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 PART I FINANCIAL INFORMATION
 
References in this document to “us,” “we,” or “Company” refer to FOCUS UNIVERSAL INC.
 
 ITEM 1. FINANCIAL STATEMENTS
 

FOCUS UNIVERSAL INC. AND SUBSIDIARIES
 CONSOLIDATED FINANCIAL STATEMENTS

 
Index to the Financial Statements
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FOCUS UNIVERSAL INC. AND SUBSIDIARIES

 CONDENSED CONSOLIDATED BALANCE SHEETS
 

  June 30,  December 31,
  2019  2018
   (unaudited)      
ASSETS         
CURRENT ASSETS         

Cash and cash equivalents  $ 3,424,779  $ 4,455,751 
Accounts receivable   301,193   10,908 
Accounts receivable - related party   –     39,625 
Inventories, net   88,481   69,787 
Other receivables   2,151   –   
Prepaid expenses   29,473   115,833 

Total Current Assets   3,846,077   4,691,904 
         

Property and equipment, net   4,734,640   4,578,135 
Operating lease right-of-use assets   172,112   –   

Deposits   6,630   7,872 
Goodwill   307,572   –   

         
Total assets:  $ 9,067,031  $ 9,227,911 
         
LIABILITIES AND STOCKHOLDERS’ EQUITY         
Current Liabilities:         

Accounts payable and accrued liabilities  $ 252,577  $ 163,661 
Accounts payable - related party   –     4,921 
Other payable   –     7,210 
Customer deposit   113,723   36,184 
Current maturity of operating leases   52,486   –   
Promissory note – short term   50,000   –   

Total Current Liabilities   468,786   211,976 
         
Non-current Liabilities         

Non-current operating leases   130,921   –   
         
Total Liabilities   599,707   211,976 
         
Stockholders' Equity (Deficit):         

Common stock, par value $0.001 per share, 75,000,000 shares authorized; 40,959,741 shares issued and
outstanding as of June 30, 2019 and 40,907,010 shares issued and outstanding as of December 31, 2018
respectively   40,959   40,907 

Additional paid-in capital   13,343,659   12,956,486 

Shares to be issued, common share
  23,491   72,000 

Accumulated deficit   (4,940,785)   (4,003,485)
Total stockholders' equity   8,467,324   9,065,935 

         
Total Liabilities and Stockholders' Equity  $ 9,067,031  $ 9,277,911 

 
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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FOCUS UNIVERSAL INC. AND SUBSIDIARIES

 CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)

 
  Three Months  Three Months  Six Months  Six Months

  Ended  Ended  Ended  Ended
  June 30,  June 30,  June 30,  June 30,
  2019  2018  2019  2018
         
         

Revenue  $ 420,337  $ 36,580  $ 660,075  $ 97,757 
Revenue - related party   –     3,200   3,000   10,575 

Total revenue   420,337   39,780   663,075   108,332 
                 
Cost of Revenue   281,952   9,761   404,080   27,685 
                 
Gross Profit   138,385   30,019   258,995   80,647 
                 
Operation Expenses:                 

Selling   80,457   –     89,666   –   
Compensation - officers   30,000   30,000   61,675   60,000 
Research and development   64,716   56,771   126,720   107,789 
Professional fees   216,865   513,736   572,139   563,897 
General and administrative   238,714   135,889   349,170   205,052 

Total Operating Expenses   630,752   736,396   1,199,370   936,738 
                 
Loss from Operations   (492,367)   (706,377)   (940,375)   (856,091)
                 
Other Income (Expense)                 

Interest income (expense), net   343   (388,901)   1,068   (443,020)
Other income   1,980   –     1,980   –   

Total other expense   2,323   (388,901)   3,048   (443,020)
                 
Loss before income taxes   (490,044)   (1,905,278)   (937,327)   (1,299,111)
                 

Tax expense   –     –   –     – 
                 
Net Loss  $ (490,044)  $ (1,095,278)  $ (937,327)  $ (1,299,111)
                 
Weight Average Number of Common Shares Outstanding - Basic and
Diluted   40,959,741   34,641,405   40,938,725   34,417,219 
                 
Net Loss per common share                 

Basic and diluted  $ (0.01)  $ (0.03)  $ (0.02)  $ (0.04)
 

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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FOCUS UNIVERSAL INC. AND SUBSIDIARIES

 CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 2019 AND 2018

(unaudited)
 

  Common stock  
Additional

Paid-In  Subscription  

Shares to be
issued

Common  Accumulated  
Total

Stockholders'
Description  Shares  Amount  Capital  Receivable  Shares  Deficit  Equity

               
Balance - December 31, 2017   34,574,706  $ 34,575  $ 1,871,618  $ –  $ –  $ (1,978,794)  $ (72,601)
                             
Debt conversion   313,686   313   548,638   –   –   –   548,951 
                             
Share issued at $1.75 per share   2,174,599   2,175   3,803,337   –   –   –   3,805,512 
                             
Subscription receivable   3,581,328   3,581   6,263,779   (6,267,360)           – 
                             
Shares issued for compensation   –   –   –   –   457,377   –   457,377 
                             
Net loss   –   –   –   –   –   (1,299,111)   (1,299,111)
                             
Balance - June 30, 2018   40,644,319  $ 40,644  $ 12,487,372  $ (6,267,360)  $ 457,377  $ (3,277,905)  $ 3,440,128 
                             
Balance - December 31, 2018   40,907,010  $ 40,907  $ 12,956,486  $ –  $ 72,000  $ (4,003,458)  $ (9,018,679)
                             
Shares issued   13,445   13   96,496   –   (96,509)   –   – 
                             
Shares issued for compensation   –   –   –   –   48,000   –   48,000 
                             
Shares issued for acquisition   39,286   39   290,677   –   –   –   290,716 
                             
Net loss   –   –   –   –   –   (937,327)   (937,327)
                             
Balance - June 30, 2019   40,959,741  $ 40,959  $ 13,343,659  $ –  $ 23,491  $ (4,940,785)  $ (9,617,290)

 
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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FOCUS UNIVERSAL INC. AND SUBSIDIARIES

 CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTHS ENDED JUNE 30, 2019 AND 2018

(unaudited)
 

  2019  2018
Cash flows from operating activities:         
Net Loss  $ (937,327)  $ (1,299,111)
Adjustments to reconcile net loss to net cash used in operating activities:         

Inventory reserve   (12,654)   39,089 
Depreciation expense   71,168   1,090 
Amortization of right-of-use assets   14,337   –   
Amortization of debt discount   –     336,713 
Stock base compensation   48,000   457,377 

Changes in Operating Assets and Liabilities:         
Accounts receivable   146,269   26,311 
Accounts receivable - related party   39,625   (18,636)
Inventories   5,242   (57,966)
Other receivables   (2,151)   –   
Prepaid expenses   88,838   6,613 
Deposits   7,210   –   
Accounts payable and accrued liabilities   15,129   (47,625)
Accounts payable - related party   (4,921)   –   
Other payable   (7,210)   –   
Customer deposit   77,539   28,285 
Taxes payable   –     (800)

Net cash flows used in operating activities   (450,906)   (528,660)
Cash Flow from investing activities:         

Purchase of property and equipment   (217,292)   –   
Net cash flows used in investing activities   (217,292)   –   
Cash flows from financing activities:         

Cash from acquisition   201,482   –   
Payment for acquisition   (550,000)   –   
Payments on long-term debt and finance lease obligations   (14,256)   –   
Repayment of convertible notes   –     (548,949)
Shares issued for convertible notes   –     548,949 
Proceeds from sale of common stock   –     3,805,488 
Proceeds from shareholders loan   –     50,000 

Net cash flows provided by (used in) financing activities   (362,774)   3,855,488 
Net Change in Cash   (1,030,972)   3,326,828 
Cash - Beginning of Period   4,455,751   394,398 
Cash - End of Period  $ 3,424,779  $ 3,721,226 
Supplemental Disclosure for Statements of Cash Flow         

Interest paid  $ –    $ –   
Income tax paid  $ –    $ 800 

Supplemental Disclosures of Non-Cash Investing and Financing Activities:         
Promissory note issued for acquisition  $ 50,000  $ –   
Shares issued for acquisition  $ 290,716  $ –   

