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Item 1. Financial Statements

AIRO GROUP HOLDINGS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

UNAUDITED

ASSETS
Current assets:
Cash
Restricted cash
Accounts receivable, net
Related party receivables
Inventory
Prepaid expenses and other current assets
Deferred offering costs
Total current assets
Property and equipment, net
Right-of-use operating lease assets
Goodwill
Intangible assets, net
Other assets
Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Accounts payable

Related party payables

Accrued expenses

Operating lease liabilities, current

Deferred revenue

Related party borrowings

Revolving lines of credit

Current maturities of debt

Investor notes at fair value

Deferred compensation

Due to seller

Total current liabilities
Long-term debt, net of current maturities
Long-term deferred compensation
Deferred tax liability
Long-term deferred revenue
Operating lease liabilities, noncurrent
Other long-term liabilities
Contingent consideration
Total liabilities

Commitments and contingencies (Note 10)

Stockholders’ equity:
Common stock, $0.000001 par value; 1,000,000,000 shares authorized; 32,447,166 issued and
31,303,834 outstanding as of September 30, 2025 and 16,387,180 shares issued and outstanding as
of December 31, 2024
Additional paid-in capital
Stockholder loan
Treasury shares, 1,143,332 and 0 shares as of September 30, 2025 and December 31, 2024,
respectively
Accumulated other comprehensive income (loss)
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

The accompanying notes are an integral part of these condensed consolidated financial statements.
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September 30, 2025 December 31, 2024
83,485,824 20,740,590
192,921 170,088
1,255,800 8,960,705
384,164 790,967
16,194,693 8,822,721
5,086,596 2,309,676
- 798,796
106,599,998 42,593,543
7,943,414 6,833,817
2,151,438 352,486
571,568,402 557,508,331
86,063,523 93,502,277
249,436 208,333
774,576,211 700,998,787
4,247,481 16,439,760
710,557 1,099,970
11,645,845 17,457,155
505,772 212,591
2,797,747 10,339,978
5,619,063 5,971,281
- 126,589
4,459,378 27,992,450
1,716,712 13,819,000
365,477 -
- 3,147,762
32,068,032 96,606,536
674,746 688,270
- 11,218,573
523,868 767,331
9,619 10,158
1,702,800 146,214
50,000 50,000
- 42,782,276
35,029,065 152,269,358
31 16
962,397,353 764,691,988
) 5)
(20,011,133) -
7,678,527 (9,509,285)
(210,517,627) (206,453,285)
739,547,146 548,729,429
774,576,211 700,998,787




AIRO Grourp HoLbpINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

UNAUDITED
Three months ended September 30, Nine months ended September 30,
2025 2024 2025 2024
Revenue $ 6,283,692 $ 23,685,377 $ 42,628,570 $ 47,205,649
Cost of revenue 3,493,750 7,403,642 17,871,536 16,661,748
Gross profit 2,789,942 16,281,735 24,757,034 30,543,901
Operating expenses:
Research and development 4,124,171 3,258,612 11,891,640 9,576,867
Sales and marketing 1,602,461 1,557,498 4,793,682 4,217,556
General and administrative 9,043,189 3,838,776 42,821,681 12,279,659
Goodwill impairment - 37,994,000 - 37,994,000
Total operating expenses 14,769,821 46,648,886 59,507,003 64,068,082
Loss from operations (11,979,879) (30,367,151) (34,749,969) (33,524,181)
Other income (expense):
Interest income (expense), net 79,665 (1,675,616) (9,197,656) (2,917,364)
Gain on extinguishment of debt - - 15,559,069 -
Other income, net 3,325,049 4,095,037 26,055,344 2,312,872
Total other income (expense) 3,404,714 2,419,421 32,416,757 (604,492)
Loss before income tax benefit (expense) (8,575,165) (27,947,730) (2,333,212) (34,128,673)
Income tax benefit (expense) 613,149 (2,382,796) (1,731,130) (3,811,383)
Net loss $ (7,962,016)  $ (30,330,526)  $ (4,064,342)  $ (37,940,056)
Net loss per share — basic and diluted M $ (0.28) $ (1.85) $ (0.19) $ (2.32)
Weighted-average number of shares of common stock used in
computing net income (loss) per share, basic and diluted V) 28,248,045 16,387,180 21,085,294 16,387,180

(1) Prior year share and per share amounts have been retroactively adjusted to reflect the impact of a 1-for-1.7 reverse stock split effected on March 7, 2025, as
discussed in Note 1.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Net loss

Other comprehensive income (loss):
Foreign currency translation, net of tax

AIRO Grourp HoLbpINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
UNAUDITED

Three months ended

Nine months ended

September 30, September 30,
2025 2024 2025 2024
$ (7,962,016)  $ (30,330,526) $ (4,064,342) $ (37,940,056)
(1,057,133) 5,172,806 17,187,812 2,120,796
Total other comprehensive (loss) income (1,057,133) 5,172,806 17,187,812 2,120,796
$ (9,019,149)  $ (25,157,720) 3 13,123,470  $ (35,819,260)

Comprehensive (loss) income

The accompanying notes are an integral part of these condensed consolidated financial statements.
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AIRO Grourp HoLbpINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance as of July 1, 2025
Stock issued in connection
with the Management
Carveout Plan

Conversion of Jaunt
deferred compensation
Issuance and exercise of
Libertas warrants

RSU vesting

Sale of common stock in
Follow-on Offering,
including over-allotment,
net of $6,792,665 offering
costs

Repurchase of common
stock

Stock-based compensation
Foreign currency
translation adjustment
Net loss

Balance as of September
30, 2025

Balance as of July 1, 2024 M
Stock-based compensation

Foreign currency translation adjustment

Net loss

UNAUDITED
Accumulated
Other
Additional Comprehensive Total
Common Stock Paid-In Stockholder Treasury Stock Income Accumulated ~ Stockholders’
Shares Amount Capital Loan Shares Amount (Loss) Deficit Equity
27,025,503 $ 27 $873,379,525 § 5) - 8 - $§ 8,735,660 $(202,555,611) $679,559,596
63,447 - - - 7,872 (175,140) - (175,140)
185,426 - 4,209,525 - 19,148 (423,328) - - 3,786,197
52,207 - 1,153,219 - - - - 1,153,219
263,563 - - - - - - - -
4,830,000 5 82,562,330 - - - - - 82,562,335
(1,116,312) (0)) - - 1,116,312 (19,412,665) - - (19,412,666)
- - 1,092,754 - - - - - 1,092,754
- - - - - - (1,057,133) - (1,057,133)
- - - - - - - (7,962,016) (7,962,016)
31,303,834 $ 31 $962,397,353 § (5) 1,143332  $(20,011,133) $ 7,678,527 $(210,517,627) $739,547,146
Accumulated
Additional Other Total
Common Stock Paid-In Stockholder =~ Comprehensive Accumulated Stockholders’
Shares Amount Capital Loan Loss Deficit Equity

16,387,180  $ 16  $764,446,983 $ 5) $ (3,813,173) $(175,368,576) $585,265,245

- - 122,502 - - - 122,502

- - - - 5,172,806 - 5,172,806

- - - - - (30,330,526) (30,330,526)

16,387,180  $ 16 $764,569,485 § 3 3 1,359,633  $(205,699,102)  $560,230,027

Balance as of September 30, 2024




Balance as of January 1,
2025

Conversion of Coastal
Defense promissory note
Conversion of Aspen
Bridge notes

Conversion of Jaunt Carter
debt

Issuance of investor note
interest shares

Conversion of Airo Drone
debt

Conversion of Agile
Defense debt

Conversion of Aspen
Contingent Debt
Conversion of Jaunt
deferred compensation
Reclassification of Libertas
Warrants

Exercise of Libertas
Warrants

Issuance of Underwriter
Warrants

Sale of common stock in
initial public offering,
including over-allotment,
net of $12,686,393 offering
costs

Shares issued to NGA
Shares issued to Dangroup
Stock issued in connection
with the Management
Carveout Plan

Conversion of Jaunt
deferred compensation
Issuance and exercise of
Libertas warrants

RSU vesting

Sale of common stock in
Follow-on Offering,
including over-allotment,
net of $6,792,665 offering
costs

Repurchase of common
stock

Stock-based compensation
Foreign currency
translation adjustment

Net loss

Balance as of September
30, 2025

Balance as of January 1, 2024 O]

Stock-based compensation

Net loss

Balance as of September 30, 20240

Accumulated

Other
Additional Comprehensive Total
Common Stock Paid-In Stockholder Treasury Stock Income Accumulated  Stockholders’
Shares Amount Capital Loan Shares Amount (Loss) Deficit Equity
16,387,180 § 16 $764,691,988 § %) - - $  (9,509,285) $(206,453,285) $548,729,429
203,707 - 2,037,070 - - - - - 2,037,070
440,584 1 4,405,840 - - - - - 4,405,841
1,122,437 1 11,224,369 - - - - - 11,224,370
1,126,043 1 11,260,423 - - - - - 11,260,424
37,080 - 370,800 - - - - - 370,800
34,360 - 343,600 - - - - - 343,600
43,512 - 435,120 - - - - - 435,120
46,017 - 460,170 - - - - - 460,170
- - 1,042,000 - - - - - 1,042,000
104,415 - 2,088 - - - - - 2,088
- - 2,029,900 - - - - - 2,029,900
6,900,000 7 56,313,600 - - - - - 56,313,607
33,995 - 339,950 - - - - - 339,950
546,173 1 5,461,730 - - - - - 5,461,731
63,447 - - - 7,872 (175,140) - - (175,140)
185,426 - 4,209,525 - 19,148 (423,328) - - 3,786,197
52,207 - 1,153,219 - - - - - 1,153,219
263,563 - - - - - - - -
4,830,000 5 82,562,330 - - - - - 82,562,335
(1,116,312) (1) - - 1,116,312 (19,412,665) - - (19,412,666)
- - 14,053,631 - - - - - 14,053,631
- - - - - - 17,187,812 - 17,187,812
- - - - - - - (4,064,342) (4,064,342)
31,303,834 § 31 $962,397,353 § (5) 1,143,332 $(20,011,133) $ 7,678,527 $(210,517,627) $739,547,146
Accumulated
Additional Other Total
Common Stock Paid-In Stockholder ~ Comprehensive Accumulated Stockholders’
Shares Amount Capital Loan Loss Deficit Equity
16,387,180  $ 16 $763,975.896 § b $ (761,163)  $(167,759,046) $595,455,698
- - 593,589 - - - 593,589
Foreign currency translation adjustment - - - - 2,120,796 - 2,120,796
- - - - - (37,940,056) (37,940,056)
16,387,180  $ 16 $764,569,485 § 5 8 1,359,633  $(205,699,102)  $560,230,027

(1) Share and per share amounts have been retroactively adjusted to reflect the impact of a 1-for-1.7 reverse stock split effected on March 7, 2025, as discussed in Note



The accompanying notes are an integral part of these condensed consolidated financial statements.
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AIRO Grour HoLbpINGs, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
UNAUDITED

Nine months ended September 30,

2025 2024
Cash flows from operating activities:
Net loss $ (4,064,342)  $ (37,940,056)
Adjustments to reconcile net loss to net cash used in operating activities:
Stock-based compensation 19,855,311 593,589
Non-cash gain on IPO transactions (5,475,721) -
Note issuance for legal settlement 750,000 -
Provision for credit losses 16,429 (5,089)
Non-cash interest 1,112,102 2,376,023
Non-cash charge for Libertas warrants 1,152,175 -
Non-cash investor note interest 6,731,103 -
Non-cash gain on debt extinguishment (15,559,069) -
Change in investor notes at fair value 186,000 -
Depreciation and amortization 9,035,400 9,477,944
Amortization of right-of-use lease assets 281,285 239,185
Change in fair value of contingent consideration (20,271,826) (2,400,000)
Change in fair value of warrant liability (1,843,000) -
Change in deferred taxes (243,463) (72,997)
Goodwill impairment - 37,994,000
Changes in operating assets and liabilities:
Accounts receivable 8,735,148 (5,315,294)
Related party receivables 406,803 (286,255)
Prepaid expenses and other assets (1,465,396) (2,881,651)
Inventory (6,299,068) (4,357,826)
Accounts payable, accrued expenses and other long-term liabilities (19,798,619) 7,211,234
Related party payables (389,413) 136,205
Lease liabilities (213,122) (245,826)
Deferred revenue (8,886,757) (8,637,649)
Deferred compensation (272,562) 1,661,198
Net cash used in operating activities (36,520,602) (2,453,265)
Cash flows from investing activities:
Purchase of property and equipment and investment in intangible assets (2,007,171) (551,119)
Net cash used in investing activities (2,007,171) (551,119)
Cash flows from financing activities:
Proceeds from the sale of common stock, net 141,670,395 -
Repurchase of common stock (20,011,133) -
Change in lines of credit (127,396) (281,851)
Proceeds from borrowings 8,500,000 1,800,000
Repayments on borrowings (20,143,878) (593,644)
Proceeds from related party borrowings 230,900 1,321,750
Repayments on related borrowings (708,899) (25,000)
Debt issuance costs paid (170,000) (25,000)
Proceeds from the exercise of warrants 3,132 -
Payment of contingent consideration (8,534,610) -
Cash paid to seller (3,245,769) (3,560,244)
Net cash provided by (used in) financing activities 97,462,742 (1,363,989)
Effect of exchange rate changes 3,833,098 196,819
Net increase (decrease) in cash and restricted cash 62,768,067 (4,171,554)
Cash and restricted cash as of beginning of period 20,910,678 13,102,312
Cash and restricted cash as of end of period $ 83,678,745 $ 8,930,758
Supplemental disclosures of non-cash information:
Deferred compensation settled in common stock $ 4,669,693 $ -
Reclass between accrued expenses and notes payable $ 621,716 $ B
Reclass between accrued expenses and contingent consideration $ 5,267,988 $ _
Financing of insurance premiums $ 1,127,343 $ 274,771
Return of property previously included in accounts payable $ - $ 2,593,740
Initial recognition of warrant liability $ 2,885,000 $ =
Right-of-use assets obtained in exchange for operating lease liabilities $ 1,967,381 $ -
Deferred offering cost in accrued expenses $ 762,472 $ -
Reclass of warrants to equity $ 1,042,000 $ _




Debt settled in common stock

$ 8,935,160
Contingent consideration settled in common stock $ 13,975,851
Issuance of Underwriter Warrants $ 2,029,900

The accompanying notes are an integral part of these condensed consolidated financial statements.

8




AIRO Grour HoLbpINGS, INC.

Notes to Unaudited Condensed Consolidated Financial Statements

1. The Company and Summary of Significant Accounting Policies
Nature of Operations

AIRO Group Holdings, Inc., a Delaware corporation (“Holdings” or the “Company™), is a technologically differentiated acrospace, autonomy, and air mobility platform
targeting 21st century aerospace and defense opportunities. The Company is organized into four operating segments: (i) Drones, (ii) Avionics, (iii) Training and (iv)
Electric Air Mobility. The Drones segment develops, manufactures, and sells drones and expects to provide drone services, such as Drone as a Service (“DaaS”), for
military and commercial end users. The Avionics segment develops, manufactures, and sells avionics for military and general aviation aircraft, drones, and electric
vertical takeoff and landing (“eVTOL”) aircraft. The Training segment currently provides military pilot training and expects to provide commercial pilot training in the
future. The Electric Air Mobility segment is developing a rotorcraft eVTOL for cargo and passenger use for fixed route flights, on-demand trips, and cargo operations.

In October 2021, Holdings entered into agreements and plans of merger (the “Merger Agreements”) with AIRO Drone, LLC (“AIRO Drone”), Agile Defense, LLC
(“Agile Defense”), Coastal Defense, Inc. (“Coastal Defense”), Jaunt Air Mobility, LLC (“Jaunt”), and Aspen Avionics, Inc. (“Aspen Avionics”). Holdings also entered
into an equity purchase agreement (“Equity Purchase Agreement”) with Sky-Watch A/S (“Sky-Watch”). AIRO Drone, Agile Defense, Coastal Defense, Jaunt, Aspen
Avionics and Sky-Watch together represent the “Merger Entities.” Under the Merger Agreements and Equity Purchase Agreement, the parties entered into a series of
transactions in which Holdings acquired all of the equity of the Merger Entities. The acquisitions of the Merger Entities by Holdings were completed between February
and April 2022.

On March 3, 2023, the Company entered into a Business Combination Agreement, as amended by that certain First Amendment to the Business Combination
Agreement, dated August 29, 2023, that certain Second Amendment to the Business Combination Agreement, dated January 16, 2024, that certain Third Amendment to
the Business Combination Agreement, dated February 5, 2024, and that certain Fourth Amendment to the Business Combination Agreement, dated June 24, 2024, with
Kernel Group Holdings, Inc., a Cayman Islands exempted company (“Kernel”), AIRO Group, Inc., a Delaware corporation (“ParentCo”), Kernel Merger Sub, Inc., a
Delaware corporation and a wholly owned subsidiary of ParentCo, AIRO Merger Sub, Inc., a Delaware corporation and a wholly owned subsidiary of ParentCo, VKSS
Capital, LLC, a Delaware limited liability company, in the capacity as the representative for the stockholders of Kernel and ParentCo and also in the capacity as
Kernel’s sponsor, and Dr. Chirinjeev Kathuria, in the capacity as the representative for the stockholders (the “Business Combination Agreement”), pursuant to which a
series of transactions would have occurred that would have resulted in the Company becoming a wholly-owned subsidiary of ParentCo with ParentCo becoming a
publicly listed company (collectively, the “BCA Transactions”). On August 5, 2024, the Business Combination Agreement (“BCA”) was terminated and, as a result,
none of the BCA Transactions were effectuated.

On June 16, 2025, the Company completed its initial public offering of 6.9 million shares of its common stock (the “IPO”), which included an additional 0.9 million
shares of common stock pursuant to the full exercise of the underwriters’ option to purchase additional shares, at an initial public offering price of $10.00 per share. The
shares began trading on the Nasdaq Global Market under the ticker symbol “AIRO” on June 13, 2025. The net proceeds to AIRO from the IPO after deducting $10.7
million of underwriting discounts and commissions and issuance costs paid were $58.3 million.

On September 12, 2025, the Company completed a public offering of 4.8 million shares of its common stock (the “Follow-on Offering”), which included an additional
0.6 million shares of common stock pursuant to the full exercise of the underwriters” option to purchase additional shares, at an offering price of $18.50 per share. The
net proceeds to the Company from the Follow-on Offering after deducting $6.8 million of underwriting discounts and commissions and issuance costs were $82.6
million.




Also on September 12, 2025, the Company repurchased 1.1 million shares of its common stock, which included an additional 0.1 million shares of common stock as a
result of the exercise of the underwriters’ option described above, from certain existing stockholders, including certain directors and executive officers and their
affiliates at a price of $17.39 per share for an aggregate purchase price of $19.4 million (the “Repurchase”).

Consolidation and Basis of Presentation

The accompanying condensed consolidated financial statements include the accounts of Holdings and its wholly owned subsidiaries, including Old AGI, Inc. f/k/a
AIRO Group, Inc. (“AIRO Group”), AIRO Drone, Agile Defense, Jaunt, Sky-Watch, Coastal Defense, and Aspen Avionics. All intercompany accounts and transactions
have been eliminated in consolidation.

