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PART 1. FINANCIAL INFORMATION
 
Item 1. Financial Statements
 

Asensus Surgical, Inc.
Condensed Consolidated Statements of Operations and Comprehensive Loss

(in thousands, except per share amounts)
(unaudited)

 
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2024   2023   2024   2023  
Revenue:                 

Product  $ 1,396  $ 298  $ 1,709  $ 591 
Service   236   289   521   484 
Lease   575   494   1,100   982 

Total revenue   2,207   1,081   3,330   2,057 
                 
Cost of revenue:                 

Product   1,155   1,612   2,836   2,837 
Service   695   519   1,147   1,268 
Lease   809   943   1,732   1,916 

Total cost of revenue   2,659   3,074   5,715   6,021 
Gross loss   (452)   (1,993)   (2,385)   (3,964)
                 
Operating expenses:                 

Research and development   7,631   8,980   15,722   19,119 
Sales and marketing   3,655   4,449   7,297   9,002 
General and administrative   5,994   5,124   10,368   10,592 
Amortization of intangible assets   110   114   224   226 
Change in fair value of contingent consideration   5,700   203   12,180   308 

Total operating expenses   23,090   18,870   45,791   39,247 
Operating loss   (23,542)   (20,863)   (48,176)   (43,211)
Other (expenses) income, net                 

Change in fair value of warrant liabilities   (1,825)   -   291   - 
Interest income   66   431   192   870 
Interest expense   (321)   -   (321)   - 
Other expense, net   (52)   (242)   (111)   (460)

Total other (expense) income, net   (2,132)   189   51   410 
Loss before income taxes   (25,674)   (20,674)   (48,125)   (42,801)
Income tax (expense) benefit   (75)   12   (121)   (79)
Net loss   (25,749)   (20,662)   (48,246)   (42,880)
                 
Net loss per common share attributable to common stockholders - basic and
diluted  $ (0.09)  $ (0.09)  $ (0.18)  $ (0.18)
Weighted average number of shares used in computing net loss per common
share - basic and diluted   272,316   239,570   270,791   238,929 
                 
Comprehensive loss:                 
Net loss   (25,749)   (20,662)   (48,246)   (42,880)
Foreign currency translation (loss) gain   (174)   175   (668)   725 
Unrealized gain on available-for-sale investments   1   99   9   406 
Comprehensive loss  $ (25,922)  $ (20,388)  $ (48,905)  $ (41,749)
 

See accompanying notes to unaudited condensed consolidated financial statements.
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Asensus Surgical, Inc.
Condensed Consolidated Balance Sheets

(in thousands, except for share data)
(unaudited)

 

  June 30, 2024   
December 31,

2023  
Assets         
Current Assets:         

Cash and cash equivalents  $ 7,782  $ 17,096 
Short-term investments, available-for-sale   -   3,971 
Accounts receivable, net   406   3,508 
Inventories   7,160   7,172 
Prepaid expenses   2,729   3,143 
Other current assets   1,364   1,496 

Total Current Assets   19,441   36,386 
         

Restricted cash   1,517   1,642 
Inventories, net of current portion   2,516   4,043 
Property and equipment, net   8,034   8,959 
Intellectual property, net   1,012   1,237 
Net deferred tax assets   34   44 
Operating lease right-of-use assets, net   4,688   5,165 
Other long-term assets   1,260   1,610 

Total Assets  $ 38,502  $ 59,086 
         
Liabilities and Stockholders' Equity         
Current Liabilities:         

Accounts payable  $ 2,057  $ 4,145 
Accrued employee compensation and benefits   3,977   5,390 
Accrued expenses and other current liabilities   2,611   1,636 
Contingent consideration, current   14,400   - 
Operating lease liabilities, current   1,070   1,036 
Deferred revenue   496   421 
Notes payable   15,309   - 

Total Current Liabilities   39,920   12,628 
         
Long-Term Liabilities:         

Deferred revenue - less current portion   258   290 
Contingent consideration   -   2,220 
Warrant liabilities   5,597   5,888 
Noncurrent operating lease liabilities   4,054   4,646 

Total Liabilities   49,829   25,672 
         
Commitments and Contingencies (Note 15)       
         
Stockholders' Equity:         

Common stock $0.001 par value, 750,000,000 shares authorized at June 30, 2024 and December 31, 2023;
272,616,330 and 264,921,526 issued and outstanding at June 30, 2024 and December 31, 2023,
respectively   273   265 
Preferred stock, $0.01 par value, 25,000,000 shares authorized, no shares issued and outstanding at June
30, 2024 and December 31, 2023   -   - 
Additional paid-in capital   977,285   973,129 
Accumulated deficit   (987,614)   (939,368)
Accumulated other comprehensive loss   (1,271)   (612)

Total Stockholders' Equity   (11,327)   33,414 
Total Liabilities and Stockholders' Equity  $ 38,502  $ 59,086 
 

See accompanying notes to unaudited condensed consolidated financial statements.
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Asensus Surgical, Inc.
Condensed Consolidated Statements of Changes in Stockholders’ Equity

(in thousands)
(unaudited)

 

  Common Stock   Treasury Stock   
Additional

Paid-   Accumulate  

Accumulated
Other

Comprehensive  
Total

Stockholders 
  Shares   Amount   Shares   Amount   in Capital   Deficit   Loss   Equity  
Balance, December 31,
2023   264,922  $ 265   -  $ -  $ 973,129  $ (939,368)  $ (612)  $ 33,414 
Stock-based compensation   -   -   -   -   1,745   -   -   1,745 
Issuance of common stock
related to vesting of
restricted stock units   4,012   4   -   -   -   -   -   4 
Shares withheld related to
net share settlement of
equity awards   -   -   640   1   (135)   -   -   (134)
Cancellation of treasury
stock   -   -   (640)   (1)   -   -   -   (1)
Issuance of common stock,
net of issuance costs   3,052   3           976           979 
Other comprehensive loss   -   -   -   -   -   -   (486)   (486)
Net loss   -   -   -   -   -   (22,497)   -   (22,497)
Balance, March 31, 2024   271,986   272   -  $ -  $ 975,715  $ (961,865)  $ (1,098)  $ 13,024 
Stock-based compensation   -   -   -   -   1,528   -   -   1,528 
Issuance of common stock
related to vesting of
restricted stock units   630   1   -   -   -   -   -   1 
Shares withheld related to
net share settlement of
equity awards   -   -   163   1   (43)   -   -   (42)
Cancellation of treasury
stock   -   -   (163)   (1)   -   -   -   (1)
Refund of non-redeemed
shares of non-accredited
investors                   85             
Other comprehensive loss   -   -   -   -   -   -   (173)   (173)
Net loss   -   -   -   -   -   (25,749)   -   (25,749)
Balance, June 30, 2024   272,616   273   -  $ -  $ 977,285  $ (987,614)  $ (1,271)  $ (11,327)
                                 
Balance, December 31,
2022   236,895  $ 237   -  $ -  $ 962,731  $ (860,935)  $ (2,388)  $ 99,645 
Stock-based compensation   -   -   -   -   1,916   -   -   1,916 
Exercise of stock options   13   -   -   -   5   -   -   5 
Issuance of common stock
related to vesting of
restricted stock units   2,434   2   -   -   -   -   -   2 
Shares withheld related to
net share settlement of
equity awards   -   -   649   1   (490)   -   -   (489)
Cancellation of treasury
stock   -   -   (649)   (1)   -   -   -   (1)
Other comprehensive
income   -   -   -   -   -   -   857   857 
Net loss   -   -   -   -   -   (22,218)   -   (22,218)
Balance, March 31, 2023   239,342  $ 239   -  $ -  $ 964,162  $ (883,153)  $ (1,531)  $ 79,717 
Stock-based compensation   -   -   -   -   1,978   -   -   1,978 
Exercise of stock options   -   -   -   -   -   -   -   - 
Issuance of common stock
related to vesting of
restricted stock units   273   -   -   -   -   -   -   - 
Issuance of common stock,
net of issuance costs   355   1   -   -   195   -   -   196 
Other comprehensive
income   -   -   -   -   -   -   274   274 
Net loss   -   -   -   -   -   (20,662)   -   (20,662)
Balance, June 30, 2023   239,970  $ 240   -  $ -  $ 966,335  $ (903,815)  $ (1,257)  $ 61,503 
 

See accompanying notes to unaudited condensed consolidated financial statements.
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Asensus Surgical, Inc.
Condensed Consolidated Statements of Cash Flows

(in thousands)
(Unaudited)

 
  Six Months Ended June 30,  
  2024   2023  
Cash Flows from Operating Activities:         
Net loss  $ (48,246)  $ (42,880)
Adjustments to reconcile net loss to net cash and cash equivalents used in operating activities:         

Depreciation   1,682   1,652 
Amortization of intangible assets   224   226 
Amortization (accretion) of discounts and premiums on investments, net   979   (298)
Stock-based compensation   3,273   3,894 
Deferred tax expense   -   79 
Bad debt expense   5   - 
Change in inventory reserves   1,011   459 
Change in fair value of warrant liabilities   (291)   - 
Change in fair value of contingent consideration   12,180   308 

         
Changes in operating assets and liabilities:         

Accounts receivable   3,008   1,614 
Inventories   (646)   (1,240)
Operating lease right-of-use assets   387   40 
Prepaid expenses   391   409 
Other current and long-term assets   350   340 
Accounts payable   (2,040)   961 
Accrued employee compensation and benefits   (1,319)   (577)
Accrued expenses and other current liabilities   912   (55)
Deferred revenue   62   (94)
Interest payable   309   - 
Operating lease liabilities   (459)   (42)

Net cash and cash equivalents used in operating activities   (28,228)   (35,204)
         
Cash Flows from Investing Activities:         

Purchase of available-for-sale investments   -   (12,268)
Proceeds from maturities of available-for-sale investments   3,000   48,735 
Purchase of property and equipment   (111)   (166)

Net cash and cash equivalents provided by investing activities   2,889   36,301 
         
Cash Flows from Financing Activities:         

Proceeds from notes payable   15,000   - 
Proceeds from issuance of common stock, net of issuance costs   982   196 
Taxes paid related to net share settlement of vesting of restricted stock units   (176)   (490)
Proceeds from refund of non-redeemed shares of non-accredited investors   85   - 
Proceeds from exercise of stock options   -   5 

Net cash and cash equivalents provided by (used in) financing activities   15,891   (289)
         
Effect of exchange rate changes on cash and cash equivalents   9   751 
Net (decrease) increase in cash, cash equivalents and restricted cash   (9,439)   1,559 
Cash, cash equivalents and restricted cash, beginning of period   18,738   7,470 
Cash, cash equivalents and restricted cash, end of period  $ 9,299  $ 9,029 
         
Supplemental Disclosure for Cash Flow Information         
Cash paid for leases  $ 804  $ 655 
Cash paid for taxes  $ 142  $ 262 
         
Supplemental Schedule of Non-cash Investing and Financing Activities:         
Transfer of inventories to property and equipment  $ 857  $ 802 
Lease liabilities arising from obtaining right-of-use assets  $ 112  $ 417 
 

See accompanying notes to unaudited condensed consolidated financial statements.
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Asensus Surgical, Inc.
Notes to Condensed Consolidated Financial Statements (Unaudited)

 
 
1. Description of Business
 
Asensus Surgical, Inc. (the "Company") is a medical device company that is digitizing the interface between the surgeon and the patient to pioneer a new
era of Performance-Guided Surgery™ by unlocking clinical intelligence for surgeons to enable consistently superior outcomes and a new standard of
surgery. Based upon the foundations of digital laparoscopy and the Senhance® Surgical System, the Company is developing the LUNA™ Surgical System,
a next generation robotic and instrument system as a foundation of its digital surgery solution. These systems will be powered by the Intelligent Surgical
Unit™ (ISU™) to increase surgeon’s control and reduce variability of surgical outcomes. With the addition of machine vision, augmented intelligence, and
deep learning capabilities throughout the surgical experience, we intend to holistically address the current clinical, cognitive and economic shortcomings
that drive surgical outcomes and value-based healthcare. The Company continues market development for and commercialization of the Senhance System,
which digitizes laparoscopic minimally invasive surgery, or MIS. The Senhance System is the first and only digital, multi-port laparoscopic platform
designed to maintain laparoscopic MIS standards while providing digital benefits such as haptic feedback, robotic precision, comfortable ergonomics,
advanced instrumentation including 3mm microlaparoscopic instruments, 5mm articulating instruments, eye-sensing camera control and fully reusable
standard instruments to help maintain per-procedure costs similar to traditional laparoscopy.
 