 
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements
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FOCUS UNIVERSAL INC. AND SUBSIDIARIES

 NOTES TO THE CONDENSED UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

 
Note 1 – Organization and Operations
 
Focus Universal Inc. (the “Company”) was incorporated under the laws of the State of Nevada on December 4, 2012 (“Inception”). We are a universal smart instrument
developer and manufacturer, headquartered in the Los Angeles, California metropolitan area, specializing in the development and commercialization of the novel and
proprietary universal smart technologies and instruments. Universal smart technology is an innovative, commercial, off-the-shelf technology with an innovative soft hardware
integrated platform. Our platform provides a unique and universal wireless solution for embedded design, industrial control, test and measurement. Our smart technology
software utilizes a smartphone, computer, or a mobile device as a platform and display that communicates and works in tandem with a group of external sensors and probes
manufactured by different vendors in a manner that requires the user to have little or no knowledge of their unique characteristics. Our universal smart instrument (the
“Ubiquitor”) consists of a reusable foundation component which includes a wireless gateway (which allows the instrument to connect to the smartphone via Bluetooth and wifi
technology), a universal smart application software (our “Application”) which is installed on the user’s smartphone allowing the sensor readouts to be monitored on the
smartphone screen. The Ubiquitor also connects to a variety of individual scientific sensors that collect unique data points, from moisture, light, and airflow to other things like
electricity voltage meters and a wide variety of applications. These data points are then sent wirelessly to the smartphone and the data is organized on the smartphone screen.
The smartphone, foundation, and sensor readouts together perform the functions of many traditional scientific and engineering instruments and are intended to replace the
traditional, wired stand-alone instruments at a fraction of their cost.
 
The Company and Perfecular were entities under common control; therefore, in accordance with Financial Accounting Standards Board (FASB) Accounting Standards
Codification (“ASC”) 805-50-45, the acquisition of Perfecular was accounted for as a business combination between entities under common control and treated similar to a
pooling of interest transaction.
 
Perfecular Inc. was founded in September 2009 and is headquartered in Walnut, California, and is engaged in designing certain digital sensor products and sells a broad
selection of horticultural sensors and filters in North America and Europe.
 
On March 15, 2019, Focus Universal Inc. entered into a stock purchase agreement with AVX Design & Integration, Inc. whereby the Company purchased 100% of the
outstanding stock of AVX Design & Integration, Inc.
 
AVX Design & Integration, Inc. was incorporated on June 16, 2000 in the state of California. The Company is an IoT installation and management company specializes high
performance, easy to use Audio/Video, Home Theater, Lighting Control, Automation and Integration. Services include full integration of houses, apartment, commercial
complex, office with audio, visual and control systems to fully integrate devices in the low voltage field. The Company’s services also include partial equipment upgrade and
installation.
 
Note 2 – Summary of Significant Accounting Policies
 
Basis of Presentation
 
The accompanying consolidated financial statements include the accounts of Focus Universal Inc. and its wholly-owned subsidiaries, Perfecular Inc. and AVX Design &
Integration, Inc.. All intercompany balances and transactions have been eliminated upon consolidation. The Company’s consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of America (“U.S. GAAP”).
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Segment Reporting
 
The Company currently has two operating segments. In accordance with ASC 280, Segment Reporting (“ASC 280’), the Company considers operating segments to be
components of the Company’s business for which separate financial information is available that evaluated regularly by the Management in deciding how to allocate resources
and in assessing performance. The Management reviews financial information presented on a consolidated basis for purposes of allocation resources and evaluating financial
performance. Accordingly, the Company has determined that it has two operating and reportable segments.
 
Cash and Cash Equivalents
 
The Company considers all highly liquid investments with a maturity of three months or less to be cash and cash equivalents. At times, such investments may be in excess of
Federal Deposit Insurance Corporation (FDIC) insurance limit. There were no cash equivalents held by the Company at June 30, 2019 and December 31, 2018.
 
Concentrations of Credit Risk
 
Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash and cash equivalents. The Company limits its exposure to
credit loss by investing its cash with high credit quality financial institutions.
 
Fair Value of Financial Instruments
 
The Company follows paragraph ASC 825-10-50-10 for disclosures about fair value of its financial instruments and paragraph ASC 820- 10-35-37 (“Paragraph 820-10-35-37”)
to measure the fair value of its financial instruments. Paragraph 820-10-35-37 establishes a framework for measuring fair value in accounting principles generally accepted in
the United States of America (U.S. GAAP), and expands disclosures about fair value measurements.
 
To increase consistency and comparability in fair value measurements and related disclosures, Paragraph 820-10-35-37 establishes a fair value hierarchy which prioritizes the
inputs to valuation techniques used to measure fair value into three (3) broad levels. The fair value hierarchy gives the highest priority to quoted prices (unadjusted) in active
markets for identical assets or liabilities and the lowest priority to unobservable inputs. The three (3) levels of fair value hierarchy defined by Paragraph 820-10-35-37 are
described below:
 
 · Level 1: quoted market prices available in active markets for identical assets or liabilities as of the reporting date.
 
 · Level 2: pricing inputs other than quoted prices in active markets included in Level 1, which are either directly or indirectly observable as of the reporting date.
 
 · Level 3: Pricing inputs that are generally observable inputs and not corroborated by market data.
 
Financial assets are considered Level 3 when their fair values are determined using pricing models, discounted cash flow methodologies or similar techniques and at least one
significant model assumption or input is unobservable.
 
The fair value hierarchy gives the highest priority to quoted prices (unadjusted) in active markets for identical assets or liabilities and the lowest priority to unobservable inputs.
If the inputs used to measure the financial assets and liabilities fall within more than one level described above, the categorization is based on the lowest level input that is
significant to the fair value measurement of the instrument.
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The fair value hierarchy gives the highest priority to quoted prices (unadjusted) in active markets for identical assets or liabilities and the lowest priority to unobservable inputs.
If the inputs used to measure the financial assets and liabilities fall within more than one level described above, the categorization is based on the lowest level input that is
significant to the fair value measurement of the instrument.
 
The carrying amount of the Company’s financial assets and liabilities, such as cash and cash equivalent, prepaid expenses, accounts payable and accrued expenses, approximate
their fair value because of the short maturity of those instruments.
 
Transactions involving related parties cannot be presumed to be carried out on an arm's-length basis, as the requisite conditions of competitive, free-market dealings may not
exist. Representations about transactions with related parties, if made, shall not imply that the related party transactions were consummated on terms equivalent to those that
prevail in arm's-length transactions unless such representations can be substantiated.
 
It is not however practical to determine the fair value of advances from stockholders, if any, due to their related party nature.
 
Inventory
 
Inventory is valued at the lower of the inventory’s cost or net realizable value under the first-in-first-out method. Management compares the cost of inventory with its market
value and an allowance is made to write down inventory to market value, if lower. Inventory allowances are recorded for obsolete or slow-moving inventory based on
assumptions about future demand and marketability of products, the impact of new product introductions and specific identification of items, such as discontinued products.
These estimates could vary significantly from actual requirements if future economic conditions, customer inventory levels or competitive conditions differ from expectations.
The Company regularly reviews the value of inventory based on historical usage and estimated future usage. As of June 30, 2019, and December 31, 2018, inventory reserve
amounted to $64,966 and $40,974, respectively.

 
Property and Equipment
 
Property and equipment are stated at cost. Depreciation is computed using the straight-line method. Estimated useful lives range from three to thirty-nine years on all categories
of depreciable assets. The cost and accumulated depreciation of assets sold or retired are removed from the respective accounts and any gain or loss is included in earnings.
Maintenance and repairs are expensed currently. Major renewals and betterments are capitalized.
 
Long-term assets of the Company are reviewed when circumstances warrant as to whether their carrying value has become impaired. The Company considers assets to be
impaired if the carrying value exceeds the future projected cash flows from related operations. The Company also re-evaluates the periods of amortization to determine whether
subsequent events and circumstances warrant revised estimates of useful lives.
 
