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REFERENCES TO ELECTROCORE

In this Quarterly Report on Form 10-Q, unless otherwise stated or the context otherwise requires references to the “Company,” “electroCore,” “we,” “us” and
“our” following the date of the Corporate Conversion (June 21, 2018) refer to electroCore, Inc. a Delaware corporation, and its subsidiaries and affiliate;
references to the “Company,” “electroCore,” “we,” “us” and “our” prior to the date of the Corporate Conversion refer to ElectroCore, LLC, a Delaware
limited liability company, and its subsidiaries and affiliate; and references to the “Corporate Conversion” or “corporate conversion” refer to all of the
transactions related to the statutory conversion of ElectroCore, LLC from a Delaware limited liability company to a Delaware corporation and the change of
its name to electroCore, Inc., effected on June 21, 2018.  

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements that involve risks and uncertainties. Our actual results could differ materially from
those discussed in the forward-looking statements. The statements contained in this report that are not purely historical are forward-looking statements within
the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). Forward-looking statements are often identified by the use of words such as, but not limited to, “anticipate,” “believe,” “can,”
“continue,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “seek,” “should,” “strategy,” “target,” “will,” “would” and similar expressions
or variations intended to identify forward-looking statements. These statements are based on the beliefs and assumptions of our management based on
information currently available to management. Such forward-looking statements are subject to risks, uncertainties and other important 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. Factors
that could cause or contribute to such differences include, but are not limited to, those included in our Annual Report on Form 10-K dated December 31,
2018, filed with the SEC described under “Risk Factors” and in “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
in this Quarterly Report and elsewhere in this Quarterly Report on Form 10-Q. Furthermore, such forward-looking statements speak only as of the date of this
report. Except as required by law, we undertake no obligation to update any forward-looking statements to reflect events or circumstances after the date of
such statements.

The electroCore logo, gammaCore and other trademarks of electroCore, Inc. appearing in this Quarterly Report on Form 10-Q are the property of electroCore,
Inc. All other trademarks, service marks and trade names in this Quarterly Report on Form 10-Q are the property of their respective owners. We have omitted the
® and ™ designations, as applicable, for the trademarks used in this Quarterly Report on Form 10-Q.
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ELECTROCORE, INC., SUBSIDIARIES AND AFFILIATE

Consolidated Balance Sheets
 

  March 31,   December 31,  
  2019   2018  
  (Unaudited)      

Assets         
Current assets:         

Cash and cash equivalents  $ 6,953,786  $ 7,600,284 
Marketable securities   45,412,948   60,963,087 
Accounts receivable   288,335   267,599 
Inventories   3,589,264   1,949,402 
Prepaid expenses and other current assets   994,497   1,918,164 

Total current assets   57,238,830   72,698,536 
Property and equipment – net   392,029   380,904 
Operating lease right of use assets   3,884,803   — 
Other assets   983,955   424,896 

Total assets  $ 62,499,617  $ 73,504,336 
Liabilities and Stockholders' Equity         

Current liabilities:         
Accounts payable  $ 1,859,586  $ 2,698,902 
Accrued expenses   3,256,308   4,374,101 
Current portion of operating lease liabilities   213,897   — 

Total current liabilities   5,329,791   7,073,003 
Noncurrent liabilities:         

Deferred rent   —   245,632 
Operating lease liabilities   4,001,218   — 

Total liabilities   9,331,009   7,318,635 
Commitments and contingencies         
Stockholders' equity:         

Preferred Stock, par value $0.001 per share; 10,000,000 shares authorized at
   March 31, 2019 and December 31, 2018; 0 shares issued and outstanding at
   March 31, 2019 and December 31, 2018   —   — 
Common Stock, par value $0.001 per share; 500,000,000 shares authorized at
   March 31, 2019 and December 31, 2018; 29,633,240 issued and outstanding
   at March 31, 2019 and 29,450,035 shares issued and outstanding at
   December 31, 2018   29,633   29,450 
Additional paid-in capital   104,551,554   103,791,013 
Accumulated deficit   (52,192,745)   (38,331,215)
Accumulated other comprehensive income   144,556   60,843 

Total stockholders' equity   52,532,998   65,550,091 
Noncontrolling interest   635,610   635,610 

Total equity   53,168,608   66,185,701 
Total liabilities and equity  $ 62,499,617  $ 73,504,336

 

 
See accompanying notes to consolidated financial statements.
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ELECTROCORE, INC., SUBSIDIARIES AND AFFILIATE

Consolidated Statements of Operations
(Unaudited)

 

  
Three months ended

March 31,  
  2019   2018  

Net sales  $ 409,601  $ 81,187 
Cost of goods sold   157,791   48,948 

Gross profit   251,810   32,239 
Operating expenses:         

Research and development   3,459,823   2,306,335 
Selling, general and administrative   11,002,999   6,824,814 

Total operating expenses   14,462,822   9,131,149 
Loss from operations   (14,211,012)   (9,098,910)

Other income/(expense)         
Change in fair value of warrant liability   —   (245,854)
Interest and other income, net   366,174   109,283 
Other expense   (16,692)   (208,054)
Total other income/(expense)   349,482   (344,625)

Loss before income taxes   (13,861,530)   (9,443,535)
Provision for income taxes   —   — 
Net loss from operations   (13,861,530)   (9,443,535)

Less: Net income attributable to noncontrolling
   interest   —   55,005 
Total net loss attributable to Electrocore LLC and
   electroCore, Inc., subsidiaries and affiliate  $ (13,861,530)  $ (9,498,540)

Net loss attributable to Electrocore, LLC
   subsidiaries and affiliate  $ —  $ (9,498,540)
Net loss attributable to electroCore, Inc.,
   subsidiaries and affiliate  $ (13,861,530)  $ — 

Net loss per share of common stock - Basic and Diluted
   (see Note 13)  $ (0.47)  $ — 
Weighted average and potential shares outstanding -
   Basic and Diluted (see Note 13)   29,319,318   —

 

 
See accompanying notes to unaudited consolidated financial statements.
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ELECTROCORE, INC., SUBSIDIARIES AND AFFILIATE

Consolidated Statements of Comprehensive Loss
(Unaudited)

 

  
Three months ended

March 31,  
  2019   2018  

Net loss from operations  $ (13,861,530)  $ (9,443,535)
Other comprehensive income/(loss):         
Foreign currency translation adjustment   43,575   (114,329)
Unrealized gains/(losses) on securities, net of taxes as applicable   40,138   (24,932)
Other comprehensive income/(loss)   83,713   (139,261)
Comprehensive loss   (13,777,817)   (9,582,796)
Less: Net comprehensive income attributable to noncontrolling interest   —   5,085 
Comprehensive loss attributable to Electrocore, LLC
   and electroCore, Inc., subsidiaries and affiliate  $ (13,777,817)  $ (9,587,881)

Comprehensive loss attributable to
   Electrocore, LLC subsidiaries and affiliate  $ —  $ (9,587,881)
Comprehensive loss attributable to
   electroCore, Inc., subsidiaries and affiliate  $ (13,777,817)  $ —

 

 
See accompanying notes to unaudited consolidated financial statements.
 

 

6



 

ELECTROCORE, INC., SUBSIDIARIES AND AFFILIATE

Consolidated Statements of Changes in Convertible Preferred Units, Members’ (Deficit) and Stockholders’ Equity
(Unaudited)

 
 Convertible Preferred Units   Electrocore LLC for the three months ended March 31, 2018 and electroCore, Inc. for the three months ended March 31, 2019  

 Series A   Series B   Common   Common   Additional        
Accumulated

other   

(Deficit)/Equity
attributable to

Electrocore
LLC and

electroCore, Inc.,       Total  
 Preferred Units   Preferred Units   Units   Stock   paid-in    Accumulated   comprehensive  subsidiaries   Noncontrolling  equity/  
 Units   Amount   Units   Amount   Units   Amount   Shares   Amount   capital    deficit   income   and affiliate   interest   (deficit)  

Balances as of
December 31,
2017  70,918,506   $ 53,518,463    105,186,020   $ 68,755,544    218,982,140   $ 40,180,619    —  $ —  $ 22,596,485    $ (152,928,928)  $ 80,213   $ (90,071,611)  $ 604,055   $ (89,467,556)

Net loss
attributable to
Electrocore,
LLC
   subsidiaries
and affiliate  —   —   —   —   —   —   —   —   —    (9,498,540)   —   (9,498,540)   55,005    (9,443,535)
Other
comprehensive
income  —   —   —   —   —   —   —   —   —    —   (139,261)   (139,261)       (139,261)
Noncontrolling
interest
distributions  —   —   —   —   —   —   —   —   —    —   —   —   (49,920)   (49,920)
Unit-based
compensation  —   —   —   —   —   —   —   —   267,145     —   —   267,145    —   267,145  

Balances as of
March 31, 2018  70,918,506   $ 53,518,463    105,186,020   $ 68,755,544    218,982,140   $ 40,180,619    —  $ —  $ 22,863,630    $ (162,427,468)  $ (59,048)  $ (99,442,267)  $ 609,140   $ (98,833,127)
Balance as of
December 31,
2018  —  $ —   —   —   —   —   29,450,035   $ 29,450   $ 103,791,013    $ (38,331,215)  $ 60,843   $ 65,550,091   $ 635,610   $ 66,185,701  

Net loss
attributable to
electroCore,
Inc.,
   subsidiaries
and affiliate  —   —   —   —   —   —   —   —   —    (13,861,530)   —   (13,861,530)   —   (13,861,530)
Other
comprehensive
income  —   —   —   —   —   —   —   —   —    —   83,713    83,713    —   83,713  
Issuance of
warrants in
settlement of
lawsuit  —   —   —   —   —   —   —   —   16,692     —   —   16,692    —   16,692  
Stock based
compensation
(net of
forfeitures)  —   —   —   —   —   —   183,205    183    743,849     —   —   744,032    —   744,032  

Balances as of
March 31, 2019  —  $ —   —  $ —   —  $ —   29,633,240   $ 29,633   $ 104,551,554    $ (52,192,745)  $ 144,556   $ 52,532,998   $ 635,610   $ 53,168,608

 

 
 
See accompanying notes to unaudited consolidated financial statements
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ELECTROCORE, INC., SUBSIDIARIES AND AFFILIATE

Consolidated Statements of Cash Flows
(Unaudited)

 

  
Three months ended

March 31,  
  2019   2018  

Cash flows from operating activities:         
Net loss from operations  $ (13,861,530)  $ (9,443,535)
Adjustments to reconcile net loss to net cash used in operating activities:         

