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 Fourth Quarter and Full Year 2016 Results Conference Call Script 

 

Operator:   

Welcome to the Sequans Fourth Quarter and Full Year 2016 Results 

conference call.  At this time, all participants are in a listen-only mode.  

Later, we will conduct a Question and Answer session.  Instructions will be 

given at that time. As a reminder, this conference is being recorded.   

Before I turn the conference over to our host, Mr. Georges Karam, I would 

like to remind you of the following important information in behalf of 

Sequans.   

This call contains projections and other forward-looking statements 

regarding future events or our future financial performance.  All statements 

other than present and historical facts and conditions discussed in this call, 

including any statements regarding our future results of operations and 

financial positions, business strategy and plans, sources of funding, and 

our objectives for future operations, are forward-looking statements (within 

the meaning of the Private Securities Litigation Reform Act of 1995, Section 

27A of the Securities Act of 1933, as amended, and Section 21E of the 

Securities Exchange Act of 1934, as amended).  These statements are 

only predictions and reflect our current beliefs and expectations with 

respect to future events and are based on assumptions and subject to risk 

and uncertainties and subject to change at any time.  We operate in a very 

competitive and rapidly changing environment.  New risks emerge from 

time to time.  Given these risks and uncertainties, you should not place 

undue reliance on these forward-looking statements.  Actual events or 

results may differ materially from those contained in the projections or 

forward-looking statements.  More information on factors that could affect 

our business and financial results are included in our public filings made 

with the Securities and Exchange Commission. 

Please go ahead, sir. 
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Georges: 

Good morning, ladies and gentlemen.  This is Georges Karam speaking. I 

am with Deborah Choate, our chief financial officer. Welcome to our fourth 

quarter and full year 2016 results conference call. 

Q4 was a strong finish to the year. Total revenue of $14 million was at the 

midpoint of our guidance. We were particularly pleased with the growth in 

our product revenue, which reached $12 million in Q4, up 25% sequentially 

and 82% higher than the fourth quarter of 2015.  

For the full year, we reported a 40% increase in total revenue to $45.6 

million. We have excellent momentum heading into 2017 and we expect 

our year-over-year revenue growth rate to be higher than the 40% growth 

this year, and to accelerate even more in 2018. 

Before giving a detailed status report for each market segment, I’d like to 

give you some highlights of our accomplishments during the past year:  

 Unit shipments grew 50% in 2016 – even faster growth than revenue. 

By Q4, we were shipping close to 1 million units per quarter – this 

was a combination of chips and modules.  

 Even more significant is the diversification of our customer base 

during the past year. In 2015, our broadband device revenue came 

primarily from only a few customers, although Gemtek sold through to 

several different operators. We also had two customers in the public 

safety space and kicked off a handful of new IoT projects. Our 

customer base grew from this concentrated base to more than 40 

active customers by the end of 2016 – about half of them related to 

IoT.  Bear in mind that this group of customers does not take into 
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account the number of end customers that are behind the emerging 

markets OEMs and the M2M module-makers. Also, it understates the 

total number of separate device projects, since several customers 

have more than one project at the same time. What’s more, this 

number doesn’t capture at least a dozen active engagements that 

have not set official project kick-off dates or timetables that would 

qualify them as design wins. If I had to guess at the total number of 

devices projects we are currently involved in – either directly or 

indirectly – it’s probably close to a hundred.  This gives you a sense 

of the level of interest in 4G LTE solutions and how dramatically it has 

increased during the past year. 

  We also made great progress with many different operators 

worldwide during the past year. In 2015, in addition to the carriers in 

emerging markets, we had our solutions certified on one network in 

the U.S.  Today we are serving even more emerging market carriers . 

. . and we have our products certified by three major operators in the 

U.S. and one in Japan, with devices launching this year. Meanwhile, 

we are actively engaging with additional carriers in Europe, Australia, 

Japan, and Korea. As one example, today we announced that, 

working with Telefonica, we completed the first live Cat M1 data call 

in Europe.  