Revenue Recognition
 
Effective January 1, 2018, the Company adopted Topic 606, Revenue from Contracts with Customers, using the modified retrospective transition method. The adoption of the
new revenue standards as of January 1, 2018 did not change the Company’s revenue recognition as the majority of its revenues continue to be recognized when the customer
takes control of its product. As the Company did not identify any accounting changes that impacted the amount of reported revenues with respect to its product revenues, no
adjustment to retained earnings was required upon adoption.
 
In general, the Company’s performance obligation is to transfer it products to its distributors. Revenues from product sales are recognized when the customer obtains control of
the Company’s products, which occurs at a point in time, typically upon delivery to the customer.
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The Company's revenue mainly generates from sale of sensor products, horticultural sensors and filters, such as light meters. The Company evaluated its product sales contracts
and determined that those contracts are generally capable of being distinct and accounted for as separate performance obligations. Performance obligation is satisfied when the
finished goods product delivered to the customers.
 
Allowance for doubtful accounts
 
The Company provides an allowance for doubtful accounts equal to the estimated uncollectible amounts. The Company's estimate is based on historical collection experience
and a review of the current status of trade accounts receivable. It is reasonably possible that the Company's estimate of the allowance for doubtful accounts will change.
Management evaluated allowance for doubtful accounts at June 30, 2019 and December 31, 2018 amounted to $42,335 and $0 based on collection history.
 
Research and development
 
Research and development costs are expensed as incurred. Research and development costs primarily consist of efforts to refine existing product models and develop new
product models.
 
Related Parties
 
The Company follows ASC 850-10 for the identification of related parties and disclosure of related party transactions. Pursuant to ASC 850-10-20 the related parties include: a)
affiliates of the Company; b) entities for which investments in their equity securities would be required, absent the election of the fair value option under the Fair Value Option
Subsection of ASC 825–10–15, to be accounted for by the equity method by the investing entity; c) trusts for the benefit of employees, such as pension and profit-sharing trusts
that are managed by or under the trusteeship of management; d) principal owners of the Company; e) management of the Company; f) other parties with which the Company
may deal if one party controls or can significantly influence the management or operating policies of the other to an extent that one of the transacting parties might be prevented
from fully pursuing its own separate interests; and g) other parties that can significantly influence the management or operating policies of the transacting parties or that have an
ownership interest in one of the transacting parties and can significantly Influence the other to an extent that one or more of the transacting parties might be prevented from fully
pursuing its own separate interests.
 
The consolidated financial statements shall include disclosures of material related party transactions, other than compensation arrangements, expense allowances, and other
similar items in the ordinary course of business. However, disclosure of transactions that are eliminated in the preparation of consolidated financial statements is not required in
those statements. The disclosures shall include: (a) the nature of the relationship(s) involved; (b) a description of the transactions, including transactions to which no amounts or
nominal amounts were ascribed, for each of the periods for which income statements are presented, and such other information deemed necessary to an understanding of the
effects of the transactions on the consolidated financial statements; (c) the dollar amounts of transactions for each of the periods for which income statements are presented and
the effects of any change in the method of establishing the terms from that used in the preceding period; and (d) amounts due from or to related parties as of the date of each
balance sheet presented and, if not otherwise apparent, the terms and manner of settlement.
 
Commitments and Contingencies
 
The Company follows ASC 450-20 to report accounting for contingencies. Certain conditions may exist as of the date the consolidated financial statements are issued, which
may result in a loss to the Company, but which will only be resolved when one or more future events occur or fail to occur. The Company assesses such contingent liabilities,
and such assessment inherently involves an exercise of judgment. In assessing loss contingencies related to legal proceedings that are pending against the Company or
unasserted claims that may result in such proceedings, the Company evaluates the perceived merits of any legal proceedings or unasserted claims as well as the perceived merits
of the amount of relief sought or expected to be sought therein.
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If the assessment of a contingency indicates that it is probable that a material loss has been incurred and the amount of the liability can be estimated, then the estimated liability
would be accrued in the Company’s consolidated financial statements. If the assessment indicates that a potential material loss contingency is not probable but is reasonably
possible, or is probable but cannot be estimated, then the nature of the contingent liability, and an estimate of the range of possible losses, if determinable and material, would
be disclosed.
 
Loss contingencies considered remote are generally not disclosed unless they involve guarantees, in which case the guarantees would be disclosed. Management does not
believe, based upon information available at this time that these matters will have a material adverse effect on the Company’s financial position, results of operations or cash
flows. However, there is no assurance that such matters will not materially and adversely affect the Company’s business, financial position, and results of operations or cash
flows.
 
Stock Based Compensation
 
The Company accounts for employee and non-employee stock awards under ASC 718, whereby equity instruments issued to employees for services are recorded based on the
fair value of the instrument issued and those issued to non-employees are recorded based on the fair value of the consideration received or the fair value of the equity instrument,
whichever is more reliably measurable.
 
There were no outstanding stock options as of June 30, 2019 and December 31, 2018.
 
Income Tax Provision
 
Income taxes are accounted for using the asset and liability method. Deferred income taxes are provided for temporary differences in recognizing certain income, expense and
credit items for financial reporting purposes and tax reporting purposes. Such deferred income taxes primarily relate to the difference between the tax basis of assets and
liabilities and their financial reporting amounts. Deferred tax assets and liabilities are measured by applying enacted statutory tax rates applicable to the future years in which
deferred tax assets or liabilities are expected to be settled or realized. There was no material deferred tax asset or liabilities as of June 30, 2019 and December 31, 2018.
 
As of June 30, 2019, and December 31, 2018, the Company did not identify any material uncertain tax positions.
 
Net Income (Loss) Per Common Share
 
Net income (loss) per common share is computed pursuant to ASC 260-10-45. Basic net income (loss) per common share is computed by dividing net income (loss) by the
weighted average number of common shares outstanding during the period.
 
Diluted net income (loss) per common share is computed by dividing net income (loss) by the weighted average number of shares of common stock and potentially outstanding
shares of common stock during the period to reflect the potential dilution that could occur from common shares issuable through contingent shares issuance arrangement, stock
options or warrants.
 
There were no potentially dilutive debt or equity instruments issued and outstanding at any time during the six months ended June 30, 2019 and 2018.
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Cash Flows Reporting
 
The Company adopted ASC 230-10-45-24 for cash flows reporting, classifies cash receipts and payments according to whether they stem from operating, investing, or financing
activities and provides definitions of each category, and uses the indirect or reconciliation method (“Indirect method”) as defined by ASC 230-10-45-25 of the FASB
Accounting Standards Codification to report net cash flow from operating activities by adjusting net income to reconcile it to net cash flow from operating activities by
removing the effects of (a) all deferrals of past operating cash receipts and payments and all accruals of expected future operating cash receipts and payments and (b) all items
that are included in net income that do not affect operating cash receipts and payments. The Company reports the reporting currency equivalent of foreign currency cash flows,
using the current exchange rate at the time of the cash flows and the effect of exchange rate changes on cash held in foreign currencies is reported as a separate item in the
reconciliation of beginning and ending balances of cash and cash equivalents and separately provides information about investing and financing activities not resulting in cash
receipts or payments in the period pursuant to ASC 830-230-45-1.
 
Subsequent Events
 
The Company follows the guidance in ASC 855-10-50 for the disclosure of subsequent events. The Company will evaluate subsequent events through the date when the
financial statements were issued. Pursuant to ASU 2010-09, the Company as an SEC filer considers its financial statements issued when they are widely distributed to users,
such as through filing them on EDGAR.
 
Recent Accounting Pronouncements
 
Management has considered all recent accounting pronouncements issued since the last audit of the Company’s financial statements. The Company’s management believes that
these recent pronouncements will not have a material effect on the Company’s financial statements.
 
Recently Adopted Standards
 
In 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842).” This ASU and subsequently issued amendments require leases with durations greater than 12 months to be
recognized on the balance sheet. The standard is effective for interim and annual reporting periods beginning after December 15, 2018, and early adoption is permitted. The
Company adopted the new standard in the first quarter of 2019.
 