Change in fair value of warrants and embedded derivative   —   245,854 
Stock/unit-based compensation   744,032   267,145 
Depreciation and amortization   25,522   7,212 
Amortization of marketable securities discount   (200,302)   — 
Cloud computing arrangement implementation costs   (618,044)   — 
Net noncash lease expense   117,579   — 
Noncash portion of litigation settlement   16,692   — 
Other   43,343   (68,468)
Changes in operating assets and liabilities:         

Accounts receivable, net   (20,736)   (152,653)
Inventories   (1,639,862)   6,600 
Prepaid expenses and other current assets   830,406   (774,874)
Accounts payable   (719,463)   249,151 
Accrued expense and other current liabilities   (1,117,793)   — 
Deferred rent   —   (13,762)

Net cash used in operating activities   (16,400,156)   (9,677,330)
Cash flows from investing activities:         

Purchase of marketable securities   (12,110,420)   (10,431,839)
Proceeds from maturities of marketable securities   27,901,000   9,190,000 
Purchases of property and equipment   (37,318)   (144,999)

Net cash provided by/(used in) investing activities   15,753,262   (1,386,838)
Cash flows from financing activities:         

Deferred financing fees   —   (525,231)
Net cash used in financing activities   —   (525,231)

Effect of changes in exchange rates on cash and cash equivalents   396   (114,329)
Net decrease in cash and cash equivalents   (646,498)   (11,703,728)

Cash and cash equivalents – beginning of period   7,600,284   13,224,194 
Cash and cash equivalents – end of period  $ 6,953,786  $ 1,520,466 
         
Supplemental schedule of noncash activity:         

Deferred financing costs included in accounts payable and accrued expenses  $ —  $ 926,349 
Prepaid lease payments included in right of use assets  $ 93,261     
Capitalized cloud computing arrangement costs included in accrued expenses and other liabilities  $ 167,798  $ —

 

 
See accompanying notes to consolidated financial statements.
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ELECTROCORE, INC., SUBSIDIARIES AND AFFILIATE

Notes to Consolidated Financial Statements

(Unaudited)

Note 1.  Corporate Organization and Company Overview
Company Overview
electroCore, Inc. is a commercial-stage bioelectronic medicine company, engaged in the commercialization and development of a range of patient-
administered non-invasive Vagus Nerve Stimulation (“nVNS”) therapies initially focused on the treatment of multiple conditions in neurology and
rheumatology. electroCore was founded in 2005 and its focus currently is on primary headache conditions (migraine and cluster headache), with trials
continuing in other neurological and inflammatory disorders.

electroCore, headquartered in New Jersey, has wholly owned subsidiaries that include: electroCore Bermuda, Ltd. (see Note 20), electroCore Germany GmbH,
and electroCore UK Ltd. In addition, an inactive affiliate, electroCore (Aust) Pty Limited, is subject to electroCore’s control on basis other than voting interests
and is a variable interest entity (“VIE”), for which electroCore is the primary beneficiary.

In January 2018, the U.S. Food and Drug Administration ("FDA") released the use of gammaCore, the Company's first generation disposable non-invasive
vagus nerve stimulator therapy for the acute treatment of pain associated with migraine headache in adult patients. Previously in April 2017, the FDA released
the use of gammaCore for the acute treatment of pain associated with episodic cluster headache in adult patients.  In December 2017, gammaCore Sapphire,
was FDA released.  gammaCore Sapphire is a rechargeable and reloadable version of the product for multi-year use.  Effective August 1, 2018, the Company
announced gammaCore Sapphire was available in the United States.  

In November 2018, the FDA provided 501(k) clearance for an expanded label for gammaCore nVNS therapy for adjunctive use for the preventive treatment of
cluster headache in adult patients. This milestone marks the first and only product FDA cleared for the prevention of cluster headache. There are no other FDA-
approved pharmacologic treatments for the prevention of cluster headache.

Corporate Conversion and Initial Public Offering
Effective June 21, 2018, the Company converted into a Delaware corporation pursuant to a statutory conversion and changed its name to electroCore,
Inc.  Previously, the Company operated as a Delaware limited liability company under the name Electrocore, LLC.  As a result of the corporate conversion,
the holders of the different series of units of Electrocore, LLC, or Units, became holders of common stock and options to purchase common stock of
electroCore, Inc. Warrants to purchase Units were converted to warrants to purchase common stock of electroCore, Inc. The number of shares of common
stock, options to purchase common stock, and warrants to purchase common stock that holders of Units and warrants to purchase Units were entitled to
receive in the corporate conversion was determined in accordance with a plan of conversion that was based upon the terms of the Company’s Third Amended
and Restated Limited Liability Company Agreement, dated November 21, 2017 (the “Operating Agreement”), and varied depending on which class and series
of Units a holder owned, and the terms of the applicable warrants.  See Note 14 - Corporate Conversion and Equity.

In June 2018, the Company completed its initial public offering ("IPO") and issued 5,980,000 shares of common stock, including the underwriter’s exercise of
their right to purchase additional shares, at an initial offering price to the public of $15.00. The Company received net proceeds from the IPO of
approximately $77.5 million, after deducting underwriting discounts and commissions and offering costs of approximately $12.2 million.

Note 2.  Basis of Presentation
The accompanying unaudited consolidated financial statements were prepared in conformity with U.S. generally accepted accounting principles (“U.S.
GAAP”) and with Article 10 of Regulation S-X for interim financial reporting. In compliance with those rules, certain information and footnote disclosures
normally included in annual consolidated financial statements prepared in accordance with U.S. GAAP have been condensed or omitted. These consolidated
financial statements should be read in conjunction with the Company’s audited consolidated financial statements and related notes for the fiscal year ended
December 31, 2018 included in the Annual Report on Form 10-K filed with the SEC.  In the opinion of management, all
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adjustments (consisting of normal recurring adjustments) considered necessary for a fair statement of the results of interim periods have been included.  The
results of operations and cash flows reported in these consolidated financial statements should not be regarded as necessarily indicative of results that may be
expected for the entire fiscal year.

Note 3.  Summary of Significant Accounting Policies
(a) Principles of Consolidation
The accompanying consolidated financial statements include the accounts of electroCore and its wholly owned subsidiaries.  In addition, an inactive affiliate,
electroCore (Aust) Pty Limited, a variable interest entity (“VIE”) for which electroCore is the primary beneficiary, is also consolidated with the non-controlled
equity presented as non-controlling interest. All intercompany balances and transactions have been eliminated in consolidation.

(b) 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 disclosure of contingent assets and liabilities at the date of these consolidated 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 the useful lives of fixed assets, allowances for doubtful accounts, and sales returns; valuation of inventory, stock compensation, and
contingencies.

(c) Leases
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which requires lessees to recognize most leases on the balance sheet. We have
elected not to reassess whether the expired or existing contracts contain leases, nor did we reassess the classification of existing leases as of the adoption
date.  We did not use hindsight in our assessment.  The provisions of this guidance were effective for annual periods beginning after December 15, 2018, and
interim periods within those years, with early adoption permitted.  We adopted this guidance as of January 1, 2019, the required effective date, using the
effective date transition method.  

The Company is a lessee under several noncancelable operating leases, primarily for office and warehouse space and office equipment.  The Company
accounts for leases in accordance with ASC Topic 842, Leases.  At contract inception the Company reviews its agreements and determines if an arrangement
is or contains a lease and at that time recognizes a right of use (ROU) asset and a lease liability.  The Company only has operating leases which are measured
initially at the present value of the unpaid lease payments at the lease commencement date.  

The incremental borrowing rate the Company uses represents the rate of interest that the Company would expect to pay to borrow an amount equal to the
lease payments under similar terms.  As the Company does not borrow on a collateralized basis, our non-collateralized borrowing rate is used as an input in
deriving the incremental borrowing rate. The discount rate used to determine the net present value of the leases at inception was 9.75%.  The Company
determined the lease term of the noncancelable leases to include periods covered by options to extend the lease for leases that it is reasonably certain to
exercise.  

Lease payments included in the measurement of the lease liability include only fixed payments that the Company owes on the lease.  The ROU asset is
initially and subsequently measured as the lease liability less any lease incentive plus any prepaid lease payments made at or before lease commencement,
plus any indirect costs incurred.

The Company monitors events or changes in circumstances that may require a reassessment of its leases.  If a reassessment results in the remeasurement of
the lease liability, a corresponding adjustment will be made to its ROU assets.  The Company also reviews its leases to determine if any impairment loss
should be recognized.

Operating lease ROU assets are presented as operating lease right of use assets on the consolidated financial statements.  The current portion of the operating
lease liabilities is included in other current liabilities and the long-term portion is presented separately as operating lease liabilities on the consolidated
balance sheet.
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The Company has elected not to recognize right of use assets and lease liabilities for short term leases, i.e., leases with a noncancelable period of 12 months
or less.  The Company recognizes any expense for these short term leases on a straight line basis over the lease term.  The Company’s leases generally do not
include nonlease maintenance and other expenses.  The Company elected the practical expedient not to account for nonlease expense components as a single
lease component.  The Company recognizes the nonlease expenses in the respective expense accounts.  (See Note 10. Leases.)

(d) Recent Accounting Pronouncements Not Yet Adopted
The Company reviewed all recently issued accounting pronouncements and concluded that they were either not applicable or not expected to have a material
impact on the financial statements.

Note 4. Risks and Uncertainties
The Company’s cash requirements for 2019 and beyond include expenses related to the commercialization of its products, as well as the continuing
development and clinical evaluation of its products and therapies. As of March 31, 2019 and December 31, 2018, the Company had working capital (current
assets less current liabilities) of $51.9 million and $65.6 million, respectively.

On June 21, 2018, the Company closed the IPO of 5,980,000 shares of common stock at a price of $15.00 per share with net proceeds of $77.5 million, net of
underwriting discount and other offering expenses.  As a public company, additional future liquidity needs will include costs to comply with the requirements
of being a public company.  

The Company’s expected cash requirements for 2019 and beyond are based on the commercial success of its products and the continual development and
clinical evaluation of its products and therapies.  Based on the Company’s available cash resources and cash flow projections, it believes it has sufficient
funds to continue operations for at least the next 12 months.  Until the Company can generate significant cash from its operations, the Company expects to
continue to fund its operations with its available financial resources.  To the extent additional funds are necessary to meet long-term liquidity needs as the
Company continues to execute its business strategy, the Company anticipates that it will be obtained through the incurrence of indebtedness, equity financings
or a combination of these potential sources of funds, although the Company can provide no assurance that these sources of funding will be available on
reasonable terms.