The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in
the United States of America (“U.S. GAAP”) for interim financial information. In the opinion of management, the accompanying unaudited interim condensed
consolidated financial statements reflect all adjustments, consisting of normal recurring adjustments, considered necessary for a fair presentation of such interim results.
Certain information and disclosures normally included in unaudited condensed consolidated financial statements prepared in accordance with U.S. GAAP have been
condensed or omitted. Accordingly, the unaudited condensed consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and notes included in the Company’s final prospectus, dated June 12, 2025, filed with the SEC pursuant to Rule 424(b) under the Securities Act of 1933, as
amended (the “Securities Act”), on June 16, 2025 (the “Prospectus”) in connection with the IPO. The condensed consolidated balance sheet as of December 31, 2024
has been derived from the audited consolidated financial statements as of that date.

The results for the unaudited interim condensed consolidated statements of operations are not necessarily indicative of results to be expected for the year ending
December 31, 2025 or for any future interim period.

Reverse Stock Split

On March 7, 2025, the Board of Directors approved a 1-for-1.7 reverse stock split (“Stock Split”) of the Company’s issued and outstanding shares of common stock and
options to purchase common stock. The Stock Split reduced the number of shares of the Company’s issued and outstanding common stock, as well as the numbers of
shares reserved and available for future issuance and underlying outstanding options to purchase common stock. No fractional shares were distributed as a result of the
reverse stock split, and stockholders were entitled to a cash payment in lieu of fractional shares. The Stock Split did not affect the par values per share or total
authorized common stock. Accordingly, all share and per share amounts for all periods presented in the condensed consolidated financial statements have been adjusted
retroactively, where applicable, to reflect this Stock Split.

Liquidity and Management’s Plans

The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of assets and
satisfaction of liabilities in the normal course of business. As of March 31, 2025, the Company had incurred recurring losses from operations and negative cash flows,
which raised substantial doubt about its ability to continue as a going concern. On June 16, 2025, the Company completed its [IPO of common stock, which resulted in
net proceeds of $58.3 million after deducting underwriting discounts and commissions and issuance costs of $10.7 million. On September 12, 2025, the Company
completed the Follow-on Offering and the Repurchase, which resulted in net proceeds to the Company of $63.1 million, after deducting underwriting discounts and
commissions of $6.8 million and $19.4 million in the Repurchase. As of September 30, 2025, the Company had cash and restricted cash of $83.7 million of which $0.2
million was either restricted or was designated to only being used for Sky-Watch operations and working capital of $74.5 million.

Management believes that the net proceeds from the IPO and the Follow-on Offering, together with existing cash on hand, are sufficient to meet its obligations and fund
planned operations for at least the next twelve months from the date these condensed consolidated financial statements are issued. Accordingly, the conditions that

previously raised substantial doubt about the Company’s ability to continue as a going concern have been alleviated.
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The Company is evaluating opportunistic debt financing to support growth initiatives; any proceeds, if obtained, would be used to expand our market position, pursue
strategic opportunities, and support revenue growth and long-term profitability. There can be no assurance that additional financing will be available on terms
acceptable to the Company, if at all.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make judgments, estimates and assumptions
that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements
and the reported amounts of revenues and expenses during the reporting period. These judgments, estimates and assumptions are used to determine litigation and claims
and other asset and liability amounts. The Company bases its estimates and judgments on historical experience along with other pertinent information available at the
time the estimate is made. However, future events are subject to change and the estimates and judgments may require adjustments. Actual results could differ from these
estimates and these differences may be material.

Business Combinations and Asset Acquisitions

The Company recognizes identifiable assets acquired and liabilities assumed at their acquisition date fair values. Goodwill is measured as the excess of the
consideration transferred over the fair value of assets acquired and liabilities assumed on the acquisition date. While the Company uses its best estimates and
assumptions as part of the purchase price allocation process to accurately value assets acquired and liabilities assumed, these estimates are inherently uncertain and
subject to refinement. Examples of estimates and assumptions in valuing certain of the intangible assets and goodwill the Company has acquired include, but are not
limited to, future expected cash flows from acquired developed technologies, customer relationships, and tradenames. Unanticipated events and circumstances may
occur that may affect the accuracy or validity of such assumptions, estimates or actual results.

The authoritative guidance allows a measurement period of the purchase price allocation that ends when the entity has obtained all relevant information about facts that
existed at the acquisition date, and that cannot exceed one year from the date of acquisition. As a result, during the measurement period the Company may record
adjustments to the fair values of assets acquired and liabilities assumed, with the corresponding offset to goodwill to the extent that it identifies adjustments to the
preliminary purchase price allocation. Upon conclusion of the measurement period or final determination of the values of the assets acquired and liabilities assumed,
whichever comes first, any subsequent adjustments will be recorded to the condensed consolidated statements of operations.

Where the purchase of an entity or net assets does not meet the definition of a business, the Company accounts for the transaction as an asset acquisition. In an asset
acquisition, the purchase price is allocated to the net assets acquired on a relative fair value basis, and no goodwill is recognized in the transaction. Direct costs for asset
acquisitions are generally considered part of the purchase price.

Business Risk and Concentration of Credit Risk

Financial instruments that potentially subject the Company to a concentration of credit risk consist primarily of cash and accounts receivable. Cash is maintained with
financial institutions and the composition and maturities are regularly monitored by management. Deposits at any time may exceed federally insured limits. The
Company performs ongoing credit evaluations of its customers and generally does not require collateral for accounts receivable. A large portion of the Company’s sales
result in partial prepayments prior to shipment from customers. Otherwise, customer invoices generally have payment terms of net 30 days and do not have a significant
financing component.
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The Company’s operational structure includes an existing operating business and early-stage businesses in emerging and developing markets that are concentrated in an
industry characterized by rapid technological advances, changes in customer requirements, and evolving regulatory requirements and industry standards. Any significant
delays in the development or introduction of products or services, or any failure by the Company to anticipate or to respond adequately to technological developments
in its industry, changes in customer requirements, or changes in regulatory requirements or industry standards, could have a material adverse effect on the Company’s
business and operating results.

The Company’s business, results of operations, and financial condition for the foreseeable future will likely continue to depend on sales to a relatively small number of
customers. In the future, these customers may decide not to purchase the Company’s products, may purchase fewer products than in previous years, or may alter their
purchasing patterns. Further, the amount of revenue attributable to any single customer or customer concentration generally may fluctuate in any given period. In
addition, a decline in the production levels of one or more of the Company’s major customers could reduce revenue. The loss of one or more key customers, a reduction
in sales to any key customer or the Company’s inability to attract new significant customers could negatively impact revenue and adversely affect the Company’s
business, results of operations, and financial condition.

Cash Equivalents

The Company considers all highly liquid investments with an original or remaining maturity of three months or less from the date of purchase to be cash equivalents.
The Company had no cash equivalents as of September 30, 2025 and December 31, 2024.

Restricted Cash

The Company had $0.2 million in restricted cash as of September 30, 2025 and December 31, 2024. As of September 30, 2025 and December 31, 2024, restricted cash
was primarily deposits from a customer contract that have been placed in an escrow account to be released upon shipment of orders.

Accounts Receivable, Net

Accounts receivable are reported on the accompanying condensed consolidated balance sheets at the gross outstanding amount adjusted for a provision for credit losses.
The Company determines the provision for credit losses by regularly evaluating expected loss as well as individual customer receivables and considering a customer’s
financial condition, credit history, and current economic conditions. As of September 30, 2025 and December 31, 2024, the Company provided a provision for credit
losses of $0.1 million for amounts that may ultimately be uncollectible. Accounts receivable are written off when deemed uncollectible. Recoveries of accounts
receivable previously written off are recorded when received.

Inventory

Inventory is stated at the lower of cost or net realizable value. Cost is primarily determined based on standard cost and approximates actual cost on a first-in, first-out
basis. Work-in-process and finished goods include materials, labor and allocated overhead. The Company writes down its inventory for estimated obsolescence or
unmarketable inventory equal to the difference between the cost of inventory and the estimated net realizable value based upon assumptions about future demand and
market conditions. Reductions to the carrying value of inventory are charged to cost of revenue and a new, lower cost basis for that inventory is established. Subsequent
changes to facts or circumstances do not result in the restoration or increase in the related inventory value. If actual market conditions are less favorable than those
projected by management, additional inventory write-downs may be required.
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Deferred Offering Costs

The Company capitalizes certain legal, professional, accounting, and other third-party fees that are directly associated with in-process equity issuances as deferred
offering costs until such equity issuances are consummated. During the quarter ended June 30, 2025, $12.7 million of offering costs, including $2.0 million of non-cash
warrants, were recorded as a reduction to the net proceeds received from the IPO. During the quarter ended September 30, 2025, $6.8 million of offering costs were
recorded as a reduction to the net proceeds received from the Follow-on Offering. As of December 31, 2024, the Company had a balance of $0.8 million of deferred
offering costs on the condensed consolidated balance sheet.

Fair Value Measurements

The Company applies the requirements of the fair value measurements framework, which establishes a hierarchy for measuring fair value and requires enhanced
disclosures about fair value measurements. The fair value measurement guidance clarifies that fair value is an exit price, representing the amount that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. The fair value measurement guidance also
requires disclosure about how fair value is determined for assets and liabilities and establishes a hierarchy in which these assets and liabilities must be grouped based on
significant levels of inputs as follows:

Level 1: Quoted prices in active markets for identical assets or liabilities.
Level 2: Quoted prices in active markets for similar assets and liabilities and inputs that are observable for the asset or liability.
Level 3: Unobservable inputs in which there is little or no market data, which requires the reporting entity to develop its own assumptions.

The determination of where assets and liabilities fall within this hierarchy is based upon the lowest level of input that is significant to the fair value measurement.

The following is a summary of the financial liabilities measured at fair value on a recurring basis by caption and by level within the fair value hierarchy as of September
30, 2025 and December 31, 2024:

Fair value as of September 30, 2025

Level 1 Level 2 Level 3 Total
Liabilities:
Investor Notes at fair value $ -3 -3 1,716,712 § 1,716,712
Total financial liabilities $ -9 -3 1,716,712  § 1,716,712
Fair value as of December 31, 2024
Level 1 Level 2 Level 3 Total
Liabilities:
Contingent consideration $ -3 - $ 427782276 $ 42,782,276
Investor Notes at fair value - - 13,819,000 13,819,000
Total financial liabilities $ - 8 - $ 56,601,276 $ 56,601,276

There were no financial assets measured at fair value on a recurring basis as of September 30, 2025 and December 31, 2024. There were no transfers between Levels 1,
2, or 3 within the fair value hierarchy during the nine months ended September 30, 2025 nor during the year ended December 31, 2024.
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Contingent Consideration

As of December 31, 2024, contingent consideration included an obligation assumed from the Jaunt acquisition that was contingent on future cash receipts (the “Jaunt
Contingent Arrangement”) and promissory notes issued in conjunction with the acquisitions of Agile Defense, Airo Drone, and Coastal Defense.

The contingent consideration liabilities were measured at fair value on a recurring basis for which there was no available quoted market prices or principal markets. The
inputs for this measurement were unobservable and were, therefore, classified as Level 3 inputs.

The Jaunt Contingent Arrangement was valued using discounted cash flow models. As of December 31, 2024, the significant inputs included discount factors ranging
from 21% to 45% and a 67% initial public offering (“IPO”) likelihood to arrive at a total fair value of $33.4 million.

The fair value of the contingent consideration promissory notes issued to the former equity holders of Agile Defense, AIRO Drone and Coastal Defense totaled $9.4
million as of December 31, 2024. Valuations were based on a 67% probability of the IPO closing and a discount rate of 3% as of December 31, 2024 based on proximity
to an estimated closing date.

During the nine months ended September 30, 2025, 1.4 million shares were issued, $8.5 million in cash was paid and $17.5 million of income was recorded to other
income, net related to settlement of these obligations.

Investor Notes at fair value

The Company has historically issued unsecured promissory notes to certain investors (the “Investor Notes”), which have included various interest features in the form
of both stock and cash and were contingently payable upon the closing of the IPO or qualified financing. The Company has evaluated these features and determined that
they do not meet the criteria for being accounted as an embedded derivative under Accounting Standards Codification (“ASC”) 815. During the fourth quarter of 2024,
certain Investor Notes were amended such that when the Company performed a significance test as of the modification date in accordance with ASC 470-50, the
Company determined that the change in terms of these Investor Notes were substantially different than the previous terms such that the Company recorded a loss on
extinguishment of $10.5 million.

As this significant modification created an election date for the fair value option and as the fair value election is applied on an instrument-by-instrument basis, the
Company chose to record these Investor Notes at fair value beginning on the modification date in October 2024 (“Investor Notes at fair value”). Significant judgment
was required in estimating the fair value of debt prior to the IPO. The fair value estimates are based on available historical information and on future expectations and
assumptions deemed reasonable by management but are inherently uncertain.

To determine the fair value of Investor Notes at fair value, the Company estimated stock pricing and incorporated the probability of both the IPO and non-IPO scenario
with the IPO probability being 67% as of December 31, 2024. Significant estimates and assumptions inherent in the valuations reflect a consideration of other
marketplace participants and include the amount and timing of future cash flows. The Company used a present value model for the expected cash payments, and a
probability-weighted calculation to fair value the contingent interest shares to be paid. This probability-weighted calculation incorporated expectations to complete the
IPO as well as a probability derived from a lattice model with key assumptions being equity volatility and discount for lack of marketability (“DLOM”). Equity
volatility rates utilized were 70% and the DLOM rates selected were 10% for December 31, 2024. As described in Note 2, the terms of the Investor Notes at fair value
were further amended and then partially settled through the issuance of common stock and cash payments of $2.1 million during the nine months ended September 30,
2025. During July 2025, the Company modified the remaining notes which totaled $1.7 million such that $1.8 million, inclusive of a $0.1 million fee, would be due by
December 16, 2025.
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Warrant liability

During the quarter ended March 31, 2025, the Company entered into two warrant agreements whereby Libertas Funding, LLC (“Libertas”) agreed to purchase an
aggregate of 0.5% of the fully diluted number of shares of common stock of the Company immediately before the closing of the Company’s IPO at an exercise price of
$0.02 per share (“Libertas Warrants™). At inception, prior to the IPO, the Libertas Warrants did not meet the indexation criteria in ASC 815-40; accordingly, the Libertas
Warrants were recorded as a liability measured at fair value as of March 31, 2025. During the three months ended March 31, 2025, in conjunction with the Libertas
Agreements, as defined in Note 2, the Company allocated the net proceeds to the $2.9 million warrant liability with the residual proceeds then being allocated to the
debt associated with the Libertas Agreements, which resulted in the recording of a debt discount of $2.9 million.

Upon the closing of the IPO, the number of shares issuable became fixed such that the Libertas Warrants became indexed to the Company’s stock and were eligible to
be classified in stockholders’ equity on the Company’s condensed consolidated balance sheets at that time. As such, the Company reclassified the fair value of the
warrant liability of $1.0 million as of June 12, 2025 to stockholders’ equity and recognized $1.8 million of income due to the change in fair value of the Libertas
Warrants within other income, net on the condensed consolidated statements of operations.

To determine the fair value of the Libertas Warrants, the Company utilized the Black-Scholes model to determine the common stock price on a non-controlling, non-
marketable value basis. Key assumptions included equity volatility rate of 70%.

Debt
The Company modified certain debt arrangements as of March 31, 2022. The debt was recorded at present value to estimate the fair value of the debt obligation as of
March 31, 2024 and December 31, 2023. Since the debt was fully accreted to its expected value during the nine months ended September 30, 2024, the debt is no longer

measured at fair value on a recurring basis and was transferred out of Level 3 fair value measurements.

The changes in fair value of the Level 3 financial liabilities for the three and nine months ended September 30, 2025 and 2024 were as follows:

Investor Notes at Contingent
Debt Fair Value Warrant Liability Consideration
Balance as of July 1, 2025 $ - $ 3,795,934 $ - $ -
Change in fair value - - - -
Settlement - (2,079,222) - -
Transfers out - - - -
Balance as of September 30, 2025 - $ 1,716,712 -
Investor Notes at Contingent
Debt Fair Value Warrant Liability Consideration
Balance as of July 1, 2024 $ - $ - $ 46,882,276
Change in fair value - - (4,100,000)
Transfers out - - -
Balance as of September 30, 2024 - - $ 42,782,276
Investor Notes at Warrant Contingent
Debt Fair Value Liability Consideration
Balance as of January 1, 2025 $ 13,819,000 $ - $ 42,782,276
Addition 2,885,000

Change in fair value

(5,493,746)

(1,843,000)

(20,271,826)

Settlement (6,608,542) (17,242,462)
Transfers out - (1,042,000) (5,267,988)
Balance as of September 30, 2025 $ 1,716,712 $ - $ -
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Investor Notes at Contingent

Debt Fair Value Warrant Liability Consideration
Balance as of January 1, 2024 $ 19,426,848 $ - - $ 45,182,276
Change in fair value 13,671 - - (2,400,000)
Transfers out (19,440,519) - - -
Balance as of September 30, 2024 $ - - - $ 42,782,276

The change in the fair value of the debt is included in interest expense, net on the condensed consolidated statements of operations and represents the amortization of
the debt discount. The change in the fair value of the Investor Notes at fair value is included in interest expense, net on the condensed consolidated statements of
operations. The change in the fair value of the contingent consideration and warrant liability is included in other income, net on the condensed consolidated statements
of operations.

Fair Value of Financial Instruments

The carrying value of accounts receivable, prepaid expenses and other current assets, accounts payable, and accrued expenses approximate fair value due to the short
time to maturity. The carrying value of the Company’s borrowings approximates fair value based on current rates available to the Company.

Income Taxes

The Company accounts for income taxes in accordance with the asset and liability approach method. Deferred tax assets and liabilities are recognized for future tax
consequences attributable to temporary differences between the condensed consolidated financial statements carrying amounts of existing assets and liabilities and their
respective tax bases, as well as for net operating losses and tax credit carryforwards. Deferred tax amounts are determined by using the enacted tax rates expected to be
in effect when the temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. A valuation allowance reduces the deferred tax assets to the amount that is more-likely-than-not to be realized.

The Company evaluates its tax positions taken or expected to be taken in the course of preparing the Company’s tax returns to determine whether the tax positions will
more-likely-than-not be sustained by the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not threshold are not recorded as a tax benefit
or expense in the current year. Interest and penalties, if applicable, are recorded in the period assessed as income tax expense. No interest or penalties have been accrued
for as of September 30, 2025 or December 31, 2024. On July 4, 2025, the One Big Beautiful Bill Act (‘OBBBA”) was enacted. While this event has no effect on the
financial results for the three and nine months ended September 30, 2025, we are currently evaluating the impact of the new legislation.