 In terms of technical accomplishments, 2016 was certainly an 

important year. After essentially inventing the Cat 1 market in 2015, 

we began shipping in 2016 . . . and we became the first -- and remain 

the only vendor supporting VoLTE  on a single-mode Cat 1 chip.   In 

addition to our long-standing relationship with Verizon, we also 

formed a strategic relationship with T-Mobile to encourage the 
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adoption of Cat 1 solutions. AT&T certified out Cat 1 platform last 

year as well.  During 2016, we moved as fast as possible on our 

roadmap, having recognized the advantages of narrow-band LTE to 

displace 2G/3G in the traditional M2M markets and to fuel the growth 

of new IoT applications. We knew that solutions fully-optimized for 

these applications would be LTE-only – by definition. Seizing the first-

mover advantage, we introduced, certified and shipped the first Cat 

M1/NB1 platform.  This attracted a lot of attention, enabling us to 

quickly expand our pipeline of opportunities and our relationships 

within the LTE ecosystem.  While we are discussing relationships, I 

want to stress the importance of the carriers. Without spending 

literally years cultivating a strong relationship with the relevant 

wireless carriers, a cellular technology vendor can’t expect to sell 

their products to anyone. This is because carrier-grade technology is 

complex and requires significant testing and evaluation. Operators 

must develop a certain level of confidence in a vendor before they will 

allow your product to even enter their labs. On the other hand, once 

you have earned the confidence of an operator, they can be very 

influential with OEMs and ODMs. Therefore, a strong relationship 

with a carrier can be a real asset in winning business as well as a 

barrier to entry for potential competitors. 

 So, today we have a broadband access market that is well-

established and still growing, and where we enjoy a major share of 

the market. We have a vertical markets business that has been 

transformed from a few one-off projects to an area with ongoing 

opportunities . . . and last but certainly not least, we have an IoT-

related business that is rapidly evolving from a handful of initial 
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customers addressing traditional M2M applications to a much broader 

list of customers and operators. Many of them are coming up with 

new applications and use cases, and view us as the go-to company 

in LTE for IoT. 

 Finally, 2016 was also a year in which we began new collaborations 

with a variety of technology partners including Foxconn/Socle and 

Skyworks, in addition to continuing our partnership with TCL. These 

technology partnerships are important to maintaining our leadership 

and bringing the most highly-optimized solutions to market as quickly 

as possible. 

So, it’s not an exaggeration to say that Sequans is a much different 

company today than it was just one year ago . . .  and a much more 

valuable one as well. I am pleased to say we accomplished all that I just 

described with only about $1 million more in R&D spending and also only a 

$1 million increase in sales and marketing expenses in 2016 compared to 

the previous year. I want to take this opportunity to say that I am proud of 

our entire team for what we have been able to accomplish together during 

the past year . . .  and I am excited about achieving even more this year. 

Our ability to continue our strong execution will be the key to our continued 

success. 

 

Now, I’ll move ahead to discuss some of the most important recent 

developments in each major market segment, beginning with Broadband 

Access, which continued to account for a large portion of our total revenue 

in Q4.  
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We are seeing strong demand from emerging markets with an expanding 

list of carriers in the Asia Pacific region, as well as Africa, the Middle East 

and Latin America. We recently added two new Taiwanese ODM 

customers. One of them we can name – Askey Computer Corporation. 

Askey will use our Cassiopeia platform in a variety of broadband data 

devices, with the first ones to be launched this year. The other one will be 

targeting broadband data devices in certain developed countries.   

In the U.S., our Jetpack mobile router business with Verizon is going full-

speed and we are continuing our work on a refresh of this product. The 

new broadband devices for the Verizon network that we’ve mentioned 

previously are completing certification. They are expected to launch at the 

end of Q1, and we are looking forward to those announcements. In 

addition, we have a number of engagements for potential new products for 

multiple U.S. carriers.  Based on the strong momentum we are seeing, we 

continue to believe the Broadband Data Device business will exceed a $10 

million quarterly run rate by the end of this year, and could even reach $12 

million per quarter by year-end, if the new devices ramp quickly. Also, this 

target assumes revenue from India or China would be potential upside.  