The Company has foreign currency exchange risks related to revenue and operating expenses in currencies other than the local currencies in which they
operate. The Company is exposed to currency risk from the potential changes in functional currency values of its foreign currency denominated assets,
liabilities, and cash flows.

The Company primarily sells to one specialty pharmaceutical distributor in the United States. At March 31, 2019 and December 31, 2018, the accounts
receivable related to this distributor was $211,600 and $195,730, respectively.

Note 5. Revenue Recognition
Performance Obligations
Revenue, net of specialty pharmaceutical distribution discounts, vouchers, rebates, and co-payment assistance is solely generated from the sales of the
gammaCore products. Sales are made to a specialty pharmaceutical distributor (“customer”) and revenue is recognized when delivery of the product is
completed. The Company deems control to have transferred upon the completion of delivery because that is the point in which (1) it has a present right to
payment for the product, (2) it has transferred the physical possession of the product, (3) the customer has legal title to the product, (4) the customer has risks
and rewards of ownership and (5) the customer has accepted the product. After the products have been delivered and control has transferred, the Company has
no remaining unsatisfied performance obligations.

Revenue is measured based on the consideration that the Company expects to receive in exchange for gammaCore, which represents the transaction price.
The transaction price includes the fixed per-unit price of the product and variable consideration in the form of trade credits, vouchers, rebates, and co-payment
assistance. The per-unit price is based on the Company established wholesale acquisition cost less a contractually agreed upon distributor discount with the
customer. Our revenue only reflects sales of gammaCore units exclusive of trade credits, vouchers, rebates, and co-payment assistance.  
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Trade credits are discounts that are contingent upon a timely remittance of payment and are estimated based on historical experience.

From February 2018 to mid-July 2018 vouchers were used by physicians to provide new patients with free therapy (i.e., one gammaCore device) by
delivering non-voucher units for the free therapy.  The transaction price of the non-voucher units redeemed and estimated to be redeemed was recognized as
contra-revenue.  The costs to produce these units, in addition to any processing fees, are included as promotional expenses in selling, general and
administrative expense.  After mid-July 2018, the Company modified its voucher program to provide its distributor with gammaCore and gammaCore
Sapphire promotional units at no charge (“voucher units”).  The voucher units have a distinct product item number to be used for the voucher program.  The
costs to produce these voucher units given to patients under the voucher program are recognized in promotional expense.

In October 2018, the Company launched its Partners for Coverage program that allows eligible commercial insurance patients uninterrupted access to
gammaCore for up to two months while insurance coverage is being pursued.  In February 2019, this program was modified to provide therapy to patients for
up to 12 months while insurance coverage is being pursued.  Patients receive voucher units during this period.  For the three months ended March 31, 2019,
voucher units equivalent to $1.6 million in sales of gammaCore Sapphire and gammaCore Sapphire refill kits were dispensed that are not reflected in net
sales. For the three months ended March 31, 2018, voucher units equivalent to $0.2 million in sales of gammaCore were dispensed that are not reflected in net
sales.

In addition, reimbursement for co-payments made by patients under the co-payment assistance program is also considered variable consideration. Beginning
in February 2019, eligible patients could receive a reduction of up to $300 from the cost of the first month of therapy and a reduction of up to $250 from the
cost of each refill for a maximum of 12 months.  For the three months ended March 31, 2019 and 2018, net product sales reflect a reduction of $14,040 and
$29,207, respectively, for the reduction from the cost of therapy under the co-payment assistance program.

In accordance with Company policy, no allowance for product returns has been provided. Damaged or defective products are replaced at no charge under the
Company’s standard warranty. For the three months ended March 31, 2019 and 2018, the replacement costs were immaterial.

Contract Balances
The Company generally invoices the customer and recognizes revenue once its performance obligations are satisfied, at which point payment is
unconditional. Accordingly, under ASC 606, the contracts with customers do not give rise to contract assets or liabilities.

Payment for products is due in accordance with the terms agreed upon with customers, generally within 31 days of shipment to the customer. Accordingly,
contracts with customers do not include a significant financing component.

Disaggregation of Net Sales
The following table provides additional information pertaining to net sales disaggregated by geographic market for the three months ended March 31, 2019
and 2018:  
 

 For the three months ended
March 31,  

 2019   2018  
Geographic Market        
United States $ 276,465  $ 9,606 
United Kingdom  90,584   64,982 
Germany  35,836   805 
Other  6,716   5,794 

Total Net Sales $ 409,601  $ 81,187
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Note 6.  Cash, Cash Equivalents and Marketable Securities
The following tables summarizes the Company’s cash, cash equivalents and marketable securities as of March 31, 2019 and December 31, 2018.
 

As of March 31, 2019  

  
Amortized

Cost   
Unrealized

Gain   
Unrealized

(Loss)   
Fair

Value  
Cash and cash equivalents  $ 6,953,786  $ —  $ —  $ 6,953,786 
                 
Corporate Debt Securities  $ 13,583,493  $ 2,325  $ (2,058)  $ 13,583,760 
Commercial Paper   4,957,115   —   (2,055)   4,955,060 
U.S. Treasury Bonds   26,875,131   1,858   (2,861)   26,874,128 
Total marketable securities  $ 45,415,739  $ 4,183  $ (6,974)  $ 45,412,948 
                 
Total cash, cash equivalents, and marketable securities  $ 52,369,525  $ 4,183  $ (6,974)  $ 52,366,734

 

 
As of December 31, 2018  

  
Amortized

Cost   
Unrealized

Gain   
Unrealized

(Loss)   
Fair

Value  
Cash and cash equivalents  $ 7,600,284  $ —  $ —  $ 7,600,284 
                 
Corporate Debt Securities  $ 18,961,145  $ —  $ (25,888)  $ 18,935,257 
Commercial Paper   6,970,867   —   (4,927)   6,965,940 
U.S. Treasury Bonds   35,074,005   —   (12,115)   35,061,890 
Total marketable securities  $ 61,006,017  $ —  $ (42,930)  $ 60,963,087 
                 
Total cash, cash equivalents, and marketable
   securities  $ 68,606,301  $ —  $ (42,930)  $ 68,563,371

 

 
The Company’s commercial paper, corporate debt securities and U.S. treasury bonds all mature within one year.
 
Note 7.  Fair Value Measurements
Certain assets and liabilities are reported on a recurring basis at fair value. Fair value is defined as the exchange price that would be received for an asset or
paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. Valuation techniques used to measure fair value must maximize the use of observable inputs and minimize the use of
unobservable inputs. Financial assets and liabilities carried at fair value are to be classified and disclosed in one of the following three levels of the fair value
hierarchy, of which the first two are considered observable and the last is considered unobservable:

• Level 1—Quoted prices in active markets for identical assets or liabilities.

• Level 2—Observable inputs (other than Level 1 quoted prices), such as quoted prices in active markets for similar assets or liabilities, quoted prices in
markets that are not active for identical or similar assets or liabilities, or other inputs that are observable or can be corroborated by observable market
data.

• Level 3—Unobservable inputs that are supported by little or no market activity and that are significant to determining the fair value of the assets or
liabilities, including pricing models, discounted cash flow methodologies and similar techniques.
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A summary of the assets and liabilities carried at fair value in accordance with the hierarchy defined above is as follows:
 

      Fair Value Hierarchy  
March 31, 2019  Total   (Level 1)   (Level 2)   (Level 3)  
Assets                 
Cash and cash equivalents  $ 6,953,786  $ 6,953,786  $ —  $ — 
Marketable Securities:                 

Corporate Debt Securities   13,583,760   13,583,760   —   — 
Commercial Paper   4,955,060   4,955,060   —   — 
U.S. Treasury Bonds   26,874,128   26,874,128   —   — 

Total  $ 52,366,734  $ 52,366,734  $ —  $ —
 

 
December 31, 2018                 
Assets                 
Cash and cash equivalents  $ 7,600,284  $ 7,600,284  $ —  $ — 
Marketable Securities:                 

Corporate Debt Securities   18,935,257   18,935,257   —   — 
Commercial Paper   6,965,940   6,965,940   —   — 
U.S. Government Sponsored Agencies   35,061,890   35,061,890   —   — 

Total  $ 68,563,371  $ 68,563,371  $ —  $ —
 

 
Cash and cash equivalents consisted of cash in bank checking and savings accounts, money market funds and U.S. treasury notes and are classified within
Level 1 of the fair value hierarchy because they are valued using quoted market prices in active markets. Marketable securities classified as Level 1 consist of
investments in corporate debt securities, commercial paper, U.S. treasury bonds that are valued using quoted prices in active markets.  

The carrying amount of the Company’s receivables and payables approximate their fair values due to their short maturities.

Note 8.  Inventories
Inventories are stated at the lower of cost or net realizable value.  Cost is determined on a first-in first-out basis.    
 

  March 31,   December 31,  
  2019   2018  
Raw materials  $ 1,192,797  $ 821,704 
Work in process   1,944,551   951,695 
Finished goods   451,916   176,003 
  $ 3,589,264  $ 1,949,402

 

 
Note 9.  Property and Equipment – Net
Property and equipment, net, as of March 31, 2019 and December 31, 2018 consisted of the following:
 

  March 31,   December 31,  
  2019   2018  
Machinery and equipment  $ 393,154  $ 424,146 
Furniture and fixture   283,268   286,268 
Computer equipment   20,783   20,783 

Property and equipment - gross   697,205   731,197 
Less accumulated depreciation and amortization   (305,176)   (350,293)

Property and equipment - net  $ 392,029  $ 380,904
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During the quarter ended March 31, 2019, there was a write-off of $70,639 for fully depreciated lab and production equipment and office furniture and an
additional $671 for undepreciated office furniture.  Depreciation and amortization expense for the three months ended March 31, 2019 and 2018 was $25,522
and $7,212, respectively.

Note 10.  Leases  

The Company implemented FASB ASU 2016-02, Leases (Topic 842), which required lessees to recognize most leases on the balance sheet effective January
1, 2019.  The Company recognized $3.9 million of right of use assets for leases for office, manufacturing and warehouse space and office equipment.  The
Company also recognized $4.2 million for lease liabilities.  The Company has elected not to recognize right of use assets and lease liabilities for short term
leases, i.e., leases with a noncancelable period of 12 months or less.

The Company’s leases have remaining lease terms of approximately three to five years, some of which include options to extend the leases for up to an
additional five years.  For the leases for the office, manufacturing and warehouse space, the Company recognized the options to renew the leases as part of the
right of use asset and the lease liability as the Company deemed that the renewal options were reasonably certain to be exercised.  