Property and equipment

Property and equipment are stated at cost, net of accumulated depreciation. Depreciation of property and equipment is provided primarily utilizing the straight-line
method for condensed consolidated financial statement purposes at rates based on the following useful lives:

Aircraft equipment 5 - 20 years

Machinery and equipment 2 - 15 years

Furniture and fixtures 3 - 10 years

Leasehold improvements The shorter of the useful life or term of the lease
Software 3 -7 years

Additions, improvements, and expenditures that significantly add to the productivity or extend the economic life of assets are capitalized. Any amounts incurred as
recurring expenditures or that do not extend or improve the economic life of the asset are expensed as incurred.
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Goodwill

Goodwill represents the excess of the aggregate purchase price over the fair value of net identifiable assets acquired in a business combination. Goodwill is not
amortized and is tested at the reporting unit level for impairment on an annual basis or whenever events or changes in circumstances indicate that the carrying value
may not be recoverable. The Company has selected October 1st as the date to perform its annual impairment test. In the valuation of goodwill, management must make
assumptions regarding estimated future cash flows to be derived from the Company’s business. If these estimates or their related assumptions change in the future, the
Company may be required to record an impairment for these assets. Management may first evaluate qualitative factors to assess if it is more likely than not that the fair
value of a reporting unit is less than its carrying amount and to determine if an impairment test is necessary. Management may choose to proceed directly to the
evaluation, bypassing the initial qualitative assessment. The impairment test involves comparing the fair value of the reporting unit to which goodwill is allocated to its
net book value, including goodwill. A goodwill impairment loss would be the amount by which a reporting unit’s carrying value exceeds its fair value, however, the loss
recognized should not exceed the total amount of goodwill allocated to that reporting unit. See Note 5 for additional considerations related to goodwill impairment
recorded in 2024.

Definite-lived Intangible Assets

The Company performs valuations of assets acquired and liabilities assumed on each acquisition accounted for as a business combination and allocates the purchase
price of the acquired business to the respective net tangible and intangible assets. The Company determines the appropriate useful life by performing an analysis of
expected cash flows based on historical experience of the acquired businesses. Intangible assets are amortized over their estimated useful lives using the straight-line
method which approximates the pattern in which the economic benefits are consumed. The Company capitalizes third-party legal costs and filing fees, if any, associated
with obtaining patents. Once the patent asset has been placed in service, the Company amortizes these costs over the shorter of the asset’s legal life, generally 20 years
from the initial filing date, or its estimated economic life using the straight-line method.

The estimated useful lives for the Company’s intangible assets are as follows:

Estimated useful life

Developed technology 8 to 13 years
Tradenames - definite-lived 4 to 8 years
Customer relationships 3 to 7 years
Patents up to 20 years

Impairment of Long-Lived Assets

The Company evaluates long-lived assets, including property and equipment and intangible assets, for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets held and used is measured by a comparison of the carrying amount of an
asset or an asset group to estimated undiscounted future net cash flows expected to be generated by the asset or asset group. If such evaluation indicates that the carrying
amount of the asset or the asset group is not recoverable, any impairment loss would be equal to the amount the carrying value exceeds the fair value.

Revenue Recognition

The Company recognizes revenue when, or as, it satisfies performance obligations by transferring promised products or services to its customers in an amount that
reflects the consideration the Company expects to receive. The Company applies the following five steps: (1) identify the contract with a customer, (2) identify the
performance obligations in the contract, (3) determine the transaction price, (4) allocate the transaction price to the performance obligations in the contract, and (5)
recognize revenue when a performance obligation is satisfied. The Company accounts for a contract with a customer when there is a legally enforceable contract, the
rights of the parties are identified, the contract has commercial terms, and collectibility of the contract consideration is probable.
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For certain sales, the Company has contracts with customers that include multiple performance obligations. For these contracts, the Company accounts for individual
performance obligations separately, by allocating the contract’s total transaction price to each performance obligation in an amount based on the relative standalone
selling price (“SSP”) of each distinct good or service in the contract. The Company determines the SSP based on its overall pricing objectives, taking into consideration
market conditions. Determining whether products or services are considered distinct performance obligations that should be accounted for separately versus together
may require significant judgment. A contract’s transaction price is allocated to each distinct performance obligation and recognized as revenue when, or as, the
performance obligation is satisfied. Revenue is recognized when control of the promised services is transferred to the customer in an amount that reflects the
consideration the Company expects to be entitled to receive in exchange for those services. The Company’s contracts do not include highly variable components. The
timing of revenue recognition, billings, and cash collections can result in billed accounts receivable, unbilled receivables (contract assets), and deferred revenue
(contract liabilities). The costs to obtain contracts, primarily commission expenses, are expensed when incurred.

Amounts that are invoiced are recorded in accounts receivable and revenues or deferred revenue, depending on whether the revenue recognition criteria have been met.
A large portion of the Company’s sales result in partial prepayments prior to shipment from customers. Otherwise customer invoices generally have payment terms of
net 30 days and do not have a significant financing component.

The Company’s revenues are derived from various sources: (i) avionics products consisting primarily of hardware with embedded firmware sold to an authorized dealer
network and avionics and global navigation satellite system technologies (“GNSS”) products sold to original equipment manufacturers (“OEMs”), (ii) research and
development (“R&D”) projects, (iii) sales-based royalties related to GNSS technology licensed to OEMs, (iv) consultation and training services related to aerial
integration and close air support providing the latest tactics, technique, and procedures (“TTP”) to incorporate contract close air support/intelligence surveillance
reconnaissance (“CCAS/ISR”) with video downlink systems into tactical operations, (v) technology and equipment sales, (vi) mini unmanned aerial systems (“MUAS”
or “commercial drones”) sales, including hardware, software, training, support and product service, and (vii) drone services, including surveys, imaging, security, and
other drone applications.

The Company expenses costs to obtain a contract as incurred when the amortization period is one year or less.

In general, revenue is disaggregated by segment and geography. See Note 11. Segment Information.

Product Revenue

Product revenue, which includes avionics, MUAS/commercial drones and other equipment sales, is recognized upon the transfer of control of promised products to the
customer in an amount that depicts the consideration the Company is entitled to for the related products. Product revenue is recognized upon shipment or delivery and
title and risk of loss have transferred to the customer.

Service and Extended Warranty Revenue

Service revenue includes drone services, support, training, consultations, and out-of-warranty repairs. Revenue from services rendered is recognized over time in
amounts that correspond directly with the value to the customer when performance is completed. Support revenue is recognized on a straight line basis over the support

period, which is generally one year.

Extended warranties are service-type warranties and are typically sold under separate contracts. Revenue for those extended warranties is recognized over the
contractual service period, which is typically two or three years.

Research and Development Contracts

Revenue from engineering development projects is recognized over a period of time based on the input method and is measured by the percentage of total labor and
materials cost incurred to date to estimated total labor and materials cost at completion for each contract. The input method of accounting involves considerable use of
estimates in determining revenues, costs, and profits and in assigning the amounts to accounting periods; as a result, there can be a significant disparity between

earnings as reported and actual cash received by the Company during any reporting period.
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Sales-based Royalties
Revenue for sales-based royalties is recognized at a point in time as subsequent sales occur.

The following table summarizes the revenue recognition based on time periods:

Three Months ended Nine Months ended
September 30, September 30,
2025 2024 2025 2024
Point in time $ 4,488,722 $ 22,890,958 $ 37,222,788  $ 44,681,901
Over time 1,794,970 794,419 5,405,782 2,523,748
$ 6,283,692 $ 23,685,377 $ 42,628,570 $ 47,205,649

The contract liabilities as of September 30, 2025 and December 31, 2024 were $2.8 million and $10.4 million, respectively. The majority of contract liabilities are
expected to be recognized as revenue through 2025. The Company had no significant contract assets as of September 30, 2025 and December 31, 2024. During the three
and nine months ended September 30, 2025, the Company recognized $1.3 million and $10.0 million, respectively, in revenue previously included in contract liabilities
as of December 31, 2024.

Cost of Revenue

Cost of revenue includes labor cost and direct material cost, including freight and duties. Indirect production costs comprising of consumables, cost of sales freight,
quality related costs and production maintenance costs are also included in cost of revenue.

Shipping and Handling

Shipping charges billed to customers are included in revenue and related costs are included in cost of revenue.
Research and Development

Research and development costs are expensed when incurred.

Product Warranty

Drone Product Warranty

The Company provides a one-year warranty on drone sales. Estimated future warranty obligations related to those products are recorded as a component of cost of
revenue in the condensed consolidated statements of operations at the time of sale.

Avionics Product Warranty

The Company establishes warranty reserves based on estimates of avionics product warranty return rates over two or three years depending on the product and the
related warranty period and the expected costs to repair or to replace the avionics products under warranty. The warranty provision is recorded as a component of cost of
revenue in the condensed consolidated statements of operations. The Company does not offer returns unless special circumstances exist and the return is approved by

the Company.
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Stock-Based Compensation

The Company recognizes compensation expense for stock-based awards based on the grant-date estimated fair value of the awards. Options and restricted stock awards
may be granted as time-based awards, performance-based awards or combinations of the time-based and performance-based awards. The Company expenses the fair
value of its options to employees and non-employees on a straight-line basis over the associated service period for time-based awards, which is generally the vesting
period. The performance-based awards begin their period of ratable vesting at the time that the Company determines that the achievement of the performance thresholds
is probable. The Company accounts for forfeitures as they occur and does not estimate forfeitures at the time of grant. Ultimately, the actual expense recognized over
the vesting period will be for only those options that vest.

Comprehensive Income (Loss)

Comprehensive income (loss) generally represents all changes in the equity of a business except those resulting from investments or contributions by stockholders.
Unrealized gains and losses on foreign currency translation adjustments, net of tax are included in the Company’s components of comprehensive income (loss), which
are excluded from net loss.

Lease Accounting

At contract inception, the Company determines whether the contract is, or contains, a lease and whether the lease should be classified as an operating or a financing
lease and reassesses that conclusion if the contract is modified. Operating leases are recorded in operating lease right-of-use (“ROU”) assets, lease liability, current and
lease liability, noncurrent on the condensed consolidated balance sheets. The Company did not have any finance leases during the periods presented.

The Company recognizes operating lease ROU assets and operating lease liabilities based on the present value of the future minimum lease payments over the lease
term at commencement date. The lease ROU asset is reduced for tenant incentives, if any, and excludes any initial direct costs incurred, if any. The Company uses its
incremental borrowing rate based on the information available at commencement date to determine the present value of future payments and the appropriate lease
classification. In determining the inputs to the incremental borrowing rate calculation, the Company makes judgments about the value of the leased asset, its credit
rating and the lease term including the probability of its exercising options to extend or terminate the underlying lease. The Company defines the initial lease term to
include renewal options determined to be reasonably certain. If the Company determines the option to extend or terminate is reasonably certain, it is included in the
determination of lease assets and liabilities. The Company reassesses the lease term if and when a significant event or change in circumstances occurs within the control
of the Company, such as construction of significant leasehold improvements that are expected to have economic value when the option becomes exercisable.

The Company recognizes a single lease cost on a straight-line basis over the term of the lease, and the Company classifies all cash payments within operating activities
in the condensed consolidated statements of cash flows.

The Company has lease agreements with lease and non-lease components, which it has elected to not combine for all asset classes. In addition, the Company does not
recognize ROU assets or lease liabilities for leases with a term of 12 months or less of all asset classes.

Net Loss Per Share

Basic net loss per share is determined using the weighted average number of common shares outstanding during the period. Diluted net loss per share is based on the
treasury stock method and computed by dividing net loss available to common stockholders by the diluted weighted-average shares of common stock outstanding
during each period. The potentially dilutive shares are considered to be common stock equivalents and are only included in the calculation of diluted net loss per share
when the effect is dilutive.
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The potentially dilutive shares of common stock that have been excluded from the calculation of net loss per share because of the anti-dilutive effect are as follows as of
September 30, 2025: 0.4 million warrants, 0.3 million stock options, 0.1 million unsettled stock awards and units. The potentially dilutive shares of common stock that
have been excluded from the calculation of net loss per share because of the anti-dilutive effect are as follows as of September 30, 2024: 0.1 million warrants, 0.3
million stock options, and 0.3 million contingent restricted stock awards, 2.2 million potential shares issuable under debt conversion agreements and 1.0 million
potential shares issuable for contingent interest payments. The number of potentially dilutive shares is based on the maximum number of shares issuable on exercise or
conversion of the related securities as of the period end. Such amounts have not been adjusted for the treasury stock method or weighted-average outstanding
calculations as required if the securities were dilutive.

Debt Discounts

Debt issuance costs are presented as a discount to the related debt and are amortized over the term of the related loan for which the fees were incurred using the straight-
line method, which approximates the effective interest method. As of September 30, 2025 and December 31, 2024, unamortized debt discount totaled zero and $0.3
million, respectively.

Foreign Currency

The functional currency of the Company’s foreign subsidiary is its local currency. As such, assets and liabilities are translated to U.S. dollars at the exchange rates on
the date of consolidation and related revenues and expenses are generally translated at average exchange rates prevailing during the period included in results of
operations. Adjustments resulting from foreign currency translation are recorded in accumulated other comprehensive loss on the condensed consolidated balance
sheets. Foreign currency transaction gains and losses are included in other income, net on the condensed consolidated statements of operations. Losses from foreign
currency transactions were not significant for the three and nine months ended September 30, 2025 and 2024, respectively.

Recent Accounting Pronouncements Not Yet Adopted

In December 2023, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2023-09, Income Taxes (Topic 740):
Improvements to Income Tax Disclosures. This ASU is intended to improve the transparency of income tax disclosures by requiring (1) consistent categories and greater
disaggregation of information in the rate reconciliation and (2) income taxes paid disaggregated by jurisdiction. It also includes certain other amendments to improve
the effectiveness of income tax disclosures. The ASU’s amendments are effective for the Company for annual periods beginning after December 15, 2025. Entities are
permitted to early adopt the standard for annual financial statements that have not yet been issued or made available for issuance. Adoption is either prospectively or
retrospectively. The Company will adopt this ASU on a prospective basis. The Company is currently evaluating the impact of the new standard on the annual
consolidated financial statements and related disclosures.

On January 6, 2025 and November 4, 2024, the FASB issued ASU No. 2025-01, “Expense Disaggregation Disclosures (Subtopic 220-40): Clarifying the Effective
Date” (“ASU 2025-01") and ASU No. 2024-03, “Income Statement — Reporting Comprehensive Income — Expense Disaggregation Disclosures (Subtopic 220-40):
Disaggregation of Income Statement Expenses” (“ASU 2024-03”), respectively. ASU 2025-01 and ASU 2024-03 requires disclosure of certain costs and expenses on an
interim and annual basis in the notes to the condensed consolidated financial statements. The guidance is effective for annual reporting periods beginning after
December 15, 2026 and interim periods within annual reporting periods beginning after December 15, 2027. Early adoption is permitted. The guidance is to be applied
either (1) prospectively to financial statements issued for reporting periods after the effective date or (2) retrospectively to any or all prior periods presented in the
financial statements. The Company is currently evaluating the potential impact of adopting this new guidance on its condensed consolidated financial statements and
related disclosures.
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On May 12, 2025, the FASB issued ASU No. 2025-03, “Business Combinations (Topic 805) and Consolidation (Topic 810): Determining the Accounting Acquirer in
the Acquisition of a Variable Interest Entity”. This guidance revises ASC 805 on identifying the accounting acquirer in a business combination in which the legal
acquiree is a variable interest entity (VIE). The ASU is intended to improve comparability between business combinations and is effective for fiscal years beginning
after December 15, 2026. Early adoption is permitted. The Company is currently evaluating the potential impact of adopting this new guidance on its condensed
consolidated financial statements and related disclosures.

On May 15, 2025, the FASB issued ASU No. 2025-04, “Compensation — Stock Compensation (Topic 718) and Revenue from Contracts with Customers (Topic 606):
Clarifications to Share-based Consideration Payable to a Customer.” This guidance clarifies ASC 606 and ASC 718 on the accounting for share-based payment awards
that are granted by an entity as consideration payable to its customer. The ASU is intended to reduce diversity in practice and improve existing guidance, primarily by
revising the definition of a “performance condition” and eliminating a forfeiture policy election for service conditions associated with share-based consideration payable
to a customer. In addition, the ASU clarifies that the guidance in ASC 606 on the variable consideration constraint does not apply to share-based consideration payable
to a customer “regardless of whether an award’s grant date has occurred” (as determined under ASC 718). Entities can use either a modified retrospective or a
retrospective method to adopt the ASU’s amendments. The guidance is effective for fiscal years beginning after December 15, 2026. Early adoption is permitted. The
Company is currently evaluating the potential impact of adopting this new guidance on its condensed consolidated financial statements and related disclosures.

On July 30, 2025, the FASB issued ASU 2025-05, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses for Accounts Receivable and
Contract Assets.” This guidance amends ASC 326-20 to provide a practical expedient (for all entities) and an accounting policy election (for all entities, other than
public business entities, that elect the practical expedient) related to the estimation of expected credit losses for current accounts receivable and current contract assets
that arise from transactions accounted for under ASC 606. The guidance is effective for fiscal years beginning after December 15, 2025. Early adoption is permitted.
The Company is currently evaluating the potential impact of adopting this new guidance on its condensed consolidated financial statements and related disclosures.

2. Revolving Lines of Credit and Debt
Revolving Lines of Credit

In February 2020, Aspen Avionics entered into a Loan and Security Agreement for an asset-based loan facility (the “Facility”) with Crestmark, a Division of Pathward
(formerly known as Metabank), with a maximum advance limit of $2.5 million. The Facility was due on demand, carried variable interest at the greater of 9% or prime
plus 4.25% and was collateralized by substantially all assets of Aspen Avionics. In October 2024, Aspen Avionics terminated the Facility and repaid the Facility in full.

In November 2018, Coastal Defense obtained two variable rate non-disclosable revolving lines of credit of up to $0.5 million and $0.2 million, due on demand, from
First Citizens Community Bank (“FCCB”). These arrangements were collateralized by aircraft security agreements, assignments of life insurance, an assignment of a
deposit account, and commercial security agreements dated November 15, 2018, and all associated financing statements. Interest was initially set at the prime rate as
published in the Wall Street Journal plus 0.50 percentage points. Commencing in 2022, the Company was in default on these facilities, resulting in an additional 4% in
interest per annum. The annual interest rate was 12% as of December 31, 2024. Jeffrey F. Parker, Coastal Defense’s former Vice-President and Treasurer, and
stockholder of Holdings; Kenneth Parker, stockholder of Holdings; and Kyle Stanbro, Coastal Defense’s President and stockholder of Holdings; guaranteed these notes.
As part of the Coastal Defense acquisition, the maturity dates of these notes were modified to be in 2022 as opposed to the original maturity date in 2069. No
withdrawals were made during 2025 or 2024. During the quarter ended March 31, 2025, the lines of credit with FCCB were fully repaid and closed. The total amount
outstanding on the lines of credit as of September 30, 2025 and December 31, 2024 was $0 and $0.1 million, respectively.
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The two lines of credit with FCCB contained certain financial covenants. As of December 31, 2024, the Company was not in compliance with these financial covenants.
However, the Company entered into a series of forbearance agreements with FCCB, under which FCCB agreed not to exercise its rights and remedies arising from such
noncompliance through March 31, 2025, subject to the Company’s adherence to the terms of said forbearance agreements, which were satisfied at the time of repayment
during the nine months ended September 30, 2025.