Note 3 – Recent Accounting Pronouncement
 
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) 2016-02, Leases (Topic 842) (“Topic 842”), which
requires lessees to recognize leases on the balance sheet and disclose key information about leasing arrangements. Topic 842 was subsequently amended by ASU 2018-01, Land
Easement Practical Expedient for Transition to Topic 842; ASU 2018-10, Codification Improvements to Topic 842, Leases; ASU 2018-11, Targeted Improvements; and ASU
2019-01, Codification Improvements. The new standard establishes a right-of-use model (“ROU”) that requires a lessee to recognize a ROU asset and lease liability on the
balance sheet for all leases with a term longer than 12 months. Leases are classified as finance or operating, with classification affecting the pattern and classification of expense
recognition in the statement of income.
 
The new standard was effective for the Company on January 1, 2019. A modified retrospective transition approach is required, applying the new standard to all leases existing at
the date of initial application. An entity may choose to use either (1) its effective date or (2) the beginning of the earliest comparative period presented in the financial
statements as its date of initial application. The Company adopted the new standard on January 1, 2019 and used the effective date as its date of initial application.
Consequently, prior period financial information has not been recast and the disclosures required under the new standard have not been provided for dates and periods before
January 1, 2019.
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The new standard provides a number of optional practical expedients in transition. The Company elected the “package of practical expedients”, which permits it not to reassess
under the new standard its prior conclusions about lease identification, lease classification and initial direct costs. The Company did not elect the use-of-hindsight or the
practical expedient pertaining to land easements, the latter not being applicable to the Company. The new standard also provides practical expedients for an entity’s ongoing
accounting. The Company elected the short-term lease recognition exemption for all leases that qualify. This means, for those leases that qualify, it has not recognized ROU
assets or lease liabilities, and this includes not recognizing ROU assets or lease liabilities for existing short-term leases of those assets in transition. The Company also elected
the practical expedient to not separate lease and non-lease components for all of its leases.
 
The Company believe the most significant effects of the adoption of this standard relate to (1) the recognition of new ROU assets and lease liabilities on its condensed
consolidated balance sheet for its office operating leases and (2) providing new disclosures about its leasing activities. There was no change in its leasing activities as a result of
adoption.
 
Note 4 – Property and Equipment
 
At June 30, 2019 and December 31, 2018, property and equipment consisted of the following:
 

  
June 30, 

2019  
December 31,

2018
Warehouse  $ 3,789,773  $ 3,765,481 
Land   731,515   731,515 
Building Improvement   250,276   32,745 
Furniture and fixture   28,811   16,677 
Equipment   123,551   5,057 
Software   5,984   5,057 
Total cost   4,929,910   4,609,671 
Less accumulated depreciation   (195,271)   (31,536)
Property and equipment, net  $ 4,734,639  $ 4,578,135 
 
Depreciation expense for the six months ended June 30, 2019 and 2018 amounted to $71,168 and $1,090, respectively.
 
Note 5 – Convertible Promissory Notes
 
On June 30, 2017 and July 28, 2017, the Company received $420,000 and $80,000, respectively through a series of two unsecured convertible promissory notes from the same
unrelated third party (the “2017 Notes”). The 2017 Notes bear interest at 10% per annum, are due on June 30, 2020 and July 28, 2020 respectively and are unsecured. The 2017
Notes contain a provision that allows the note holder to convert the outstanding balance into shares of the Company's common stock at $1.75 per share. The Company
determined that the convertible promissory notes contain beneficial conversion features that are valued at $420,000 and $80,000 respectively; however, the amount recorded as
the beneficial conversion feature is limited to the face amount of the convertible promissory note. This beneficial conversion feature of $420,000 and $80,000 has been recorded
in the financial statements to additional paid-in capital and as a discount to the convertible promissory payable. The debt discounts are being amortized over the terms of the
2017 Notes. The Company recognized interest expense of $443,144 for the year ended December 31, 2018 related to these two unsecured convertible promissory notes. On
June 27, 2018, the convertible holder elected the right to convert all of convertible notes to common stock at $1.75 per share.
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Note 6 – Promissory Note
 
On March 15, 2019, when the Company purchased AVX Design & Integration, Inc. the Company agreed to pay the seller with a promissory note as part of the total
consideration paid. The Company issued a promissory note for the principal amount of $50,000, with a fixed interest rate of 6% per annum, payable in 12 equal monthly
installments commencing on June 1st, 2019. The previous owner of AVX Design & Integration, Inc. has requested a full payment by the end of the term instead of monthly
payments. Interest under the promissory note is calculated from the initial payment date through the date in which all amounts due under the note are paid in full. As of June 30,
2019, the outstanding balance under the promissory note was $50,000; interest incurred under the promissory note for the six months ended June 30, 2019 amounted to $250.
 
Note 7 – Related Party Transactions
 
Revenue generated from Vitashower Corp., a company owned by the CEO, amounted to $3,000 and $10,575 for the six months ended June 30, 2019 and 2018, respectively, $0
and $3,200 for the three months ended June 30, 2019 and 2018, respectively. Account receivable balance due from Vitashower Corp. amounted to $0 and $39,625 as of June
30, 2019 and December 31, 2018, respectively.
 
Compensation for services provided by the President and Chief Executive Officer for the six months ended June 30, 2019 and 2018 amounted to $60,000 and $60,000,
respectively and three months ended June 30, 2019 and 2018 amounted to $30,000 and $30,000, respectively.
 
Note 8 – Business Concentration and Risks 
 
Major customers
 
One customer accounted for 49% and 22% of the total accounts receivable as of June 30, 2019 and December 31, 2018, respectively.
 
Major vendors
 
One vendor accounted for 21% and 95% of total accounts payable at June 30, 2019 and December 31, 2018, respectively.
 
Note 9 – Commitments and Contingencies
 
On April 24, 2017, we entered into a two-year industrial/commercial lease within a larger multi-tenant industrial complex with Walnut Park Business Center, LLC. We leased a
2,800-square foot warehouse with a 1,400-square foot office space inside which will allow us to assemble our products as well as efficiently run our administrative operations
in the same building. The lease commenced on May 1, 2017 and will end on April 30, 2019. We will pay $3,500 per month until May 1, 2018 when the rent will increase to
$3,605 per month. The warehouse is located at 820511 East Walnut Drive North, Walnut, California. The Company purchased a warehouse in Ontario, California in September
and subleased the Walnut location to a third party. The Company is no longer obligated to pay for Walnut’s lease. The sublease tenant paid $7,210 as security deposit, shown as
other payable in current liability.
 
The Company did not have operating lease for the six months ended June 30, 2019. Total rent expense was $24,815 for the six months ended June 30, 2018.
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Note 10 – Leases
 
During the current quarter, we adopted ASU 2016-02, “Leases (Topic 842),” which requires leases with durations greater than twelve months to be recognized on the balance
sheet. Prior year financial statements were not recast under the new standard and, therefore, those amounts are not presented below. We lease property under finance and
operating leases. For leases with terms greater than 12 months, we record the related asset and obligation at the present value of lease payments over the term.
 
Operating lease right-of-use assets and liabilities are recognized at the present value of the future lease payments at the lease commencement date. The interest rate used to
determine the present value is our incremental borrowing rate, estimated to be 5.5%, as the interest rate implicit in our lease is not readily determinable.
 
Right-of-use assets are summarized below:
 
  June 30, 2019
Office lease  $ 196,554 
Less accumulated amortization   (24,442)
Right-of-use assets, net  $ 172,112 
 
Operating Lease liabilities are summarized below:
 
  June 30, 2019
Office lease  $ 183,407 
Less: current portion   (52,486)
Long term portion  $ 130,921 
 
Maturity of lease liabilities are as follows:
 
Six months ended December 31, 2019  $ 30,632 
Year ended December 31, 2020   62,183 
Year ended December 31, 2021   64,048 
Year ended December 31, 2022   43,655 
Total payment   200,518 
Amount representing interest   (17,111)
Lease Obligation, net  $ 183,407 
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Note 11 – Stockholders’ Equity
 
Shares authorized
 
Upon formation the total number of shares of all classes of stock which the Company is authorized to issue is seventy-five million (75,000,000) shares of common stock, par
value $0.001 per share.
 