The discount rate used to determine the net present value of the leases at inception was 9.75%.  This is the incremental borrowing rate that represents the rate
of interest that the Company would expect to pay to borrow an amount equal to the lease payments under similar terms. As the Company does not borrow on
a collateralized basis, our non-collateralized borrowing rate is used as an input in deriving the incremental borrowing rate.  

For the three months ended March 31, 2019 and 2018, the Company recognized lease expense of $199,654 and $122,818, respectively.  These payments do
not include non-lease components as the Company elected not to include those payments as part of our lease expense.   

The tables below provide the details of the right of use assets and lease liabilities:

Supplemental Balance Sheet Information for Operating Leases
 

  March 31, 2019  
Operating leases:     

Operating lease right of use assets  $ 3,884,803 
Operating lease liabilities:     

Current portion of operating lease liabilities   213,897 
Noncurrent operating lease liabilities   4,001,218 

Total operating lease liabilities  $ 4,215,115 
Weighted average remaining lease term (in years)   8.3 
Weighted average discount rate   9.75%

 
Supplemental Statement of Cash Flows Information for Operating Leases

  

Three months
ended

March 31, 2019  
Noncash lease expense   70,315 
Change in operating lease liabilities   47,264
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Future minimum lease payments under non-cancellable operating leases as of March 31,2019:
 

Remainder of 2019  $ 435,954 
2020   720,671 
2021   695,353 
2022   739,336 
2023   752,824 
2024 and thereafter   2,944,363 

Total future minimum lease payments   6,288,501 
Less:  Amounts representing interest   (2,073,386)

Total  $ 4,215,115
 

 
Total lease expense, in accordance with the superseded lease standard was approximately $496,055 for 2018.  Future minimum lease payments under non-
cancellable operating leases as of December 31, 2018:
 

Year ended December 31, 2019  $ 576,743 
2020   714,616 
2021   692,893 
2022   737,324 
2023 and thereafter   3,696,796 

Total  $ 6,418,372
 

 
Note 11. Other Assets
In 2018, the Company entered into a contract to obtain a cloud computing arrangement (“CCA”).  In accordance with ASU 2018-15, the implementation costs
incurred in the CCA are deferred and recognized as other assets and will be amortized to expense over the noncancelable term of the arrangement.  The
Company incurred $498,191 in CCA costs in the first quarter of 2019 and $395,404 in the last quarter of 2018.  The implementation of this CCA is expected
to be completed by the second quarter of 2019.  
 
Note 12.  Accrued Expenses
Accrued expenses as of March 31, 2019 and December 31, 2018 consisted of the following:
 

  March 31,   December 31,  
  2019   2018  

Accrued professional fees   1,163,069   1,273,249 
Accrued bonuses   1,352,682   2,152,264 
Other accrued expenses   740,557   948,588 
  $ 3,256,308  $ 4,374,101

 

 
Note 13.  Net Loss Per Share
Basic earnings/(loss) per share is computed by dividing net income/(loss) available to electroCore, Inc. by the weighted-average number of shares of common
stock outstanding during the period.  Diluted earnings per share is computed by dividing net income available to electroCore, Inc. by the weighted-average
number of shares of common stock outstanding adjusted to give effect to potentially dilutive securities. Stock options have not been included in the diluted
earnings per share calculation as they have been determined to be anti-dilutive under the treasury stock method.  As described in Note 14, Corporate
Conversion and Equity, on June 21, 2018, electroCore, Inc. completed a Corporate Conversion as well as its initial public offering to, among other things,
provide for a single class of common stock of electroCore Inc., in exchange for the previous Convertible Preferred Units and Common Units of the
Company.  This conversion changed the relative ownership of electroCore, Inc. such that retroactive application of the conversion to periods prior to the IPO
for the purposes of calculating earnings (loss) per share would not be meaningful.
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Prior to the Corporate Conversion, the Company’s ownership structure included several different types of LLC interests including preferred stock, common
units and Profits Interests (see Note 14, Corporate Conversion and Equity).  The Company analyzed the calculation of earnings per unit for periods prior to
the Corporate Conversion and determined that it resulted in values that would not be meaningful to the users of these consolidated financial
statements.  Therefore, earnings per share information has not been presented for periods prior to the Corporate Conversion on June 21, 2018.  Thus, net loss
attributable to electroCore, Inc. subsidiaries and affiliate shown below only includes the loss attributable to the three months ended March 31, 2019 and not
for the three months ended March 31, 2018, as the Company was still an LLC at that time.  

The following table sets forth the numerators and denominators used to compute basic and diluted earnings per share of the common stock:
 

 
For the three months
ended March 31, 2019  

Numerator – Basic and Diluted    
Net loss attributable to electroCore, Inc. subsidiaries
   and affiliate $ (13,861,530)
Denominator – Basic and Diluted    
Weighted average shares of common stock outstanding  29,319,318 
Net loss per common share, Basic and Diluted $ (0.47)

 
Note 14. Corporate Conversion and Equity
On June 21, 2018, the Company completed the Corporate Conversion.  Pursuant to the certificate of incorporation effected in connection with the Corporate
Conversion, the Company’s authorized capital stock consists of 500 million shares of common stock, par value $0.001 per share and 10 million shares of
preferred stock, par value $0.001 per share.  As a result of this conversion and related initial public offering, 29,450,034 shares of common stock and zero
shares of preferred stock were issued.  Prior to the Corporate Conversion of the Company, the Operating Agreement permitted the issuance of four classes of
Units - Series A Preferred Units, Series B Preferred Units, Series B-1 Preferred Units and Common Units. Except as otherwise provided in the Operating
Agreement, each member was entitled to one vote for each Unit held and the Units of all classes and series voted together as a single class on all matters (on
an as converted to Common Unit basis).

Upon the Corporate Conversion, all Units were converted into an aggregate of 23,470,034 shares of common stock and options to purchase 2,141,751 shares
of common stock as follows:

• holders of common units, or Common Units, other than Common Units that were originally issued as “profits interests” (as such term is used for
purposes of the Internal Revenue Code), or Profits Interests, received an aggregate of 12,099,280 shares of common stock;

• holders of Series A Preferred Units received an aggregate of 4,181,856 shares of common stock, which included 241,939 shares of common stock as
payment in full of the approximately $3.6 million accrued and unpaid preferred return that was payable in respect of the Series A Preferred Units;

• holders of Series B Preferred Units received an aggregate of 5,843,668 shares of common stock;

• holders of Profits Interests received an aggregate of 1,345,231 shares of common stock; and

• holders of Profits Interests who were employees or consultants at the time of the corporate conversion received options to purchase an aggregate of
2,141,751 shares of common stock, with an exercise price of $15.00 which was equal to the initial public offering price.

Additionally, upon the conversion, the accumulated deficit of Electrocore LLC, subsidiaries and affiliates was reclassed to additional paid in capital in
accordance with SEC Staff Accounting Bulletin Topic 4B.

Series A Preferred Units
The Series A Preferred Units were entitled to a preference on distributions, ahead of the Common Units but behind Series B Preferred Units, in the amount of
$54,923,430 plus the Series A Preferred Return (as described below), as of June 20, 2018.
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The Series A Preferred Units were entitled to a return in an annual non-compounded amount with respect to each outstanding Series A Preferred Unit equal to
the product of the Series A Preferred Return Percentage and the Series A Unreturned Capital Value for each Unit, which accrued to the extent not paid. The
Series A Preferred Return Percentage was 4% and could be reduced to 2% if certain requirements were met as outlined in the amended and restated Operating
Agreement. Upon an IPO, the payment of the Series A Preferred Return was at the sole discretion of the Board of Managers. As of June 20, 2018, the Series
A Preferred Return payable, following the 2017 amendments to the Operating Agreement, upon a public offering of the Company’s common stock was fixed
at $3,629,092. This amount was paid with the issuance of 241,939 shares of common stock upon the IPO.  

The Series A Preferred Units were converted into common stock mandatorily immediately prior to the initial public offering as outlined in the amended and
restated Operating Agreement, and then subject to a 1:18 stock conversion.

As of June 20, 2018, there were no outstanding warrants to purchase Series A Preferred Units, except for warrants to purchase in the aggregate 221,766 Series
A Preferred Units issued in connection with the December 2015 term loan (which was repaid and/or converted into equity in 2016) and as compensation to
one of the financial advisors.  In connection with the IPO, these outstanding Series A warrants by their terms converted into warrants to purchase in the
aggregate 12,321 shares of common stock at an exercise price of $15.30 per share.

Series B Preferred Units
In 2017, the Company entered into a Series B Preferred Unit Purchase Agreement with multiple investors, including Core Ventures II, LLC and Merck Global
Health Innovation Fund. Under the terms of the Purchase Agreement, as amended, through December 31, 2017, the Company received cash proceeds of
$46,911,300 and converted $26,718,910 of outstanding promissory notes (the “Bridge Notes”) and related accrued and unpaid interest for an aggregate
amount of $73,630,210 (inclusive of amounts related to conversion of Bridge Notes and related accrued and unpaid interest) through the sale of Series B
Preferred Units at an initial closing and several additional closings.

Each Series B Preferred Unit was converted into one Common Unit mandatorily upon the occurrence of the Corporate Conversion as outlined in the amended
and restated Operating Agreement, and then subject to an 1:18 stock conversion pursuant to the terms of the plan of conversion for the Corporate Conversion.
In connection with all Series B Preferred Unit closings, the Company issued warrants for the purchase of 35,452,084 Common Units at an exercise price of
$1.25 per Unit, which expired unexercised upon the closing of the IPO. The Company also issued warrants to advisors for the purchase of 2,724,549 common
units at an exercise price of $0.70 per Unit.  The Company also issued 72,000 warrants to purchase common units with an exercise price of $1.25 per Unit,
which expired upon the closing of the IPO. The fair value of these warrants to purchase common units were recorded within additional-paid-in-capital. In
connection with the Corporate Conversion, the 2,724,549 warrants issued to advisors were converted to warrants to purchase 151,364 shares of common stock
at an exercise price of $12.60 per share of common stock.   

As of June 21, 2018, the Series B warrants that were issued to purchasers of the Bridge Notes were converted to (i)  warrants to purchase 429,948 shares of
common stock at an exercise price of $12.60 per share and (ii) the Series B Preferred warrants that were issued to financial advisors were converted into
warrants to purchase 101,119 shares of common stock at an exercise price of $12.60 per share.