 
2. Summary of Significant Accounting Policies
 
Basis of Presentation
The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (“U.S. GAAP”) and include the accounts of the Company and its direct and indirect wholly owned subsidiaries. All inter-company
accounts and transactions have been eliminated in consolidation. The results reported in these unaudited interim condensed consolidated financial
statements should not be regarded as necessarily indicative of results that may be expected for any subsequent period or for the entire year. These unaudited
condensed consolidated financial statements and notes thereto should be read in conjunction with the Company’s audited consolidated financial statements
and the notes thereto included in the Fiscal Year 2023 Form 10-K. Certain information and footnote disclosures normally included in the annual
consolidated financial statements prepared in accordance with U.S. GAAP have been condensed or omitted in the accompanying interim condensed
consolidated financial statements. In the opinion of the Company’s management, the accompanying unaudited condensed consolidated financial statements
contain all adjustments, consisting only of normal recurring adjustments, except as otherwise indicated, necessary for a fair statement of its financial
position, results of operations, and cash flows of the Company for all periods presented.
 
Proposed Merger
On June 6, 2024, the Company entered into an Agreement and Plan of Merger (the “Merger Agreement”), with KARL STORZ Endoscopy-America, Inc., a
California corporation (“Parent”), and Karl Storz California Inc., a California corporation and a wholly owned subsidiary of Parent (“Merger Sub”).
Pursuant to the terms of the Merger Agreement, Merger Sub will merge with and into the Company, with the Company continuing as the “surviving
corporation” and becoming a wholly-owned subsidiary of Parent (the “Merger”). At the effective time of the Merger (the “Effective Time”), each share of
common stock of the Company (the “Common Stock”) then outstanding will be converted into the right to receive $0.35 in cash, without interest, less any
applicable withholding taxes (the “Merger Consideration”), other than those shares owned by Parent, Merger Sub or the Company (which will be cancelled
without any consideration), and any shares of Common Stock as to which appraisal rights have been perfected (and not withdrawn or lost) in accordance
with applicable law (which holder will be entitled to receive payment of the appraised value of such Common Stock held by him, her or it in accordance
with Section 262 of the Delaware General Corporation Law).
 
Going Concern
The Company's condensed consolidated financial statements are prepared using U.S. GAAP applicable to a going concern basis of accounting, which
contemplate the realization of assets and liquidation of liabilities in the normal course of business. The Company had an accumulated deficit of $987.6
million as of June 30, 2024. The Company has not established sufficient sales revenues to cover its operating costs and requires additional capital to
proceed with its operating plan. The ability of the Company to continue as a going concern is dependent on the Company obtaining adequate capital to fund
operating losses until it becomes profitable.
 
The Company will need to obtain additional financing to execute its business plan. Management's plan to obtain additional resources for the Company
includes the proposed acquisition by Merger of the Company discussed below in Note 18 and, if that is not successful, a bankruptcy filing. The risk that the
proposed Merger will not occur raises substantial doubt about the Company’s ability to meet its existing obligations, and to continue as a going concern
within one year from the date that these financial statements are issued. The condensed consolidated financial statements of the Company do not include
any adjustments that may result from the outcome of these aforementioned uncertainties.
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Principles of Consolidation
The accompanying condensed consolidated financial statements include the accounts of the Company and its direct and indirect wholly owned subsidiaries,
Asensus Surgical US, Inc., Asensus International, Inc., Asensus Surgical Italia S.r.l., Asensus Surgical Europe S.à r.l., Asensus Surgical Taiwan Ltd.,
Asensus Surgical Japan K.K., Asensus Surgical Israel Ltd., Asensus Surgical Netherlands B.V., and Asensus Surgical Canada, Inc. All inter-company
accounts and transactions have been eliminated in consolidation.
 
Risks and Uncertainties
The Company is subject to risks similar to other similarly sized companies in the medical device industry. These risks include, without limitation: the
historical lack of profitability; the risk that the Company will not be able to successfully obtain all necessary approvals to consummate the proposed Merger
as described in Note 18; the Company’s ability to raise additional capital; its ability to successfully develop, clinically test and commercialize its products
and products in development; negative impacts on the Company's operations caused by the hostilities in the Middle East and other geopolitical factors; the
success of its market development efforts; the timing and outcome of the regulatory review process for its products; changes in the healthcare regulatory
environments of the United States, the European Union, Japan, Taiwan, and other countries in which the Company operates or intends to operate; its ability
to attract and retain key management, marketing and scientific personnel; its ability to successfully prepare, file, prosecute, maintain, defend and enforce
patent claims and other intellectual property rights; its ability to successfully transition from a research and development company to a marketing, sales and
distribution company; competition in the market for robotic surgical devices; and its ability to identify and pursue development of additional products. In
addition, the Company is subject to risks related to the proposed Merger described in Note 18, including, but not limited to the ability to meet expectations
regarding the timing and completion of the Merger; the occurrence of any event, change or other circumstance that would give rise to the termination of the
Merger Agreement; the fact that the Company’s stockholders may not approve the Merger Agreement and the Merger; the fact that certain terminations of
the Merger Agreement require the Company to pay a termination fee of $3,600,000; the failure to satisfy each of the conditions to the consummation of the
Merger; the disruption of management’s attention from ongoing business operations due to the Merger; the effect of the announcement or pendency of the
Merger on the Company’s relationships with its customers, as well as its operating results and business generally; the outcome of any legal proceedings
related to the Merger; retention of employees of the Company following the announcement of the Merger; the fact that the Company’s stock price may
decline significantly if the Merger is not completed; the fact that the Company may be obligated to repay amounts advanced under the senior secured
promissory note (the “Note”) issued to KARL STORZ SE & Co. KG (“KARL STORZ”) described in Note 11 under the circumstances described in the
Note, whether the Company will be able to repay the Note if the Merger is not completed and the risk that if the Merger is not approved by stockholders,
the Company expects to seek bankruptcy protection.
 
Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. Significant items subject to such estimates and
assumptions include impairment considerations for long-lived assets, fair value estimates related to contingent consideration, stock-based compensation
expense, revenue recognition, short-term investments, fair value estimates related to warrant liabilities, changes in inventory reserves, inventory
classification between current and non-current, measurement of lease liabilities and corresponding right-of-use (“ROU”) assets, and deferred tax asset
valuation allowances.
 
Significant Accounting Policies
There have been no new or material changes to the significant accounting policies discussed in the Company’s audited financial statements and the notes
thereto included in the Fiscal Year 2023 Form 10-K.
 
Impact of Recently Issued Accounting Standards
In November 2023, the FASB issued Accounting Standards Update, or ASU, No. 2023-07, Segment Reporting (Topic 280): Improvements to Reportable
Segment Disclosures. This ASU looks to provide improvements to the segment disclosure by providing users with more decision-useful information about
reportable segments in a public entity. The main provisions require a company to disclose, on an annual and interim basis, significant expenses included
within each reported measure of segment profit or loss, an amount for other segment items by reportable segment and a description of its composition. It
also requires all annual disclosures about a reportable segments’ profit or loss and assets to be reported on an interim basis.
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The ASU is to be applied retrospectively to all prior periods presented in the financial statements with an effective date for all public entities for fiscal years
beginning after December 15, 2023, and interim periods within fiscal years beginning after December 15, 2024. Early adoption is permitted. The Company
is currently evaluating the impact of this ASU.
 
In December 2023, the FASB issues ASU No. 2023-09, Income Taxes (Topic 740): Improvements to Income Tax Disclosures. This ASU looks to enhance
the transparency and decision usefulness of income tax disclosures primarily related to the rate reconciliation and income taxes paid information. The main
provisions to the rate reconciliation disclosure require public entities on an annual basis to disclose specific categories in the rate reconciliation and provide
additional information for reconciling items that meet a quantitative threshold. The main provisions to the income taxes paid disclosure require that all
entities disclose on an annual basis: the amount of income taxes paid disaggregated by federal, state and foreign taxes and the amount of income taxes paid
disaggregated by individual jurisdictions in which income taxes paid meets a quantitative threshold. This ASU also requires all entities to disclose income
(loss) from continuing operations before income tax expense (benefit) disaggregated between domestic and foreign and income tax expense (benefit) from
continuing operations disaggregated by federal, state and foreign.
 
This ASU is to be applied on a prospective basis with an effective date for all public entities for annual periods beginning after December 15, 2024. Early
adoption is permitted. The Company is currently evaluating the impact of this ASU.
 
 
3. Revenue Recognition
 
The following table presents revenue disaggregated by type and geography:
 

  
Three Months Ended March

31,   Six Months Ended June 30,  
  2024   2023   2024   2023  
  (in thousands)  
U.S.                 
Instruments and accessories  $ 46  $ 38   97   98 
Services   76   76   163   151 
Leases   62   19   130   90 

Total U.S. revenue   184   133   390   339 
                 
Outside of U.S. ("OUS")                 
System   828   -   828   - 
Instruments and accessories   522   260   784   493 
Services   160   213   358   333 
Leases   513   475   970   892 

Total OUS revenue   2,023   948   2,940   1,718 
                 
Total                 
System   828   -   828   - 
Instruments and accessories   568   298   881   591 
Services   236   289   521   484 
Leases   575   494   1,100   982 

Total revenue  $ 2,207  $ 1,081  $ 3,330  $ 2,057 
 
 
Remaining Performance Obligations
The transaction price allocated to remaining performance obligations relates to amounts allocated to products and services for which the revenue has not
yet been recognized. A significant portion of this amount relates to service obligations performed under the Company's system sales contracts that will be
invoiced and recognized as revenue in future periods. The transaction price allocated to remaining performance obligations as of June 30, 2024 was $0.9
million, which is expected to be recognized over one to four years. 
 