Current Maturities of Debt and Long-Term Debt

Current maturities of debt and long-term debt consist of the following as of September 30, 2025 and December 31, 2024:

September 30, 2025 December 31, 2024

Bridge Loans $ 2,759,500 $ 2,959,500
Libertas - 2,791,691
WebBank - 1,510,179
Muncy Bank & Trust Company 2021-1 - 651,000
Muncy Bank & Trust Company 2021-2 - 450,000
SBA COVID-19 Economic Injury Disaster Loan (“EIDL”) 500,000 500,000
Code 1 231,371 331,795
Perrin Legal Settlement 625,000 -
Husch Blackwell 210,858 -
Financed Insurance Premiums 807,395 173,348
First Citizens Community Bank - 152,706
2022 Notes - 2,066,396
2019 Notes - 5,022,353
2018 Notes - 12,351,771
5,134,124 28,960,739

Less: unamortized debt discount - (280,019)

Less: current maturities of long-term debt (4,459,378) (27,992,450)
Long-term debt, net of current maturities $ 674,746  $ 688,270

Aggregate maturities required on long-term debt as of September 30, 2025 are due in future years as follows:

Amount
2025 (remaining) $ 3,667,831
2026 966,293
2027 6,974
2028 10,891
2029 11,358
Thereafter 470,777
Total $ 5,134,124

Bridge Loans

From May 2022 through November 2024, the Company issued unsecured promissory notes, with no collateral or guarantees, to third parties for purposes of funding its
operations. The aggregate principal balance of these notes was $2.8 million as of September 30, 2025 and are due 190 days from the closing of the IPO (the “Closing
Date”.) During the nine months ended September 30, 2025, the Company issued 0.3 million shares related to these Investor Notes, funded $0.2 million and recorded
interest expense of $2.9 million.

23




During the first quarter of fiscal 2025, the notes below except for $0.1 million, were amended such that interest would be payable in shares of common stock at the
Closing Date whereby the number of shares would be based on the IPO price and the principal amounts due would be payable within the same number days subsequent
to the closing of the IPO as stated in the prior amended note agreements.

Bridge Loans were primarily made up of the following as of December 31, 2024:

e Notes totaling $0.8 million accrue an interest charge equal to 100% of the principal amount, payable in shares of common stock based on the IPO price, with
110% of the principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the Closing Date.

e Notes totaling $0.2 million carry the same terms as above except only 100% of the principal is paid 190 days following the Closing Date.

e Notes totaling $1.0 million, as amended, accrue an interest charge equal to 110% of the principal amount, payable in shares of common stock based on the IPO
price, with 110% of the principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the Closing Date.

e Notes totaling $0.1 million which include a one-time interest charge equal to 100% of the aggregate principal amount, contingently payable in shares of
common stock immediately prior to the Closing Date, with 110% of the principal to be paid on the maturity date, which is 30 days following the closing of the
IPO and accruing interest at a rate of 12% per annum from the Closing Date.

e Notes totaling $0.5 million accrue an interest charge equal to 50% of the principal amount, payable in shares of common stock based on the IPO price with
100% of the principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the Closing Date.

e Notes totaling $0.1 million accrue an interest charge equal to 150% of the principal amount, payable in shares of the Company’s common stock based on the
IPO price, with the principal to be paid 190 days following the Closing Date and accruing interest at a rate of 12% interest per annum from the Closing Date.

e Notes totaling $0.1 million accrue an interest charge equal to 125% of the principal amount, payable in shares of common stock on the Closing Date, with
100% of the principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the Closing Date.

e Notes totaling $0.1 million accrue an interest charge equal to 100% of the principal amount, payable in shares of the Company’s common stock based on the
IPO price, with 120% of the principal to be paid 190 days following the Closing Date and accruing interest at a rate of 15% interest per annum from the
Closing Date.

e Notes totaling $0.1 million, as amended, due at the earlier of April 30, 2025 or 30 days subsequent to the IPO, with 120% contingent stock premium,
contingently payable in shares of the Company’s common stock immediately prior to the Closing Date with an interest rate of 15% per annum from either the
date of the Note through April 30, 2025 or from the Closing Date to 30 days subsequent to the Closing Date. This Note was amended in April to include 130%
principal with a revised maturity date of June 30, 2025.

First Citizens Community Bank

Between November 15, 2018 and May 15, 2019, Coastal Defense entered into three agreements which totaled $3.0 million with FCCB which had an outstanding of
$0.2 million as of December 31, 2024. These arrangements were collateralized by aircraft security agreements, assignments of life insurance, an assignment of a deposit
account, a commercial security agreement, and all associated financing statements. As of December 31, 2024, Coastal Defense was in default on the debt service
coverage ratio covenant, and the term note was due on demand and is shown as a component of “Current maturities of debt” on the condensed consolidated balance
sheets. Civil actions were filed against Coastal Defense and individual guarantors in the Tioga County Court, State of Pennsylvania, in July 2023. The claimant, FCCB,
alleged that payment under certain promissory notes is due, and FCCB sought recovery of the outstanding amounts. FCCB obtained judgments against all named
defendants. Jeffrey F. Parker, Coastal Defense’s former Vice President and Treasurer and stockholder of Holdings; the estate of Kenneth Parker, stockholder of
Holdings; and Kyle Stanbro, Coastal Defense’s President and stockholder of Holdings have guaranteed this note. The Company negotiated forbearance agreements to
prevent FCCB from enforcing the judgments through March 31, 2025. On March 27, 2025, the Company and FCCB agreed to payment terms and a release whereby
$0.2 million in amounts due, including interest and fees, would be paid by April 30, 2025. During the nine months ended September 30, 2025, all amounts due to FCCB
were paid.

24




2018, 2019 and 2022 Notes

The maturity date of the $19.4 million of debt related to that certain (i) Note and Warrant Purchase Agreement dated as of March 9, 2018, as amended (the “2018
Notes”), (ii) Note Purchase Agreement dated as of October 18, 2019, as amended (the “2019 Notes”), and (iii) Note Purchase Agreement dated as of January 31, 2022,
as amended (the “2022 Notes” and, together with the 2018 Notes and the 2019 Notes, the “Bridge Notes”) was extended to June 30, 2025. On October 6, 2023, the
Company signed a Satisfaction of Indebtedness and Satisfaction of Covenant Agreement, whereby all of the holders agreed to convert $17.5 million of the principal
owed to them under the Bridge Notes into 440,584 shares of common stock immediately prior to the closing of the BCA Transactions, with the remaining principal of
$1.9 million owed to such holders to be paid at the closing of the BCA Transactions.

On June 30, 2025, the Company amended the Satisfaction of Indebtedness and Satisfaction of Covenant Agreement to stipulate that the terms in the original agreement
that were contingent upon the BCA Transactions would be completed within 15 business days of the IPO and identified the underlying recipients of the 440,584 shares
described above. The Company issued 440,584 shares of the Company’s common stock, funded $1.9 million and recognized a gain on debt extinguishment of $13.1
million within interest expense, net during the nine months ended September 30, 2025 to satisfy the obligations attributable to the Bridge Notes.

Muncy Bank & Trust Company 2021-1

On September 15, 2021, Coastal Defense entered into a $0.7 million commercial promissory note agreement with Muncy Bank & Trust Company (“Muncy”) for
continuing operations. The loan originally carried an annual interest rate of 4.5% per year and matured in March 2022. The maturity date of this promissory note was
extended such that the principal amount of $0.7 million was due and payable on September 15, 2025 with interest payments at a rate of 8.5% per year due monthly. The
Company repaid the Muncy note during the nine months ended September 30, 2025. This arrangement was collateralized by a life insurance policy and a contract with
the Air Force. Jeffrey F. Parker, Coastal Defense’s former Vice President and Treasurer, and stockholder of Holdings, and Alison D. Parker, Corporate Secretary of
Coastal Defense, have guaranteed this note.

Muncy Bank & Trust Company 2021-2

On January 21, 2021, Coastal Defense entered into a $0.4 million commercial promissory note agreement with the Muncy for continuing operations and for the
execution of the Naval Special Warfare task orders. The loan originally carried an annual interest rate of 4.5% per year and matured in October 2021. The maturity date
of this promissory note was extended such that the principal amount of $0.4 million was due and payable on September 20, 2025 with interest payments at a rate of
8.5% per year due monthly. The Company repaid the Muncy note during the nine months ended September 30, 2025. This arrangement was collateralized by a contract
with the Naval Special Warfare Command. Jeffrey F. Parker, Coastal Defense’s former Vice President and Treasurer, and stockholder of Holdings has guaranteed this
note.

U.S. Small Business Administration (“SBA”) COVID-19 Economic Injury Disaster Loan (“EIDL”)

On May 28, 2020, Coastal Defense entered into a $0.5 million EIDL agreement with the SBA. The loan matures on May 28, 2050 and has an interest rate of 3.75% per
year. The SBA granted a payment deferral and amended the first payment due date to November 2022. These payments first reduce the interest accrued prior to reducing
the principal owed. As such, the outstanding loan balance was included as a component of “Long-term debt, net of current maturities” on the condensed consolidated
balance sheets. The EIDL is collateralized by all assets of Coastal Defense. Jeffrey F. Parker, Coastal Defense’s former Vice President and stockholder of Holdings;
Kenneth Parker, stockholder of Holdings; and Kyle Stanbro, Coastal Defense’s President and Treasurer, and stockholder of Holdings have guaranteed this note.
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Financed Insurance Premiums

During 2023, Coastal Defense entered into financing agreements which totaled $0.4 million in relation to financing its insurance premiums. The financings have various
maturity dates during 2023 and 2024 and have interest rates ranging from 8.0% to 13.3% per year. These agreements are collateralized by a security interest in the
premium refund due under the policies being purchased.

During 2024, Coastal Defense entered into financing agreements which totaled $0.3 million in relation to financing its insurance premiums. The financings have various
maturity dates during 2025 and have interest rates ranging from 8.27% to 13.75% per year. These agreements are collateralized by a security interest in the premium
refund due under the policies being purchased.

During 2025, the Company entered into financing agreements which totaled $1.1 million in relation to financing its insurance premiums. The financings have maturity
dates during 2026 and have interest rates ranging from 7.98% to 8.4% per year.

Libertas

On October 2, 2024, January 31, 2025 and February 28, 2025, the Company entered into separate Agreements of Sale of Future Receipts (collectively, the “Libertas
Agreements”) with Libertas.

Under the terms of the agreement dated October 2, 2024, the Company sold $4.1 million of its future receivables with a factor rate of 1.25 in exchange for immediate
cash proceeds net of origination fees of $3.2 million. On April 17, 2025, the Company made a $1.9 million payment and recognized a $0.2 million loss on debt
extinguishment to fully resolve the Company’s obligations under this agreement.

Under the terms of the agreement dated January 31, 2025, the Company sold $2.5 million of its future receivables in exchange for immediate cash proceeds of $2.0
million.

Under the terms of the agreement dated February 28, 2025, the Company sold $1.9 million of its future receivable in exchange for immediate cash proceeds of $1.5
million.

While there were no repayment terms on the Libertas Agreements, based on historical revenues, the Company estimated the associated receivables to be remitted in 1
year. The receivables were remitted to Libertas as they were collected, subject to a specific percentage deduction from weekly receipts. The Libertas Agreements were
collateralized by all Accounts, as defined by UCC Article 9.

In conjunction with each of the Agreements dated January 31, 2025 and February 28, 2025, the Company entered into a warrant agreement whereby Libertas agreed to
purchase an aggregate of 0.25% of the fully diluted number of shares of common stock of the Company immediately before the closing of the Company’s IPO at an
exercise price of $0.02 per share. See additional considerations related to the Libertas Warrants in Note 1.

Under the terms of the agreement dated April 16, 2025, the Company sold $2.2 million of its future receivables in exchange for immediate cash proceeds net of
origination fees of $1.7 million.

On June 30, 2025, the Company made a $4.5 million payment and recognized a $2.6 million loss on debt extinguishment to fully resolve the Company’s obligations
under the remaining Libertas agreements described above.

WebBank

On October 2, 2024, the Company entered into a Business Loan and Security Agreement (the “October WebBank Agreement”) with WebBank, with Libertas acting as
its servicer. Under the October WebBank Agreement, the Company received a loan of $1.8 million collateralized by an interest in the Company’s Accounts, Payment
Intangibles and Letter of Credit Rights, as defined under UCC Article 9. The repayment terms are structured to deduct a fixed amount from collected receivables on a
weekly basis with maximum term of one year and a factor rate of 1.25. The Company has the right to pay to end this financing transaction early by repurchasing the
future receipts sold to WebBank but not yet delivered.
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On April 17, 2025, the Company entered into a Business Loan and Security Agreement with WebBank whereby the Company received a loan of $3.3 million which was
structured with similar terms to those in the October WebBank Agreement. With the proceeds from the April WebBank Agreement, the Company repaid the $1.1 million
outstanding balance on the loan affiliated with the October WebBank Agreement and the $1.9 million outstanding balance on the loan affiliated with the October 2,
2024 Libertas Agreement as described above. In conjunction with the modification of the October WebBank Agreement, the Company recognized a $0.2 million loss on
extinguishment.

On June 30, 2025, the Company made a $3.0 million payment and recognized a $0.2 million loss on debt extinguishment to fully resolve the Company’s obligations to
‘WebBank.

Code 1

On November 18, 2024, the Company entered into a Receivables Financing Agreement with Code 1 Aviation, LLC (“Code 1) whereby the Company financed aircraft
maintenance services provided by Code 1 between January 2018 and August 2024 which totaled $0.4 million. The Receivables Financing Agreement has a payment
term of two years, an interest rate of 15%, requires monthly payments and can be prepaid without penalty. Code 1 obtained mechanic’s liens and other similar
encumbrances on certain Coastal Defense aircraft.

Husch Blackwell

On June 24, 2025, the Company entered into a promissory note with Husch Blackwell LLP (“Husch Blackwell”) whereby the Company agreed to fund aged invoices
which totaled $0.6 million. All amounts are due by December 15, 2025 with no interest.

Investor Notes at Fair Value

In October 2024, certain Investor Notes were amended, and the Company performed a significance test as of the modification date in accordance with ASC 470-50. The
Company determined that the modified terms of these Investor Notes were substantially different than the previous terms such that the Company recorded a loss on debt
extinguishment of $10.5 million during the fourth quarter of 2024.

As described in Note 1, the Company determined it appropriate to elect the fair value option for ten individual Investor Notes which had significantly different terms
established during the fourth quarter of 2024. Investor Notes at fair value are issued unsecured promissory notes, with no collateral or guarantees, to third parties for
purposes of funding the Company’s operations.

As of September 30, 2025, the Investor Notes had a fair value of $1.7 million and represented cash amounts due to holders. During the nine months ended September
30, 2025, the Company repaid $2.1 million of the Investor Notes at fair value and amended the remaining Investor Notes such that the remaining $1.8 million, inclusive
of a $0.1 million extension fee, is due December 16, 2025. During the nine months ended September 30, 2025, the Company issued 0.4 million shares related to the
Investor Notes at fair value, which is inclusive of 0.1 million of default shares for the IPO being completed after May 31, 2025, and recognized a $5.7 million gain on
debt extinguishment.

Investor Notes at fair value were made up of the following as of December 31, 2024:

e Note A which had a fair value of $3.7 million as of December 31, 2024. The December 31, 2024 balance includes a one-time interest charge equal to the issuance of
0.1 million shares of the Company’s common stock immediately prior to the Closing Date, with the $0.8 million principal paid on the earlier of 5 days subsequent to the
Closing Date or a capital raise of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the
Closing Date or a capital raise of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number
of shares issued as an interest charge was calculated using an enterprise value of $770 million, which was to be increased by a factor of 1.25x if the Company’s
valuation was less than $770 million at the Closing Date. On March 27, 2025, Note A was amended such that the number of shares became fixed at 0.1 million shares
with an additional 22,058 shares of common stock if the IPO was not completed prior to May 31, 2025.
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e Note B which had a fair value of $2.5 million as of December 31, 2024 which includes a one-time interest charge equal to 0.1 million shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.1 million principal to be paid on the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number of shares issued as an interest
charge was calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the Company’s valuation is less than $770 million at the
Closing Date. On March 27, 2025, Note B was amended such that the number of shares became fixed at 0.1 million shares. An additional 12,867 shares of common
stock will be issued if the IPO is not completed prior to May 31, 2025.

e Note C which had a fair value of $1.5 million as of December 31, 2024 which includes a one-time interest charge equal to 0.04 million shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.2 million principal and a $0.2 million additional cash payment to be paid on the earlier of 5 days
subsequent to the Closing Date or a capital raise of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days
subsequent to the Closing Date or a capital raise of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term
whereby the number of shares issued as an interest charge was calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the
Company’s valuation was less than $770 million at the Closing Date. On March 27, 2025, Note C was amended such that the number of shares became fixed at 0.04
million shares. An additional 5,514 shares of common stock will be issued if the IPO is not completed prior to May 31, 2025.

e Note D which had a fair value of $1.0 million as of December 31, 2024 which includes a one-time interest charge equal to 0.02 million shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.2 million principal to be paid on the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number of shares issued as an interest
charge was calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the Company’s valuation was less than $770 million at
the Closing Date. On March 27, 2025, Note D was amended such that the number of shares became fixed at 0.02 million shares. An additional 5,882 shares of common
stock will be issued if the IPO is not completed prior to May 31, 2025.

e Note E which had a fair value of $0.7 million as of December 31, 2024 which includes a one-time interest charge equal to 0.02 million shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.2 million principal to be paid on the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number of shares issued as an interest
charge is calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the Company’s valuation is less than $770 million at the
Closing Date. On March 27, 2025, Note E was amended such that the number of shares became fixed at 0.02 million shares. An additional 4,411 shares of common
stock will be issued if the IPO is not completed prior to May 31, 2025.

e Note F which had a fair value of $0.8 million as of December 31, 2024 which includes a one-time interest charge equal to 0.02 million in shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.1 million principal to be paid on the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number of shares issued as an interest
charge is calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the Company’s valuation is less than $770 million at the
Closing Date. On March 27, 2025, Note E was amended such that the number of shares became fixed at 0.02 million shares. On March 27, 2025, Note F was amended
such that the number of shares became fixed at 0.02 million shares. An additional 3,676 shares of common stock will be issued if the IPO is not completed prior to May
31,2025.
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e Note G which had a fair value of $0.5 million as of December 31, 2024 which includes a one-time interest charge equal to 0.01 million in shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.1 million principal to be paid on the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the Closing Date or a capital raise
of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number of shares issued as an interest
charge is calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the Company’s valuation is less than $770 million at the
Closing Date. On March 27, 2025, Note G was amended such that the number of shares became fixed at 0.01 million shares. An additional 2,941 shares of common
stock will be issued if the IPO is not completed prior to May 31, 2025.

e Note H which had a fair value of $0.2 million as of December 31, 2024 which includes a one-time interest charge equal to 0.01 million in shares of the Company’s
common stock immediately prior to the Closing Date, with the $0.05 million principal to be paid on the earlier of 5 days subsequent to the Closing Date or a capital
raise of at least $10 million or May 31, 2025 and with interest accruing from the date of the note through the earlier of 5 days subsequent to the Closing Date or a capital
raise of at least $10 million or May 31, 2025 at a rate of 12% per annum. As of December 31, 2024, this note had a term whereby the number of shares issued as an
interest charge is calculated using an enterprise value of $770 million, which shall be increased by a factor of 1.25x if the Company’s valuation is less than $770 million
at the Closing Date. On March 27, 2025, Note H was amended such that the number of shares became fixed at 0.01 million shares. An additional 1,470 shares of
common stock will be issued if the IPO is not completed prior to May 31, 2025.