In the Vertical Markets area, our projects with Motorola and Thales 

Avionics, and our public safety project in Japan, continue to make nice 

progress and we are looking at additional business this year with each of 

them. In addition, we have completed a feasibility study with a major U.S. 

company and we are now discussing the kick-off of the product phase.  We 

have established a leadership position in this vertical market space and we 

see this area as one with the potential to provide substantial high-margin 

NRE revenue, even though the potential number of units is small.   
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Turning to the Internet of Things market, our momentum continues to 

build, and our list of engagements with both carriers and customers 

continues to grow rapidly. After accumulating design wins at both the 

device and module level all last year, Cat 1 products will fuel our growth in 

2017 . . . and will continue to grow even after Cat M1 and NB1 networks 

are available.    

 Currently, we have solutions shipping for customers like D-Link and 

Encore. Meanwhile, previously announced Cat 1 customers such as 

Geotab, Autonet, and 2 more, all completed the device certification process 

in Q4 and are starting field trials. We have several more Cat 1 devices 

expected to launch this year, including some targeting the T-Mobile 

network in response to their incentive rebate program which was 

announced at the beginning of the year. In case you didn’t see the 

announcement, T-Mobile will cover the cost of a Sequans Cat 1 module up 

to $16 per module, for Cat 1 devices being connected to their network 

under one of the available data plans. With our Cat 1 platform certified by 

Verizon, AT&T, T-Mobile and DoCoMo in Japan, we expect to see our 

customers moving forward with devices for all of these networks.  

With regard to module partners, Gemalto has started shipping to their 

customers and we expect their Cat 1 business to constitute an important 

aspect of our M2M growth this year and beyond. As you recall, we have 

also announced a new module partner, SIMComm, whose Cat 1 module 

has been certified by Verizon. Recently, u-blox announced an agreement to 

purchase the assets of SIMCom. We still feel positive about this 

relationship because u-blox doesn’t have a Cat 1 module certified by 
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Verizon. Once the acquisition closes, we expect to have more clarity on the 

long-range opportunity. 

In terms of timing, the ramp in Cat 1 business has been slower than we’d 

hoped, but it is moving. In addition to the length of time required for product 

design and device certification, the process includes a carefully planned 

transition from 2G-based devices to 4G-based devices,  preceded by field 

trials. This cautious approach is designed to ensure the security of the 

business and to avoid any problems during the transition.  

Now let’s turn to recent developments related to our leadership in Cat M1 

and NB1. We worked closely with Verizon and several early-adopter 

device-makers to be sure that devices would be ready for the soft launch of 

Verizon’s network. The process went smoothly; our Cat M1 platform was 

certified by Verizon in December, quickly followed by several devices 

powered by Sequans. As far as we know, we are still the only vendor to 

have their Cat M1 solution certified by Verizon.  Currently, we are 

continuing to work closely with Verizon to prepare for the final release 

related to the full network launch expected at the end of Q1.  

In addition to Verizon, we are very actively engaged on Cat M1 with AT&T 

and T-Mobile. Cat M1 and NB1 is also evolving worldwide. We are actively 

engaged with operators in Europe, Japan and Korea . . . and we also see 

opportunities in Australia and China.     

We have a very big pipeline of new Cat M1 engagements. We are 

approached by at least one potential new customer on almost a daily basis. 

Our strategy to qualify and capitalize on these opportunities is to work with 

partners – our OEM module partners and our ODMs. In addition to Gemalto 
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and SIMCom, our module partners include Fibocom and another unnamed 

Cat M1 module partner. We also have a strong group of ODMs including 

Foxconn, Wistron, USI and several more.  

Also, we see potential projects getting larger.  In addition to projects 

representing a few hundred thousand units per year, we are beginning to 

see projects in the millions of units.  As we’ve mentioned, the Cat M1-

related engagements are expected to contribute significant revenue 

beginning next year, although we may see the beginning of the ramp during 

the second half of this year. Based on our customers’ Cat1 launch plans, 

we continue to believe the IoT business will produce a run rate approaching 

$10 million per quarter by the end of this year.  

One further comment about our technology leadership . . . Our live Cat M1 

demo at CES attracted a great deal of attention and we have a large 

following within the industry. We have some very exciting plans for Mobile 

World Congress coming up at the end of February, where we plan to 

showcase our work with more operators, more ODM and OEM customers, 

and more technology partners . . . as well as announce some of our newest 

innovations.  