Contract Assets and Liabilities
Deferred revenue for the periods presented was primarily related to service obligations, for which the service fees are billed up-front, generally annually.
The associated deferred revenue is generally recognized ratably over the service period. The Company did not have any significant impairment losses on its
contract assets (included in accounts receivable, net in the consolidated balance sheets) for the periods presented.
 
Revenue recognized for the three months ended June 30, 2024 and 2023 that was included in the deferred revenue balance at the beginning of each
reporting period was $0.1 million, which was included in the deferred revenue balance of $0.8 million and $0.5 million as of March 31, 2024 and 2023,
respectively. Revenue recognized for the six months ended June 30, 2024 and 2023 that was included in the deferred revenue balance at the beginning of
each reporting period was $0.3 million, which was included in the deferred revenue balance of $0.7 million and $0.5 million as of December 31, 2023, and
2022, respectively.
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The following information summarizes the Company’s contract assets and liabilities:
 
  June 30, 2024   December 31, 2023  
  (in thousands)  
Contract assets  $ 70  $ 95 
Deferred revenue  $ 754  $ 711 
 
Senhance System Leasing
The Company enters into lease arrangements with certain qualified customers. Revenue related to arrangements including lease elements are allocated to
lease and non-lease elements based on their relative standalone selling prices. Lease elements generally include a Senhance System, while non-lease
elements generally include instruments, accessories, and services. For some lease arrangements, the customers are provided with the right to purchase the
leased Senhance System at some point during and/or at the end of the lease term. In some arrangements lease payments are based on the usage of the
Senhance System. For the three months and six months ended June 30, 2024 and 2023, variable lease revenue related to usage-based arrangements was not
material.  
 
Accounts Receivable
Accounts receivable are recorded at net realizable value, which includes an allowance for expected credit losses. The allowance for expected credit losses is
based on the Company’s assessment of the collectability of customer accounts. The Company regularly reviews the allowance by considering factors such
as historical experience, credit quality, the age of the accounts receivable balances, and current economic conditions that may affect a customer’s ability to
pay. The allowance for expected credit losses was $1.6 million as of June 30, 2024 and December 31, 2023. The Company recorded immaterial amounts
for expected credit losses during the three and six months ended June 30, 2024 and 2023.

 
The Company had three customers that accounted for 26%, 13% and 11%, respectively of the Company’s net accounts receivable as of June 30, 2024. The
Company had one customer that accounted for 83% of the Company’s net accounts receivable as of December 31, 2023.
 
 
4. Fair Value Measurements
 
As of June 30, 2024 and December 31, 2023, carrying amounts reported on the Company’s balance sheet for cash and cash equivalents, restricted cash,
accounts receivable, prepaid expenses, other current assets, accounts payable, employee-related liabilities, accrued expenses and other current liabilities,
and deferred revenue approximate their respective fair value due to liquidity and short-term nature of these items.
 
The Company records certain assets and liabilities at fair value. ASC 820 – Fair Value Measurement states that fair value is the price that would be received
to sell an asset, or paid to transfer a liability, in an orderly transaction between market participants at the measurement date. As such, the fair value is a
market-based measurement that should be determined based on assumptions that market participants would use in pricing an asset or a liability. The three-
tiered fair value hierarchy that prioritizes the inputs used in measuring fair value, is comprised of:
 
Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities;
Level 2 – Inputs other than quoted prices included within Level 1 that are either directly or indirectly observable through correlation with market data; and
Level 3 – Unobservable inputs that are supported by little or no market data, which require the reporting entity to develop its own assumptions.
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As of June 30, 2024 and December 31, 2023, the Company’s assets and liabilities measured at fair value on a recurring basis were as follows:
 
  June 30, 2024  
  Level 1   Level 2   Level 3   Total  
  (in thousands)  
Assets:                 
Cash and cash equivalents (1)  $ 7,782  $ -  $ -   7,782 
Restricted cash   1,517   -   -   1,517 
Total assets  $ 9,299  $ -  $ -  $ 9,299 
Liabilities:                 
Contingent consideration  $ -  $ -  $ 14,400  $ 14,400 
Warrant liabilities   -   -  $ 5,597  $ 5,597 
Total liabilities  $ -  $ -  $ 19,997  $ 19,997 
 
  December 31, 2023  
  Level 1   Level 2   Level 3   Total  
  (in thousands)  
Assets:                 
Cash and cash equivalents (1)  $ 17,096  $ -  $ -  $ 17,096 
Restricted cash   1,642   -   -   1,642 
Short-term investments   -   3,971   -   3,971 
Total assets  $ 18,738  $ 3,971  $ -  $ 22,709 
Liabilities:                 
Contingent consideration  $ -  $ -  $ 2,220  $ 2,220 
Warrant liabilities   -   -   5,888   5,888 
Total liabilities  $ -  $ -  $ 8,108  $ 8,108 
 
(1) Includes investments that are readily convertible to cash with original maturities of 90 days or less.
 
Warrant Liabilities
 
Warrant liabilities was recorded at its initial estimated fair value. Adjustments associated with changes in fair value of warrant liabilities are included in the
Company’s condensed consolidated statements of operations and comprehensive loss. The following table summarizes changes in estimated fair value of
the warrant liabilities as of June 30, 2024:
 
  Fair value  
  (in thousands)  
Balance at December 31, 2023  $ 5,888 
Change in estimated fair value   (291)
Balance at June 30, 2024  $ 5,597 
 
The fair value of the warrant liabilities was estimated using the Black-Scholes option pricing model, which is based on unobservable inputs and is
designated as Level 3 in the fair value hierarchy. The following table summarizes the assumptions used in determining fair value of warrant liabilities:
 
  As of June 30, 2024   As of December 31, 2023  
Expected volatility   108%    117%  
Risk-free interest rate   4.4%    3.8%  
Expected life (in years)   4.1    4.6  
Expected dividend yield   0.0%    0.0%  
 
Contingent Consideration
 
Contingent consideration represents a liability related to the Company’s 2015 acquisition of the Senhance System (the “Senhance Acquisition”).
Adjustments associated with changes in fair value of contingent consideration are included in the Company’s condensed consolidated statements of
operations and comprehensive loss. The fair value of contingent consideration is related to a milestone of €15.0 million which shall be payable upon
achievement of trailing revenues from sales or services contracts of the Senhance System of at least €25.0 million over a calendar quarter or in the event
that (i) the Company is acquired, (ii) the Company significantly reduces or suspends selling efforts of the Senhance System, or (iii) the Company acquires a
business that offers alternative products that are directly competitive with the Senhance System.
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On March 28, 2024, the Company entered into a non-binding letter of intent with KARL STORZ for a potential acquisition of the Company by KARL
STORZ. On June 6, 2024, the Company entered into the Merger Agreement, with Parent and Merger Sub, to be acquired by way of a cash-out merger. If
the Merger is consummated, the contingent consideration becomes immediately payable.
 
Our valuation of the contingent consideration is management’s best estimate of the probability-weighted fair value of the consideration under the Merger,
assuming a 90% probability that the Merger would occur and the timing of achievement of trailing revenue of at least €25.0 million over a calendar quarter.
If the facts or circumstances should change regarding the assumption of the probability of the Merger occurring, this could have a material impact on the
fair value of the contingent consideration.
 
The following table summarizes changes in estimated fair value of the contingent consideration for the six months ended June 30, 2024 and 2023:
 
  Fair value  
  (in thousands)  
Balance at December 31, 2022  $ 1,256 
Change in estimated fair value   308 
Balance at June 30, 2023  $ 1,564 
     
Balance at December 31, 2023  $ 2,220 
Change in estimated fair value   12,180 
Balance at June 30, 2024  $ 14,400 
 
The following table presents quantitative information about the inputs and valuation methodologies used for fair value measurement of contingent
consideration liability utilizing a probability of occurrence related to the proposed Merger and a Monte-Carlo simulation method as of June 30, 2024 and a
Monte-Carlo simulation method as of December 31, 2023:
 

 
Valuation

Methodology  
Significant Unobservable

Inputs  June 30, 2024   December 31, 2023  
          

Contingent consideration
Probability weighted income

approach  Milestone date  2032   2032  
   Revenue discount rate  10.5%   10.0%  
   Revenue volatility  35.0%   35.0%  
   EUR-to-USD exchange rate  1.07   1.10  
   Probability of occurrence  90.0%   -  
 
During the six months ended June 30, 2024, there were no transfers of assets or liabilities between Level 1, Level 2, or Level 3 of fair value categories.
 
 
5. Investments, Available for Sale
 
The aggregate fair values of investment securities along with cumulative unrealized gains and losses determined on an individual investment security basis
and included in accumulated other comprehensive loss in the consolidated balance sheets are as follows:
 
  December 31, 2023  

                  
Balance Sheet
Classification  

  
Amortized

Cost   
Unrealized

Gain   
Unrealized

Loss   Fair Value   
Short-term
investments  

  (in thousands)  
Corporate bonds  $ 3,981  $ -  $ (10)  $ 3,971  $ 3,971 
Total investments  $ 3,981  $ -  $ (10)  $ 3,971  $ 3,971 
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As of June 30, 2024, there were no available-for-sale investments. In addition, there were no sales of investments or gross realized gains or losses for the
three or six months ended June 30, 2024 or 2023.
 
 
6. Inventories
 
The components of inventory are as follows:
 
  June 30, 2024   December 31, 2023  
  (in thousands)  
Finished goods  $ 7,156  $ 9,200 
Raw materials   2,520   2,015 
Total inventories  $ 9,676  $ 11,215 
         
Current portion  $ 7,160  $ 7,172 
Long-term portion   2,516   4,043 
Total inventories  $ 9,676  $ 11,215 
  
 
7. Intellectual Property
 
The components of gross intellectual property, accumulated amortization, and net intellectual property are as follows:
 
  June 30, 2024  

  

Gross
Carrying
Amount   

Accumulated
Amortization   

Foreign
Currency

Translation
Impact   

Net
Carrying
Amount  

  (in thousands)  
Developed technology  $ 68,838  $ (67,072)  $ (868)  $ 898 
Technology and patents purchased   400   (289)   3   114 
Total intellectual property  $ 69,238  $ (67,361)  $ (865)  $ 1,012 
 
  December 31, 2023  

  

Gross
Carrying
Amount   

Accumulated
Amortization   

Foreign
Currency

Translation
Impact   

Net
Carrying
Amount  

  (in thousands)  
Developed technology  $ 68,838  $ (66,902)  $ (837)  $ 1,099 
Technology and patents purchased   400   (279)   17   138 
Total intellectual property  $ 69,238  $ (67,181)  $ (820)  $ 1,237 
  
 
8. Leases
 
Lessee Information
Components of operating lease expense recorded in general and administrative expense in the condensed consolidated statements of operations and
comprehensive loss were as follows (in thousands):
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2024   2023   2024   2023  
  (in thousands)  
Long-term operating  $ 476  $ 479  $ 929  $ 930 
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Supplemental balance sheet information related to finance and operating leases was as follows:
 
  June 30, 2024   December 31, 2023  
Weighted-average remaining lease term (in years)   5.6   5.7 
Weighted-average discount rate   9.0%   9.2%
Incremental borrowing rate   7.1% - 23.0%    7.1%-23.0%  
 
Maturities of finance and operating lease obligations as of June 30, 2024 were as follows (in thousands):
 
Fiscal Year     
Remainder of 2024   690 
2025   1,387 
2026   1,060 
2027   1,005 
2028   825 
2029 and thereafter   1,406 
Total minimum lease payments  $ 6,373 
Less: Amount of lease payments representing interest   (1,249)
Present value of future minimum lease payments  $ 5,124 
  
 
9. Accrued Expenses and Other Current Liabilities
 
Accrued expenses and other current liabilities consisted of the following:
 
  June 30, 2024   December 31, 2023  
  (in thousands)  
Consulting and other vendors  $ 112  $ 461 
Royalties   122   9 
Legal and professional fees   1,392   411 
Taxes and other assessments   985   755 

Total accrued expenses and other current liabilities  $ 2,611  $ 1,636 
  
 
10. Income Taxes
 
Income taxes have been accounted for using the asset and liability method in accordance with ASC 740 “Income Taxes”. The Company computes its
interim provision for income taxes by applying the estimated annual effective tax rate method. The Company estimates an annual effective tax rate of
(0.2)% for the year ending December 31, 2024. This rate does not include the impact of any discrete items. The Company’s effective tax rate for the three
months ended June 30, 2024 and 2023 was (0.3)% and 0.1%, respectively. The Company’s effective tax rate for the six months ended June 30, 2024 and
2023 was (0.3)% and (0.2)%, respectively.
 