® Notes I and J with a combined fair value of $2.9 million as of December 31, 2024 which each includes a one-time interest charge equal to 0.1 million in shares of the
Company’s common stock immediately prior to the Closing Date, with the 120% of the combined $1.0 million principal to be paid on the earlier of 30 days subsequent
to the Closing Date or April 30, 2025 and with interest accruing from the date of the note or from October 31, 2022 through the earlier of 30 days subsequent to the
Closing Date or April 30, 2025 at a rate of 15% per annum. During the second quarter of 2025, Notes I and J were amended such that 130% of the combined principal
was to be paid on the earlier of 30 days subsequent to the Closing Date or June 30, 2025.

3. Stock, Warrants and Equity Incentive Plan

Authorized capital stock consists of 1.0 billion shares of our common stock, par value $0.000001 per share, and 10.0 million shares of preferred stock, par value
$0.000001 per share. All of our authorized preferred stock is undesignated.

Common Stock

The Company has reserved the following shares of authorized but unissued common stock as of September 30, 2025: 0.3 million stock options, 0.4 million warrants,
and 0.1 million of contingent restricted stock awards and units.

The Company recorded $14.4 million of stock compensation expense which was primarily related to 0.5 million contingent restricted stock awards and units during the
nine months ended September 30, 2025. The majority of these awards and units were issued in July 2025.

In December 2024, the Company amended an Incentive Agreement with Dangroup such that Dangroup will receive shares in conjunction with the closing on the IPO
such that their ownership will be 5% on a fully diluted basis. During the nine months ended September 30, 2025, the Company recorded $5.5 million of stock
compensation expense related to the 0.5 million shares that were issued to Dangroup on June 12, 2025.

Warrants

The Company assumed warrants to purchase 0.1 million shares of the Company’s common stock as part of the merger with Jaunt. These warrants expire ten years from
the date of issuance, March 10, 2022, have an exercise price of $16.83 per share and were outstanding as of September 30, 2025 and December 31, 2024. The Company

determined that these warrants are equity classified.

29




During the quarter ended March 31, 2025, the Company entered into two warrant agreements with Libertas to purchase an aggregate of 0.5% of the fully diluted number
of shares of common stock immediately before the closing of the IPO at an exercise price of $0.02 per share as described in Note 1. On June 12, 2025, in conjunction
with the PO, the number of Libertas Warrants became fixed, and on June 13, 2025, Libertas exercised their warrants in exchange for 104,415 shares of common stock.
In July 2025, the Company entered into a warrant agreement with Libertas whereby Libertas had the option to purchase 0.1 million shares with an exercise price of
$0.02 between July 28, 2025 and July 28, 2030 which resulted in the Company recording a charge of $1.2 million during the nine months ending September 30, 2025.
Libertas exercised the warrants on July 31, 2025.

In September 2024, the Company executed a financing advisor agreement with Cantor Fitzgerald & Co. as compensation for assistance with the IPO, pursuant to which
the Company agreed to issue to certain of the underwriters upon the closing of the IPO, the Underwriter Warrants, which are warrants exercisable for the number of
shares of common stock equal to 5% of the total number of shares of common stock sold in such IPO. In conjunction with the IPO, the Company issued the Underwriter
Warrants, which are exercisable into 345,000 shares of common stock. The Company determined the fair value of the Underwriter Warrants at the grant date on June 12,
2025 to be $2.0 million which was recorded as an issuance cost against IPO proceeds during the nine months ended September 30, 2025. The Underwriter Warrants
have an exercise price of $11.00 and can be exercised between December 12, 2025 and June 12, 2030.

Equity Incentive Plan

In March 2025, the Board of Directors adopted, and the stockholders approved, the AIRO Group Holdings, Inc. 2025 Equity Incentive Plan (the “2025 Plan”). The 2025
Plan provides for the grant of incentive stock options (“ISOs”) to employees, including employees of any parent or subsidiary, and for the grant of non-statutory stock
options, stock appreciation rights, restricted stock awards, restricted stock unit awards, performance awards and other forms of stock awards to employees, directors,
and consultants, including employees and consultants of the Company’s affiliates. The 2025 Plan is a successor to and continuation of the Legacy Plan (referred to in
the 2025 Plan as the Prior Plan) and will become effective on the execution of the underwriting agreement related to the IPO. Initially, the maximum number of shares
of the Company’s common stock that may be issued under the 2025 Plan after it becomes effective will not exceed 1.9 million shares of the Company’s common stock
(the “Share Reserve”). In addition, the number of shares of the Company’s common stock reserved for issuance under the 2025 Plan will automatically increase on
January 1 of each year, starting on January 1, 2026, through and including January 1, 2035, in an amount equal to (1) 5% of the total number of shares of the Company’s
common stock outstanding on the last day of the preceding calendar year, or (2) a lesser number of shares of the Company’s common stock determined by the Board of
Directors prior to the date of the increase. The maximum number of shares of the Company’s common stock that may be issued upon the exercise of ISOs under the
2025 Plan will be three times the Share Reserve.

During the nine months ended September 30, 2025, there were 0.1 million of stock awards and 0 options, respectively, granted under the 2025 Plan.
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4. Management Carveout Plan

In December 2021, the Company adopted the 2021 Management Carveout Plan (the “Aspen Carveout Plan”), which establishes a benefit pool for designated employees
and consultants payable upon the occurrence of a change in control, which is defined as two steps consisting of 1) the closing of the merger with Holdings and 2) the
IPO of Holdings or merger with a special purpose acquisition company (“SPAC”) by a specified expiration date, which was extended through June 30, 2025. The
amount to be paid as benefits under the Aspen Carveout Plan are determined based upon percentages of the total net proceeds calculated at the closing of the IPO or a
SPAC merger, ranging from 0% to 5%. The net proceeds are calculated as the net sum of cash and the fair value of equity securities available for distribution to the
stockholders of the Company after all liabilities, exclusive of the subordinated convertible notes or other loans from the stockholders and transaction costs are paid,
capped at $2.3 billion. The benefit payments to the participants in the Aspen Carveout Plan are to be made in the form or forms of payment and in the same proportions
as the consideration paid by the purchaser which were estimated to be $2.0 million in stock and $0.9 million in cash.

On October 6, 2023, the Company signed a Satisfaction of Indebtedness and Satisfaction of Covenant Agreement, whereby all of the holders agreed to convert $0.8
million of the cash amount owed to them under the Aspen Carveout Plan into 20,010 shares of common stock immediately prior to the closing of the BCA Transactions,
with the remaining amount of $0.1 million owed to such holders to be paid at the closing of the BCA Transactions. In addition, the Satisfaction of Indebtedness and
Satisfaction of Covenant Agreement stipulated that the $2.0 million in stock would be settled through the issuance of 51,309 shares.

On June 30, 2025, the Company amended the Aspen Satisfaction of Indebtedness and Satisfaction of Covenant Agreement to stipulate that the terms in the original
agreement that were contingent upon the BCA Transactions would be completed within 15 business days of the IPO and identified the underlying recipients of the
71,319 shares related to the Aspen Carveout Plan. During the nine months ended September 30, 2025, the Company issued 63,447 shares of common stock, net of 7,872
shares that were withheld for taxes, funded $0.1 million, and recognized $1.7 million of stock compensation expense based on the June 30, 2025 modification date.

5. Goodwill

The changes in the carrying value of goodwill were as follows:

Advanced Uncrewed Electric Air

Avionics Air Systems Mobility Training Total
Balance as of July 1, 2025 $ - $ 122,143,519 $ 434,346,520 $ 15,541,468 $ 572,031,507
Effect of exchange rate - (463,105) - - (463,105)
Balance as of September 30, 2025 $ - $ 121,680,414 $ 434,346,520 $ 15,541,468 $ 571,568,402
Balance as of July 1, 2024 $ = $ 111,562,065 $ 451,370,520 $ 36,511,468 $ 599,444,053
Impairment - - (17,024,000) (20,970,000) (37,994,000)
Effect of exchange rate - 4,228,548 - - 4,228,548
Balance as of September 30, 2024 $ - $ 115,790,613 $ 434,346,520 $ 15,541,468 $ 565,678,601

Advanced Uncrewed Electric Air

Avionics Air Systems Mobility Training Total
Balance as of January 1, 2025 $ - $ 107,620,343 $ 434,346,520 $ 15,541,468 $ 557,508,331
Effect of exchange rate - 14,060,071 - - 14,060,071
Balance as of September 30, 2025 $ - $ 121,680,414 $ 434346520 $ 15,541,468 $ 571,568,402
Balance as of January 1, 2024 $ - $ 114,720,513 $ 451,370,520 $ 36,511,468 $ 602,602,501
Impairment - - (17,024,000) (20,970,000) (37,994,000)
Effect of exchange rate - 1,070,100 - - 1,070,100
Balance as of September 30, 2024 $ - $ 115,790,613 $ 434,346,520 $ 15,541,468 $ 565,678,601
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As aresult of the BCA Transactions being terminated in August 2024 and the continued delays in securing financing, the Company determined it appropriate to test the
fair value of each reporting unit for goodwill impairment as of September 30, 2024 for all of its reporting units except Avionics as no goodwill had been allocated to this
reporting unit. Management determined that the fair value of the Drones reporting unit substantially exceeded its respective carrying value. The Electric Air Mobility
and Training reporting unit fair values indicated goodwill impairment as detailed below.

Drones Electric Air Mobility Training
Goodwill carrying value as of September 30, 2024 115.8 million 451.4 million 36.5 million
Fair value of reporting unit as of September 30, 2024 185.1 million 510.2 million 25.1 million

133.5 million

527.2 million
17.0 million

46.1 million
21.0 million

Carrying value of reporting unit as of September 30, 2024
Impairment as of September 30, 2024

R IR R
R IR AR
B L L PH

Estimates and assumptions varied between each reporting unit depending on the facts and circumstances specific to that reporting unit. The discount rate for each
reporting unit is influenced by general market conditions as well as factors specific to the reporting unit. The fair value of the reporting units for which the Company
performed quantitative impairment tests was estimated using an income approach, which incorporates the use of the discounted cash flow method. Projections used
require the use of significant estimates and assumptions specific to the reporting unit as well as those based on general economic conditions. Factors specific to each
reporting unit include revenue growth, profit margins, terminal value growth rates, capital expenditures projections, assumed tax rates, discount rates and other
assumptions deemed reasonable by management. For the 2024 impairment test, the weighted average cost of capital (“WACC”) discount rates the Company used for its
reporting units was 30%-35% and the terminal value growth rate was 4%. The terminal value growth rate represents the expected long-term growth rate for the
Company’s industry, which incorporates the type of services each reporting unit provides as well as global economic conditions. Other factors influencing the revenue
growth rates include the nature of the services the reporting unit provides for its customers, the geographic locations in which the reporting unit conducts business and
the maturity of the reporting unit.

Specific to the Electric Air Mobility segment’s projections as of September 30, 2024, projected revenue was revised to include projected aircraft production timing for
the Jaunt Journey in 2031 and a downscaled cargo version of the Jaunt Journey in 2028. Projected revenue in years 1 and 2 of commercialization of the downscaled
cargo version of the Jaunt Journey as of September 30, 2024 were increased as compared to prior revenue estimates from the Company’s prior year testing date of
October 1, 2023 for the same two-year period. Projected revenue in years 1 and 2 of commercialization of the Jaunt Journey as of September 30, 2024 also increased as
compared to prior revenue estimates from the Company’s prior year testing date of October 1, 2023 for the same two-year period.

Earnings before interest, taxes, depreciation and amortization (“EBITDA”) projections as of September 30, 2024 were developed using revised estimates of
manufacturing costs, production hours per unit, learning curves and subsequent efficiencies, and operating costs.

Mid-term and long-term EBITDA projections at maximum capacity have not significantly changed compared to the Company’s prior year testing date of October 1,
2023, but the shifting and corresponding discounting of these projections resulted in a significant decrease in the fair value of the Electric Air Mobility segment, which
indicated impairment.

As to the degree of uncertainty associated with the Company’s assumptions, the Company believes its long-term projected revenue is reasonable given a sales price
supported by non-binding letters of intent and a relatively small number of units. There is a higher degree of uncertainty in projected EBITDA, as compared to projected
revenue as projected EBITDA includes estimates as to future labor and material costs, efficiency rates as to the number of production hours required over time, and
synergies.
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The most sensitive factor in the Company’s analysis was the WACC discount rate. As of September 30, 2024, a 33% WACC discount rate was applied to the Electric Air
Mobility segment, which is fairly consistent with the 35% WACC discount rate used as of the Company’s prior year testing date of October 1, 2023. The 200 basis-point
decrease from prior year was deemed appropriate due to more conservative projected long term EBITDA margins as compared to sales in the prior year, regulatory
harmonization that has occurred for the industry between the Federal Aviation Association, Transport Canada Civil Aviation, and European Union Aviation Safety
Agency, advances in electric propulsion, battery density, and autonomous systems which lower remaining technical development risk. While these factors reduce risk to
the Electric Air Mobility segment, a larger decrease in the WACC was not deemed appropriate due to delays in funding for development efforts and overall
implementation risk that remains similar to October 1, 2023. As to the sensitivity of the WACC rate, another hypothetical 100-basis-point increase in the WACC
discount rate would have yielded an additional $46.0 million in goodwill impairment.

The Company believes the factors considered in the impairment analysis are reasonable; however, significant changes in any one of its assumptions could produce a
different result and result in additional impairment charges that could be material to its condensed consolidated financial statements. For example, the fair value of the
Electric Air Mobility segment could be adversely affected and may result in an additional impairment of goodwill if this reporting unit is not able to advance the
development of its aircraft and other products, obtain regulatory approvals, and launch and commercialize its products at scale, if the estimated production costs are
significantly higher than estimated or if the WACC discount rate is increased.

Specific to the Training segment’s projections as of September 30, 2024, the Company noted a significant decrease in sales and gross margins as a result of not being
able to meet contractual demands due to delays in the funding of aircraft. In prior years, government intelligence, surveillance and reconnaissance (“ISR”) aircraft
contracts did not require that the aircraft be able to employ weapons. As those contracts have aged-out, the new requirements for the re-competitions require assets that
have the ability to employ training munitions and have been approved by the government to do so. Coastal Defense does not possess aircraft that can achieve this
requirement; thus, the Company has either not been awarded or chose not to bid on certain contracts. The projected revenue and margins were revised to include the
timing of projected aircraft and investments to be made in flight schools in the short-term (between 2025 and 2028) and then the acquisition of additional aircraft
beginning in years after 2029.

EBITDA projections as of September 30, 2024 did not significantly change compared to the Company’s prior year testing date of October 1, 2023, and the Company
does not anticipate any changes until the Company is able to make more significant investments in aircraft, and at which time the Company can better leverage its
operating expenses. At that point, the Company anticipates that mid-term and long-term EBITDA margins would increase. The shifting and corresponding discounting
of these projections resulted in a significant decrease in the fair value of the Training segment, which indicated impairment.

As to the degree of uncertainty associated with the Company’s assumptions, the Company believes its short-term projected revenue is reasonable given its history with
military contract practices and the historical results of flight schools, while the Company’s long-term projected revenue is subject to a higher degree of uncertainty. To
mitigate this risk, a 30% WACC discount rate was applied to these projections which was consistent with the Company’s prior year testing date of October 1, 2023. As
to the sensitivity of the WACC rate, another hypothetical 100-basis-point increase in the WACC discount rate would have yielded an additional $3.4 million in goodwill
impairment.

The Company believes the factors considered in the impairment analysis are reasonable; however, significant changes in any one of its assumptions could produce a
different result and result in additional impairment charges that could be material to its condensed consolidated financial statements. For example, the fair value of the
Training segment could be adversely affected and may result in an additional impairment of goodwill if this reporting unit is not able to purchase the needed aircraft, if
the estimated costs for managing the flight schools are significantly higher than estimated or if the WACC discount rate is increased.
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6. Intangible Assets, Net
Intangible assets acquired through business combinations were as follows:

As of September 30, 2025

Weighted Average
Remaining Life Accumulated Carrying
(Years) Gross Amortization Value
Developed technology - definite lived 9.2 $ 100,207,657 $ 31,161,674 $ 69,045,983
Developed technology - indefinite lived N/A 66,216 - 66,216
Tradenames - definite lived 34 1,932,472 1,074,909 857,563
Tradenames - indefinite lived N/A 8,737,607 - 8,737,607
Customer relationships 3.6 20,334,303 13,218,130 7,116,173
Patents 6.7 547,891 307,910 239,981
$ 131,826,146 $ 45,762,623 $ 86,063,523
As of December 31, 2024
Weighted Average
Remaining Accumulated Carrying
Life (Years) Gross Amortization Value
Developed technology - definite lived 9.9 $ 99,377,209 $ 24,818,823 $ 74,558,386
Patents pending N/A 66,216 - 66,216
Tradenames - definite-lived 4.1 1,892,631 824,044 1,068,587
Tradenames - indefinite-lived N/A 8,737,607 - 8,737,607
Customer relationships 4.2 20,014,349 11,208,224 8,806,125
Patents 7.5 569,347 303,991 265,356
$ 130,657,359 $ 37,155,082 $ 93,502,277

Amortization expense is reported on the condensed consolidated statements of operations line items as shown in the table below for the three and nine months ended
September 30:

Three months ended Nine months ended
September 30, September 30,
2025 2024 2025 2024
Cost of revenue $ 86,667 $ 106,667 $ 300,000 $ 320,000
Research and development 1,902,751 1,899,602 5,700,896 5,692,393
Sales and marketing 496,428 710,173 1,701,385 2,123,652
General and administrative 88,729 88,235 264,476 264,050
$ 2,574,575 $ 2,804,677 $ 7,966,757 $ 8,400,095
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Total estimated future amortization expense as of September 30, 2025 is as follows:

2025 (remaining) $ 2,654,200
2026 10,284,890
2027 10,045,347
2028 9,881,483
2029 8,400,140
Thereafter 35,993,640

$ 77,259,700

7. Inventory
Inventory consisted of the following as of September 30, 2025 and December 31, 2024:

September 30, 2025

December 31, 2024

Raw materials $ 6,602,101 $ 8,150,164
Work in process 1,816,913 32,449
Finished goods 7,775,679 640,108
Total $ 16,194,693  $ 8,822,721

8. Balance Sheet Details
Accrued expenses consisted of the following as of September 30, 2025 and December 31, 2024:

September 30, 2025

December 31, 2024

Accrued legal and professional fees $ 3,663,209 $ 2,656,421
Payroll related expenses 3,257,579 3,380,449
Accrued warranty 185,037 286,874
Accrued taxes 2,377,753 9,669,506
Other accrued expenses 2,162,267 1,463,905

$ 11,645,845  § 17,457,155

9. Deferred Compensation

As part of the Agreement and Plan of Merger by and among Jaunt, Legacy AIRO, the Company, Jaunt Merger Sub, LLC and Martin Peryea as member representative,
dated as of October 6, 2021, as amended, and subsequent to that acquisition, the Company had deferred salary arrangements with various employees that allowed for a
portion of their compensation to be deferred and paid upon a single outside investment of no less than $25 million, or such earlier time as the Company determined in
its sole discretion that sufficient funds were available to commence payment of the deferred amounts. As of December 31, 2024, the accrued deferred compensation was

$11.2 million.