Note 15. Income Taxes  
There is no provision for income taxes for the three months ended March 31, 2019.  The Company has incurred U.S. operating losses since inception and has
not incurred any other income taxes.  Prior to the Corporate Conversion on June 21, 2018, the Company was a limited liability company in the U.S., which is
treated as a partnership for Federal and state income tax purposes. Accordingly, the Company was not subject to U.S. income taxes until its conversion.

The Company has evaluated the available evidence supporting the realization of its deferred tax assets, including the amount and timing of future taxable
income, and has determined that it is more likely than not that its net deferred tax assets will not be realized in the U.S. and certain foreign jurisdictions. Due
to uncertainties surrounding the realization of the deferred tax assets, the Company maintains a full valuation allowance against substantially all of its net
deferred tax assets. When the Company determines that it will be able to realize some portion or all of its deferred tax assets, an adjustment to its valuation
allowance on its deferred tax assets would have the effect of increasing net income in the period such determination is made.
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The Company has applied ASC 740, Income Taxes, and has determined that it does not have any uncertain positions that would result in a tax
reserve.  Accordingly, no interest or penalties related to uncertain tax positions has been accrued. The Company’s policy is to recognize interest and penalties
related to uncertain tax positions in income tax expense. The Company is subject to U.S. federal tax authority and U.S. state tax authority examinations for all
years with the net operating loss and credit carryforwards.

Note 16.  Warrant Liability
During the period ended June 30, 2017, the Company issued Bridge Notes together with associated warrants.  Since the Bridge Note Warrants entitled the
holders to purchase securities in the Qualified Equity Round at the purchase price payable for the related equity securities, the exercise price of the warrants
was undetermined at the time of their issuance. Also, because the terms of redemption of the Series B Preferred Units were unknown at the time of their
issuance as well as the deemed liquidation terms, the warrant liability was recorded at fair value and marked to market.  The valuation of the warrant liability
was determined using level 3 inputs.  In connection with the Bridge Note closings, at the time of the Qualified Equity Round, the Company issued 7,739,092
Bridge Note Warrants all of which were outstanding as of March 31, 2018.  At the time of the Corporate Conversion, these warrants were converted to
warrants to purchase 429,948 shares of common stock at an exercise price of $12.60 and were reclassified to equity upon the determination that they no
longer met the criteria to be classified as liabilities. 

Note 17.  Stock Based Compensation and Unit‑Based Compensation
At the time of the Corporate Conversion, the issuance of common stock and options to purchase common stock to prior holders of Profits Interests in
connection with the Corporate Conversion was accounted for as a type-1 modification of the old awards.  See Note 14, Corporate Conversion and Equity, for
detail on the conversion of awards under the previous LLC structure to the new corporate structure.  

The following table presents the activity related to stock options for the three months ending March 31, 2019.  The options generally vest over a four year
period.
 

 Number of Options   
Weighted Average

Exercise Price   

Weighted Average
Remaining

Contractual
Term (Years)  

Outstanding, January 1, 2019  2,228,904  $ 14.89     
Granted  784,173   7.32     
Exercised  —   —     
Cancelled  (111,107)   15.09     
Outstanding, March 31, 2019  2,901,970  $ 12.84   9.0

 

 
Valuation Information for Stock-Based Compensation
For purposes of determining estimated fair value under FASB ASC 718-10, the Company computed the estimated fair values of stock options using the
Black-Scholes model.  The fair value of stock options issued during the first quarter of 2019 are provided in the following table:
 

Period Granted  # Options   Exercise Price ($)  
Expected

Volatility (%)  
Risk-Free Interest

Rate (%)  

Expected
Dividend
Yield (%)   

Expected
Term (Years)

January 2019   38,200  5.05-7.28  78.97-86.33  2.48-2.60   0.0   5.3-6.1
February 2019   455,223  6.57-6.87  84.30-84.72  2.52-2.54   0.0   6.0-6.2
March 2019   290,750  7.52-8.40  84.91-86.45  2.21-2.48   0.0   .07-6.2
 
The risk-free interest rate is the average U.S. Treasury rate with a term that most closely resembles the expected life of the award. The expected term of the
award was calculated using the simplified method. For volatility, the Company uses its historical volatility based on the grant date and the expected life of the
option.  The Company does not pay regular dividends on its common stock and does not anticipate paying any dividends in the foreseeable future.  
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The following table presents the activity related to restricted stock awards for the three months ending March 31, 2019.  The restricted stock granted generally
vest over a four year period.  
 

  
Number of

Shares   

Weighted
Average

Grant Date
Fair Value   

Outstanding January 1, 2019   1,342,710  $ 15.00  
Granted   187,088   6.95  
Converted   —   —  
Cancelled   (1,362)   8.67  
Outstanding, March 31, 2019   1,528,436  $ 14.02 

 

The following table presents the activity related to restricted stock unit awards for the three months ending March 31, 2019:
 

  
Number of

Shares   

Weighted
Average

Grant Date
Fair Value  

Outstanding, January 1, 2019   79,998  $ 15.00 
Granted   —   — 
Converted   —   — 
Cancelled   —   — 
Outstanding, March 31, 2019   79,998  $ 15.00

 

 
The Company recognized stock compensation for its equity awards as follows:  
 

  Three months ended  
  March 31,  
  2019   2018  

Selling, general and administrative  $ 438,761  $ 147,798 
Research and development  $ 276,556  $ 119,347 
Cost of goods sold  $ 28,715  $ —

 

 
Total unrecognized compensation cost related to unvested awards as of March 31, 2019 was $9.6 million and is expected to be recognized over the next 3.3
years.

Note 18. Employee Stock Purchase Plan
Employee Stock Purchase Plan
On January 1, 2019, the Company adopted the 2019 Employee Stock Purchase Plan.  The Plan is to provide eligible employees of the Company with an
opportunity to purchase common stock of the Company through accumulated payroll deductions, which are included in other current liabilities until they are
used to purchase Company shares.  The maximum number of shares reserved for delivery under the plan is:

(a) 300,000 shares, plus

(b) an annual increase to be added as of the first day of the Company’s fiscal year, beginning in 2020 and occurring each year thereafter through 2029,
equal to 1% of the total number of Shares of Common Stock issued and outstanding on a fully-diluted basis as of the end of the Company’s
immediately preceding fiscal year (or such lesser number of Shares, including no Shares, determined by the Administrator); provided, however, that
the aggregate number of additional Shares available for issuance pursuant to this paragraph (b) will not exceed a total of 4,500,000 Shares.  

There have not been any shares issued as of March 31, 2019.  The first shares are expected to be issued July 1, 2019, in accordance with the plan document,
subject to approval of the shareholders at the June 2019 meeting.  
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Note 19.  Commitments and Contingencies  
Claim from Lifehealthcare Pty Ltd.
The Company was party to a joint venture arrangement (JV Arrangement) in Australia with Lifehealthcare Pty Ltd (LHP).  In 2017, the parties agreed to
terminate the JV Arrangement.  In March 2019, the Company received a letter from LHP alleging certain breaches by the Company under the JV
Arrangement, primarily arising out of the Company’s alleged failure to notify LHP of the Company’s IPO.  The Company strongly disputes these allegations
and intends to vigorously assert its defenses to the alleged claims but cannot predict the outcome of the matter at this time.  However, the financial impact, if
any, in connection with the resolution of this matter is not expected to be material.

Settlement Agreement
In January 2019, the Company settled a dispute with one of its former advisors, Madison Global Partners, who had filed a complaint against the Company in
the Supreme Court of the State of New York, County of New York (Index No. 652329/2018) as previously reported.  As part of that settlement, the Company
paid Madison Global $325,000 and issued to Madison Global and its representatives warrants to purchase in the aggregate 62,181 shares of its common stock
at prices ranging from $5.68 per share to $12.60 per share.  5,192 warrants with an exercise price of $5.68 were issued and the expense was recognized in
January 2019. All other amounts were accrued in prior accounting periods.  The warrants issued are shown in the following table:
 

# Warrants   Exercise Price   Expiration Dates
 8,576  $ 8.86  April 1, 2021
 22,253  $ 5.68  March 30, 2022
 17,066  $ 12.60  June 30, 2022
 14,286  $ 12.60  August 31,2022
 

Note 20.  Subsequent Event
The Company is in the process of completing the dissolution of its inactive wholly-owned subsidiary, electroCore Bermuda, Ltd., which is expected to be
completed in the second quarter of 2019.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

You should read this section in conjunction with our unaudited interim consolidated financial statements and related notes included in this Quarterly Report
on Form 10-Q and our audited consolidated financial statements and related notes thereto and management’s discussion and analysis of financial condition
and results of operations for the year ended December 31, 2018 included in our Annual Report on Form 10-K, filed with the SEC. As discussed in the section
titled “Cautionary Note Regarding Forward-Looking Statements,” the following discussion and analysis contains forward-looking statements that involve
risks and uncertainties, as well as assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially from those
expressed or implied by such forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those
identified below, and those under the caption "Risk Factors" in the aforementioned Annual Report.

Overview
We are a commercial-stage bioelectronic medicine company with a proprietary non-invasive vagus nerve stimulation, or nVNS, therapy.  nVNS is a platform
therapy that modulates neurotransmitters and immune function through its pharmacologic effects on both the peripheral and central nervous systems.  We are
initially focused on neurology and rheumatology, and our therapy, gammaCore, is FDA-cleared for use by adults for the following three neurology
indications: the acute treatment of pain associated with each of migraine and episodic cluster headache; and the prevention of cluster headaches. In neurology,
we intend to pursue further label expansions to include prevention of migraine, migraine in adolescents and post-traumatic headache.  We are also engaging in
clinical development for potential new labeling claims in rheumatology, with an initial focus on rheumatoid arthritis.  

Since our inception in 2005, we have devoted substantially all of our resources to the development of vagus nerve stimulation, or VNS, and the
commercialization of our gammaCore therapy. Following our initial FDA clearance, in early 2017, our commercial strategy was to establish gammaCore as a
first-line treatment option for the acute treatment of episodic cluster headache in adult patients, who have few alternative treatment options available to them.
This strategy was supported by a product registry conducted from July 2017 through June 2018 to build advocacy among key opinion leaders in leading
headache centers in the United States, and to generate patient demand in the form of prescriptions submitted to payers. With an earlier-than-anticipated FDA
clearance for our acute treatment of migraine indication, we leveraged this advocacy during the registry period as we expanded into migraine, and prepared
for a full commercial launch of gammaCore and gammaCore Sapphire for the acute treatment of pain associated with episodic cluster headache and migraine
in adult patients, which was accomplished in the third quarter of 2018. With the clearance of our first label for the prevention of a primary headache
condition, i.e., cluster headache, in December 2018, we are building upon our existing base of advocacy and patient support.  