The Company incurred losses for the three and six months ended June 30, 2024, and is forecasting additional losses through the year, resulting in an
estimated net loss for both financial statement and tax purposes for the year ending December 31, 2024. Due to the Company’s history of losses, there is
not sufficient evidence to record a net deferred tax asset associated with the U.S., Luxembourg, Swiss, Italian, Taiwanese, and Canadian operations.
Accordingly, a full valuation allowance has been recorded related to the net deferred tax assets in those jurisdictions.
 
The total tax expense (benefit) during the three months ended June 30, 2024 and 2023, was an expense of approximately $0.07 million and a benefit of
$0.01 million, respectively. The total tax expense during the six months ended June 30, 2024 and 2023, was $0.1 million.
 
At June 30, 2024, the Company had no unrecognized tax benefits that would affect the Company’s effective tax rate.
 
The FASB Staff Q&A, Topic 740, No. 5, Accounting for Global Intangible Low-Taxed Income (“GILTI”), states that an entity can make an accounting
policy election to either recognize deferred taxes for temporary basis differences expected to reverse as GILTI in future years or to provide for the tax
expense related to GILTI in the year the tax is incurred as a period expense only. The Company has elected to account for GILTI as a period expense in the
year the tax is incurred. The Company does not expect a GILTI inclusion for 2024; no GILTI tax has been recorded for the six months ended June 30, 2024
or 2023.
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11. Notes Payable
 
On April 3, 2024, the Company issued the Note in favor of KARL STORZ in the principal amount of up to $20 million. The Note has provided bridge
funding for the Company as it pursued the potential transaction with KARL STORZ. The Note is secured by a first priority security interest on all tangible
and intangible assets of the Company and each of its direct and indirect subsidiaries. Each of its subsidiaries also serves as a guarantor under the Note.
 
As of June 30, 2024, the Company received $15 million under the Note. The maturity date of the Note is the earliest of (i) the date that is thirty days after
the Merger Agreement is terminated in connection with (A) any breach of the Merger Agreement by the Company, (B) a change of recommendation or
failure to publicly reconfirm the Company Board’s recommendation in favor of the Merger under the Merger Agreement by the Company Board, or (C) the
Company enters into an Alternative Acquisition Agreement (as defined in the Merger Agreement), (ii) the date that is sixty days after the Merger
Agreement is terminated under any other circumstances not set forth in the preceding subclause (i), and (iii) October 30, 2024. The Note bears interest at a
rate of SOFR plus 10%, compounded monthly on the outstanding principal, and accrues interest until paid.
 
The principal amount of the Note may be repaid, in whole but not in part, together with all accrued but unpaid interest, at the option of the Company.
Otherwise, the principal amount, and any accrued but unpaid interest shall be due on the applicable maturity date. The Note also contains certain customary
triggering events which would accelerate the payment of the Note. In the event the Note is prepaid prior to its maturity date, a triggering event occurs, or
upon repayments upon maturity under clauses (i), (ii) or (iii) of the immediately preceding paragraph, a prepayment premium equal to five percent of the
then outstanding principal under the Note shall apply, in addition to repayment of outstanding principal and accrued but unpaid interest owed thereunder.
 
  June 30, 2024  
  (in thousands)  
Principal  $ 15,000 
Accrued interest payable   309 
Total  $ 15,309 
  
 
12. Stock-Based Compensation
 
Incentive Compensation Plan Information
 
On June 6, 2023, at the 2023 Annual Meeting of Stockholders, the Company’s stockholders voted to approve an amendment and restatement of the
Company’s Incentive Compensation Plan (“the Plan”) to increase the number of shares reserved for issuance under the Plan by 22,000,000 shares. As a
result of this amendment, shares authorized for issuance under the Plan increased to 54,072,307 shares.
 
Stock Options
 
The following table summarizes options outstanding as of June 30, 2024, as well as activity, including grants to non-employees, for the six months ended
June 30, 2024:
 

  
Number of

Shares   

Weighted-
Average
Exercise

Price   

Weighted-
Average

Remaining
Contractual

Term
(Years)   

Aggregate
Intrinsic Value

(thousands)  
Outstanding at December 31, 2023   10,444,679  $ 3.20   4.80     

Granted   5,552,790   0.26         
Cancelled   (110,980)   15.61         

Outstanding at June 30, 2024   15,886,489  $ 2.07   5.14  $ 389 
Vested or expected to vest at June 30, 2024   14,894,960  $ 2.18   5.06  $ 334 
Exercisable at June 30, 2024   7,919,713  $ 3.74   4.04  $ - 
 
The fair value of options granted were estimated using the Black-Scholes-Merton option pricing model based on the assumptions in the table below:
 
  Six Months Ended June 30,  
  2024   2023  
Expected volatility   126%-127%   124%-126%  
Risk-free interest rate   4.06%-4.07%   3.73%-4.14%  
Expected life (in years)   4.3-4.5    4.3-4.5  
Expected dividend yield   0%  0%
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Restricted Stock Units
 
The following table summarizes information about restricted stock units outstanding as of June 30, 2024, as well as activity, including performance
restricted stock units, granted, vested and forfeited, for the six months ended June 30, 2024:
 

  Number of Shares   

Weighted-Average
Grant Date Fair

Value  
Unvested at December 31, 2023   12,326,177  $ 0.81 
Granted   14,953,974  $ 0.26 
Vested   (5,455,413)  $ 0.91 
Forfeited   (1,396,905)  $ 0.66 
Unvested at June 30, 2024   20,427,833  $ 0.39 
 
Vesting of Performance-Based Restricted Stock Units
 
In 2024 and 2023, the Company granted performance-based restricted stock units (“PRSUs”). The number of shares earnable under the 2023 awards were
based on achieving certain operational targets by December 31, 2023 (for the PRSUs granted in 2023). In February 2024, the Board determined that the
operational targets for PRSU awards granted in 2023 were 50% achieved and as a result, the 2023 PRSUs were 50% earned and remain subject to three-
year time-based vesting requirements. The other 50% of the 2023 PRSUs were forfeited.
 
Stock-Based Compensation Expense
 
The following table summarizes non-cash stock-based compensation expense by award type for the three and six months ended June 30, 2024 and 2023:
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2024   2023   2024   2023  
  (in thousands)  
Stock options  $ 341  $ 591  $ 766  $ 1,256 
Restricted stock units   844   977   1,800   1,836 
Performance restricted stock units   343   410   707   802 
  $ 1,528  $ 1,978  $ 3,273  $ 3,894 
 
As of June 30, 2024, the unrecognized stock-based compensation expense related to stock options was approximately $2.1 million, which is expected to be
recognized over a weighted average period of 2.1 years. As of June 30, 2024, the unrecognized stock-based compensation expense related to unvested
restricted stock units and performance restricted stock units was approximately $5.6 million, which is expected to be recognized over a weighted average
period of 1.7 years.
 
 
13.  Equity Offering
 
2022 At-The Market Offering
 
On March 18, 2022, the Company entered into a Controlled Equity Offering Sales Agreement (the “2022 Sales Agreement”) with Cantor Fitzgerald & Co.
(“Cantor”) and Oppenheimer & Co. Inc. (“Oppenheimer”), collectively, “the Agents”. The Company commenced an at-the-market offering
(the “2022 ATM Offering”) pursuant to which the Company could offer and sell, from time to time, at its option, shares of its common stock for an
aggregate offering price of up to $100.0 million. The aggregate compensation payable to the Agents was 3.0% of the aggregate gross proceeds from each
sale of the Company’s common stock. No shares were sold under the 2022 ATM Offering during the three months ended June 30, 2024.
 
The following table presents details about common stock issued pursuant to the 2022 ATM Offering (in thousands, except share and per share amounts):
 

  
Six Months Ended

June 30, 2024  
Shares of common stock issued   3,051,837 
Average price per share  $ 0.33 
Gross proceeds  $ 1,009 
Commission paid to agents  $ (30)
Net proceeds  $ 979 
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14. Basic and Diluted Net Loss per Share
 
Basic net loss per common share is computed by dividing net loss attributable to common stockholders by the weighted average number of common shares
outstanding during the period. Diluted net loss per common share is computed giving effect to all potential dilutive common shares that were outstanding
during the period when the effect is dilutive. Potential dilutive common shares consist of incremental shares issuable upon exercise of stock options,
restricted stock units, and warrants. No adjustments have been made to the basic weighted average outstanding common shares figures for the three and six
months ended June 30, 2024 or 2023 as the assumed exercise of outstanding options, warrants and restricted stock units would be anti-dilutive.
 
Potential common shares not included in the computation of diluted net loss per share are as follows:
 
  June 30,  
  2024   2023  
Stock options   15,886,489   10,602,414 
Nonvested restricted stock units   20,427,833   12,938,688 
Stock warrants   24,830,500   1,021,076 
Total   61,144,822   24,562,178 
  
 
15. Commitments and Contingencies
 
License and Supply Agreements
The Company has purchase orders with various suppliers for certain tooling, supplies, contract engineering and research services. Commitments related to
these agreements and purchase orders are as follows (in thousands):
 
Fiscal Year     
2025  $ 300 
2026   300 
Total commitments  $ 600 
  
 
16. Segments and Geographic Areas
 
The Company operates in one business segment—the research, development, and sale of medical devices to improve minimally invasive surgery. The
Company’s chief operating decision maker (determined to be the Chief Executive Officer) does not manage any part of the Company separately, and the
allocation of resources and assessment of performance are based on the Company’s consolidated operating results.
 