During the nine months ended September 30, 2025, the Company issued 0.2 million shares, net of shares withheld for taxes, made cash payments of $0.8 million and
recorded a $5.9 million gain within other income to partially settle these obligations. During October 2025, the Company funded the remaining $0.3 million to fully

settle these obligations.
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10. Commitments and Contingencies
Consulting Agreement

In October 2020, the Company entered into an agreement for market analysis and business strategy consulting. The services were performed in prior periods. The
agreement states a fee of $0.5 million for the services, due upon the completion of the IPO, SPAC merger, financing raise of at least $100 million or an acquisition of at
least 50% of the equity of the Company. During the nine months ended September 30, 2025, the Company recorded $0.5 million of expense and funded the payment
related to this consulting agreement.

Contingent Fee Arrangement

In June 2022, the Company executed a previously arranged contingent fee agreement with New Generation Aerospace, Inc. (“NGA”) to compensate NGA for past
services rendered and future services rendered through December 31, 2022 related to the acquisitions and financing of the Merger Entities in the amount of $1.5 million
(the “Contingent Fee”). The Contingent Fee is payable upon the closing of the IPO. On October 2, 2023, the Company signed an Amended and Restated Success Fee
Agreement, whereby NGA agreed to convert $1.4 million of the amounts owed to it into 33,995 shares of the Company’s common stock immediately prior to the
closing of the BCA Transactions, with the remaining amount of $0.1 million owed to such holders to be paid at the closing of the BCA Transactions.

During the nine months ended September 30, 2025, the Company issued 33,995 shares of common stock, recorded $0.3 million of stock compensation and funded $0.1
million to fully satisfy obligations under this agreement.

Contingent Financing Fee Arrangement

In September 2024, the Company executed a financing advisor agreement with Cantor Fitzgerald & Co. as compensation for assistance with the IPO which totals the
greater of $2 million and 7% of the gross proceeds in conjunction with the IPO (the “Cantor Contingent Financing Fee”). In conjunction with the IPO, the Company
recorded $4.8 million related to the Cantor Contingent Financing Fee as an offset to gross proceeds.

KDC IPO Payment Agreement

In April 2022, Aspen Avionics and KippsDeSanto & Co. (“KDC”) entered into an amendment (the “KDC IPO Payment Agreement”) to the parties’ prior engagement
letter dated August 7, 2018 (the “KDC Agreement”), pursuant to which Aspen Avionics engaged KDC to provide financial advisory services in connection with AIRO’s
potential acquisition of Aspen Avionics. Pursuant to the terms of the KDC IPO Payment Agreement upon the closing of the IPO, Aspen Avionics was obligated to fund a
one-time, final payment of $1.0 million to be made to KDC in satisfaction of Aspen Avionics obligations under the KDC Agreement. During the nine months ended
September 30, 2025, the Company recorded $1.0 million of expense and funded the payment related to the KDC Agreement.

Non-binding Letters of Intent

In November 2023, the Company signed non-binding letters of intent to acquire two businesses for the Training segment including flight training schools. The parties
have undertaken due diligence to determine whether a binding purchase agreement will be negotiated. The total anticipated purchase price for the acquisitions is
expected to range from $5.1 million to $7.7 million, which would be paid in a combination of cash and the issuance of common stock.

Lease Agreement

During the quarter ended September 30, 2025, the Company entered into a five-year lease agreement in Phoenix, Arizona in support of its efforts to expand its U.S.
footprint for advanced drone innovation which resulted in a right-of-use operating lease asset of $1.9 million, current operating lease liability of $0.3 million and
noncurrent operating lease liability of $1.6 million.

Litigation

A civil action was filed against Old AGI, Inc. in the Circuit Court of Cook County, State of Illinois in February 2022 (the “2022 Lawsuit”). The claimant alleged that an
agreement for certain services entered into in March 2020 was breached and resulted in damages to claimant. This case was dismissed on July 5, 2022. However, the
court allowed the claimant to amend its complaint. On August 5, 2022, the claimant filed its amended complaint, and the Company filed its response on October 12,
2022. The parties have engaged in discovery and mandatory arbitration. The arbitration resulted in an award in favor of the Company, which was contested by the
claimant. On December 19, 2024, the Circuit Court denied the Company’s motion for summary judgment. In March 2025, the Company agreed to settle Mr. Perrin’s
individual claims in the lawsuit as described below.
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Civil actions were filed against Coastal Defense and individual guarantors in the Tioga County Court, State of Pennsylvania, in July 2023. The claimant, First Citizens
Community Bank (“FCCB”), alleged that payment under certain promissory notes is due, and the claimant is seeking recovery of the outstanding amounts. The claimant
obtained judgments against all named defendants. On March 27, 2025, the Company entered into a settlement agreement with FCCB providing for a full and
unconditional release of all claims related to the underlying debt upon completion of payments totaling approximately $0.2 million. As of April 30, 2025, the Company
had fulfilled its payment obligations under the agreement, and the parties had fully and unconditionally released each other from and all claims/liabilities, or obligations
related to the underlying debt.

A civil action was filed against Holdings, AIRO Group, AIRO Group (Illinois), AIRO Drone, Agile Defense, Joseph Burns, Chirinjeev Kathuria and John Uczekaj in
Chancery Court in Delaware in September 2023. The claimant, Robert Perrin, one of the Company’s stockholders, alleged that the these entities failed to pay him for
services allegedly rendered under an Employment Agreement with AIRO Group (Illinois), that the individual defendants have breached their fiduciary duties as
members of the Company’s board of directors, and that defendants violated the Computer Fraud and Abuse Act. On November 17, 2023, the Company filed a motion to
dismiss. In response, the claimant filed an Amended Complaint on February 22, 2024 in which he dropped AIRO Group (Illinois) as a defendant, dropped the breach of
contract claim and added a wage claim under Delaware statute. On April 5, 2024, the Company filed a Partial Answer and Affirmative Defenses as well as a Partial
Motion to Dismiss. In response, the claimant filed a Second Amended Complaint on May 16, 2024 in which he dropped the wage claim under Delaware statute and
added a civil conspiracy claim against all defendants. The Company filed an Amended Answer on November 15, 2024. During the nine months ended September 2025,
the Company agreed to settle Mr. Perrin’s individual claims in the lawsuit for $0.8 million, which will be paid over six quarters beginning the quarter ending September
30, 2025. As of September 30, 2025, the Company had recorded the $0.5 million and $0.1 million in current maturities of debt and long-term debt, net of current
maturities, respectively.

Aside from the above matters, the Company is not a party to any material legal proceedings and is not aware of any pending or threatened claims. From time to time, the
Company may be subject to various legal proceedings and claims that arise in the ordinary course of its business activities. Legal contingencies are subject to significant
uncertainties and, therefore, determining the likelihood of a loss or the measurement of a loss can be complex. The Company will accrue losses that are both probable
and reasonably estimable.

11. Segment Information

The Company reports segment information based on the “management” approach. The management approach designates the internal reporting used by management for
making decisions and assessing performance as the source of the Company’s reportable segments. The Company’s chief operating decision maker (“CODM?”) has been
identified as the chief executive officer. The Company will continue to reevaluate reportable and operating segments. The Company manages its business primarily
based upon four operating segments: Avionics, Drones, Electric Air Mobility and Training. In accordance with the segment reporting accounting standard, the Company
evaluated the economic similarity of its operating segments and determined that each of these operating segments represents a reportable segment.

The Company has determined that each reportable segment represents a reporting unit and, in accordance with ASC 350, each reporting unit requires an allocation of
goodwill.

®  Avionics: This segment develops, manufactures, and sells avionics and GPS sensors for the GA, UAS and eVTOL market segments. The Company’s advanced
avionics products are focused on GA aftermarket, OEM display, integration and connected panel solutions.

e Drones: This segment offers direct operation of drones and drone systems, provision of drone-derived information, and the development of drone-optimized
communication services. Additionally, it consists of development and commercialization of market leading MUAS for professional users, primarily in the defense
and security markets. The MUAS includes internally developed software, hardware, and mechanical system components. Operations cover sourcing,
manufacturing, assembly, quality assurance testing activities and logistics.
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o Electric Air Mobility: This segment includes designing, licensing and ultimately the manufacturing of air vehicles incorporating slowed rotor compound
technology that is capable of transporting people and packages operated by pilots or autonomous flight systems.

e Training: This segment provides and operates military aircraft for U.S. military services and Department of Defense (“DoD”) contractors. Segment revenues are
earned from 1) flying training missions as part of armed forces training groups, and 2) providing aircraft and support services to DoD contractors.

The Company evaluates the performance of its reportable segments based on the net income (loss) for each reporting segment. Presented below are reconciliations of
the reportable segment total revenues to the condensed consolidated revenues and the reportable segment total net income (loss) to the condensed consolidated net loss
for the three and nine months ended September 30, 2025 and September 30, 2024:

Three months ended September 30, 2025

Electric Air
Avionics Drones Mobility Training Total

Revenue 1,529,443 $ 3,144,852 $ - $ 1,609,397 $ 6,283,692
Cost of revenue 1,028,846 1,064,613 - 1,400,291 3,493,750
Gross profit 500,597 2,080,239 - 209,106 2,789,942
Research and development 511,451 1,708,590 1,904,130 - 4,124,171
Sales and marketing 490,144 615,889 - 496,428 1,602,461
General and administrative 762,510 2,161,126 452,900 888,580 4,265,116
Interest expense 816 - - 62,526 63,342
Interest income - (197,043) - - (197,043)
Other expense (income), net 46,808 28,135 (4,543,419) 1,631 (4,466,845)
Income tax benefit (expense) - 613,149 - - 613,149
Segment (loss) profit (1311,132)  $ (1,623,309 § 2,186,389  $§  (1,240,059) (1,988,111)
Unallocated amounts:

Corporate expenses 4,778,073
Interest expense, net 54,036
Other expense, net 1,141,796
Net loss $  (7,962,016)

Three months ended September 30, 2024
Electric Air
Avionics Drones Mobility Training Total

Revenue 2,028,185 $ 20,939,783 $ - $ 717,409 $ 23,685,377
Cost of revenue 1,415,111 5,330,965 - 657,566 7,403,642
Gross profit 613,074 15,608,818 - 59,843 16,281,735
Research and development 234,221 1,099,039 1,925,352 - 3,258,612
Sales and marketing 405,155 655,035 - 497,308 1,557,498
General and administrative 451,383 1,629,517 445,748 604,761 3,131,409
Goodwill impairment - - 17,024,000 20,970,000 37,994,000
Interest expense 36,128 1,330,946 - 46,651 1,413,725
Interest income - (45,857) - - (45,857)
Other (income) expense, net (1,826) (9,962) (4,100,628) 3,756 (4,108,660)
Income tax expense - (2,382,796) - - (2,382,796)
Segment loss (511,987) § 8,567,304 $  (15294,472) $ (22,062,633) (29,301,788)
Unallocated amounts:

Corporate expenses 707,367
Interest expense, net 307,748
Other expense, net 13,623
Net loss $  (30,330,526)
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Revenue

Cost of revenue

Gross profit

Research and development
Sales and marketing
General and administrative
Interest expense

Interest income

Gain on debt extinguishment, net
Other expense (income), net
Income tax expense
Segment profit (loss)

Unallocated amounts:

Corporate expenses

Interest expense, net

Gain on debt extinguishment, net
Other income, net

Net loss

Revenue

Cost of revenue

Gross profit

Research and development
Sales and marketing
General and administrative
Goodwill impairment
Interest expense

Interest income

Other expense (income), net
Income tax expense
Segment (loss) profit

Unallocated amounts:
Corporate expenses
Interest expense, net
Other expense, net
Net loss

The following table presents revenue by geographic area for the three and nine months ended September 30:

United States
Europe
Other

Nine months ended September 30, 2025

Electric Air
Avionics Drones Mobility Training Total
5,305,319 $ 33,597,242 $ = $ 3,726,009 $ 42,628,570
3,178,190 11,619,445 - 3,073,901 17,871,536
2,127,129 21,977,797 - 652,108 24,757,034
955,290 5,316,908 5,619,442 - 11,891,640
1,104,714 2,199,684 - 1,489,284 4,793,682
3,293,687 6,171,939 944,235 12,305,302 22,715,163
20,599 158,474 - 208,584 387,657
- (312,530) - - (312,530)
(13,090,628) - - - (13,090,628)
675,267 (253,036) (23,116,974) (2,678,450) (25,373,193)
- (1,731,130) - - (1,731,130)
9,168,200 $ 6,965,228 $ 16,553,297 $  (10,672,612) 22,014,113
20,106,518
9,122,529
(2,468,441)
(682,151)
$ (4,064,342)
Nine months ended September 30, 2024
Electric Air
Avionics Drones Mobility Training Total
7,306,514 $ 37,331,717 $ = $ 2,567,418 $ 47,205,649
4,682,311 9,784,399 - 2,195,038 16,661,748
2,624,203 27,547,318 - 372,380 30,543,901
821,711 2,964,645 5,790,511 - 9,576,867
1,035,210 1,689,187 - 1,493,159 4,217,556
1,469,520 4,103,081 1,780,887 1,961,948 9,315,436
- - 17,024,000 20,970,000 37,994,000
114,751 1,963,396 - 202,139 2,280,286
- (181,302) - - (181,302)
48,234 37,215 (2,400,783) (11,161) (2,326,495)
- (3,811,383) - - (3,811,383)
(865223) § 13,159,713 § (22,194,615) $  (24,243,705) (34,143,830)
2,964,223
818,380
13,623
$ (37,940,056)
Three months ended September 30, 2025
Electric Air
Avionics Drones Mobility Training Total
1,076,213 $ 65,098 $ = $ 1,609,397 $ 2,750,708
284,778 2,529,595 - - 2,814,373
168,452 550,159 - - 718,611
1,529,443 $ 3,144,852 $ - $ 1,609,397 $ 6,283,692
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United States
Europe
Other

United States
Europe
Other

United States
Europe
Other

Three months ended September 30, 2024

The following table presents revenue by products and services for the three and nine months ended September 30:

Products
Services

Products
Services

Electric Air
Avionics Drones Mobility Training Total
1,310,599 $ 1,149,243 $ - $ 717,409 3,177,251
306,182 19,790,540 - - 20,096,722
411,404 - - - 411,404
2,028,185 $ 20,939,783 $ - $ 717,409 23,685,377
Nine months ended September 30, 2025
Electric Air
Avionics Drones Mobility Training Total
3,384,220 $ 98,474 $ - $ 3,726,009 7,208,703
1,204,285 32,948,609 - - 34,152,894
716,814 550,159 - - 1,266,973
5,305,319 $ 33,597,242 $ - $ 3,726,009 42,628,570
Nine months ended September 30, 2024
Electric Air
Avionics Drones Mobility Training Total
4,185,864 $ 1,149,243 $ - $ 2,567,418 7,902,525
1,659,456 36,182,474 - - 37,841,930
1,461,194 - - - 1,461,194
7,306,514 $ 37,331,717 $ - $ 2,567,418 47,205,649
Three months ended September 30, 2025
Electric Air
Avionics Drones Mobility Training Total
1,529,443 $ 1,288,681 $ = $ 316,350 3,134,474
- 1,856,171 - 1,293,047 3,149,218
1,529,443 $ 3,144,852 $ = $ 1,609,397 6,283,692
Three months ended September 30, 2024
Electric Air
Avionics Drones Mobility Training Total
2,028,185 $ 19,856,988 $ = $ 47,975 21,933,148
- 1,082,795 - 669,434 1,752,229
2,028,185 $ 20,939,783 $ - $ 717,409 23,685,377
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Products
Services

Products
Services

Nine months ended September 30, 2025

Electric Air
Avionics Drones Mobility Training Total
$ 5,295,427 $ 28,140,150 $ - 3 902,062 34,337,639
9,892 5,457,092 - 2,823,947 8,290,931
$ 5,305,319 $ 33,597,242 $ - 8 3,726,009 42,628,570
Nine months ended September 30, 2024
Electric Air
Avionics Drones Mobility Training Total
$ 7,306,514 $§ 34,525,042 $ = $ 127,945 41,959,501
- 2,806,675 - 2,439,473 5,246,148
$ 7,306,514 $ 37,331,717 $ - $ 2,567,418 47,205,649

The following table presents capital expenditures, depreciation and amortization, stock-based compensation and contingent consideration fair value adjustments for the

three and nine months ended September 30:

Depreciation and amortization
Stock-based compensation
Capital expenditures

Depreciation and amortization

Stock-based compensation

Contingent consideration fair value adjustments
Capital expenditures

Depreciation and amortization

Stock-based compensation

Contingent consideration fair value adjustments
Capital expenditures

Three months ended September 30, 2025

Electric Air
Avionics Drones Mobility Training Total
$ 99,886 $ 361,289 $ 1,700,332 $ 748,005 2,909,512
- 150,900 - - 150,900
149,647 404,644 - 385,946 940,237
Three months ended September 30, 2024
Electric Air
Avionics Drones Mobility Training Total
$ 124,243 $ 502,121 $ 1,700,331 $ 807,403 3,134,098
- - 122,502 - 122,502
- - (4,100,000) - (4,100,000)
- 96,865 - - 96,865
Nine months ended September 30, 2025
Electric Air
Avionics Drones Mobility Training Total
$ 343,681 $ 1,227,915 $ 5,100,992 $ 2,362,812 9,035,400
1,716,648 150,900 166,056 10,087,029 12,120,633
- (365,053) (17,223,030) (2,683,743) (20,271,826)
149,647 1,212,973 - 644,551 2,007,171
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Nine months ended September 30, 2024

Electric Air
Avionics Drones Mobility Training Total
Depreciation and amortization $ 372,505 $ 1,442,237 $ 5,100,993 $ 2,562,209 $ 9,477,944
Stock-based compensation - - 593,589 - 593,589
Contingent consideration fair value adjustments - - (2,400,000) - (2,400,000)
Capital expenditures - 551,119 - - 551,119
The following table presents tangible long-lived assets by geographic area as of September 30, 2025 and December 31, 2024:
September 30, 2025
Electric Air
Avionics Drones Mobility Training Total
United States $ 341,098 $ = $ 834 $ 4,910,320 $ 5,252,252
Europe - 2,321,162 - - 2,321,162
$ 341,098 $ 2,321,162 $ 834 $ 4,910,320 $ 7,573,414
December 31, 2024
Electric Air
Avionics Drones Mobility Training Total
United States $ 201,112 $ = $ 1,822 $ 5,338,936 $ 5,541,870
Europe - 1,291,947 - - 1,291,947
$ 201,112 $ 1,291,947 $ 1,822 $ 5,338,936 $ 6,833,817
Total segment assets reconciled to consolidated amounts are as follows as of September 30, 2025 and December 31, 2024:
Total Segment assets
Electric Air
Avionics Drones Mobility Training Corporate Total
September 30, 2025 $ 3,880,030 $ 158,044,795 $507,741,408 $31,120,269 $73,789,709 $774,576,211
December 31, 2024 $ 1,208,363 $150,721,804 $514,151,757 $32,377,740 $ 2,539,123 $700,998,787

Government Regulation

The Company is subject to various local, state, federal and international laws and regulations relating to the development, manufacturing, sale and distribution of its
products, systems and services, and it is the Company’s policy to comply with the applicable laws in each jurisdiction in which it conducts business. Regulations
include but are not limited to those related to import and export controls, corruption, bribery, environment, government procurement, wireless communications,
competition, product safety, workplace health and safety, employment, labor and data privacy.
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Drones

Because it contracts with the “DoD” and other agencies of the U.S. government—and, for certain of those contracts, requires access to classified information—the
Company’s Drones segment is subject to extensive federal statutes and regulations, including the Federal Acquisition Regulation, the Defense Federal Acquisition
Regulation Supplement, the Truthful Cost and Pricing statute, the Foreign Corrupt Practices Act, the False Claims Act, and the regulations implementing the National
Industrial Security Program Operating Manual (“NISPOM”). The NISPOM regulations establish the security requirements applicable to classified contracts and
programs, facility security clearances, and personnel security clearances. The federal government audits and reviews contractors’ performance on contracts, pricing
practices, cost accounting systems and practices, and compliance with applicable laws, regulations and standards. Like most government contractors, the Drones
segment’s contracts are audited and reviewed regularly by federal agencies, including the Defense Contract Management Agency and the Defense Contract Audit
Agency.