Since our IPO in June 2018, we have continued our efforts to increase acceptance of our gammaCore therapy as a first-line treatment for patients suffering
from episodic cluster headache and migraine headache.  Following the IPO, we expanded our salesforce by adding 14 territory business representatives.  This
provides us with a full complement of 32 territory business representatives and three medical science liaisons who are expected to cover 6,400 target
physicians focused on headache conditions.  More than 14,000 patients were prescribed gammaCore in 2018.  Since January 1, 2019, approximately 2,200
unique prescribers have prescribed our gammaCore therapy. Total prescriptions written in the three months ended March 31, 2019 were approximately 6,100
compared to approximately 5,800 in the three months ended December 31, 2018. In both quarters, the number of prescriptions dispensed were approximately
3,000. 

We have never been profitable and have incurred net losses in each year since our inception.  Our net loss for the three months ended March 31, 2019 and
2018 was $13.9 million and $9.5 million, respectively.  As of March 31, 2019, our accumulated deficit was $52.2 million. We expect to continue to incur
substantial net losses and negative cash flows from operations for at least the next several years as we commercialize gammaCore for the acute treatment of
pain associated with migraine and episodic cluster headache in adults. We intend to continue making targeted investments in building our U.S. commercial
infrastructure.  We also intend to continue making significant investments in research and development to expand our gammaCore therapy for the treatment of
other indications, including additional headache conditions and conditions in the field of rheumatology.

We face a variety of challenges and risks that we will need to address and manage as we pursue our strategy, including our ability to develop and retain an
effective sales force, achieve market acceptance of gammaCore among physicians, patients and third-party payors, and expand the use of gammaCore to
additional therapeutic indications.
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Because of the numerous risks and uncertainties associated with our commercialization efforts, as well as research and clinical development activities, we are
unable to predict the timing or amount of increased expenses, or when, if ever, we will be able to achieve or maintain profitability. Even if we are able to
increase sales of gammaCore, we may not become profitable. If we fail to become profitable or are unable to sustain profitability, then we may be unable to
continue our operations at planned levels and be forced to reduce or terminate our operations.

As of March 31, 2019, we had cash, cash equivalents and marketable securities of $52.4 million. We believe our current cash resources will enable us to fund
our operating expenses and capital expenditure requirements for at least the next 12 months.  See “—Liquidity and Capital Resources.”

Critical Accounting Policies and Estimates
 

The Company's significant accounting policies are described in Note 1 of the Company’s consolidated financial statements included elsewhere in this filing
and our audited consolidated financial statements and related notes thereto for the for the year ended December 31, 2018 included in our Annual Report on
Form 10-K filed with the SEC.  The Company’s consolidated financial statements are prepared in conformity with accounting principles generally accepted in
the United States. Certain accounting policies involve significant judgments, assumptions, and estimates by management that could have a material impact on
the carrying value of certain assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.

Recent Developments
Initial Public Offering
As discussed more fully in Note 1 in the accompanying Notes to the Consolidated Financial Statements contained in Item 1, we completed our IPO in June
2018, in which we sold 5,980,000 shares of common stock to the public at a price of $15.00 per share.  We received net proceeds of $77.5 million, net of
underwriting discount and other offering expenses.  

Corporate Conversion
Effective June 21, 2018, we converted into a Delaware corporation pursuant to a statutory conversion and changed our name to electroCore, Inc. Previously,
we operated as a Delaware limited liability company under the name Electrocore, LLC.  As a result of the Corporate Conversion, the holders of the different
classes and series of units of Electrocore, LLC became holders of common stock and options to purchase common stock of electroCore, Inc. Our Common
Units, other than Common Units issued as profits interests under the Code, or Profits Interests, Series A Preferred Units and Series B Preferred Units
converted into shares of our common stock on a one-for-one basis in the Corporate Conversion. Our Profits Interests converted into (i) shares of our common
stock, and (ii) with respect to Profits Interests that are held by our current employees and consultants at the time of the Corporate Conversion, options to
purchase our common stock. The number of shares of common stock and the number of options issued in respect of the Profits Interests was determined
based upon the appreciation in the value of the Company after the date of grant of the applicable Profits Interest through the completion of the IPO. The per
share exercise price of these options was equal to our IPO price of $15.00.  All of the conversions were subject to a 1:18 stock conversion.  Other than
warrants that expired in connection with the IPO, holders of warrants to purchase units of ElectroCore, LLC became holders of warrants to purchase shares of
common stock of electroCore, Inc. based on the same conversion adjustment.

The purpose of the Corporate Conversion was to reorganize our corporate structure so that the entity that offered our common stock to the public would be a
corporation rather than a limited liability company and so that our existing investors would own our common stock rather than equity interests in a limited
liability company.

Our conversion from a Delaware limited liability company to a Delaware corporation did not have a material effect on our consolidated financial statements
at the time of the Corporate Conversion.

23



 

Components of Our Results of Operations
Net Sales
We expect to generate the majority of our net sales in the United States. In April 2017, we received FDA clearance for gammaCore for the acute treatment of
pain associated with episodic cluster headache in adults. In July 2017, we began a product registry for episodic cluster headache in the United States and as a
result generated our first U.S. revenue relative to this FDA clearance. Through this registry, we sought to establish a base of advocacy among key opinion
leaders in the headache field and to generate patient demand through prescriptions submitted to the payors. We believed that choosing to enter the market with
a targeted product registry that prioritized early development of advocacy and reimbursement best positioned us for the full commercial launch of
gammaCore and gammaCore Sapphire, which was initiated in the third quarter of 2018.  In January 2018, we received FDA clearance for gammaCore for the
acute treatment of pain associated with migraine headaches in adults.

In February 2018, we began a formal physician training program engaging key opinion leaders throughout the United States to highlight the clinical evidence
and benefits of gammaCore for the acute treatment of pain associated with both migraine and episodic cluster headache and to train their colleagues on how
to prescribe gammaCore. Concurrently, we began a program that provided these trained physicians with vouchers, which allowed them to provide new
patients with a one-time 31-day prescription at no charge to the patient. This voucher program was implemented with three goals: to provide patients therapy
at no charge; to demonstrate to physicians the benefits of gammaCore therapy; and to prompt U.S. commercial payers to provide pharmacy benefit coverage
for the product as a result of their observation of patient demand for the therapy. This program has resulted in significant increases in prescriptions for
gammaCore and has prompted negotiations with numerous commercial payers, resulting in non-preferred medical and pharmacy reimbursement in
approximately 10 million lives and medical exception coverage for an additional 30 million pharmacy benefit lives in the first quarter of 2019.  In January
2019, we announced that we had been awarded a five-year Federal Supply Schedule Medical Equipment and Supply contract, which makes gammaCore
available to over 21 million patients whose care is administered by the Department of Veterans Affairs and the Department of Defense. Our goal is to achieve
a target of 100 million total covered lives by the end of 2019.

In 2017, we implemented a co-payment assistance program whereby we assumed responsibility for a fixed amount of copayment for the patient.  This
program was enhanced in February 2019, wherein eligible patients could receive a reduction of $300 in the cost of the first month of therapy and a reduction
of $250 in the cost of each refill for a maximum of 12 months.  For the three months ended March 31, 2019 and 2018, costs of this program of $14,040 and
$29,207, respectively, are reflected as a reduction of the transaction price of units sold within our net sales.

Prior to mid-July 2018, we sold gammaCore units to the distributor that would ultimately be dispensed under the voucher program in order to provide therapy
to patients at no charge.  The revenue associated with the transaction price for the gammaCore units redeemed and estimated to be redeemed in this program
were reduced by our reimbursement to the distributor for the patient cost of the gammaCore unit.  Accordingly, the transaction price for the voucher units
redeemed and estimated to be redeemed were recognized as contra-revenue. The costs to produce these units for the three months ended March 31, 2018 was
$38,550 plus any processing fees were included as promotional expenses in selling, general and administrative expense. 

After mid-July 2018, we modified our voucher program to provide our distributor with gammaCore and gammaCore Sapphire promotional units at no charge
(“free voucher units”).  These free voucher units have a distinct product item number that enables ease of tracking and allows the product to be dispensed to
the patient without the specialty pharmacy requiring reimbursement on behalf of the patient. In this way, the voucher program is more like a standard sample
program where free voucher units are issued to the patient, rather than being sold and subject to specialty pharmacy reimbursement and therefore recognized
as contra-revenue.  The cost to produce the free voucher units given to patients under this modified voucher program as of March 31, 2019 was $348,219 and
was recognized as promotional expense. Our net sales reflect only gammaCore and gammaCore Sapphire units sold either for new patients, or existing
patients’ refills, and none of the gammaCore and gammaCore Sapphire units prescribed and dispensed through our voucher program.  

In October 2018, we launched our Partners for Coverage program that allows eligible commercial insurance patients uninterrupted access to gammaCore for
up to 2 months while insurance coverage is being pursued.  In February 2019, this program was modified to provide therapy to patients for up to 12 months
while insurance coverage is being pursued.  Patients receive voucher units during this period.  For the three months ended March 31, 2019, voucher units
equivalent to $1.6 million in sales of gammaCore Sapphire and gammaCore Sapphire refill kits were dispensed that are not reflected in net sales. For the three
months ended March 31, 2018, voucher units equivalent to $0.2 million in sales of gammaCore were dispensed that are not reflected in net sales.  
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Prior to December 31, 2017, we generated the majority of our revenue from the European CE Mark approval for gammaCore that we obtained in 2011 for
five different indications, including primary headache. This allowed us to commercialize gammaCore in the European Economic Area and other countries
that recognize the European CE Mark. Following receipt of our CE marks beginning in 2011 and prior to receipt of our FDA clearance in the United States,
we limited our commercialization effort outside the United States to Germany and the United Kingdom. Revenue, however, was minimal primarily due to
limited published pivotal clinical data to support reimbursement in these countries. Our pivotal trials (ACT 1, ACT 2 (Non–Invasive Vagus Nerve Stimulation
for the ACute Treatment of Cluster Headache) and PRESTO (PRospectivE Study of nVNS for the Acute Treatment Of Migraine)) have been completed, and
the data has been published.  The published data related to cluster headache was provided to reimbursement authorities in the United Kingdom for review for
reimbursement consideration.  Published data related to migraine headache will also be provided to the reimbursement authorities in the United Kingdom for
reimbursement consideration. Likewise, our published data will be provided to reimbursement authorities in Germany for reimbursement consideration.  We
intend to explore select international markets to commercialize our gammaCore therapy based on reimbursement outcomes and as our resources permit, using
direct, dealer and distributor sales models as the targeted market best dictates.