The following table presents long-lived assets (which include property and equipment and operating lease assets) by geographic area:
 
  June 30, 2024   December 31, 2023  
U.S.   28%  29%
EMEA   70%  68%
Asia   2%  3%
Total   100%  100%
 
The following table presents revenue by geographic area based on the country in which the customer is based:
 
  Three Months Ended June 30,   Six Months Ended June 30,  
  2024   2023   2024   2023  
                 
                 
US   8%  12%  12%  16%
EMEA   84%  67%  77%  62%
Asia   8%  21%  11%  22%
Total   100%  100%  100%  100%
 
For the three months ended June 30, 2024, the Company had two customers who accounted for 43% and 11% of revenue. For the six months ended June
30, 2024, the Company had one customer who accounted for 28%. For the three months ended June 30, 2023, the Company had no customers who
accounted for more than 10% of revenue.
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17. Related Party Transactions
 
In March 2018, Asensus Surgical Europe S.à r.l entered into a Service Supply Agreement with 1 Med S.A. for certain regulatory consulting services.
Andrea Biffi, a current member of the Company’s Board of Directors, owns a non-controlling interest in and is President of the board of 1 Med S.A.
Expenses under the Service Supply Agreement were approximately zero and $0.02 million for the three months ended June 30, 2024 and 2023,
respectively.
 
 
18. Subsequent Events
 
On July 5, 2024, the Company filed a definitive proxy statement and called for a special meeting of its stockholders (the “Special Meeting”) to be held on
August 7, 2024, subject to adjournment, to seek stockholder approval of the Merger Agreement and Merger. Under the Delaware General Corporation Law,
the approval of the Merger Agreement and Merger requires the affirmative vote of a majority of the issued and outstanding shares of the Company’s
common stock as of the record date of June 28, 2024. The definitive proxy statement included a proposal to approve one or more adjournments of the
Special Meeting to a later date or dates if necessary or appropriate to solicit additional proxies if there are insufficient votes to approve the Merger
Agreement at the time of the Special Meeting.
 
In July 2024, the Company received an additional $5 million in interim funding under the Note bringing the total to $20.0 million as it pursues approval of
the Merger by its stockholders.
 
The Special Meeting was adjourned on August 7, 2024 for thirteen days to August 20, 2024 in order to allow the Company to solicit additional proxies
because there were insufficient votes to approve the Merger Agreement and the Merger proposal as of August 6, 2024.
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FORWARD-LOOKING STATEMENTS
In addition to historical financial information, this Quarterly Report on Form 10-Q contains “forward-looking statements” within the meaning of Section
27A of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the
Exchange Act, that concern matters that involve risks and uncertainties that could cause actual results to differ materially from those projected in the
forward-looking statements. These forward-looking statements are intended to qualify for the safe harbor from liability established by the Private Securities
Litigation Reform Act of 1995. All statements other than statements of historical fact contained in this report, including statements regarding future events,
the Merger, our future financial performance, our future business strategy and the plans and objectives of management for future operations, are forward-
looking statements. We have attempted to identify forward-looking statements by terminology including “anticipates,” “believes,” “can,” “continue,”
“could,” “estimates,” “expects,” “intends,” “in the event that,” “may,” “plans,” “potential,” “predicts,” “should” or “will” or the negative of these terms or
other comparable terminology. Although we do not make forward-looking statements unless we believe we have a reasonable basis for doing so, we cannot
guarantee their accuracy. Such forward-looking statements are subject to risks, uncertainties and other factors that could cause actual results and the timing
of certain events to differ materially from future results expressed or implied by such forward-looking statements, including statements about the
Company’s pursuit of stockholder approval for the Merger Agreement and Merger, the ability to meet all required closing conditions and the actual
consummation of the Merger. Such statements are subject to risks and uncertainties that are often difficult to predict, are beyond our control and which may
cause results to differ materially from expectations and include, but are not limited to, the occurrence of any event, change or other circumstance that would
give rise to the termination of the Merger Agreement and the fact that certain terminations of the Merger Agreement require the Company to pay a
termination fee of $3,600,000; the occurrence of any event, change or other circumstance that would give rise to the termination of the Merger Agreement;
whether the Company’s stockholders will approve the Merger Agreement and the Merger, whether the Company will meet all conditions required to close
the Merger transaction, whether the necessary approvals will be obtained before the outside termination date in the Merger Agreement, the effect of the
announcement of the Merger on the Company’s relationships with its customers, as well as its operating results and business generally; the outcome of any
legal proceedings related to the Merger that may arise; retention of employees of the Company following the announcement of the Merger; the fact that the
Company’s stock price may decline significantly if the Merger is not completed; the fact that the Company may be obligated to repay amounts advanced
under the promissory note issued to KARL STORZ (the “Note”) to provide bridge funding to the Company as it pursued approval of the Merger, whether
the Company will be able to repay the Note if the Merger is not completed, and whether the Company expects to seek bankruptcy protection if the Merger
is not approved by stockholders. Readers are urged to carefully review and consider the various disclosures made by us, which attempt to advise interested
parties of the risks, uncertainties, and other factors that affect our business, operating results, financial condition and stock price, including, without
limitation, the disclosures made under the captions “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “Financial
Statements,” “Notes to Condensed Consolidated Financial Statements” and “Risk Factors” in this report, as well as the disclosures made in the Asensus
Surgical, Inc. Annual Report on Form 10-K for the year ended December 31, 2023, as amended (as amended, the “Fiscal Year 2023 Form 10-K”), and
other filings we make with the Securities and Exchange Commission (the “SEC”). Furthermore, such forward-looking statements speak only as of the date
of this report. We expressly disclaim any intent or obligation to update any forward-looking statements after the date hereof to conform such statements to
actual results or to changes in our opinions or expectations except as required by applicable law. References in this report to “we,” “our,” “us,” or the
“Company” refer to Asensus Surgical, Inc., including its subsidiaries Asensus Surgical US, Inc., Asensus International, Inc., Asensus Surgical Italia S.r.l.,
Asensus Surgical Europe S.à_r.l., Asensus Surgical Taiwan Ltd., Asensus Surgical Japan K.K., Asensus Surgical Israel Ltd., Asensus Surgical Netherlands
B.V., and Asensus Surgical Canada, Inc.
 
Any disclosure in this report regarding the receipt of CE Mark or Section 510(k) clearance for any of the Company’s products does not mean or infer any
endorsement of the Company’s products by any government agency including, without limitation, the U.S. Food and Drug Administration, or FDA.
 
Item 2.          Management’s Discussion and Analysis of Financial Condition and Results of Operations
 
The following discussion of our financial condition and results of operations should be read in conjunction with our condensed consolidated financial
statements and the related notes to our condensed consolidated financial statements included in this report. The following discussion contains forward-
looking statements. See cautionary note regarding “Forward-Looking Statements” above.
 
Overview
 
Asensus Surgical, Inc. (along with its subsidiaries, the “Company”) is a medical device company that is digitizing the interface between the surgeon and
patient to pioneer a new era called “Performance-Guided Surgery™”, or PGS, by unlocking clinical intelligence for surgeons to enable consistently
superior outcomes to patients. Built upon the foundations of digital laparoscopy and laparoscopic minimally invasive surgery (which remains the gold
standard of surgery today), the Company is pioneering PGS to increase surgeon control and reduce surgical variability. With the addition of machine vision,
Augmented Intelligence and deep learning capabilities throughout the surgical experience delivered via the Senhance® Surgical System, combined with the
Intelligent Surgical Unit™ (ISU™) the Company intends to holistically address the current clinical, surgeon performance (fatigue and ergonomics) and
economic shortcomings that impact surgical outcomes in a value-based healthcare environment. The Company is also working to incorporate all of this in
its next generation robotic system we call the LUNA™ Surgical System.
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The Senhance System is available for sale in Europe, the United States, Japan, Taiwan, Russia (to the extent lawful), and select other countries. The
Company also enters into lease arrangements with certain qualified customers. For some lease arrangements, the customers are provided with the right to
purchase the leased Senhance System during or at the end of the lease term ("Lease Buyout").
 
The Company focused its research and development, or R&D, activities on advancing the LUNA Surgical System, its next generation robotic system, and
the ongoing developments in the ISU and digital surgery offerings.
 
From our inception, we devoted a substantial percentage of our resources to research and development and start-up activities, consisting primarily of
product design and development, clinical studies, manufacturing, recruiting qualified personnel and raising capital. We expect to continue to invest in
research and development and market development as we implement our strategy.
 
Since inception, we have been unprofitable. As of June 30, 2024, we had an accumulated deficit of $987.6 million and there is substantial doubt about our
ability to continue as a going concern. We operate in one business segment.
 
As of the date of this filing, the Company continues to manage cash prudently and believes it has cash to pursue stockholder approval of the Merger, largely
due to the funding under the Note discussed below. If stockholder approval is not obtained, or obtained in a timely manner, the Company expects to seek
bankruptcy protection.
 
On March 28, 2024, the Company agreed to and accepted a non-binding letter of intent (the “letter of intent”) from KARL STORZ SE & Co. KG (“KARL
STORZ”) to engage in diligence and negotiations regarding the terms of a proposed acquisition of the Company by KARL STORZ. KARL STORZ
proposed to acquire 100% of the Company’s outstanding shares for $0.35 per share in cash. The letter of intent provided an exclusivity period that began on
March 28, 2024, and extended for ten weeks until June 6, 2024 (the “Exclusivity Period”), during which time KARL STORZ made the payments described
below.
 
On April 3, 2024, the Company issued a senior secured promissory note (the “Note”) in favor of KARL STORZ in the principal amount of up to $20
million. The Note provided bridge funding for the Company as it pursued a potential transaction with KARL STORZ. Under the Note, KARL STORZ
provided $1 million of funding to the Company on the date the Note was executed and additional installments of $1 million for each one-week extension of
the Exclusivity Period. Subsequent to the execution of the Merger Agreement described below, the Company requested and received two advances of $5
million each under the Note as it pursued stockholder approval of the Merger Agreement. As of the date of this filing, the Company has received an
aggregate principal amount of $20 million in funding under the Note.
 
The Note is secured by a first priority security interest on all tangible and intangible assets of the Company and each of its direct and indirect subsidiaries.
Each of its subsidiaries also serves as a guarantor under the Note. The Note bears interest at a rate of SOFR plus 10%, compounded monthly on the
outstanding principal, and accrues interest until paid.
 
In addition, on April 3, 2024, each of the Company and its subsidiaries Asensus Surgical US, Inc., Asensus Surgical Europe S.à r.l. and Asensus Surgical
Italia S.r.l. entered into an Intellectual Property Security Agreement as grantors to secure the obligations under the Note with a security interest in the U.S.
patents held by such grantors.
 
On June 6, 2024, the Company entered into an Agreement and Plan of Merger (the “Merger Agreement”), with KARL STORZ. Endoscopy-America, Inc.,
a California corporation (“Parent”), and Karl Storz California Inc., a California corporation and a wholly owned subsidiary of Parent (“Merger Sub”)
providing for the merger of Merger Sub with and into the Company (the “Merger”).
 