Common stock
 
As of June 30, 2019 the Company had 40,959,741 shares of common stock issued and outstanding. 
 
Note 12 – Acquisition
  
On  March 15, 2019, the Company entered into and closed an asset purchase agreement with AVX Design & Integration, Inc. (“AVX”) as stated in Note 1, whereby the
Company purchased 100% of the outstanding stock of AVX, an Internet of Things (“IoT”) installation company (the “Acquisition Transaction”). Pursuant to the Acquisition
Transaction, the Company will purchase all 2,000 shares of the outstanding common stock of AVX for $875,000. The purchase price was paid as follows: (1) $550,000 payable
in cash at closing; (2) $290,716 payable in 39,286 shares of the Company’s common stock issued upon closing; and (3) $50,000 payable in the form of a secured promissory
note at 6% interest over 12 months secured by six shares of AVX common stock.
 
A summary of the purchase price and the purchase price allocations at fair value is below. The purchase price allocation is a preliminary and subject to change. The Company
has not yet completed its analysis to determine the fair value of the assets acquired on the acquisition date. Once this analysis is complete, the Company will adjust, if necessary,
the provisional amounts assigned to the assets purchased in the accounting period in which the analysis is completed.
 
Purchase price   
Cash  $ 550,000 
29,286 shares of common stock(1)   290,716 
Secured promissory note   50,000 
Total purchase price  $ 890,716 
 
Allocation of purchase price     
Cash  $ 201,482 
Accounts receivable   436,554 
Inventories   11,282 
Prepaid expenses   2,478 
Property and equipment   10,381 
Operating lease right-of-use assets   186,449 
Deposits   5,968 
Goodwill   307,572 
Accounts payable and accrued liabilities   (73,787)
Operating lease liability   (197,663)
Purchase price  $ 890,716 
 
(1) – the fair value of the common stock was calculated based on the closing market price of the Company’s common stock at the date of acquisition.
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Note 13 – Shares Issued for Compensation
 
The Company entered agreements with third party consultant and issued 13,445 of the Company’s common shares for services rendered in the amount of $96,509 for the six
months ended June 30, 2019.
 
In addition, the Company has incurred services fee of $48,000 for the six months ended June 30, 2019 for consulting services provided by two consulting companies, which the
Company will issue common shares as compensation for service rendered.
 
Note 14 – Shares to be issued, common shares
 
The Company entered into consulting agreement with two consulting firms. The agreements with the firms included payments in terms of cash and shares on monthly basis.
Expenses incurred but not yet paid in shares as of June 30, 2019 and December 31, 2018 amounted to $23,491 and $72,000, respectively. A portion of the service fees incurred
can be paid with common stock. The amount of common stock to be issued is calculated using market price on the sixth day of the month in which the services were rendered.
 
Note 15 – Segment reporting
 
The Company entered into consulting agreement with two consulting firms. The agreements with the firms included payments in terms of cash and shares on monthly basis.
Expenses incurred but not yet paid in shares as of June 30, 2019 and December 31, 2019 amounted to $23,491 and $72,000, respectively. A portion of the service fees incurred
can be paid with common stock. The amount of common stock to be issued is calculated using market price on the sixth day of the month in which the services were rendered.
 
  Focus  AVX  Total
       
Revenue  $ 208,838  $ 451,237  $ 660,075 
Revenue - related party   3,000   –     3,000 
Total revenue   211,838   451,237   663,075 
             
Cost of Revenue   174,822   229,258   404,080 
             
Gross Profit   37,016   221,979   258,995 
             
Operation Expenses:             
Selling   –     89,666   89,666 
Compensation - officers   60,000   1,675   61,675 
Research and development   126,720   –     126,720 
Professional fees   567,535   4,604   572,139 
General and administrative   291,272   57,895   349,170 
Total Operating Expenses   1,045,530   153,840   1,199,370 
             
Loss from Operations   (1,008,514)   68,139   (940,375)
             
Other Income (Expense)             
Interest income (expense), net   1,068   –     1,068 
Other income   1,980   –     1,980 
Total other expense   3,048   –     3,048 
             
Loss before income taxes   (1,005,466)   68,139   (937,327)
             
Tax expense   –     –     –   
             
Net Loss  $ (1,005,466)  $ 68,139  $ (937,327)
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Note 16 – Going Concern
 
In August 2014, the FASB issued ACU 2014-15, Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern. The new standard requires management
to assess the company’s ability to continue as a going concern. Disclosures are required if there is substantial doubt as to the company’s continuation as a going concern within
one year after the issue date of financial statements. The standard provides guidance for making the assessment, including consideration of management’s plans which may
alleviate doubt regarding the Company’s ability to continue as a going concern. ASU 2014-15 is effective for years ending after December 15, 2016. The Company has adopted
this standard for the three six ended June 30, 2019 and 2018.
 
These financial statements have been prepared on a going concern basis, which assumes the Company will continue to realize its assets and discharge its liabilities in the normal
course of business. The continuation of the Company as a going concern is dependent upon the continued financial support from its shareholders, the ability of the Company to
repay its debt obligations, to obtain necessary equity financing to continue operations, and the attainment of profitable operations. Recently, the Company has devoted a
substantial amount of resources to research and development to bring the Ubiquitor and its mobile application to full production and distribution. For the six months ended June
30, 2019, the Company had net loss of $937,327 and negative cash flow from operating activities of $450,906. As of June 30, 2019, the Company also had an accumulated
deficit of $4,940,785. These factors raise certain doubts regarding the Company’s ability to continue as a going concern. There are no assurances, however, that the Company
will be successful in obtaining an adequate level of financing for the long-term development and commercialization of its Ubiquitor product.
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 ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS AND PLAN OF OPERATION
 
The following discussion of our financial condition and results of operations should be read in conjunction with, and is qualified in its entirety by, the consolidated financial
statements and notes thereto included in, Item 1 in this Quarterly Report on Form 10-Q. This item contains forward-looking statements that involve risks and uncertainties.
Actual results may differ materially from those indicated in such forward-looking statements.
 
Forward-Looking Statements
 
This Quarterly Report on Form 10-Q and the documents incorporated herein by reference contain forward-looking. Such forward-looking statements are based on current
expectations, estimates, and projections about our industry, management beliefs, and certain assumptions made by our management. Words such as “anticipates”, “expects”,
“intends”, “plans”, “believes”, “seeks”, “estimates”, variations of such words, and similar expressions are intended to identify such forward-looking statements. These
statements are not guarantees of future performance and are subject to certain risks, uncertainties, and assumptions that are difficult to predict; therefore, actual results may
differ materially from those expressed or forecasted in any such forward-looking statements. Unless required by law, we undertake no obligation to update publicly any
forward-looking statements, whether as a result of new information, future events, or otherwise. However, readers should carefully review the risk factors set forth herein and in
other reports and documents that we file from time to time with the Securities and Exchange Commission, particularly the Report on Form 10-K, Form 10-Q and any Current
Reports on Form 8-K.
  
Narrative Description of the Business
 
Focus Universal Inc. (the “Company,” “we,” “us” or “our”) currently conducts business as a handheld sensor systems and filters wholesaler to distribution platforms. We are
working on developing a universal sensor node and gateway system that uses the data processing capabilities of a smartphone to display readings of multiple probe modules.
We are also researching the development of an anti-counterfeit authentication technology that we believe could address the problem of counterfeit production by attempting to
authenticate consumer goods.
 
Through a merger with Perfecular Inc., we strategically expanded our business to the research, development, assembly and marketing of high-tech electronic devices. We
realized that Internet marketing would not be sufficient to generate sales of our products, particularly the Ubiquitor product. We are going to focus on all types of marketing,
particularly marketing directly to established consumer distributions retailers. For this reason, during the first quarter of 2016 we decided to emphasize our sales of handheld
sensors and air filters and discontinue our marketing and advertising business segment. Through the development and creation of our Ubiquitor device, we anticipate that sales
and marketing involved with bringing this product to market will require us to hire a number of new employees in order to gain traction in the market as well as continue to
expand such sales of our existing sensor and air filter products.
 
