specifically designed and built to meet the
requirements for high-speed passenger rail applications. Installation is expected to begin in the latter part of 2022 and be completed in 2023. We have also been
selected to supply maintenance services once the portals are in operation.

One additional noteworthy line item within this agreement is the requirement for surety bonding, which essentially means that the contract award is obligated to
guarantee its performance or otherwise reimburse the project owner for any financial loss in the case that it does not happen. For that reason, contractors will
need their bid on operations underwritten to verify the character and financial health of the organization to support this contract work.

To that end, I'm pleased to report that we were able to successfully secure bonding for the first time in our company's history. We believe this precedent will
lend us greater credibility as we compete for larger contracts with potential customers going forward.

Moving to another current deployment. In January, we announced a contract for another Class 1 rail operator to deploy an additional railcar inspection portal on
the U.S. side of the customer southwestern border operations in Texas. Installation development efforts are expected to be completed by early fall, with $1
million of cash receipts anticipated in the coming weeks. We will also potentially add the deployment of other technologies ranging from unmanned aerial
vehicles, expanded edge data center capabilities and information sharing with customs and border patrol and other law enforcement agencies. We have had
productive meetings on a comprehensive long-term plan to expand portals within this customer's network with the priority of creating a safe corridor from
Southern Mexico across the U.S. border with the ultimate goal to move rail commerce safer and faster.
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With another Class 1 customer or installation of the new portal in Georgia is also on plan. We anticipate project completion by early fall of this year, and we are
also discussing with this customer the potential to develop more long-term comprehensive railcar inspection portal coverage of their network. Our project to
install a new pantograph inspection system for a major Canada City transit authorities also on plan. Installation should be complete by the end of Q2, and we
are negotiating follow-on operations and maintenance as well as artificial intelligence recurring services contracts.

Our final implementation update is with one of our courthouse facilities and jails in Monroe County in Florida Keys, which is expected to be complete by the end
of Q2. Once installation is complete, we expect to perform additional follow-on work with new installations and ongoing operations and maintenance recurring
services. For a minute, I'd like to touch on some of the current risks that our business faces and how we plan to mitigate them.

Last quarter, we discussed the impacts of inflation and supply chain pressures. Inflation is now a reality of conducting business in today's environment. As how
that impacts would do us directly consider that in most cases, our proposals of in age 3 to 6 months before contract signature. Combining supply chain delays
with an inflationary market has created logically a dual negative impact. Coupled together, these issues continue to raise costs and extend the timeline for
procurement, manufacturing, installation, field maintenance and most importantly, people. We estimate the cost of equipment has risen estimated 20% from a
year ago, while delivery times have been extended.

Our response has been -- has continued to be a combination of both inward and outward oriented initiatives that aimed to keep a steady balance between
absorbed costs and additional income and revenue. Inwardly, as Adrian noted, we secured additional working capital through an equity offering and also have
an additional $5 million to $6 million from project billings on its way to us in the next few weeks. These funds will allow us to effectively pre procure necessary
components to mitigate potential supply shortages.



We have also made good progress to standardize our solutions, components and subcomponents, which enables us to preorder these items while reducing the
risk of ordering parts that can't be used elsewhere after project fails to materialize at the late stages. Hourly we've been negotiating price increases with new and
existing customers. And are also including language in our proposals and contracts that addresses price escalation concerns. We are continuing to manage our
suppliers in the procurement process. The good news is with all the work that we've done to improve the overall quality of our solutions. Our customers have
been amenable to increase prices for a better product.

Moving to our second focus area, which is to continue adding more recurring revenue through our services, maintenance and artificial intelligence offerings. As
a reminder, we derive recurring revenue from applications that incorporate artificial intelligence that automates physical inspections on mechanical equipment
moving at high speed. We are devoting additional resources to meet the demand for more comprehensive algorithm development including the recruiting and
retention of subject matter experts.

Our teams led by our Chief Technology Officer, Jeff Necciai, have continued to make significant improvements and certainly increasing the accuracy of our
algorithms, while decreasing the time required to deploy these algorithms to new clients. I believe we now offer the best-in-class railcar inspection on artificial
intelligence of anyone out there, and we'll be quite happy to prove it. We will continue to make further investments in AI this coming year to make it even more
accurate and robust. The recent contracts we've secured both for new installations as well as upgrades to existing portals I just mentioned, include provisions
for increased algorithm delivery, a trend we expect to continue going forward. From a high level, as we layer on additional services, increased maintenance
work across a larger customer base, and improve the quality, complexity and application for artificial intelligence offerings, we expect to achieve consistent
profitable growth.
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Moving to commercial updates. While we are devoting significant resources to executing against our current backlog, closing new customers in the next several
quarters is also a primary consideration. With existing and new customers we have a pipeline of potential new business worth over $100 million as of today's
discussion.