If the Merger is not completed, Asensus expects to seek bankruptcy protection. In the event of a bankruptcy, disbursements are made in the following
priority order; first, to KARL STORZ as the senior secured creditor under the Note ($20 Million in principal plus interest and prepayment premium to
KARL STORZ); second, settlement of assets with liens which are operating leases; third, to priority unsecured creditors such as obligations to employees
and tax authorities; fourth, general unsecured claims of vendors and service providers; and fifth, to the extent of any remaining assets to common
stockholders.
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Liquidation of the Company’s intellectual property will likely yield a limited financial return due to the specialized nature of the robotic surgery technology
in conjunction with proprietary knowledge. In addition, KARL STORZ has a security interest in all of our assets and will be entitled to be repaid first as
described above.
 
Recent Financing Transactions
 
2022 At-The -Market Offering
 
On March 18, 2022, the Company entered a Controlled Equity Offering Sales Agreement (the “2022 Sales Agreement”), with Cantor Fitzgerald & Co., and
Oppenheimer & Co. Inc., collectively, “the Agents”. The Company commenced an at-the-market offering (the “2022 ATM Offering”) pursuant to which
the Company could offer and sell, from time to time, at its option, shares of its common stock for an aggregate offering price of up to $100.0 million. No
shares were sold under the 2022 ATM Offering during the three months ended June 30, 2024. During the six months ended June 30, 2024, the Company
sold 3,051,837 shares of common stock for an aggregate net proceeds of $1.0 million.
 
On April 3, 2024, the Company issued the Note in favor of KARL STORZ in the principal amount of up to $20 million. The Note has provided bridge
funding for the Company as it pursued the potential transaction with KARL STORZ. The Note is secured by a first priority security interest on all tangible
and intangible assets of the Company and each of its direct and indirect subsidiaries. Each of its subsidiaries also serves as a guarantor under the Note. As
of June 30, 2024, the Company had received an aggregate principal amount of $15 million under the Note.
 
Results of Operations - Comparison of Three Months Ended June 30, 2024 and 2023
 
Revenue
In the second quarter of 2024, our revenue consisted of a partial sale of a Senhance System, ongoing Senhance Systems’ leasing payments, sales of
instruments and accessories, and services revenue for Senhance Systems sold in Europe, Asia, and the U.S. in prior periods. In the second quarter of 2023,
our revenue consisted of ongoing Senhance Systems’ leasing payments, sales of instruments and accessories, and services revenue for Senhance Systems
sold or placed in Europe, Asia, and the U.S. in prior periods.
 
Product revenue for the three months ended June 30, 2024 increased to $1.4 million compared to $0.3 million for the three months ended June 30, 2023.
The $1.1 million increase was primarily the result of a partial Senhance System sale for the three months ended June 30, 2024.
 
Service revenue for the three months ended June 30, 2024 decreased to $0.2 million compared to $0.3 million for the three months ended June 30, 2023.
 
Lease revenue for the three months ended June 30, 2024 increased to $0.6 million compared to $0.5 million for the three months ended June 30, 2023.
 
Cost of Revenue
Cost of revenue consists of contract manufacturing, materials, labor, and manufacturing overhead incurred internally to produce the products. Shipping and
handling costs incurred by the Company are included in cost of revenue. We expense all inventory excess and obsolescence provisions as cost of revenue.
The manufacturing overhead costs include the cost of quality assurance, material procurement, inventory control, facilities, equipment depreciation and
operations supervision and management.
 
Product cost for the three months ended June 30, 2024 decreased to $1.2 million as compared to $1.6 million for the three months ended June 30, 2023.
The $0.4 million decrease primarily consists of $0.5 million decrease due to inventory adjustments, partially offset by a $0.1 million increase in
international freight expense.
 
Service cost for the three months ended June 30, 2024 increased to $0.7 million as compared to $0.5 million for the three months ended June 30, 2023. The
$0.2 million increase relates to a $0.3 million increase in product costs, partially offset by $0.1 million decrease in supplies. Cost of revenue exceeds
revenue primarily due to part replacements under maintenance plans, which are expensed when incurred, along with salaries for the field service teams.
 
Lease cost for the three months ended June 30, 2024 decreased to $0.8 million as compared to $0.9 million for the three months ended June 30, 2023. The
$0.1 million decrease primarily relates to a $0.2 million decrease in material costs, partially offset by a $0.1 million increase in depreciation.
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Research and Development
Research and development, or R&D, expenses primarily consist of engineering, product development and regulatory expenses incurred in the design,
development, testing and enhancement of our products and legal services associated with our efforts to obtain and maintain broad protection for the
intellectual property related to our products. In future periods, we expect R&D expenses to continue to substantially increase as we invest in the LUNA
System and our digital laparoscopy platform. R&D expenses are expensed as incurred.
 
R&D expenses for the three months ended June 30, 2024 decreased 16% to $7.6 million as compared to $9.0 million for the three months ended June 30,
2023. The $1.4 million decrease primarily relates to a $0.9 million decrease in contract engineering services, consulting, and other outside services and a
$0.7 million decrease in supplies costs. This was partially offset by a $0.2 million increase in personnel costs.
 
Sales and Marketing
Sales and marketing expenses include costs for sales and marketing and clinical support personnel, travel, demonstration product, market development,
physician training, tradeshows, marketing clinical evaluations and consulting expenses.
 
Sales and marketing expenses for the three months ended June 30, 2024 decreased 16% to $3.7 million compared to $4.4 million for the three months
ended June 30, 2023. The $0.7 million decrease was primarily related to decreased consulting expenses of $0.4 million, decreased travel costs of $0.1
million, decreased supplies of $0.1 million and decreased personnel costs of $0.1 million.
 
General and Administrative
General and administrative expenses consist of personnel costs related to the executive, finance, legal, IT and human resource functions, as well as
professional service fees, legal fees, accounting fees, insurance costs, and general corporate expenses.
 
General and administrative expenses for the three months ended June 30, 2024 increased to $6.0 million compared to $5.1 million for the three months
ended June 30, 2023. The $0.9 million increase was primarily related to a $1.4 million increase in consulting expenses, partially offset by a $0.3 million
decrease in amortization of the implementation costs of the enterprise resource planning system and a $0.2 million decrease in personnel costs.
 
Amortization of Intangible Assets
Amortization of intangible assets for the three months ended June 30, 2024 and 2023 remained constant at approximately $0.1 million.
 
Change in Fair Value of Contingent Consideration
Contingent consideration represents a liability related to the Company’s 2015 acquisition of the Senhance System (the “Senhance Acquisition”. The change
in fair value of contingent consideration in connection with the Senhance Acquisition was a $5.7 million increase for the three months ended June 30, 2024
compared to an $0.2 million increase for the three months ended June 30, 2023. The increase was primarily due to changes in our valuation of the
contingent consideration based on the probability-weighted fair value of the consideration under the Merger closing in August 2024, assuming a 90%
probability that the Merger would occur and the timing of achievement of trailing revenue of at least €25.0 million over a calendar quarter.
 
Other (Expense) Income, net
Other (expense) income, net for the three months ended June 30, 2024 increased to $2.1 million expense compared to $0.2 million income for the three
months ended June 30, 2023. The $2.3 million change relates to a $1.8 million change in the fair value of warrant liabilities due to the change in the market
price of the Company’s common stock at June 30, 2024, a $0.4 million decrease in interest income and a $0.3 million increase in interest expense, partially
offset by a $0.2 million decrease in other expenses, net.
 
Income Tax (Expense) benefit
The Company recorded $0.08 million income tax expense for the three months ended June 30, 2024 compared to $0.01 million income tax benefit for the
three months ended June 30, 2023. The $0.07 million change primarily relates to current income tax expense of profitable foreign jurisdictions in Japan,
Israel, and the Netherlands compared to the same period in 2023.
 
Results of Operations - Comparison of Six Months Ended June 30, 2024 and 2023
 
Revenue
In the six months ended June 30, 2024, our revenue consisted of a partial sale of a Senhance System, ongoing Senhance Systems’ leasing payments, sales
of instruments and accessories, and services revenue for Senhance Systems sold in Europe, Asia, and the U.S. in prior periods. In the six months ended
June 30, 2023, our revenue consisted of ongoing Senhance Systems’ leasing payments, sales of instruments and accessories, and services revenue for
Senhance Systems sold or placed in Europe, Asia, and the U.S. in prior periods.
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Product revenue for the six months ended June 30, 2024 increased to $1.7 million compared to $0.6 million for the six months ended June 30, 2023. The
$1.1 million increase was primarily the result of a partial Senhance System sale for the six months ended June 30, 2024.
 
Service revenue for the six months ended June 30, 2024 and 2023 remained constant at approximately $0.5 million.
 
Lease revenue for the six months ended June 30, 2024 and 2023 increased to $1.1 million compared to $1.0 million for the six months ended June 30,
2023.
 
Cost of Revenue
Cost of revenue consists of contract manufacturing, materials, labor, and manufacturing overhead incurred internally to produce the products. Shipping and
handling costs incurred by the Company are included in cost of revenue. We expense all inventory excess and obsolescence provisions as cost of revenue.
The manufacturing overhead costs include the cost of quality assurance, material procurement, inventory control, facilities, equipment depreciation and
operations supervision and management.
 
Product cost for the six months ended June 30, 2024 and 2023 remained constant at approximately $2.8 million.
 
Service cost for the six months ended June 30, 2024 decreased to $1.1 million as compared to $1.3 million for the six months ended June 30, 2023. The
$0.2 million decrease relates to a decrease in supplies. Cost of revenue exceeds revenue primarily due to part replacements under maintenance plans, which
are expensed when incurred, along with salaries for the field service teams.
 
Lease cost for the six months ended June 30, 2024 decreased to $1.7 million as compared to $1.9 million for the six months ended June 30, 2023. The $0.2
million decrease primarily relates to a $0.3 million decrease in material costs, partially offset by a $0.1 million increase in depreciation.
 
Research and Development
Research and development, or R&D, expenses primarily consist of engineering, product development and regulatory expenses incurred in the design,
development, testing and enhancement of our products and legal services associated with our efforts to obtain and maintain broad protection for the
intellectual property related to our products. In future periods, we expect R&D expenses to continue to substantially increase as we invest in the LUNA
System and our digital laparoscopy platform. R&D expenses are expensed as incurred.
 
R&D expenses for the six months ended June 30, 2024 decreased 18% to $15.7 million as compared to $19.1 million for the six months ended June 30,
2023. The $3.4 million decrease primarily relates to a $3.2 million decrease in contract engineering services, consulting, and other outside services, a $0.9
million decrease in supplies costs, a $0.1 million decrease in travel costs and a $0.1 million decrease in product costs. This was partially offset by a $0.6
million increase in personnel costs and a $0.3 million increase in testing and enhancement of our products.
 
Sales and Marketing
Sales and marketing expenses include costs for sales and marketing and clinical support personnel, travel, demonstration product, market development,
physician training, tradeshows, marketing clinical evaluations and consulting expenses.
 
Sales and marketing expenses for the six months ended June 30, 2024 decreased 19% to $7.3 million compared to $9.0 million for the six months ended
June 30, 2023. The $1.7 million decrease was primarily related to decreased consulting expenses of $1.1 million, decreased travel costs of $0.2 million,
decreased supplies of $0.2 million, decreased depreciation of $0.1 million and decreased personnel costs of $0.1 million.
 