For the six months ended June 30, 2019 and the years ended December 31, 2018 and 2017, we generated significant amount of revenue from sales of a broad selection of
agricultural sensors and measurement equipment which was the primary business for Perfecular Inc. and is now our primary business.
 
Through an acquisition of AVX, we are entering the residential and commercial automation installation service industry. AVX provides high-performance, easy-to-use
Audio/Video, Home Theater, Lighting Control, Automation and Integration services for high-net-worth residential projects. AVX has over twenty years of experience as an
installation firm. The company’s portfolio of integrated home automation and commercial security products and services allows customers to remotely control, monitor and
manage their homes and commercial spaces from any smart device. AVX currently services the Los Angeles market for projects, primarily concentrating on residences. The
Company plans to hire more technicians and to expand its commercial automation installation project reach. The Company is interested in expanding to other local markets in
the home automation and installation space in the future. The Company plans to diversify its current marketing initiatives and increase the budget to reach new customers.
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Our current products include:
 
Scientific Instrument Research and Development and Sales 
 
Engineers and scientists use instrumentation to observe, understand, and manage real-world data and phenomena, events, and processes related to their industries or areas of
expertise. Instrumentation systems that we are researching and developing measure and control electrical signals, such as voltage, current and power, as well as temperature,
pressure, speed, flow, volume, torque, light sensing, and vibration for example. Common general-purpose instruments in our market segment include, for example, voltmeters,
signal generators, oscilloscopes, data loggers, spectrum analyzers, cameras, and temperature and pressure monitors and controllers. Systems that perform measurement and
control can be generally categorized as test, measurement, and embedded systems. 
 
A New Approach to Measurement and Sensing
 
We offer a different approach than what is currently on the market because we are attempting to establish a demand for devices that link handheld devices and sensors with
common smartphone computing power through an application on the smartphone in both iOS and Android devices. Tapping into the computing power of a smartphone enables
a standard measurement device to increase its capabilities.
 
We also offer an array of traditional handheld measurement and control meters through our wholesale distribution platform.
 
Filter and Handheld Meter Wholesaler
 
We are a wholesaler of various filtration products and digital meters. We source our products from manufacturers in China and then sell to a major U.S. distributor who resells
our products directly to consumers through retail distribution channels. Specifically, we sell the following products:
 
Fan Speed Adjuster device. We provide a fan speed adjuster device to retailers and distributors. Designed specifically for centrifugal fans with brushless motors, our adjuster
device helps ensure longer life by preventing damage to fan motors by adjusting the speed of centrifugal fans without causing the motor to hum. These devices are rated for 350
watts max, have 120VAC voltage capacity and feature an internal, electronic auto-resetting circuit breaker.
 
Carbon filter devices. We also sell two types of carbon filter devices to distributors. These Carbon filter devices are professional grade filters specifically designed and used to
filter air in greenhouses that might be polluted by fermenting organics. One of these filters can be attached to a centrifugal fan to scrub the air in a constant circle or can be
attached to an exhaust line as a single pass filter, which moves air out of the growing area and filters unwanted odors and removes pollens, dust, and other debris in the air. The
other filter is designed to be used with fans from 0-6000 C.F.M.
 
HEPA filtration device . We provide an organic air high efficiency particulate arrestance (“HEPA”) filtration device at wholesale prices to distributors and retailers.
Manufactured, tested, certified, and labeled in accordance with current HEPA filter standards, this device is targeted towards greenhouses and grow rooms and designed to keep
insects, bacteria, and mold out of grow rooms. We sell these devices in various sizes.
 
Digital light meter. We provide a handheld digital light meter that is used to measure luminance in fc units, or foot-candles. The meter we sell is designed to be full cosine
corrected for the angular incidence of light (meaning if you are not holding the sensor perpendicular to the light source, the sensor will still read the light correctly). The meter
has a built-in low battery indicator and is designed to accurately measure to 40,000 FC.
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Quantum par meter. We provide a handheld quantum par meter used to measure photosynthetically active radiation (“PAR”). This fully portable handheld PAR meter is
designed to measure PAR flux in wavelengths ranging from 400 to 700 nm. It is designed to measure up to 10,000 umol.
 
Ubiquitor Wireless Universal Sensor Device
 
We have fully researched and developed a device we call the “Ubiquitor,” which is a handheld fully modular system with a universal sensor node and gateway system that uses
a smartphone as the output display module that displays the readings of various probe modules. We have completed an initial production run of 1,000 devices and intend to
develop this into full-scale production as soon as possible. The Ubiquitor is a wireless sensor device that combines measuring tools with smartphone technology to quickly
deliver sensor node data on desktop and mobile phone screens. The Ubiquitor’s sensor analytics system will integrate event-monitoring, storage and analytics software in a
cohesive package that we hope will provide a holistic view of sensor data it is reading.
 
After sending our circuit boards to China for soldering at an unaffiliated manufacturing facility, we assembled the initial production run at our facilities located in the City of
Industry. This initial production run will allow us to show large distributors and consumers the capabilities of the Ubiquitor which we hope will generate demand.
 
The physical hardware consists of:
 
 1. The sensor probes, which come in hundreds of different varieties of sensor instruments in the form of a USB stick, with

both male and female ports; and
 
 2. The main hardware gateway, which is a small cell phone size device with integrated circuits.
 
This device is intended to connect up to 2,500 sensor instruments, and integrate data using embedded software to display the data and all analytics onto a digital screen (desktop
or mobile displays) using multiple types of wireless connections (i.e., Wi-Fi, Bluetooth, 3G and 4G). Most types of probes can connect to the hardware. If the sensor size is
bigger than the standard probe size, it is possible to simply use a USB cable to connect the probe and the hub. All data and analytics are displayed on a single screen, with tools
that record and keep track of all measurements, and sort and display analytic information in easy to read charts.
 
The Ubiquitor is a general platform that collects data in real time, up to 100hz per second, and thus is intended to be adapted to many industrial uses.
 
The Ubiquitor is a multipurpose wireless intelligent sensor device that will be intended to achieve universal compatibility. Currently, the Ubiquitor device could simultaneously
accommodate more than 256 different types of sensor heads. Users could use their smartphones to simultaneously operate and monitor over 256 kinds of sensor readings. With
Perfecular Inc.’s technology, users only need to obtain the sensor heads, facilitating ease and convenience of use. Using a smartphone, users can collect and analyze data in real
time. We have not yet started research and development of a second generation Ubiquitor device, but once we demonstrate the market for this product intend to begin such
research and development. Currently our research and development is focused on concepts we can implement in the current generation Ubiquitor device.
 
Intellectual Property Protection
 
On November 4, 2016, we filed a U.S. patent application number 15/344,041 with the USPTO. On March 5, 2018, we issued a press release announcing that the USPTO has
issued an Issue Notification for U.S. Patent Application No. 9924295 entitled “Universal Smart Device,” which covers a patent application regarding the Company’s Universal
Smart Device. The patent was granted on March 20, 2018.
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Pursuant to recent research and development efforts, we recently received an issue notification from the USPTO for an application filed on June 2, 2017 that is a process for
improving a spectral response curve of a photo sensor. The small and cost-effective multicolor sensor and its related software protected by the potential patent we believe could
achieve a spectral response that approximates an ideal photo response to measure optical measurement. The patent was issued on February 26, 2019.
 
In addition, we have been awarded a notice of allowance for a patent from the USPTO for a patent application we filed on March 12, 2018 as application No. 15/925,400. The
patent title is a “Universal Smart Device” which is a universal smart instrument that unifies heterogeneous measurement probes into a single device that can analyze, publish,
and share the data analyzed. The issue fee was paid on March 14, 2019.
 
Competitors
 
There are several competitors we have identified in the wireless sensor node industry, including traditional instruments or devices manufacturers such as Hanna Instruments or
Extech Instruments.
 
Hach developed and launched the SC1000 Multi-parameter Universal Controller, a probe module for connecting up to 32 digital sensors or analyzers. However, their products
are not compatible with smart phones yet; and we believe their price point is still prohibitive to consumers.
 