Our LTE leadership has been attracting a steady stream of potential 

technology partners and some of these discussions have included strategic 

elements. Whether partners or customers, the decision to work with us is 

often influenced by our vision for the future and our aggressive 

development plans.  For competitive reasons, I can’t go into details about 

our roadmap in this forum, but our strategy is to continue improving our 

core technology in terms of cost and performance, and to continue to 
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expand at the application level to address more functionality. We are also 

exploring ways to expand our footprint and create more value by adding 

other functions around our core technology.  

While we are looking ahead, let me offer a brief word about 5G, since there 

is so much in the media about it these days. The vision of 5G relates to 3 

main areas: 1. enhanced mobile broadband with very high throughput – 

something on the order of a gigabit per second using millimeter wave 

frequency bands; 2. mission-critical networks such as vehicle-to-vehicle 

communication enabling self-driving cars, and 3. IoT on a massive scale 

with 10’s of billions of connections presenting unique challenges of security 

and network management. Most of the work on the infrastructure side is 

currently focused on enhanced mobile broadband, with real commercial 

deployments expected to begin in the 2020 to 2022 timeframe. Our work in 

4G over the next several years will serve as the foundation for 5G, and will 

be essential steps that can’t be avoided or skipped over. As you know, we 

have entered the third year of a strategic partnership with TCL involving 5G 

research, which will enable us to have some influence over what is 

ultimately in the 5G standard, as well as access to valuable intellectual 

property.  

So, to summarize our message today, we are very pleased with our 

execution, and we believe our track record is leading to a very strong 

position in each of our market segments. As we have said before, we 

believe Sequans has a scarcity factor that is related two things: 1) Market-

leading technology and, 2) a multi-year investment in gaining carriers’ and 

customers’ confidence as a viable choice and an attractive alternative to 

depending on incumbents. Neither of these characteristics is easily 
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replicated.   We believe this scarcity factor is not yet fully recognized by the 

market and, if we continue to invest in the right places and continue to 

execute well, the value of Sequans will continue to increase as this scarcity 

factor becomes more obvious. 

Now, I’d like to turn the call over to Deborah to provide more financial 

details. Deborah?  

Deborah:   
 
I’d like to add some details about our Q4 and annual financial results and 

discuss the outlook, including our guidance for Q1 of 2017. 

Revenue grew 40.1% to $45.6 million for the full year in 2016. This was the 

third consecutive year of revenue growth of 40% or more. 

Gross margin in 2016 increased to 43.8% from 40.2% in 2015. We reduced 

our net loss to $24.8 million, or ($0.39) per diluted share/ADS, compared to 

a net loss of $27.4 million, or ($0.46) per diluted share/ADS, in 2015. 2016 

was also the third consecutive year in which we reduced our net loss. 

On a non-IFRS basis, our net loss for 2016 was $19.9 million, or ($0.31) 

per diluted share/ADS, compared to a full year non-IFRS net loss of $23.3 

million, ($0.39) per diluted share/ADS in 2015.  Our non-IFRS net loss, 

excludes non-cash items related to stock based compensation expense, 

the non-cash fair-value and effective interest adjustments related to the 

convertible debt and other financings, and a provision for WiMAX inventory 

in 2015.   

Revenue in the fourth quarter of 2016 was $14 million, a 12% percent 

sequential increase from Q3, and a 28.4% increase compared to the fourth 
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quarter of 2015. The sequential improvement represented across-the-board 

strength on all platforms.  

 We had three 10% customers in the quarter. Two were distributors serving 

a total of 9 Asian OEMs and ODMs, each representing multiple operators. 

The third one is related to a strategic agreement.  

Non-IFRS gross margin was 38.4% in Q4. Our gross margin was affected 

by the revenue mix in the quarter. Specifically, licenses that were 

scheduled to be signed in Q4 were delayed until Q1, which caused high-

margin “other” revenue to be lower than expected. One of the licenses has 

already been signed, and we expect to return to more normal gross margin 

of at least 40% this quarter. 