General and Administrative
General and administrative expenses consist of personnel costs related to the executive, finance, legal, IT and human resource functions, as well as
professional service fees, legal fees, accounting fees, insurance costs, and general corporate expenses.
 
General and administrative expenses for the six months ended June 30, 2024 decreased to $10.4 million compared to $10.6 million for the six months
ended June 30, 2023. The $0.2 million decrease was primarily related to a $0.7 million decrease in personnel costs, a $0.3 million decrease in amortization
of the implementation costs of the enterprise resource planning system, a $0.1 million decrease in travel costs and a $0.1 million decrease in facility
expenses, partially offset by a $1.0 million increase in consulting expenses.
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Amortization of Intangible Assets
Amortization of intangible assets for the six months ended June 30, 2024 and 2023 remained constant at approximately $0.2 million.
 
Change in Fair Value of Contingent Consideration
Contingent consideration represents a liability related to the Company’s 2015 acquisition of the Senhance System (the “Senhance Acquisition”. The change
in fair value of contingent consideration in connection with the Senhance Acquisition was a $12.2 million increase for the six months ended June 30, 2024
compared to a $0.3 million for the six months ended June 30, 2023. The increase was primarily due to changes in our valuation of the contingent
consideration based on the probability-weighted fair value of the consideration under the Merger closing in August 2024, assuming a 90% probability that
the Merger would occur and the timing of achievement of trailing revenue of at least €25.0 million over a calendar quarter.
 
Other Income, net
Other income for the six months ended June 30, 2024 decreased to $0.1 million compared to $0.4 million for the six months ended June 30, 2023. The $0.3
million decrease primarily relates to a $0.6 million decrease in interest income and a $0.3 million increase in interest expense, partially offset by a $0.3
million decrease in other expense, net and $0.3 million change in the fair value of warrant liabilities due to the change in the market price of the Company’s
common stock at June 30, 2024.
 
Income Tax Expense
Income tax expense for the six months ended June 30, 2024 and 2023 remained constant at approximately $0.1 million.
 
Liquidity and Capital Resources
 
Going Concern
The Company’s consolidated financial statements are prepared using U.S. GAAP applicable to a going concern, which contemplates the realization of
assets and liquidation of liabilities in the normal course of business. The Company had an accumulated deficit of $987.6 million as of June 30, 2024. The
Company has not established sufficient revenues to cover its operating costs and will require additional capital to continue as a going concern. As of June
30, 2024, the Company had cash and cash equivalents, excluding restricted cash, of approximately $7.8 million. We believe that our existing cash and cash
equivalents, together with cash received from product, service, and lease sales, and funding under the Note, is sufficient to allow us to pursue stockholder
approval of the Merger. If stockholder approval of the Merger is not obtained, or obtained on a timely basis, the Company expects to seek bankruptcy
protection.
 
The Maturity Date under the Note is the earliest of (i) the date that is thirty days after the Merger Agreement is terminated in connection with (A) any
breach of the Merger Agreement by the Company, (B) a change of recommendation or failure to publicly reconfirm the Company Board’s recommendation
in favor of the Merger under the Merger Agreement by the Company Board, or (C) the Company enters into an Alternative Acquisition (as defined in the
Merger Agreement), (ii) the date that is sixty days after the Merger Agreement is terminated under any other circumstances not set forth in the preceding
subclause (i), and (iii) October 30, 2024. In addition to the principal of the Note, we would owe accrued interest and a prepayment premium equal to 5% of
the principal amount of the Note.
 
If the Merger is not consummated, the Company will unlikely be able to secure needed capital following a failed Merger vote and because of the
Company’s obligation to repay the amounts due under the Note to KARL STORZ, and the security interests supporting such obligation to pay, we expect to
seek bankruptcy protection in order to maximize the value of our assets as we seek an orderly liquidation of the Company. The risk that the Merger will not
be consummated raises substantial doubt about the Company’s ability to continue as a going concern within one year from the date that these financial
statements are issued. The consolidated financial statements of the Company do not include any adjustments that may result from the outcome of these
aforementioned uncertainties.
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The Company is subject to risks similar to other similarly sized companies in the medical device industry. These risks include, without limitation: the
historical lack of profitability; the Company’s ability to raise additional capital, the success of the Company’s LUNA System development plans and its
ability to fund such plans, the Company’s ability to grow its placements and increase utilization of the Senhance System by customers; its ability to
successfully develop, clinically test, obtain regulatory clearance for and commercialize its products and products in development; negative impacts on the
Company's operations caused by the hostilities in the Middle East and other geopolitical factors; the success of its market development efforts; the timing
and outcome of the regulatory review process for its products; changes in the healthcare regulatory environments of the United States, the European Union,
Japan, Taiwan and other countries in which the Company operates or intends to operate; its ability to attract and retain key management, marketing and
scientific personnel; its ability to successfully prepare, file, prosecute, maintain, defend and enforce patent claims and other intellectual property rights;
competition in the market for robotic and digital surgical devices; and its ability to identify and pursue development of additional products. In addition, the
Company is subject to risks related to the proposed Merger, including, but not limited to the ability to meet expectations regarding the timing and
completion of the Merger; the occurrence of any event, change or other circumstance that would give rise to the termination of the Merger Agreement; the
fact that the Company’s stockholders may not approve the Merger Agreement and the Merger; the fact that certain terminations of the Merger Agreement
require the Company to pay a termination fee of $3,600,000; the failure to satisfy each of the conditions to the consummation of the Merger; the disruption
of management’s attention from ongoing business operations due to the Merger; the effect of the announcement or pendency of the Merger on the
Company’s relationships with its customers, as well as its operating results and business generally; the outcome of any legal proceedings related to the
Merger; retention of employees of the Company following the announcement of the Merger; the fact that the Company’s stock price may decline
significantly if the Merger is not completed; the fact that the Company may be obligated to repay amounts advanced under the Note issued to KARL
STORZ under the circumstances described in the Note, whether the Company will be able to repay the Note if the Merger is not completed and whether the
Company expects to seek bankruptcy protection if the Merger is not approved by stockholders.
 
Sources of Liquidity
Our principal sources of liquidity to date have been cash proceeds from issuance of common stock pursuant to public offerings, incurrence of debt and
proceeds from sales and maturities of investments and, more recently, the bridge funding from KARL STORZ under the Note.
 
Our cash flows for the six months ended June 30, 2024 and 2023 were are follows:
 
  Six Months Ended June 30,  
  2024   2023  
  (in millions)  
Net cash (used in) provided by         

Operating activities  $ (28.2)  $ (35.2)
Investing activities   2.9   36.3 
Financing activities   15.9   (0.3)
Effect of exchange rate changes on cash and cash equivalents   -   0.8 

Net (decrease) increase in cash, cash equivalents and restricted cash  $ (9.4)  $ 1.6 
 
Operating Activities
For the six months ended June 30, 2024, cash used in operating activities of $28.2 million consisted of a net loss of $48.2 million, non-cash items of $19.1
million and changes in operating assets and liabilities of $0.9 million. The non-cash items primarily consisted of $12.2 million of change in fair value of
contingent consideration, $3.3 million of stock-based compensation expense, $1.7 million of depreciation and amortization expense, $1.0 million change in
inventory reserve, $1.0 million of accretion of discounts and premiums on investments, net, and $0.2 million of amortization of intangible assets, partially
offset by $0.3 million change in fair value of warrant liabilities. The increase in cash from changes in operating assets and liabilities primarily relates to a
$3.0 million decrease in accounts receivable, a $0.9 million increase in accrued expenses, a $0.4 million decrease in prepaid expenses, a $0.4 million
decrease in operating lease right-of-use assets and a $0.3 million decrease in other current and long-term assets and $0.3 million increase in interest
payable, partially offset by a $2.0 million decrease in accounts payable, a $1.3 million decrease in accrued employee compensation and benefits, a $0.6
million change in inventories, a $0.5 million decrease in operating leases liabilities.
 
For the six months ended June 30, 2023, cash used in operating activities of $35.2 million consisted of a net loss of $42.9 million, changes in operating
assets and liabilities of $1.4 million, and non-cash items of $6.3 million. The non-cash items primarily consisted of $3.9 million of stock-based
compensation expense, $1.9 million of depreciation and amortization expense, $0.3 million of change in fair value of contingent consideration, and $0.5
million change in inventory reserve, partially offset by $0.3 million in amortization of discounts and premiums on investments. The increase in cash from
changes in operating assets and liabilities primarily relates to a $1.0 million increase in accounts payable, a $1.6 million decrease in accounts receivable, a
$0.4 million decrease in prepaid expenses and a $0.3 million decrease in other current and long-term assets, partially offset by a $0.6 million decrease in
accrued employee compensation and benefits and a $1.2 million increase in inventory.
 
Investing Activities
For the six months ended June 30, 2024, net cash provided by investing activities was $2.9 million. This amount consists of $3.0 million of proceeds from
maturities of available-for-sale investments, partially offset by $0.1 million in purchases of property and equipment.
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For the six months ended June 30, 2023, net cash provided by investing activities was $36.3 million. This amount consists of $48.7 million of proceeds
from maturities of available-for-sale investments, offset by $12.3 million of purchases of available-for-sale investments and $0.2 million purchases of
property and equipment.
 
Financing Activities
For the six months ended June 30, 2024, net cash provided by financing activities was $15.9 million, primarily related to $15.0 million in proceeds from
notes payable, $1.0 million in proceeds from the issuance of common stock and $0.1 million in proceeds from non-redeemed shares of non-accredited
investors, partially offset by $0.2 million in taxes paid for the net share settlement of vesting of restricted stock units.
 
For the six months ended June 30, 2023, net cash used in financing activities was $0.3 million, primarily related to taxes paid for the net share settlement of
vesting of restricted stock units, partially offset by proceeds from issuance of common stock of $0.2 million.
 
Operating Capital and Capital Expenditure Requirements
 
We intend to spend substantial amounts on research and development activities, including product development, regulatory and compliance, and clinical
studies in support of the development of the LUNA System and our digital solutions platform. We intend to use financing opportunities strategically to
continue to strengthen our financial position.
Cash and cash equivalents held by our foreign subsidiaries totaled $2.7 million as of June 30, 2024, including restricted cash. We do not intend or currently
foresee a need to repatriate cash and cash equivalents held by our foreign subsidiaries. If these funds are needed in the United States, we believe that the
potential U.S. tax impact to repatriate these funds would be immaterial.
 
Critical Accounting Estimates
 
The discussion and analysis of our financial condition and results of operations set forth above under the headings “Results of Operations” and “Liquidity
and Capital Resources” have been prepared in accordance with U.S. GAAP and should be read in conjunction with our consolidated financial statements
and notes thereto appearing in this Form 10-Q and in the Fiscal Year 2023 Form 10-K. The preparation of these consolidated financial statements requires
us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets
and liabilities. On an on-going basis, we evaluate our critical accounting estimates, including identifiable intangible assets, contingent consideration, stock-
based compensation, inventory, revenue recognition and income taxes. We base our estimates on historical experience and on various other assumptions
that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. A more detailed discussion on the application of these and other accounting policies can be
found in Note 2 in the Notes to the condensed consolidated Financial Statements in this Form 10-Q. Actual results may differ from these estimates under
different assumptions and conditions. There have been no new or material changes to the critical accounting estimates discussed in our Fiscal Year 2023
Form 10-K, that are of significance, or potential significance, to us.
 