In the transit rail space, we have also taken several inquiries from operators across the U.S. who now also have access to an infrastructure spending, which we
believe will open up further opportunities for us. We look forward to updating you on our progress here. As it relates to other Class 1 railroads, this is also a
major focus for us. Now that we have improved our technical delivery to our current customers, and improved our relationships within the federal rail
Administration, American Association of Railroads, Customs and Border Protection and other key federal and state agencies, we are developing a more robust
strategy to drive the adoption of our technology across the entire industry, which ultimately moves commerce safer and faster.

Moving to our secondary commercial focus, which is the logistics and intermodal industry. Recently, we've renewed engagement opportunities for automated
logistics information system or alis. As a reminder alis automates and reduces personnel from gatehouse operations where transport trucks enter and exit large
logistics and intermodal facilities. This solution incorporates a similar set of sensors, data processing and artificial intelligence to streamline logistics transactions
and tracking while also offering security and safety automated -- automation services. We have already deployed this system with one North large North
American retailer and we are currently responding to requests for proposals from several large retailers, railroad intermodal operators and select government
agencies that manage logistics and border crossing points.

The next step here is obtaining a customs trade partnership against terrorism or what's called a C-TPAT certification from the Customs and Border Protection
Agency, which is currently in progress. These requirements include expecting all sides for tractor trailer, identifying selected information and defects and
creating a transactional data record of the inspection. Having our system meet the requirements of the certification will make it a much more effective solution.
We are evaluating other solutions for inspecting moving vehicles including aircraft, which could provide similar benefits in terms of safety and efficiency for
required inspections as part of an operational process. These expansion opportunities serve as a reminder of the importance of developing and investing in
artificial intelligence and software capabilities. More algorithms operating on solid software and IT infrastructure come online every day for our customers,
helping them improve their safety, velocity, dwell time and maintenance metrics.

Moving to our final area of focus, recruiting and retaining quality talent. As of today, we have a deep and very talented leadership team and employee workforce.
Getting to this point has required significant time and resources but recruiting and retaining quality employees is one of the most crucial factors in the success of
any company, and I consider myself the lead recruiter. As we look forward to our next set of benchmarks, both internally and externally, we are time and time
again reminded that we have a deep need for team members who buy into our vision and understand what we are trying to achieve.

We believe that our current workforce reflects that mentality, and we've had a tremendous amount of success in finding new talent that does as well. I'm really
fired up about the team we have assembled right now. They are extremely talented and the teamwork and collaboration is equal to that of the special operations
unit [indiscernible] lead while serving on active duty in the Army that makes coming to work to lead this team an absolute privilege for me.

In summary, our first quarter was according to plan with much of the foundational work to support our expanded operational needs now complete, our business
is performing at its highest level in nearly 2 years. We've had -- we have several major deployments slated for the coming months and are in active discussions
with current and potential customers on additional contract awards. Our improved operational and technical delivery combined with our enhanced AI capabilities
is now driving more business. With supply chain and inflationary pressures remaining a moving target for the time being, we are still on track to meet our
revenue goal of $16.5 million to $18 million for this year, and have the financial resources to support the additional orders and deliveries we expect to land in the
coming months.
We remain committed to our vision, which is to position Duos as a business that deploys cutting-edge technologies that helps transform precision railroading,
logistics and intermodal transportation operations. And with that, we're ready to open the call for your questions. Operator, would you please provide the
appropriate instructions.
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Question and Answer 

Operator 

[Operator Instructions] We'll take our first question from Mike Latimore with Northland Capital.

Michael James Latimore 
Northland Capital Markets, Research Division 

Congrats on the strong start of the year there. Interesting to hear about the sizable cash payments coming in shortly. I guess -- is there any rev rec associated
with those? Or are those more kind of balance sheet?

Charles Parker Ferry 
CEO & Director 

Yes, Mike, thanks for joining us today. I'll start, and then Adrian [indiscernible] for me on the financial side of things. Yes, we're expecting these are contracts
that we won a late part of last year, and these are now pretty sizable milestone payments. Typically, we'll get anywhere from 30% to 50% of the contract value
in upfront payments. That obviously helps us manage our cash on a go-forward basis. These are quite helpful in the fact that we've already ordered most of our
long lead items prior to receiving these large cash awards -- large cash payments. So obviously, that very helpful for us. Adrian, do you want to add any color?