We expect net sales of gammaCore to increase in the future as a result of new FDA clearances for indications for our therapy, as we expand our payor
coverage, sales, marketing and distribution capabilities to support growth in the United States and in select markets internationally.

Cost of Goods Sold
Cost of goods sold consists primarily of direct material, direct labor and overhead costs. A significant portion of our cost of goods sold consists of overhead
costs such as quality assurance, warehousing and shipment, facilities, depreciation on equipment and operations supervision and management. Due to our
relatively low production volumes compared to our available assembling capacity, a large portion of our costs for our gammaCore therapy consists of
overhead expense. If our production volumes increase as expected in the future, we anticipate that our per unit production costs will decrease.

Research and Development
Since our inception, we have focused significant resources on our research and development activities, including preclinical studies and clinical trials,
activities related to regulatory filings, and manufacturing development efforts.  Significant expenses also included in research and development are personnel
costs, which includes compensation, benefits and stock-based compensation.  We expense research and development costs as they are incurred.

Selling, General and Administrative
Our selling, general and administrative expenses consist primarily of personnel related costs (including compensation, benefits, and stock-based
compensation) for executive, finance, administrative and field based personnel, costs for commercial related infrastructure, and market development. As a
result of clearance from the FDA and commencement of commercial sales in the United States, we incurred a significant increase in compensation costs as
additional personnel were hired to oversee the execution of the commercial plan in the United States and Europe. Significant expenses include costs
associated with marketing and advertising, salesforce, professional fees for legal services, including legal services associated with our efforts to obtain and
maintain broad protection for the intellectual property related to our products, rent, compliance, payor reimbursement development, accounting services, and
consulting fees.

We expect selling, general and administrative expenses to continue to grow as we seek to execute our commercial and research and development plans. We
also expect other non-employee-related costs, including outside services and accounting and legal costs to increase. The timing of these increased
expenditures and their magnitude are primarily dependent on the commercial success and sales growth of gammaCore and gammaCore Sapphire. In addition,
we expect to incur increased selling, general and administrative expenses in connection with being a public company, which may further increase when we
are no longer able to rely on certain “emerging growth company” exemptions we are afforded under the JOBS Act.
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Change in Fair Value of Warrant Liability related to Convertible Bridge Notes
The change in fair value of the warrant liability is based on revaluation of the liability during the three months ended March 31, 2018. There were no warrant
liabilities subsequent to June 20, 2018.

Income Taxes
We use the asset and liability method of accounting for income taxes. Under this method, deferred taxes are recognized based on the differences between
financial statement and income tax bases of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse.
Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be realized. We provide a full valuation
allowance on substantially all deferred tax assets. The provision for income taxes represents the current tax payable for the period and the change during the
period in deferred tax assets and liabilities. We anticipate an immaterial provision given we are reporting losses in all our taxable jurisdictions and are
recording a full valuation allowance on the net deferred tax asset. We recognize the effect of an income tax position only if, based on its merits, the position is
more likely than not to be sustained on audit by the taxing authorities. Interest and penalties related to uncertain tax positions are recorded as income tax
expense.

Net Income Attributable to Non-Controlling Interest
From our inception through March 31, 2019, we consolidated the financial results of our affiliate, electroCore (Aust) Pty Limited. Although we did not have a
controlling ownership interest in electroCore (Aust) Pty Limited during that period, we determined that electroCore (Aust) Pty Limited was a variable interest
entity, of which we were the primary beneficiary.

Results of Operations
Comparison of the three months ended March 31, 2019 to the three months ended March 31, 2018
The following table sets forth amounts from our consolidated statements of operations for the three months ended March 31, 2019 and 2018 with the changes
in those items in dollars.
 
  For the three months ended March 31,      
  2019   2018   Change  
  (in thousands)  
Consolidated statements of operations:             
Net sales  $ 409.6  $ 81.2  $ 328.4 
Cost of goods sold   157.8   48.9   108.9 

Gross profit   251.8   32.3   219.5 
Operating expenses             

Research and development   3,459.8   2,306.3   1,153.5 
Selling, general and administrative   11,003.0   6,824.8   4,178.2 

Total operating expenses   14,462.8   9,131.1   5,331.7 
Loss from operations   (14,211.0)   (9,098.8)   (5,112.2)

Change in fair value of warrant liability   —   (245.9)   245.9 
Interest and other income, net   366.2   109.3   256.9 
Other   (16.7)   (208.1)   191.4 
Total other income/(expense)   349.5   (344.7)   694.2 

Loss before income taxes   (13,861.5)   (9,443.5)   (4,418.0)
Provision for income taxes   —   —   — 
Net loss from operations   (13,861.5)   (9,443.5)   (4,418.0)

Less: Net income attributable to noncontrolling interest   —   55.0   (55.0)
Total net loss attributable to Electrocore LLC and
   electroCore, Inc.  $ (13,861.5)  $ (9,498.5)  $ (4,363.0)
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Net Sales
Net sales were approximately $409.6 thousand and $81.2 thousand for three months ended March 31, 2019 and 2018, respectively.  The increase of $328.4
thousand is primarily due to increased selling efforts following the 2018 commercial launch of our products for the prevention and acute treatment of pain
associated with episodic cluster headache and the acute treatment of migraine headache in adult patients.  U.S. sales increased $266.9 thousand, Germany
sales increased $35.0 thousand, United Kingdom sales increased $25.6 thousand and sales in other regions increased $0.9 thousand.  

Costs of Goods Sold
Cost of goods sold was approximately $157.8 thousand and $48.9 thousand for the three months ended March 31, 2019 and 2018, respectively.  The increase
of $108.9 thousand was the result of increased sales.  

Research and Development
Research and development expense was approximately $3.5 million and $2.3 million for the three months ended March 31, 2019 and 2018, respectively.  The
increase of $1.2 million was the result of an increase in stock compensation expense of $0.2 million, increase in headcount and increased personnel costs of
$0.2 million, increase in clinical studies of $0.6 million and an increase in consulting fees of $0.2 million.  

Selling, General and Administrative
Selling, general and administrative expense was approximately $11.0 million and $6.8 million for the three months ended March 31, 2019 and 2018,
respectively. The increase of $4.2 million is a result of an increase in costs related to newly hired personnel of $2.2 million, increase in stock compensation
expense of $0.3 million, increase in professional fees of $0.5 million, increase in marketing related costs of $0.7 million, increase in costs related for the
voucher program of $1.4 million and an increase in other expenses of $0.3 million, offset by a decrease in consulting expense of $1.4 million.  

Interest and Other Income, Net
Interest and other income, net was $366.2 thousand and $109.3 thousand for the three months ended March 31, 2019 and 2018, respectively.  This increase of
$256.9 thousand was the result of returns on investments made with the proceeds from the IPO.

Net Income Attributable to Non-Controlling Interest
Net income attributable to non-controlling interest was $0 and $0.1 thousand for the three months ended March 31, 2019 and 2018, respectively.  This income
was due to the write-off of the previous liability from our joint venture in Australia.  

Cash Flows
The following table sets forth the significant sources and uses of cash for the periods noted below:
 

  For the three months ended March 31,  
  2019   2018  
  (in millions)  
Net cash (used in) provided by         

Operating activities  $ (16.4)  $ (9.7)
Investing activities  $ 15.8  $ (1.4)
Financing activities  $ —  $ (0.5)

 
Operating Activities
Net cash used in operating activities was $16.4 million for three months ended March 31, 2019 compared to $9.7 million for the three months ended March
31, 2018. This increase in net cash used in operating activities of $6.7 million was primarily associated with net changes in working capital of $1.9 million
and an increase in net loss of $4.4 million that was primarily the result of a $4.2 million increase in expenditures for selling, general and administrative items
and an increase in research and development costs of $1.2 million, offset by an increase in other income of $0.2 million.
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Investing Activities
Net cash provided by investing activities was $15.8 million for the three months ended March 31, 2019 compared to $1.4 million used in investing activities
for the three months ended March 31, 2018 and primarily reflects the net funds provided from the purchase, sale and maturities of marketable securities.

Financing Activities
Net cash used in financing activities was $0.0 for the three months ended March 31, 2019 compared to $0.5 million used in the period ended March 31,
2018.  For the three months ended March 31, 2018, the Company had deferred financing fees related to the IPO which occurred in June 2018.
 
Contractual Obligations and Commitments
In the normal course of business, we enter into obligations and commitments that require future contractual payments. The commitments result primarily from
lease for office space and leased equipment. The Company has also entered into commitments for the purchase of component parts of inventory related to its
gammaCore Sapphire launch as well as additional marketing related initiatives.

There are no material changes to the contractual obligations and commercial commitments, addressed in Note 10 in these quarterly financial statements, that
were disclosed in the December 31, 2018 audited consolidated financial statements.

Liquidity Outlook
As of March 31, 2019, we had an accumulated deficit of $52.2 million.  Historically, our primary sources of liquidity have been from private equity or debt
offerings.  In June 2018, we closed our IPO of 5,980,000 shares of common stock at a price of $15.00 per share with net proceeds of $77.5 million, after
underwriting discount and other offering expenses.  As of March 31, 2019 and December 31, 2018, our cash, cash equivalents, and marketable securities were
$52.4 million and $68.6 million, respectively.  As of March 31, 2019, we had no outstanding debt.  As of March 31, 2019 and December 31, 2018, we had
working capital (current assets less current liabilities) of $51.9 million and $65.6 million, respectively.

We expect to continue to incur substantial negative cash flows from operations for at least the next several years as we commercialize gammaCore. We intend
to continue to make targeted investments in building our U.S. commercial infrastructure. We also intend to continue to make significant investments in
research and development to expand our gammaCore therapy for the treatment of other indications, including additional headache conditions and conditions
in the field of rheumatology.

Based on our available cash resources and cash flow projections, we believe we have sufficient funds to continue operations for at least the next 12
months.  Until we can generate a sufficient amount of cash from operations, we expect to finance future cash needs through public or private equity or debt
offerings. Additional capital may not be available on reasonable terms, if at all. If we are unable to raise additional capital in sufficient amounts or on terms
acceptable to us, we may be unable to continue our operations at planned levels and be forced to reduce or terminate our operations. If we raise additional
funds through the issuance of additional debt or equity securities, it could result in dilution to our existing stockholders and increased fixed payment
obligations, and these securities may have rights senior to those of our common stock. If we incur indebtedness, we could become subject to covenants that
would restrict our operations, such as limitations on our ability to incur additional debt, limitations on our ability to acquire, sell or license intellectual
property rights and other operating restrictions that could adversely impact our ability to conduct our business. Any of these events could significantly harm
our business, financial condition and prospects.
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Item 3.  Quantitative and Qualitative Disclosures About Market Risk
Off-Balance Sheet Arrangements
We did not have during the periods presented, and we do not have any off-balance sheet arrangements, as defined in the rules and regulations of the SEC.