Operating expenses were $10.2 million in Q4, up from $9.8 million in Q3, 

which is a seasonally low quarter due to a concentrated vacation period.  

Q4 reflected the full impact of hiring done during Q3 and higher stock 

based compensation expense.  

Our fourth quarter operating loss was $4.9 million, compared to an 

operating loss of $4.0 million in the third quarter, and $5.2 million in the 

fourth quarter of 2015. 

Net loss was $5.4 million in Q4, up slightly from Q3, but significantly 

improved compared to $9.9 million in the fourth quarter of 2015, which had 

included the non-cash effect from the change in the fair value of the 

convertible debt embedded derivative. 

Basic and diluted loss per share was ($0.07) in the fourth quarter of 2016, 

based on 74.5 million average shares outstanding, compared to net losses 
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of ($0.08) in the third quarter based on 61.6 million shares, and ($0.17) in 

the fourth quarter of 2015 based on 59.1 million shares.  The increase in 

weighted average shares outstanding reflected the equity offering in 

September of 2016.  

To facilitate comparisons, we have also reported our results on a non-IFRS 

basis, which excludes from net loss the non-cash items related to stock 

based compensation expense, and the non-cash fair-value and effective 

interest adjustments related to the convertible debt and other financings.  

As the conversion prices are now fully fixed for both convertible debt 

issues, the fair value is now fixed and so beginning in Q3 of 2016 we no 

longer revalue the convertible debt embedded derivative.  

Non-IFRS net loss was $4.2 million in Q4 2016, compared to net losses of 

$4.3 million in both Q3 2016 and $4.5 million in Q4 2015.  

Non-IFRS basic and diluted loss per share was ($0.06) in the fourth 

quarter, compared with non-IFRS net loss of ($0.07)the third quarter of 

2016 and a non-IFRS net loss of ($0.08) the fourth quarter of 2015.   

Cash used in operations in Q4 was $5.7 million, compared $9.5 million in 

the third quarter of 2016.   

Our cash and short-term deposits at December 31, 2016 totaled $20.5 

million, compared to $24.7 million at the end of Q3. 

Accounts receivable at December 31, 2016 were $15.3 million, reflecting 

DSOs of approximately 96 days due to a concentration of shipments at the 

end of the quarter again in Q4. Inventories increased to $8.7 million.   
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Short-term debt from financing receivables increased $2.1 million in the 

quarter to $7.7 million at December 31, 2016. 

Looking forward, we expect revenues for the first quarter of 2017 to be in 

the range of $11.5 to $13.5 million, reflecting typical seasonality. Two 

customers had planned to launch new devices at the beginning of Q1, 

which would have compensated for some of the usual seasonality, making 

Q1 more-or-less flat versus Q4. However, these customers are now 

planning to launch at the end of Q1 instead.    

We expect non-IFRS gross margin in Q1 to be above 40%, and non-IFRS 

net loss per diluted share to range between ($0.07) and ($0.09), based on 

approximately 75.0 million weighted average diluted shares.   

Our guidance for Q4 non-IFRS net loss per share excludes the impact of 

non-cash stock based compensation, effective interest adjustments related 

to the convertible debt and other financings, and any other relevant non-

cash or non-recurring expenses. 

Although a small amount of revenue related to the ramp of two devices is 

being pushed out, we have not changed our view of 2017 as a whole, 

because we see offsetting strength during the second half of the year. We 

continue to expect our overall revenue growth to accelerate in 2017 as the 

broadband data device business continues to grow and our Cat1 platform 

for IoT continues to ramp . . . with some possible contribution from Cat 

M1/NB1 toward the end of the year. Based on the target quarterly run rates 

we’ve discussed for each business, we believe we can achieve operating 

breakeven on a quarterly basis by the end of this year. Since operating 
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profit is a fairly accurate proxy for cash flow, this means that we expect to 

be close to cash flow breakeven by year-end as well. 

At the conclusion of this call, we will post a written version of our formal 

remarks in the Investor Relations section of our website on the “Webcasts 

and Presentations” page . . . the same location where you will find the 

audio replay 

 

Now I’ll turn the call back to Georges to sum-up before we move to 

questions.   

 

 

 