In addition, the Drones segment is subject to industry-specific regulations due to the nature of the products and services it provides. For example, certain aspects of its
business are subject to further regulation by additional U.S. government authorities, including: (i) the Federal Aviation Administration (“FAA”), which regulates
airspace for all air vehicles in the U.S. National Airspace System (“NAS”); (ii) the National Telecommunications and Information Administration and the Federal
Communications Commission, which regulate the wireless communications upon which its unmanned aircraft system (“UAS”) depend in the U.S.; (iii) the Directorate
of Defense Trade Controls of the U.S. Department of State, which administers the International Traffic in Arms Regulations that regulate the export of controlled
technical data, defense articles and defense services and (iv) the Bureau of Industry and Security of the U.S. Department of Commerce, which regulates matters relating
to U.S. national security and technology.

Electric Air Mobility

A transport category type certification is the highest level in safety provided by the Civil Aviation Authorities. Jaunt intends to certify under CAR 529, single pilot IFR
(instrument flight rules) and comply with Category Enhanced of EASA SC-VTOL-01 by:

e using System Safety Assessment processes (Aerospace Recommended Practice “ARP” 4761 with ARP 4754A) that are industry standard for commercial transport
aircraft (Exposure Draft (ED) 79A);

e designing flight critical systems to meet the requirements of a probability of catastrophic failure of less than 10-9 per flight hour (less than once every billion flight
hours);

e developing robust software design processes to meet Development Assurance Level A for functions that could exhibit catastrophic failures; and

e meeting requirements for bird strike, fatigue and damage tolerance, lightning strike, fire protection, and designing and incorporating elements for crashworthiness
right from conceptual stage.

In the near-term, the efforts of the Electric Air Mobility segment will focus on obtaining FAA certification of its aircraft and engaging with key decision makers in the
cities in the United States in which it anticipates its aircraft and urban air mobility (“UAM?”) service will initially operate. Its aircraft will be required to comply with
regulations governing aircraft design, production and airworthiness. In the United States, this primarily includes regulations put forth by the FAA and the Department of
Transportation (“DOT”). Outside the United States, similar requirements are generally administered by the national civil aviation and transportation authorities of each
country.

Avionics
Aspen Avionics designs and manufactures equipment under worldwide aviation regulatory agency approvals. These include but are not limited to FAA, European Union
Aviation Safety Agency (“EASA”), Transport Canada Civil Aviation (“TCCA”), and National Civil Aviation Agency of Brazil (“ENAC (Brazil)”) regulations. These

govern the design test, certification, installation, and manufacturing of Aspen’s equipment.
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The FAA regulates the manufacture, repair and operation of all aircraft and aircraft parts operated in the United States. Its regulations are designed to ensure that all
aircraft and aviation equipment are continuously maintained in proper condition to ensure safe operation of the aircraft. Similar rules apply in other countries. All
aircraft must be maintained under a continuous condition monitoring program and must periodically undergo thorough inspection and maintenance. The inspection,
maintenance and repair procedures for the various types of aircraft and equipment are prescribed by regulatory authorities and can be performed only by certified repair
facilities utilizing certified technicians. Certification and conformance is required prior to installation of a part on an aircraft. Aircraft operators must maintain logs
concerning the utilization and condition of aircraft engines, life-limited engine parts and airframes. In addition, the FAA requires that various maintenance routines be
performed on aircraft engines, some engine parts, and airframes at regular intervals based on cycles or flight time. Engine maintenance must also be performed upon the
occurrence of certain events, such as foreign object damage in an aircraft engine or the replacement of life-limited engine parts. Such maintenance usually requires that
an aircraft engine be taken out of service. Aspen Avionics’ operations may in the future be subject to new and more stringent regulatory requirements. In that regard,
Aspen Avionics closely monitors the FAA and industry trade groups in an attempt to understand how possible future regulations might impact it. The Company’s
businesses that sell defense products directly to the U.S. government or for use in systems delivered to the U.S. government can be subject to various laws and
regulations that govern pricing and other factors.

12. Related Party Transactions
Related party transactions include the following:

e Aspen Avionics has a Commercialization Agreement with Centro Italiano Richerche Aerospaziali S.c.p.A (“CIRA”), a stockholder of Aspen Avionics, whereby
CIRA licensed certain technology to Aspen Avionics. As consideration for the license, CIRA will receive a royalty based on each unit sold by Aspen Avionics.
In March 2020, Aspen Avionics entered into an agreement with CIRA to settle unpaid royalty amounts due under a development agreement. The Company
owed $0.6 million to CIRA as of September 30, 2025 and December 31, 2024.

e  Aspen Avionics owed $0.4 million to Accord Global, a stockholder, as of December 31, 2024, which was funded during the nine months ended September 30,
2025. Sales to Accord Global were $0 during the three and nine months ended September 30, 2025, respectively. Sales to Accord Global were $0.2 million and
$0.3 million during the three and nine months ended September 30, 2024, respectively.

e As of September 30, 2025 and December 31, 2024, Coastal Defense had net receivables due from Failor Services, Inc. (“Failor”), which is owned by a
stockholder of the Company, of $0.4 million which are included in “Related party receivables” on the condensed consolidated balance sheets. No purchases
were made from Failor during the three and nine months ended September 30, 2025 or 2024. Coastal Defense also pays for certain expenses on Failor’s behalf,
which are reimbursable to Coastal Defense.

e Coastal Defense uses West Run LLC (“West Run”) as a subcontractor for its military exercises. West Run is owned by both a Coastal Defense employee and a
shareholder of the Company and the wife of Coastal Defense’s former President. The Company owed $0.4 million and $0.3 million to West Run as of
September 30, 2025 and December 31, 2024, respectively.

e During 2024, the Company issued a series of promissory notes to Martin Peryea, its Senior Vice President and General Manager, Electric Air Mobility
Division, which totaled $0.2 million as of September 30, 2025 and December 31, 2024 which were payable within two weeks of closing of the IPO and has an
interest charge of $1. The Company is in discussions with Mr. Peryea and is evaluating potential changes to the terms.

e From May 2022 through January 2025, the Company issued unsecured promissory notes, with no collateral or guarantees, to employees and stockholders for
purposes of funding its operations. The principal balance of these notes was $3.8 million and $4.2 million as of September 30, 2025 and December 31, 2024,
respectively. As of September 30, 2025, the $3.8 million of Investor Notes as described below are due 190 days from the IPO.
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During the nine months ended September 30, 2025, the Company repaid $0.6 million, issued 0.4 million shares related to these Investor Notes and recognized
$3.9 million of interest expense.

During the first quarter of 2025, $3.4 million of the notes below were amended such that interest would be payable in shares at the Closing whereby the
number of shares would be based on the trading price and the principal amounts due would be payable within the same number days subsequent to the Closing.

As of December 31, 2024, notes totaling $2.3 million, as amended, accrue an interest charge equal to 100% of the principal amount, payable in shares of
common stock on the Closing Date, with 110% of the principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the
Closing Date. Notes totaling $0.6 million carry the same terms except only 100% of the principal is paid 190 days following the Closing Date. Notes totaling
$0.2 million accrue an interest charge equal to 50% of the principal amount, payable in shares of common stock on the Closing Date with 100% of the
principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the Closing Date. Notes totaling $0.2 million accrue an interest
charge equal to 115% of the principal amount, payable in shares of common stock on the Closing Date, with 100% of the principal paid 190 days following the
Closing Date plus 15% interest per annum accruing from the Closing Date. Notes totaling $0.4 million accrue an interest charge equal to 125% of the principal
amount, payable in shares of common stock on the Closing Date, with 100% of the principal paid 190 days following the Closing Date plus 12% interest per
annum accruing from the Closing Date. Notes totaling $0.1 million accrue an interest charge equal to 150% of the principal amount, payable in shares of
common stock on the Closing Date, with 100% of the principal paid 190 days following the Closing Date plus 12% interest per annum accruing from the
Closing Date.

Notes totaling $0.1 million, as amended, accrued an interest charge equal to $50,000 payable in shares of common stock immediately prior to Closing, with the
principal due by June 30, 2025.

Notes totaling $0.5 million with Dangroup which accrued interest at a rate of 10.5% per annum became payable five days after the Closing or the closing of
one or more financing transactions with an aggregate value of at least $35.0 million.

Coastal Defense entered into unsecured due on demand notes with two stockholders (the “Stockholder Notes”). Interest is charged at 7.00% per year. As of
September 30, 2025 and December 31, 2024, the total outstanding balance of the Stockholder Notes was $1.0 million. The Company is in discussions with the
counterparties and is evaluating potential changes to the terms.

The Company entered into promissory notes with the Merger Entities during 2022. The fair value of the contingent consideration promissory notes issued to
the former equity holders of Agile Defense, AIRO Drone and Coastal Defense totaled $9.4 million as of December 31, 2024 and were included in contingent
consideration on the condensed consolidated balance sheets. In October 2023, the Company signed various agreements pursuant to which approximately 90%
of the principal owed would be converted to equity in the Company at a rate of $39.7112 per share no later than two days prior to closing of the BCA
Transactions. In March 2025, the Company signed an amendment with Coastal Defense pursuant to which immediately prior to the closing of the IPO, the
Company would issue 203,707 shares for 80% of the principal owed under the contingent consideration promissory note.

Given that the BCA Transactions were not consummated, at the closing of the IPO, the Company issued the following shares and used the following proceeds
to satisfy the following contingent consideration obligations:

e Promissory Note issued in connection with the Agile Defense Acquisition (the “Agile Defense Promissory Note”) - issued 34,360 shares of common
stock and used proceeds of $1.0 million during the nine months ended September 30, 2025 to satisfy the Company’s obligations to the under the Agile

Defense Promissory Note and Note Termination Agreement.
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e Promissory Note issued in connection with the Airo Drone acquisition (the “Airo Drone Promissory Note”) - issued 37,080 shares of common stock
and used proceeds of $0.6 million during the nine months ended September 30, 2025 to satisfy the Company’s obligations under the Airo Drone
Promissory Note and Note Termination Agreement.

e Promissory Note issued in connection with the acquisition of Coastal Defense (the “CDI Promissory Note”), as amended on March 7, 2025 - issued
203,707 shares of common stock and used proceeds of $2.0 million during the nine months ended September 30, 2025 to satisfy the Company’s
obligations to the holders under the CDI Promissory Note pursuant to a Promissory Note Termination Agreement.

As part of the Jaunt acquisition, the Company acquired a contingent obligation originating from Jaunt’s acquisition of certain patents, licenses, and other
intellectual property from Carter Aviation, a former member of Jaunt, in April 2019 (the “Jaunt Contingent Arrangement”). Under the Jaunt Contingent
Arrangement, 10% of any cash receipt, including all income, receipts, proceeds, debt or equity investment, earnings, sales, or winnings, up to $50 million is
payable to Carter Aviation. As of the acquisition date, $49.6 million in future payments remained on this obligation. The original terms of the Jaunt Contingent
Arrangement provided that upon the completion of a business combination, the contingent consideration assumed from Jaunt would be replaced by promissory
notes, the first of which would be for $23.0 million due one day after the closing of such business combination, and the second would be for the remaining
portion of the contingent consideration and would be paid over three years subsequent to such closing. On October 27, 2023, the Company signed a satisfaction
of indebtedness and satisfaction of covenant agreement (the “Jaunt Satisfaction of Indebtedness and Satisfaction of Covenant Agreement”), whereby the holder
agreed to convert $44.6 million of the obligations owed to it as part of the Jaunt acquisition into 1,122,437 shares of the Company’s common stock
immediately prior to the closing of the BCA Transactions, with the remaining portion of the contingent consideration of $5.0 million owed to such holders to
be paid at the closing of the BCA Transactions.

Given that the BCA Transactions were not consummated, at the Closing, the Company issued 1,122,437 shares of the Company’s common stock and funded
$5.0 million during the nine months ended September 30, 2025 to satisfy the Company’s obligations to the holders under the Jaunt Satisfaction of Indebtedness
and Satisfaction of Covenant Agreement.

In conjunction with the Aspen Avionics acquisition, the Company agreed to assume $25.3 million of obligations as defined within the merger agreement of
which $19.4 million was attributable to the Aspen Notes, $1.9 million was attributable to future allowable services or to be payable to the former Aspen
Avionics shareholders at the Closing, and $0.9 million was attributable to the Aspen Carveout Plan. The Aspen Carveout Plan also includes a one-time stock
payment of $2.0 million for designated employees and consultants payable upon the occurrence of certain change in control events. On October 6, 2023, the
Company signed a satisfaction of indebtedness and satisfaction of covenant agreement (the “Aspen Satisfaction of Indebtedness and Satisfaction of Covenant
Agreement”), whereby all of the holders agreed to convert various amounts due, which included $17.5 million under the Bridge Notes, $0.8 million related to
the cash portion of Aspen Carveout Plan, and $1.7 million attributable to the a contingency to Aspen shareholders (“Aspen Contingent Debt”) into 440,584
shares, 20,010 shares and 43,512 shares, respectively, of the Company’s common stock immediately prior to the closing of the BCA Transactions, with the
remaining amount of $2.2 million owed to such holders to be paid at the closing of the BCA Transactions. The $2.0 million payment in stock, which equates to
51,309 shares, was also due at the closing of a business combination.
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The Company issued 440,584 shares of the Company’s common stock, funded $1.9 million and recognized a gain on debt extinguishment of $13.1 million
during the nine months ended September 30, 2025 as described in Note 2 to satisfy the obligations attributable to the Bridge Notes.

Prior to the IPO, the Company had not recorded the Aspen Contingent Debt as it was not probable or estimable in accordance with ASC 450. On June 12,
2025, the Company issued 43,512 shares to the target representative and recorded an accrual for $0.2 million related to the Aspen Contingent Debt which
resulted in $0.6 million of other expense during the nine months ended September 30, 2025.

On June 30, 2025, the Company amended the Aspen Satisfaction of Indebtedness and Satisfaction of Covenant Agreement to stipulate that the terms in the
original agreement that were contingent upon the BCA Transactions would be completed within 15 business days of the IPO and identified the underlying
recipients of 43,512 of the shares described above. In conjunction with the amended Satisfaction of Indebtedness and Satisfaction of Covenant Agreement, the
target representative transferred the shares to the underlying shareholders. The Company agreed to fund the remaining $0.2 million owed under the Aspen
Contingent Debt by December 1, 2025.

During the nine months ended September 30, 2025, the Company issued 71,319 shares of the Company’s common stock, funded $0.1 million and recognized
$1.7 million of stock compensation, as described in Note 4, to fully settle all obligations with the participants of the Aspen Carveout Plan.

The Company entered into a $12.9 million promissory note in conjunction with the acquisition of Sky-Watch in 2022. The $12.9 million promissory note was
fully repaid during the year ended December 31, 2024.

As detailed in Note 1, the Sky-Watch earnout liability was originally payable up to $6.5 million, of which up to a maximum of $3.0 million was payable on a
dollar-for-dollar basis on revenue earned within the first two-year anniversary of the acquisition and $3.5 million would become due and payable if and only if
Sky-Watch earns a minimum of $13.8 million in revenue during the period from the acquisition date through June 2024. In December 2022, the Equity
Purchase Agreement was amended to increase the second earnout amount to $7.5 million and to extend the earnout period to include the full fiscal year periods
of 2022 through 2024. In March 2023, the Equity Purchase Agreement was further amended to add a third earnout of $4.0 million if revenue during the full
fiscal year periods of 2022 through 2024 reaches $17.0 million with the earnouts payable by May 31, 2024. As of December 31, 2023, the earnout liability was
recorded to the full amount owed net of $3.0 million in payments made to date, or $11.5 million and was classified as due to seller as all contingencies had
been resolved.

In March 2024, the parties further amended the Equity Purchase Agreement, to extend the due dates of the earnout liability and the promissory note to June 30,
2024 in exchange for the former shareholders of Sky-Watch becoming eligible for an additional earnout of $1.0 million if Sky-Watch achieved EBITDA of
DKK 127,107,500 or above for fiscal year 2024. As both the promissory note and the second and third earnouts were due within three months of the
amendment date and as the Company would not have been able to refinance the then current balance of $18.3 million with another lender, the Company
determined this modification to be an extinguishment in accordance with ASC 470-50. The loss on debt extinguishment was not significant.

In June 2024, the Company amended the Equity Purchase Agreement to extend the payment dates for the remaining balance on the seller promissory note to
five business days following the date that the Company, or its successor, closes one or more financing transactions with an aggregate value of at least $35
million, and for the remaining earnout liability to five business days following the date that the Company, or its successor, closes one or more financing
transactions with an aggregate value of at least $45 million. Interest shall continue to accrue on the earned but unpaid earnout amounts at the federal discount
rate plus five percent, compounded quarterly. The former shareholders agreed to waive enforcement of payment until June 30, 2025. The Company recorded
$0.7 million and $1.0 million of interest during the three and nine months ended September 30, 2024, respectively. The Company recorded $0 million and $0.2
million of interest during the three and nine months ended September 30, 2025, respectively.
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During the nine months ended September 30, 2025, the Company repaid $3.2 million of its Due to seller obligations. As of December 31, 2024, the total
amount included in due to seller and owed under the earnouts was $3.1 million.

e On June 28, 2024, the Company signed an Incentive Agreement whereby the Company will pay Dangroup 20% of Sky-Watch’s EBITDA as an incentive bonus
for their continued involvement in Sky-Watch’s governance, management and/or other operations commencing on January 1, 2025 for an initial term of five
years. The Incentive Agreement also included a contingent 5% payout on any aggregate earnout awards that the Company’s stockholders were entitled to in
conjunction with the BCA Transactions. In December 2024, the Incentive Agreement was amended such that Dangroup will contingently receive shares in
conjunction with the Closing such that their ownership will be 5% on a fully diluted basis. In conjunction with the IPO, the Company recorded $5.5 million of
stock compensation expense related to the 0.5 million shares that were issued to Dangroup during the nine months ended September 30, 2025.