Foreign Currency Exchange Risk
We develop our products in the United States and sell those products into more than four countries. As a result, our financial results could be affected by
factors such as changes in foreign currency exchange rates or weak economic conditions in foreign markets. Most of our sales in Europe are denominated in
the U.S. dollar and Euro. As our sales in currencies other than the U.S. dollar increase, our exposure to foreign currency fluctuations may increase. In
addition, changes in exchange rates also may affect the end-user prices of our products compared to those of our foreign competitors, who may be selling
their products based on local currency pricing. These factors may make our products less competitive in some countries.

If the U.S. dollar uniformly increased or decreased in strength by 10% relative to the currencies in which our sales were denominated, our net income would
have correspondingly increased or decreased by an immaterial amount for the three months ended March 31, 2019.

Our exposure to market interest rate risk is confined to our cash and cash equivalents and marketable securities. As of March 31, 2019, we had cash and cash
equivalents of $7.0 million and marketable securities of $45.4 million.  The goals of our investment policy are preservation of capital, fulfillment of liquidity
needs and fiduciary control of cash and investments. We also seek to maximize income from our investments without assuming significant risk. To achieve
our goals, we may maintain a portfolio of cash equivalents and investments in a variety of securities of high credit quality. The securities in our investment
portfolio, if any, are not leveraged, are classified marketable securities, due to their very short-term nature, and are subject to minimal interest rate risk. We
currently do not hedge interest rate exposure. Because of the short-term maturities of our cash equivalents, we do not believe that an increase in market rates
would have any material negative impact on interest income recognized in our statement of operations. We have no investments denominated in foreign
currencies and therefore our investments are not subject to foreign currency exchange risk.

All of the potential changes noted above are based on sensitivity analyses performed on our financial position as of March 31, 2019.

Item 4: Controls and Procedures
Evaluation of Disclosure Controls and Procedures
We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports under the Exchange Act, is
recorded, processed, summarized and reported within the time periods specified in the rules and forms, and that such information is accumulated and
communicated to us, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure. In designing and evaluating our disclosure controls and procedures, we recognize that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives, as ours are designed to do, and we necessarily were required
to apply our judgment in evaluating whether the benefits of the controls and procedures that we adopt outweigh their costs.

As required by Rule 13a-15(b) of the Exchange Act, an evaluation as of March 31, 2019 was conducted under the supervision and with the participation of
our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our disclosure controls and procedures (as defined
in Rule 13a-15(e) under the Exchange Act). Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures, as of March 31, 2019, were effective for the purposes stated above.

Internal Control Over Financial Reporting
Our management, with the participation of our principal executive officer and principal financial officer, evaluated the effectiveness of the design and
operation of our disclosure controls and procedures as of the end of the period covered by this report. Based on this evaluation, as of March 31, 2019, the
principal executive officer and principal financial officer concluded that our disclosure controls and procedures (as defined in Rule 13a-15(e) of the Exchange
Act) were effective at the reasonable level of assurance.  
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Our principal executive officer and principal financial officer conducted an evaluation of our internal control over financial reporting (as defined in Exchange
Act Rule 13a-15(f)) and have determined there are no changes in our internal controls over financial reporting during the quarter ended March 31, 2019, that
have materially affected or which are reasonably likely to materially affect internal control over financial reporting.

Our management remediated the material weakness related to its internal control over financial reporting related to accounting for complex transactions that
was disclosed in our prospectus dated June 21, 2018, filed with the SEC, pursuant to Rule 424(b) under the Securities Act.  

Inherent Limitation on Effectiveness of Controls
Our management, including the Chief Executive Officer and Chief Financial Officer, believe that any disclosure controls and procedures or internal controls
and procedures, no matter how well conceived and operated, can provide only reasonable, not absolute assurance that the objectives of the control system are
met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to
their costs. Because of the inherent limitations in all control systems, they cannot provide absolute assurance that all control issues and instances of fraud, if
any, within electroCore have been prevented or detected. These inherent limitations include the realities that judgments in decision-making can be faulty, and
that breakdowns can occur because of simple errors or mistakes. Additionally, controls can be circumvented by the individual acts of some persons, by
collusion of two or more people, or by unauthorized override of the control. The design of any system of controls also is based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions. Accordingly, because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and may
not be detected.

Emerging Growth Company Status
In April 2012, the JOBS Act was enacted by the federal government. Section 107 of the JOBS Act provides that an emerging growth company can take
advantage of the extended transition period for complying with new or revised accounting standards. Thus, an emerging growth company can delay the
adoption of certain accounting standards until those standards would otherwise apply to private companies. We have irrevocably elected to “opt out” of this
provision and, as a result, we will comply with new or revised accounting standards when they are required to be adopted by public companies that are not
emerging growth companies.

For so long as we are an emerging growth company, we will not be required to provide an auditor’s attestation report on our internal control over financial
reporting in future annual reports on Form 10-K as otherwise required by Section 404(b) of the Sarbanes-Oxley Act.
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PART II — OTHER INFORMATION

Item 1. LEGAL PROCEEDINGS  
Claim from Lifehealthcare Pty Ltd.
The Company was party to a joint venture arrangement (JV Arrangement) in Australia with Lifehealthcare Pty Ltd (LHP).  In 2017, the parties agreed to
terminate the JV Arrangement.  In March 2019, the Company received a letter from LHP alleging certain breaches by the Company under the JV
Arrangement, primarily arising out of the Company’s alleged failure to notify LHP of the Company’s IPO.  The Company strongly disputes these allegations
and intends to vigorously assert its defenses to the alleged claims but cannot predict the outcome of the matter at this time.  However, the financial impact, if
any, in connection with the resolution of this matter is not expected to be material.

Item 1A. RISK FACTORS
There have been no material changes during the three months ended March 31, 2019 to the risk factors discussed in our Annual Report on Form 10-K filed
with the SEC.  

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
In June 2018, we completed our IPO and issued 5,980,000 shares of our common stock, including pursuant to the underwriter’s exercise of their right to
purchase additional shares, at an initial offering price to the public of $15.00. We received net proceeds from the IPO of approximately $77.5 million, after
deducting underwriting discounts, commissions and offering costs of approximately $12.2 million.

The shares were registered under the Securities Act (File Nos. 333-225084 and 333-225804), on a registration statement on Form S-1, which was declared
effective by the SEC, on June 21, 2018.

Through March 31, 2019, we used:

(i) approximately $4.2 million to fund activities related to commercialization of our gammaCore products which included hiring additional territory
business managers as well as patient and professional promotional activities across multiple media channels,

(ii) approximately $1.3 million to fund expansion of our clinical program into additional indications in headache and rheumatology,

(iii) approximately $1.5 million for the build out of our specialty distribution channel for the launch of gammaCore Sapphire, and

(iv) approximately $19.8 million for working capital, including inventory, and other corporate purposes.

Item 3. DEFAULTS UPON SENIOR SECURITIES
None.

Item 4. MINE SAFETY DISCLOSURES
Not applicable.

Item 5. OTHER INFORMATION
(a) None.

(b) Not applicable.
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Item 6. EXHIBITS
Furnish the exhibits required by Item 601 of Regulation S-K (§ 229.601 of this chapter).
 

Exhibit
Number  Description

   
   

  31.1*  Certification of Principal Executive Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

   

  31.2*  Certification of Principal Financial Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

   

  32.1**  Certification of Principal Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

   

  32.2**  Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.

   

101.INS  XBRL Instance Document
   

101.SCH  XBRL Taxonomy Extension Schema Document
   

101.CAL  XBRL Taxonomy Extension Calculation Linkbase Document
   

101.DEF  XBRL Taxonomy Extension Definition Linkbase Document
   

101.LAB  XBRL Taxonomy Extension Label Linkbase Document
   

101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document
 

* Filed herewith.
† Indicates management compensatory plan. 
** Furnished herewith.
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SIGNATURES

Pursuant to the requirements 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.
 
  Company Name
    
Date:  May 15, 2019  By: /s/ FRANCIS R. AMATO
   Francis R. Amato

   
Chief Executive Officer

(Principal Executive Officer)
    
Date:  May 15, 2019  By: /s/ BRIAN M. POSNER
   Brian M. Posner

   
Chief Financial Officer

(Principal Financial and Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION

I, Francis R. Amato, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of electroCore, 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)) for the registrant and have:

 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 (b) [Omitted pursuant to Exchange Act Rules 13a-14(a) and 15d-15(a);]

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

 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. 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.

 
Date: May 15, 2019 /s/ FRANCIS R. AMATO
 Francis R. Amato
 Chief Executive Officer
 (Principal Executive Officer)

 



EXHIBIT 31.2

CERTIFICATION

I, Brian M. Posner, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of electroCore, 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)) for the registrant and have:

 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 (b) [Omitted pursuant to Exchange Act Rules 13a-14(a) and 15d-15(a);]

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

 (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. 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.

 
Date: May 15, 2019 /s/ BRIAN M. POSNER
 Brian M. Posner
 Chief Financial Officer
 (Principal Financial and Accounting Officer)

 



EXHIBIT 32.1
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Quarterly Report on Form 10-Q of electroCore, Inc, (the “Company”) for the period ended March 31, 2019 as filed with the

Securities and Exchange Commission on the date hereof (the “Report”), I, Francis R. Amato, as Chief Executive Officer of the Company, hereby certifies,
pursuant to 18 U.S.C. Section 1350, that to the best of my knowledge:
 

1. The Report complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
Date: May 15, 2019 /s/ FRANCIS R. AMATO
 Francis R. Amato
 Chief Executive Officer
 (Principal Executive Officer)

 



EXHIBIT 32.2
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Quarterly Report on Form 10-Q of electroCore, Inc. (the “Company”) for the period ended March 31, 2019 as filed with the

Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, Brian M. Posner, Chief Financial Officer of the Company, hereby
certifies, pursuant to 18 U.S.C. Section 1350, that to the best of my knowledge:
 

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
Date: May 15, 2019 /s/ BRIAN M. POSNER
 Brian M. Posner
 Chief Financial Officer
 (Principal Financial and Accounting Officer)
 