While all accounting policies impact the consolidated financial statements, certain policies may be viewed as critical. Critical accounting estimates are
those that are both most important to the portrayal of financial condition and results of operations and that require management’s most subjective or
complex judgments and estimates. Our management believes the policies that fall within this category are the estimates on accounting for identifiable
intangible assets, contingent consideration, stock-based compensation, inventory, revenue recognition and income taxes.
 
Item 3.         Quantitative and Qualitative Disclosures about Market Risk
 
We are exposed to changes in foreign currency exchange rates. Operations outside of the United States accounted for 88% and 84% of revenue for the six
months ended June 30, 2024 and 2023, respectively, and are concentrated principally in Europe. We translate the revenue and expenses of our foreign
operations using average exchange rates prevailing during the period. The effect of a 10% change in the average foreign currency exchange rates among the
U.S. dollar versus the Euro for the six months ended June 30, 2024, would result in revenue changing by $0.3 million. This change would not be material to
our cash flows and our results of operations.
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Item 4.         Controls and Procedures
 
Evaluation of Disclosure Controls and Procedures
 
Our management, with the participation of our principal executive officer and principal financial officer, evaluated the effectiveness of our disclosure
controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of June 30, 2024. We maintain disclosure
controls and procedures that are designed to provide reasonable assurance that information required to be disclosed in our reports filed or submitted under
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and that such
information is accumulated and communicated to our management, including our principal executive officer and principal financial officer, as appropriate,
to allow for timely decisions regarding required disclosure. Our management recognizes that any 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. Based on such evaluation, our Chief Executive Officer and Executive Vice President and Chief
Financial Officer concluded that, as of June 30, 2024, our disclosure controls and procedures were not effective due to the material weakness in internal
control over financial reporting, described below.
 
Changes in Internal Controls Over Financial Reporting
 
Other than the remediation efforts described below, there were no changes in our internal control over financial reporting that occurred during the quarter
ended June 30, 2024, that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
 
Material Weakness in Internal Control over Financial Reporting
 
During the year ended December 31, 2022, management identified a material weakness related to information technology general controls in user access
over certain information technology systems that support the Company’s financial reporting processes.  Remediation of this material weakness is currently
ongoing.
 
The 2022 material weakness identified above did not result in any identified misstatements to our consolidated interim financial statements, and our
management has concluded that the consolidated financial statements present fairly, in all material respects, our financial position, results of operations, and
cash flows in conformity with U.S. GAAP.
 
Remediation Efforts
 
We have commenced measures to remediate the identified material weakness. Management has been and will continue designing and implementing an
improved process for requesting, authorizing, and reviewing user access to key systems which impact our financial reporting, including identifying access
to roles where manual business process controls may be required. This implementation will include the addition of detection controls which will include the
review of user access and activity logs related to systems that were accessed. We will also enhance the training of our personnel regarding their roles and
responsibilities within the information technology general controls objectives and activities. The material weakness will not be considered remediated until
management designs and implements effective controls that operate for a sufficient period of time for management to conclude, through testing, that the
controls are operating effectively. The material weakness is not considered remediated as of June 30, 2024 as remediation efforts are ongoing.
 
PART II. OTHER INFORMATION
 
Item 1          Legal Proceedings.
 
On July 25, 2024, two complaints were filed in the Supreme Court of the State of New York, County of New York, titled John Thompson v. Asensus
Surgical, Inc. et. al and William Johnson v. Asensus Surgical, Inc. et. al (the “Complaints”). The Complaints contain allegations of misleading or
incomplete description of the proposed Merger in the Company’s definitive proxy statement. The Company is reviewing the Complaints and intends to
vigorously defend itself and its directors against the allegations contained in the Complaints.
 
Item 1A         Risk Factors.
 
Reference is made to the Risk Factors included in our Fiscal Year 2023 Form 10-K and our quarterly report on Form 10-Q for the quarter ended March 31,
2024, as supplemented by the following:
 
Risks related to our financial position         
 
If our stockholders do not approve the Merger Agreement and the Merger at the Special Meeting, we will not be able to consummate the Merger with
KARL STORZ and expect to seek bankruptcy protection.
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We are currently soliciting proxies from our stockholders under a definitive proxy statement to secure the approval of the Merger Agreement and the
Merger. Under the Delaware General Corporation Law the approval of the Merger Agreement and the Merger require the affirmative vote of a majority of
our issued and outstanding common stock as of the record date of June 28, 2024. As of the date of this filing, we have not yet received proxies representing
the votes necessary to approve the Merger Agreement and the Merger and have adjourned the Special Meeting until August 20, 2024. If we cannot secure
the necessary approval, we cannot consummate the Merger and expect to seek bankruptcy protection.
 
Item 2         Unregistered Sales of Equity Securities and Use of Proceeds.
 
None.
 
Item 3          Defaults Upon Senior Securities.
 
None.
 
Item 4          Mine Safety Disclosures.
 
Not applicable.
 
Item 5         Other Information.
 
During the three months ended June 30, 2024, none of our directors or officers (as defined in Rule 16a-1(f) under the Exchange Act) adopted, modified or
terminated a “Rule 10b5-1 trading arrangement” or a “non-Rule 10b5-1 trading arrangement”, as such terms are defined in Item 408 of Regulation S-K.
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Item 6.         EXHIBITS
 
 
 

Exhibit
No.  Description
†2.1

 

Agreement and Plan of Merger, dated as of June 6, 2024, by and among Asensus Surgical, Inc., KARL STORZ Endoscopy-America,
Inc. and Karl Storz California Inc. (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K, filed with
the Securities and Exchange Commission on June 7, 2024)

10.1
 

Secured Promissory Note of Asensus Surgical, Inc., dated April 3, 2024 (incorporated by reference to Exhibit 10.1 to the Company’s
Current Report on Form 8-K, filed with the Securities and Exchange Commission on April 3, 2024).

10.2  Intellectual Property Security Agreement, dated April 3, 2024, by and among Asensus Surgical, Inc., Asensus Surgical US, Inc.,
Asensus Surgical Europe S. à r.l., Asensus Surgical Italia Sr.l. and KARL STORZ SE & Co. KG (incorporated by reference to Exhibit
10.2 to the Company’s Current Report on Form 8-K, filed with the Securities and Exchange Commission on April 3, 2024).

31.1 *  Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a).
   

31.2 *  Certification of Chief Financial Officer pursuant to Rule 13a-14(a)/15d-14(a).
   

32.1 *  Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
   

32.2 *  Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
   

101.INS *  Inline XBRL Instance Document.
   

101.SCH* *  Inline XBRL Taxonomy Extension Schema Document.
   

101.CAL* *  Inline XBRL Taxonomy Extension Calculation Linkbase Document.
   

101.DEF* *  Inline XBRL Taxonomy Extension Definition Linkbase Document.
   

101.LAB* *  Inline XBRL Taxonomy Extension Label Linkbase Document.
   

  101.PRE *  Inline XBRL Taxonomy Extension Presentation Linkbase Document.
   

104  
The cover page from the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2024, formatted in Inline XBRL
(included in Exhibit 101).

 

* Filed herewith.
 
† Schedules have been omitted pursuant to Item 601(b)(2) of Regulation S-K. The Company hereby undertakes to furnish supplementally copies of

any of the omitted schedules upon request by the U.S. Securities and Exchange Commission; provided, however, that the Company may request
confidential treatment pursuant to Rule 24b-2 of the Securities Exchange Act of 1934, as amended, for any schedules so furnished.

 
28

http://www.sec.gov/Archives/edgar/data/876378/000143774924019546/ex_684867.htm
http://www.sec.gov/Archives/edgar/data/876378/000143774924010747/ex_649475.htm
http://www.sec.gov/Archives/edgar/data/876378/000143774924010747/ex_649476.htm


Table of Contents
 

SIGNATURES
 
Pursuant to the requirements of Section 13 or 15(d) 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.
 
   Asensus Surgical, Inc.
    
Date: August 13, 2024  By: /s/ Anthony Fernando
  Anthony Fernando
  President and Chief Executive Officer
    
Date: August 13, 2024  By: /s/ Shameze Rampertab
  Shameze Rampertab
  Executive Vice President and Chief Financial Officer
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EXHIBIT 31.1
 

SECTION 302
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

 
I, Anthony Fernando, certify that:
 
(1)          I have reviewed this Quarterly Report on Form 10-Q of Asensus Surgical, 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 we 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)           Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;
 

(c)           Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d)           Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and
 
(5)          The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
 

(a)           All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
 

(b)           Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
 
  August 13, 2024
   
 By: /s/ Anthony Fernando
  Anthony Fernando,

President and Chief Executive Officer
(Principal Executive Officer)

 
 



EXHIBIT 31.2
 

SECTION 302
CERTIFICATION OF CHIEF FINANCIAL OFFICER

 
I, Shameze Rampertab, certify that:
 
(1)          I have reviewed this Quarterly Report on Form 10-Q of Asensus Surgical, 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 we 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)           Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;
 

(c)           Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d)           Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and
 
(5)          The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
 

(a)           All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
 

(b)           Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
 
  August 13, 2024
   
 By: /s/ Shameze Rampertab
  Shameze Rampertab

Executive Vice President and Chief Financial Officer
(Principal Financial Officer and Principal Accounting
Officer)

 
 



EXHIBIT 32.1
 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
I, Anthony Fernando, hereby certify pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”) and 18 U.S.C. Section 1350, that the Quarterly Report on Form 10-Q of Asensus Surgical, Inc. (the “Company”) for the quarterly period ended June
30, 2024 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act and that the information contained in the
Report fairly presents, in all material respects, the financial condition and results of operations of the Company. 
 
 
 
 
 
By: /s/ Anthony Fernando
 Anthony Fernando, President and Chief Executive Officer (Principal Executive Officer)
 
August 13, 2024
 
The certification set forth above is being furnished as an Exhibit solely pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and is not being filed as
part of the Report or as a separate disclosure document of Asensus Surgical, Inc. or the certifying officers.

 
 



EXHIBIT 32.2
 

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
I, Shameze Rampertab, hereby certify pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”) and 18 U.S.C. Section 1350, that the Quarterly Report on Form 10-Q of Asensus Surgical, Inc. (the “Company”) for the quarterly period ended June
30, 2024 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act and that the information contained in the
Report fairly presents, in all material respects, the financial condition and results of operations of the Company. 
 
 
 
 
 
By: /s/ Shameze Rampertab
 Shameze Rampertab, Executive Vice President and Chief Financial Officer (Principal Financial Officer

and Principal Accounting Officer)
 
August 13, 2024
 
The certification set forth above is being furnished as an Exhibit solely pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and is not being filed as
part of the Report or as a separate disclosure document of Asensus Surgical, Inc. or the certifying officers.
 
 