Monnit Corporation offers a range of wireless and remote sensors. Many of Monnit’s products are web-based wireless sensors that usually are not portable because of their
power consumption. Also, the sensors’ real-time updates are slow; and we believe security of the web-based sensor data acquisition also may be a concern. In addition to
purchasing the device, consumers usually have to pay monthly fees for using web-based services.
 
We are not trying to compete with traditional instruments or device manufacturers because we utilize our Ubiquitor device in conjunction with our generic instrument’s
smartphone application, which we believe will be a completely different product category.
 
Market Potential
 
We believe that wireless universal smart technology will play a critical role for traditional instrument manufacturers, as it is too expensive and difficult to develop for medium
or smaller companies. The cost factor is the first consideration when deciding whether a company wants to develop smart wireless technologies and implement them in their
products or use them in their field testing. We also hope to play a role in academic laboratories, particularly with smaller academic laboratories who are sensitive to price.
  
Results of operations for the three months ended June 30, 2019 compared to the three months ended June 30, 2018.
 
Revenue, cost of sales and gross profit
 
Our consolidated gross revenue for the three months ended June 30, 2019 and 2018, was $420,337 and $39,780, respectively, which included revenue from related party of $0
and $3,200, respectively. Our cost of consolidated cost of revenues for the three months ended June 30, 2019 and 2018, was $281,952 and $9,761, respectively, resulting in a
gross profit of $138,385 and $30,019 for the three months ended June 30, 2019 and 2018, respectively. The Company has been phasing out the sale of its older products while
currently developing new products for sale.
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Operating Costs and Expenses
 
The major components of our operating expenses for the three months ended June 30, 2019 and 2018 are outlined in the table below:
 

  

For the 
Three Months 

Ended 
June 30, 

2019  

For the 
Three Months 

Ended 
June 30, 

2018  

Increase 
(Decrease) 

$
Selling  $ 80,457  $ –    $ 80,457 
Officer compensation   30,000   30,000   –   
Research and development   64,716   56,771   1,318 
Professional fees   216,865   513,736   (296,871)
General and administrative   238,714   135,874   102,840 
Total operating expenses  $ 630,752  $ 736,381  $ 548,458 

  
Officer compensation was $30,000 for three months ended June 30, 2019 and 2018.
 
Research and development was $64,716 and $56,771 for the three months ended June 30, 2019 and 2018.
 
Professional fees decreased from $513,736 during the three months ended June 30, 2018 to $216,865 during the three months ended June 30, 2019, a decrease of $296,871. The
decrease of professional fees is mainly due to services incurred for private placement and professionals engaged for potential investment during 2018 which did not occur in the
same period in 2019.
 
General and administrative expenses of $238,714 incurred during the three months ended June 30, 2019 primarily consisted of salaries of $86,977 and depreciation expense of
$38,241. General and administrative expenses of $135,874 incurred during the three months ended June 30, 2018 primarily consisted of marketing fee of $56,000, office rent of
$14,315 and salaries of $28,404. The increase was mainly due to increased salaries and depreciation expense.
 
Net Losses
 
During the three months ended June 30, 2019 and 2018, we incurred net losses of $490,044 and $1,095,278 respectively, due to the factors discussed above.
 
Results of operations for the six months ended June 30, 2019 compared to the six months ended June 30, 2018.
 
Revenue, cost of sales and gross profit
 
Our consolidated gross revenue for the six months ended June 30, 2019 and 2018 was $663,075 and $108,332, respectively, which included revenue from related parties of
$3,000 and $10,575, respectively. Revenue for the six months ended June 30, 2019 increased $554,743 due to acquisition of AVX Design & Integration, Inc. which generated
revenue of $451,237 for the period then ended. Our cost of consolidated cost of revenues for the six months ended June 30, 2019 and 2018 was $404,080 and $27,685,
respectively, resulting in a gross profit of $258,995 and $80,647 for the six months ended June 30, 2019 and 2018, respectively.
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Operating Costs and Expenses
 
The major components of our operating expenses for the three months ended June 30, 2019 and 2018 are outlined in the table below:
 

  

For the
Six Months

Ended
June 30,

2019  

For the
Six Months

Ended
June 30,

2018  

Increase
(Decrease)

$
  $ 89,666  $ –    $ 89,666 
Officer compensation   61,675   60,000   1,675 
Research and development   126,720   107,789   18,931 
Professional fees   572,139   563,897   8,242 
General and administrative   349,170   205,037   144,133 
Total operating expenses  $ 1,199,370  $ 936,723  $ 262,647 
 
Officer compensation was $61,675 and $60,000 for the six months ended June 30, 2019 and 2018.
 
Research and development was $126,720 and $107,789 for the six months ended June 30, 2019 and 2018.
 
Professional fees increased from $563,897 during the six months ended June 30, 2018 to $572,139 during the six months ended June 30, 2019, an increase of $8,242. The
increase of professional fees mainly resulted legal, accounting and consulting expenses incurred related to the acquisition, annual audit, SEC filings, and preparing for a listing
on the NASDAQ Capital Market.
 
General and administrative expenses of $349,170 incurred during the six months ended June 30, 2019 primarily consisted of salaries of $123,144 and depreciation expense of
$70,137. General and administrative expenses of $205,037 incurred during the six months ended June 30, 2018 primarily consisted of market fee of $68,000, office rent of
$24,815 and salaries of $54,427. The increase was mainly due to increased salaries and depreciation expenses.
 
Net Losses
 
During the six months ended June 30, 2019 and 2018, we incurred net losses of $937,327 and $1,299,111 respectively, due to the factors discussed above and interest expenses
of $443,020 incurred in 2018 due to note payable conversion into common stock.
 
Liquidity and Capital Resources
 
Working Capital
 

  
June 30,

2019  
December 31,

2018
Current Assets  $ 3,846,077  $ 4,691,904 
Current Liabilities   (468,786)   (211,976)
Working Capital  $ 3,377,291  $ 4,479,928 
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Cash Flows
 
The table below, for the periods indicated, provides selected cash flow information:
 

  

For the
Six Months

Ended
June 30,

2019  

For the
Six Months

Ended
June 30,

2018
Net cash used in operating activities  $ (450,906)  $ (528,660)
Net cash used in investing activities   (217,292)   –   
Net cash provided by financing activities   (362,774)   3,855,488 
Net change in cash and cash equivalents  $ (1,030,972)  $ 3,326,828 
 
Cash Flows from Operating Activities
 
Our net cash outflows from operating activities of $450,906 for the six months ended June 30, 2019 was primarily the result of our net loss of $937,327, and changes in our
operating assets and liabilities. Our net cash outflows from operating activities of $528,660 for the six months ended June 30, 2018, was primarily the result of our net loss of
$1,299,111 and changes in our operating assets and liabilities.
 
We expect that cash flows from operating activities may fluctuate in future periods as a result of a number of factors, including fluctuations in our net revenues and operating
results, utilization of new revenue streams, collection of accounts receivable, and timing of billings and payments.
 
Cash Flows from Investing Activities
 
The Company purchased a warehouse in September of 2018 and had some additional improvement on the building, resulting a cash outflow from investment activities of
$217,292 for the six months ended June 30, 2019. The Company did not incur any cash flow from investing activities for the six months ended June 30, 2018.
 
Cash Flows from Financing Activities
 
Our net cash outflows from financing activities of $362,774 for the six months ended June 30, 2019 was primarily from payment made on the acquisition. Our net cash inflows
from financing activities of $3,855,488 for the six months ended June 30, 2018 was primarily from proceeds from sale of common stocks.
 
Going concern
 
These financial statements have been prepared on a going concern basis, which assumes the Company will continue to realize its assets and discharge its liabilities in the normal
course of business. The continuation of the Company as a going concern is dependent upon the continued financial support from its shareholders, the ability of the Company to
repay its debt obligations, to obtain necessary equity financing to continue operations, and the attainment of profitable operations. Recently, the Company has devoted a
substantial amount of resources to research and development to bring the Ubiquitor and its mobile application to full production and distribution. For the six months ended June
30, 2019, the Company had a net loss of $937,327 and negative cash flow from operating activities of $450,906. As of June 30, 2019, the Company also had an accumulated
deficit of $4,940,785. These factors raise certain doubts regarding the Company’s ability to continue as a going concern. There are no assurances, however, that the Company
will be successful in obtaining an adequate level of financing for the long-term development and commercialization of its Ubiquitor product.
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Off Balance Sheet Arrangements
 
As of June 30, 2019, we did not have any off-balance-sheet arrangements, as defined in Item 303(a)(4)(ii) of Regulation SK.
 
 ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
 
We are a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and are not required to provide the information required under this item.
 
 ITEM 4. CONTROLS AND PROCEDURES
 
Evaluation of Disclosure Controls
 
Under the supervision and with the participation of our management, including our principal executive officer and principal financial officer, we have conducted an evaluation
of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a15(e) and 15d15(e) under the Securities and Exchange Act of
1934, at the end of the period covered by this report. Based on this evaluation, our principal executive officer and principal financial officer concluded as of the evaluation date
that our disclosure controls and procedures were effective such that the material information required to be included in our Securities and Exchange Commission reports is
recorded, processed, summarized and reported within the time periods specified in SEC rules and forms relating to our company, particularly during the period when this report
was being prepared.
 
Our management concluded we did not maintain effective controls over the Company’s financial reporting. The material weaknesses in our internal control over financial
reporting, caused principally by inadequate staffing and technical expertise in key positions, resulted in overly relying on outside consultants to make numerous adjustments to
our financial statements. Additionally, the significant deficiencies or material weaknesses could result in future material misstatement of the consolidated financial statements
that would not be prevented or detected. Management has concluded that the identified control deficiencies constitutes a material weakness.
 
Changes in internal control over financial reporting.
 
There were no changes in our internal control over financial reporting during our most recent fiscal quarter that materially affected, or were reasonably likely to materially
affect, our internal control over financial reporting.
 
Limitations on the Effectiveness of Internal Controls
 
Disclosure controls and procedures, no matter how well designed and implemented, can provide only reasonable assurance of achieving an entity's disclosure objectives. The
likelihood of achieving such objectives is affected by limitations inherent in disclosure controls and procedures. These include the fact that human judgment in decision-making
can be faulty and that breakdowns in internal control can occur because of human failures such as simple errors or mistakes or intentional circumvention of the established
process.
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 PART II. OTHER INFORMATION

 
 ITEM 1. LEGAL PROCEEDINGS
 
We were not subject to any legal proceedings during the six months ended June 30, 2019 and there are currently no legal proceedings, to which we are a party, which could have
a material adverse effect on our business, financial condition or operating results.
 
 ITEM 1A. RISK FACTORS
 
We are a smaller reporting company as defined by Rule 12b-2 of the Securities Exchange Act of 1934 and are not required to provide the information under this item.
 
 ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
 
No shares or common stock were sold during the six months ended June 30, 2019. 
 
 ITEM 3.  DEFAULTS UPON SENIOR SECURITIES
 
No senior securities were issued and outstanding during the six-month periods ended June 30, 2019 or 2018.
 
 ITEM 4.  MINE SAFETY DISCLOSURES
 
Not applicable to our Company.
 
 ITEM 5.  OTHER INFORMATION
 
Our common stock has been quoted on the OTCQB and on the OTC Link since July 31, 2014 under the symbol “FCUV”. 
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 ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
 
Exhibits

 
The following financial information is filed as part of this report:
 

(a)  (1) FINANCIAL STATEMENTS
  
 (2) SCHEDULES
  
 (3) EXHIBITS. The following exhibits required by Item 601 to be filed herewith are incorporated by reference to previously filed documents:
  

Exhibit
Number Description

  

2.1 Agreement and Plan of Merger by and among Focus Universal Inc., FCUV Acquisition Corp. and Perfecular Inc. filed with the SEC on January 5,
2016.

  
3.1 Articles of Incorporation. Incorporated by reference to the Company’s Registration Statement on Form S-1 filed with the SEC on December 26, 2013.

  
3.2 Bylaws. Incorporated by reference to the Company’s Registration Statement on Form S-1 filed with the SEC on December 26, 2013.

  
4.2 Subscription Agreement. Incorporated by reference to the Company’s Registration Statement on Form S-1 filed with the SEC on December 26, 2013.

  
10.1 Stock Purchase Agreement dated December 29, 2014. Incorporated by reference to the Company’s 8-K filed with the SEC on January 5, 2015.

  
10.2 Unsecured Demand Promissory Note dated February 1, 2015 in the amount of $20,000 filed with the SEC on July 28, 2015

  
10.3 Unsecured Demand Promissory Note dated February 25, 2015 in the amount of $100,000 filed with the SEC on July 28, 2015

  
10.4 Master Revolving Note dated May 21, 2015 in the amount of $1,000,000 filed with the SEC on July 28, 2015

  
31.1 Certification of CEO pursuant to Sec. 302

  
31.2 Certification of CFO pursuant to Sec. 302

  
32.1 Certification of CEO pursuant to Sec. 906

  
32.2 Certification of CFO pursuant to Sec. 906

  
101.INS* XBRL Instances 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

 
* To be filed by amendment.
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http://www.sec.gov/Archives/edgar/data/1590418/000101968716004710/focus_ex0201.htm
http://www.sec.gov/Archives/edgar/data/1590418/000159041813000003/focusuniversalbylaws.htm
http://www.sec.gov/Archives/edgar/data/1590418/000159041813000003/focusuniversalbylaws.htm
http://www.sec.gov/Archives/edgar/data/1590418/000159041813000003/focussubsragr.htm
http://www.sec.gov/Archives/edgar/data/1590418/000101968715000066/focusuniv_ex9902.htm
http://www.sec.gov/Archives/edgar/data/1590418/000101968715002881/focus_10k-ex1003.htm
http://www.sec.gov/Archives/edgar/data/1590418/000101968715002881/focus_10k-ex1004.htm
http://www.sec.gov/Archives/edgar/data/1590418/000101968715002881/focus_10k-ex1005.htm


 

 
 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.
 
 Focus Universal Inc.
    

Dated:  August 13, 2019
By:

 
/s/ Desheng Wang
Desheng Wang
Chief Executive Officer

    

Dated: August 13, 2019
By:

 
/s/ Duncan Lee
Duncan Lee
Chief Financial Officer
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Exhibit 31.1
 

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

 
I, Desheng Wang, certify that:
 

1)   I have reviewed this quarterly report on Form 10-Q.
 
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)   I am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have;
 
 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure the material

information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

 
 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

 
 (c) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure

controls and procedures, as of the end of the period covered by this report based on such evaluation.
 
 (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)   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 controls over financial

reporting.

 
   
Date: August 13, 2019 By: /s/ Desheng Wang
 Desheng Wang
 Chief Executive Officer

  
 



Exhibit 31.2
 

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

 
I, Duncan Lee, certify that:
 

1)   I have reviewed this quarterly report on Form 10-Q.
 
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)    I am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have;
 
 (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure the material

information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

 
 (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

 
 (c) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure

controls and procedures, as of the end of the period covered by this report based on such evaluation.
 
 (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)   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 controls over financial

reporting.

 
   
Date: August 13, 2019 By: /s/ Duncan Lee
 Duncan Lee
 Chief Financial Officer
  

 



Exhibit 32.1
 

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

 
In connection with the Quarterly Report of Focus Universal Inc. (the Company") on Form 10-Q for the period ended herein as filed with the Securities and Exchange

Commission (the "Report"), I, Desheng Wang, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-
Oxley Act of 2002, that:

 
(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 fully presents, in all material respects, the financial condition and results of operations or the Company.
 

Date: August 13, 2019    
    

 
 By: /s/ Desheng Wang                       

Desheng Wang
Chief Executive Officer

 



Exhibit 32.2
 

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

 
In connection with the Quarterly Report of Focus Universal Inc. (the Company") on Form 10-Q for the period ended herein as filed with the Securities and Exchange

Commission (the "Report"), I, Duncan Lee, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley
Act of 2002, that:

 
(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 fully presents, in all material respects, the financial condition and results of operations or the Company.
 

Date: August 13, 2019    
    

 
 By: /s/ Duncan Lee                       

Duncan Lee
Chief Financial Officer

 
 