Adrian G. Goldfarb 
Chief Financial Officer 

Yes, not much cleanup required -- so yes, as far as the rev rec consumer, I guess, is the second part of the question, yes, there will be a little bit -- obviously, it
lags the actual cash receipt because the cash payments come in, they're used to prefund certain components. In some cases, and this is part of the reason for
the raise in the year, we have been prepurchasing components, and we've mentioned that in a lot of our filings. And as those things come in, we recognize some
of the revenue as the manufacturing happens according to the ASC 606 standard, we will recognize more. So yes, the cash coming in, what we immediately
recognized that we'll put us on the steady path, which we expect to be increasing somewhat sequentially in Q2, and then we'll accelerate as we go into Q4.

Michael James Latimore 
Northland Capital Markets, Research Division 

Okay. Great. And then I think you mentioned the pipeline number. I believe you said $100 million. Can you remind me what it was last time you gave that
figure? And then what's changed?

Charles Parker Ferry 
CEO & Director 

Yes, I think we probably gave a similar number to that last time [indiscernible] transfers and catch. A little bit the last time it has gone up here recently. I will tell
you, again, that pipeline, that's a pipeline of opportunities, a portion of which, let's call it, about 1/3 of that is with either our current Class 1 customers that are
basically expanding the work that we're doing for them right now. Probably another 1/3 of that is with either -- we hope will be new Class 1 customers, but also
now we're getting a lot of inquiries and we're responding to a request and providing proposals to a number of transit railroads who are now the beneficiaries of
the federal funding, which is now becoming available specifically to a lot of those organizations. Another 1/3 of it is mostly due to our automated logistics
information system. Queries coming in from that, but also international customers in the rail space.

 

 
 
DUOS TECHNOLOGIES GROUP, INC. FQ1 2022 EARNINGS CALL | MAY 16, 2022
 
So we've got -- again, we're getting quite a bit of inquiries from both potential alis customers mostly here in North America. But then in the rail space, a lot of
international customers we've been responding to inquiries from those. So that's kind of the makeup of that pipeline.

Michael James Latimore 
Northland Capital Markets, Research Division 

Yes. That's helpful. And then the services line, it looks like it's grown sequentially for 4 quarters in a row now. I guess -- so we think about this as sort of a new
baseline that you can build from here or?

Charles Parker Ferry 
CEO & Director 

Yes, absolutely. So we're showing now -- certainly once we get it to customers using our equipment they stay with us really long term and are renewing their
services and maintenance, but we're also now starting to see the recurring revenue being pumped up further by the successful deployment of our artificial
intelligence. And that's a trend that you're going to see continue to improve on a go-forward basis.

Operator 

[Operator Instructions] There appear to be no further questions at this time. This concludes our question-and-answer session. I'd now like to turn the call back
over to Mr. Ferry for his closing remarks.



Charles Parker Ferry 
CEO & Director 

Yes. Thank you, operator. Again, I wanted to thank everybody for joining us on today's call. It looks like we got a good mix. A number of you are currently
shareholders. Well, thank you very much for joining us and for your support. And those that are new to us, thanks for joining us and having a look at us. And so
I'll go ahead and turn it back over to you, operator, to finish things up.

Operator 

Thank you, Mr. Ferry. Before we conclude today's call, I would like to provide Duos' safe harbor statement that includes important cautions regarding forward-
looking statements made during this call. This earnings call contains forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995. Forward-looking terminologies such as believes, expects, may, will, should, anticipates, plans and their opposites or similar expressions are
intended to identify forward-looking statements.

We caution you that these statements are not guarantees of future performance or events and are subject to a number of uncertainties, risks and other
influences, many of which are beyond our control, which may influence the accuracy of the statements and the projections upon which these statements are
based and could cause Duos Technologies Group Inc actual results to differ materially from those anticipated by the forward-looking statements. These risks
and uncertainties include, but are not limited to, those described in Item 1A in Duos' annual report on Form 10-K, which is expressly incorporated herein by
reference and other factors as may periodically be described in Duos' filings with the SEC.
Thank you for joining us for Duos Technologies Group 2022 First Quarter Conference Call. You may now disconnect, and have a great day.

 