On June 28, 2024, the Company signed a Consulting Agreement whereby the Company will pay a shareholder and former board member of Sky-Watch 2.5%
of Sky-Watch’s EBITDA as a consulting fee for his assistance with branding and rolling out products and services into new and additional markets
commencing on January 1, 2024. This agreement may be terminated by either party with 30 days notice.

During the three and nine months ended September 30, 2025, the Company recorded $0.5 million of income and $2.1 million of expense, respectively, within
general and administrative expense related to the Incentive and Consulting Agreement. During the three and nine months ended September 30, 2024, the
Company recorded $0.3 million and $0.5 million, respectively, related to the Incentive and Consulting Agreement.

13. Subsequent Events

The Company has evaluated subsequent events through November 14, 2025, which represents the date the condensed consolidated financial statements were available
for issuance. Other than the items listed below, there were no subsequent events that would require adjustment to or disclosure in these condensed consolidated financial
statements.

In October 2025, the Company entered into a non-binding letter of intent with Degree-Trans LLC dba Bullet (“Bullet”), a Ukrainian developer of turbojet unmanned
interceptor systems, to establish a 50/50 joint venture to produce and deploy Bullet’s combat-proven fixed-wing unmanned aerial vehicle (“UAV”) technology across
the United States, North Atlantic Treaty Organization (“NATO”) defense markets and Ukraine.

On November 13, 2025, AIRO Drone, entered into a Joint Venture and Operating Agreement (the “JV Agreement”) with Nord Drone Group, LLC (“NDG”), a
Ukrainian limited liability company, pursuant to which AIRO Drone and NDG will form AIRO Nord-Drone, LLC, a Delaware limited liability company (the “JV”).
Pursuant to the terms of the JV Agreement, the JV will develop, manufacture, and commercialize unmanned aerial systems primarily designed for delivering munitions,
targeting U.S., NATO, and Ukrainian defense markets. Each of the parties will contribute operational resources and capabilities to the JV. The Company will contribute
business development, sales, manufacturing, engineering, and government certification resources, as well as manufacturing facilities in the United States, while NDG
will contribute intellectual property, engineering data, operational resources, and manufacturing facilities in Ukraine. In addition, the Company will reimburse NDG for
reasonable out-of-pocket costs incurred by NDG in obtaining NATO certification required by the JV Agreement, up to a maximum amount of $50,000 within 30 days of
the closing of the JV.

Each party to the JV will receive 50% of the limited liability company interests of the JV. The JV will be governed by a five-member board of managers, with each party
appointing two directors and the acting chairman of the Company’s board of directors serving as the fifth director and chairman of the JV.

The consummation of the JV is subject to various closing conditions, including executing certain ancillary agreements between the parties and the JV, including
intellectual property license, manufacturing, and services agreements, and obtaining any regulatory required under applicable law or by any governmental
authority. Unless the parties agree, the JV Agreement will terminate and the JV will not be consummated if closing does not occur by February 11, 2026.
There can be no assurance that closing conditions under the JV Agreement will be satisfied or when or that the JV will be consummated on the terms described herein or
at all. The JV involves material risks including operational challenges related to NDG’s location in Ukraine during ongoing military conflict, complex export control
and sanctions compliance requirements, and potential regulatory scrutiny regarding foreign defense partnerships.
Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the federal securities laws, which statements are subject to substantial
risks and uncertainties and are based on estimates and assumptions. All statements other than statements of historical facts, including statements concerning our plans,
objectives, goals, strategies, future events, future revenues or performance, financing needs, plans or intentions relating to markets, and business trends and other
information contained in this Quarterly Report on Form 10-Q are forward-looking statements, including statements about:

e our ability to grow and manage growth profitably;

e our financial and business performance and business metrics;

e our strategy, future operations, financial position, estimated revenues and losses, projected costs, prospects and plans;

e the implementation, market acceptance and success of our business model;

e  our market opportunity and the potential growth of that market;

e our ability to compete effectively in a competitive industry;

e our ability to protect and enhance our corporate reputation and brand,

e the impact from future regulatory, judicial, and legislative changes in our industry;



e our ability to effect our growth strategies, acquisitions or investments successfully; and
e  our future capital requirements and sources and uses of cash.
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These statements are subject to known and unknown risks, uncertainties and assumptions that could cause actual results to differ materially from those projected or
otherwise implied by the forward-looking statements. The following factors, among others, may cause actual results to differ materially from those expressed or implied
in our forward-looking statements:

our failure to comply with covenants under debt instruments;

our ability to successfully integrate the businesses and personnel of acquired companies and businesses, including those acquired in the Put-Together
Transaction, and our ability to realize the anticipated synergies and benefits of such acquisitions;

our ability to keep pace with technological advances and our dependance on advances in technology by other companies, many of which have
substantially greater resources than we do;

our inability to acquire additional aircraft to support our Training segment on acceptable terms or at all;

the impact that our customers may experience from service failures or interruptions due to defects in the software, infrastructure, components or
engineering system that comprise our products and services, or due to errors in product installation;

our dependence on the continuing efforts of our key personnel and on our ability to attract and retain highly skilled personnel and senior management;

that we have identified material weaknesses in our internal control over financial reporting which, if not corrected, could affect the reliability of our
condensed consolidated financial statements;

our failure to comply with applicable government regulations;

any disruptions or threatened disruptions to our relationships with our distributors, suppliers, customers and employees, including shortages in components
for our products;

our significant reliance on sales to the U.S. government, particularly to agencies of the DoD and a decline in government budgets, funding, changes in
spending or budgetary priorities, or delays in contract awards;

budget uncertainty, the risk of future budget cuts, the impact of continuing resolution funding mechanisms, the debt ceiling and government shutdowns,
and changing funding and acquisition priorities;

changes in the supply, demand and/or prices for our products and services and our ability to perform under existing contracts and obtain new contracts;

the complexities and uncertainty of obtaining and conducting international business, including export compliance and other reporting and compliance
requirements;

the impact of potential security and cyber threats or the risk of unauthorized access to our, our customers’ and/or our suppliers’ information and systems;

our ability to respond and adapt to changes in economic, capital market, and political conditions in the U.S. and globally, such as from the global sanctions
and export controls with respect to Russia, and any changes therein, and including changes related to financial market conditions, banking industry
disruptions, fluctuations in commodity prices or supply (including energy supply), inflation, interest rates and foreign currency exchange rates, disruptions

in global supply chain and labor markets, and geopolitical risks, including in the Middle East and Ukraine;
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e failure to develop new products or integrate new technology into current products;

e unfavorable results in legal proceedings;

e our anticipated use of the net proceeds;

e the accuracy of our estimates regarding expenses, future revenues, capital requirements and needs for additional financing; and

e  our expectations regarding the period during which we qualify as an emerging growth company and smaller reporting company.

2 < 2 ¢cr

In some cases, you can identify forward-looking statements by terms such as “anticipate,” “believe,” “continue” “could,” “estimate,” “expect,” “intend,” “may,” “plan,”
“potential,” “predict,” “project,” “should,” “target” or “will” or the negative of these terms or other similar expressions intended to identify statements about the future.
Because forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be predicted or quantified and some of which are beyond
our control, you should not rely on these forward-looking statements as predictions of future events. The events and circumstances reflected in our forward-looking
statements may not be achieved or occur and actual results could differ materially from those projected in the forward-looking statements.

2 < 2 < 2 <

In addition, statements that “we believe” and similar statements reflect our beliefs and opinions on the relevant subject. These statements are based upon information
available to us as of the date of this Form 10-Q, and while we believe such information forms a reasonable basis for such statements, such information may be limited or
incomplete, and our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all potentially available relevant
information. These statements are inherently uncertain and investors are cautioned not to unduly rely upon these statements.

You should read the section titled “Risk Factors” for a discussion of important factors that may cause our actual results to differ materially from those expressed or
implied by our forward-looking statements. Moreover, we operate in an evolving environment. New risk factors and uncertainties may emerge from time to time, and it
is not possible for management to predict all risk factors and uncertainties. As a result of these factors, we cannot assure you that the forward-looking statements in this
Form 10-Q will prove to be accurate. Except as required by applicable law, we do not plan to publicly update or revise any forward-looking statements contained herein,
whether as a result of any new information, future events, changed circumstances or otherwise.

You should read this Form 10-Q and the documents that we reference in this report and have filed as exhibits to the report, completely and with the understanding that
our actual future results may be materially different from what we expect. We qualify all of our forward-looking statements in this Form 10-Q by these cautionary
statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with the audited consolidated financial
statements as of December 31, 2024 and 2023 and for each of the two years in the period ended December 31, 2024, together with related notes thereto, included in the
Company's final prospectus, dated June 12, 2025, filed with the SEC pursuant to Rule 424(b) under the Securities Act of 1933, as amended (the “Securities Act”), on
June 16, 2025 (the “Prospectus”), and the unaudited condensed consolidated financial statements as of September 30, 2025 and for the three and nine-month periods
ended September 30, 2025 and 2024 included in this Quarterly Report on Form 10-Q, which have been prepared in accordance with GAAP. Some of the information
contained in this discussion and analysis includes forward-looking statements that involve risks and uncertainties. You should review the sections titled “Note
Regarding Forward-Looking Statements” and “Risk Factors” in this Quarterly Report on Form 10-Q for a discussion of forward-looking statements and important
factors that could cause actual results to differ materially from the results described in or implied by the forward-looking statements contained in the following
discussion and analysis.

Overview

We are a technologically differentiated acrospace, autonomy, and air mobility platform targeting 21%¢ century aerospace and defense opportunities. We leverage decades
of industry expertise and connections across the drone, aviation, and avionics markets to provide leading solutions to the aerospace and defense market. We offer
connected and diversified solutions providing operational synergies across our segments and are powered by an international footprint as well as supplier and public
sector relationships. Supported by complementary and innovative technologies, we believe we bring a unique value proposition to the market and are well-positioned to
become a differentiated leader in the industry.

Our business is organized into four operating segments, each of which represents a critical growth vector in the aerospace and defense market: Drones, Avionics,
Training, and Electric Air Mobility. These four segments collectively target a combined total addressable market estimated to be over $315.4 billion by 2030.
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Drones. The Drones segment develops, manufactures, and sells drones and will provide drone services, such as DaaS, for military and commercial end users. Our
military drones are sold through our Sky-Watch brand, which is a key supplier to European NATO countries. A critical point of differentiation lies in our drones’ ability
to perform in a GPS-denied environment, which is a technology application relevant for both military and commercial end markets.

Avionics. The Avionics segment develops, manufactures, and sells avionics for military and general aviation aircraft, drones, and eVTOLs. Our advanced avionics
products include flight displays, Connected Panels, and GPS/GNSS sensors, all of which have been installed on legacy military aircraft and general aviation platforms.
We sell our advanced avionics through our Aspen Avionics brand, which is well-recognized in the general aviation aftermarket sector with over 20 years of operating
history and long-term customer loyalty for our value proposition. We also serve as an avionics supplier for OEMs, including Robinson Helicopters, Pilatus, and
Honeywell. We believe our avionics solutions have a considerable market opportunity as general aviation fleets continue to age, with owners and operators seeking to
upgrade the avionics technology on their aircraft.
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Training. The Training segment currently provides military pilot training and will provide commercial pilot training in the future. We offer professional training and
consulting services to the U.S. military, select NATO countries, and other U.S. allies under our CDI brand. These offerings include adversary air, close air support, ISR,
aircraft leasing, pilot training, ground liaison services, and JTAC, as well as full joint theatre ISR and simulated ground strike training. We work closely with special
military forces such as SEAL teams, the U.S. Naval Air Warfare Center, and USAF Air Combat Command, and are a mandated recipient on a $5.7 billion IDIQ
contract. Our personnel’s top security clearances and established relationships at the Pentagon provide us with a differentiated ability to bid on mandates. We also plan
to offer commercial pilot training and plan to expand our non-military capabilities in response to the global pilot shortage.

Electric Air Mobility. The Electric Air Mobility segment is developing a rotorcraft eVTOL for cargo and passenger use through our Jaunt brand for fixed route flights,
on-demand trips, and cargo operations. Our R&D efforts are focused on developing a cargo eVTOL platform, which will be a scaled-down version of our passenger
eVTOL platform, and will target the attractive middle mile delivery cargo market. Meanwhile, our long-term R&D efforts are focused on developing a full-scale multi-
role eVTOL platform, which will be able to serve both the cargo and passenger markets. We plan to certify our eVTOLSs through existing CAR 529 Rotorcraft standards,
with our platform including the best attributes of both rotary and fixed wing aircraft. Our patented compound rotorcraft technology, a core point of technological
differentiation that will underpin our cargo eVTOL’s commercial capability, has over 300 piloted flight hours on multiple Jaunt demonstrator aircraft. We believe the
range and payload capabilities driven by this technology uniquely position us to provide a compelling commercial solution for the eVTOL cargo market. Once
developed and certified, we expect our cargo eVTOL program will serve as the foundation of our commercialization efforts, with passenger applications serving as a
longer-term secondary initiative.

Initial Public Offering, Follow-on Offering and Repurchase

On June 16, 2025, we completed the initial public offering of 6.9 million shares of our common stock (the “IPO”), which included an additional 0.9 million shares of
common stock pursuant to the full exercise of the underwriters’ option to purchase additional shares, at an initial public offering price of $10.00 per share. Our common
stock began trading on the Nasdaq Global Market under the ticker symbol “AIRO” on June 13, 2025. The net proceeds to AIRO from the TPO, after deducting $10.7
million of underwriting discounts and commissions, and issuance costs paid were $58.3 million.

On September 12, 2025, the Company completed its Follow-on Offering of 4.8 million shares of its common stock, which included an additional 0.6 million shares of
common stock pursuant to the full exercise of the underwriters’ option to purchase additional shares, at an offering price of $18.50 per share. The net proceeds to AIRO
from the Follow-on Offering, after deducting $6.8 million of underwriting discounts and commissions were $82.6 million.

On September 12, 2025, the Company repurchased 1.1 million shares, which included an additional 0.1 million shares of common stock as a result of the underwriters’
option described above, from certain existing shareholders, including certain directors and executive officers and their affiliates at an offering price of $17.39 per share.
The proceeds to shareholders paid were $19.4 million.

Business Combination Agreement

On March 3, 2023, we entered into the Business Combination Agreement. On August 5, 2024, the Business Combination Agreement was terminated.

Business Combinations

We were formed in August 2021 for the purpose of acquiring and integrating various companies engaged in the aerospace and defense industry. During the year ended
December 31, 2022, we completed our Put-Together Transaction to acquire six companies which are now organized into our four reportable segments, each with a
diverse set of partners and customers: (i) Drones, through our subsidiaries, AIRO Drone and Sky-Watch; (ii) Avionics, through our subsidiary, Aspen Avionics; (iii)

Training, through our subsidiaries, Agile Defense and CDI; and (iv) Electric Air Mobility, through our subsidiary, Jaunt.
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We acquired Agile Defense on February 25, 2022, pursuant to the terms and conditions of an Agreement and Plan of Merger by and among Agile Defense, AIRO
Group, Inc., n/k/a Old AGI, Inc., a Delaware corporation (“Legacy AIRO”), us, Agile Defense Merger Sub, LLC, and Joseph Burns as target representative, dated as of
October 6, 2021, as amended, in exchange for consideration in the form of a promissory note in the amount of $2.3 million (the “Agile Defense Promissory Note”). The
Agile Defense Promissory Note bears no interest and was originally payable within five business days following the commencement of public trading of our common
stock. On October 2, 2023, the parties signed a promissory note termination agreement (the “Agile Defense Promissory Note Termination Agreement”) whereby six of
the seven note holders agreed to convert $1.4 million of the principal owed to them under the Agile Defense Promissory Note into 34,360 shares of our common stock
immediately prior to the closing of the BCA Transactions, with the remaining principal of $0.2 million owed to such holders to be paid at the closing of the BCA
Transactions. Given that the BCA Transactions were not consummated, in connection with the Closing, we issued 34,360 shares of our common stock to satisfy our
obligations pursuant to the Agile Defense Promissory Note Termination Agreement and used proceeds of $1.0 million from the IPO to satisfy our obligations to the
remaining holder under the Agile Defense Promissory Note during the nine months ended September 30, 2025.

We acquired AIRO Drone on February 25, 2022, pursuant to the terms and conditions of an Agreement and Plan of Merger by and among AIRO Drone, Legacy AIRO,
us, AIRO Drone Merger Sub, LLC and Joseph Burns as target representative, dated as of October 6, 2021, as amended, in exchange for consideration in the form of a
promissory note in the amount of $2.1 million (the “AIRO Drone Promissory Note). The AIRO Drone Promissory Note bears no interest and was originally payable
within five business days following the commencement of public trading of our common stock. On October 2, 2023, the parties signed a promissory note termination
agreement (the “AIRO Drone Promissory Note Termination Agreement”) whereby nine of the ten note holders agreed to convert approximately $1.5 million of the
principal owed to them under the AIRO Drone Promissory Note into 37,080 shares of our common stock immediately prior to the closing of the BCA Transactions, with
the remaining principal of $0.2 million owed to such holders to be paid at the closing of the BCA Transactions. Given that the BCA Transactions were not
consummated, in connection with the Closing, we issued 37,080 shares of our common stock to satisfy our obligations pursuant to the AIRO Drone Promissory Note
Termination Agreement and used proceeds of $0.6 million from the IPO to satisfy our obligations to the remaining holder under the AIRO Drone Promissory Note and
the other holders pursuant to the AIRO Drone Promissory Note Termination Agreement during the nine months ended September 30, 2025.

We acquired Jaunt on March 10, 2022, pursuant to the terms and conditions of an Agreement and Plan of Merger by and among Jaunt, Legacy AIRO, us, Jaunt Merger
Sub, LLC and Martin Peryea as member representative, dated as of October 6, 2021, as amended, in exchange for consideration in the form of 3,143,001 shares of our
common stock. As part of this acquisition, we acquired a contingent obligation originating from Jaunt’s acquisition of certain patents, licenses, and other intellectual
property from Carter Aviation, a former member of Jaunt, in April 2019 (the “Jaunt Contingent Arrangement”). Under the Jaunt Contingent Arrangement, 10% of any
cash receipt, including all income, receipts, proceeds, debt or equity investment, earnings, sales, or winnings, up to $50 million is payable to Carter Aviation. As of the
acquisition date, $49.6 million in future payments remained on this obligation. The original terms of the Jaunt Contingent Arrangement provided that upon the
completion of a business combination, the contingent consideration assumed from Jaunt would be replaced by promissory notes, the first of which would be for $23.0
million due one day after the closing of such business combination, and the second would be for the remaining portion of the contingent consideration and would be
paid over three years subsequent to such closing. On October 27, 2023, we signed a satisfaction of indebtedness and satisfaction of covenant agreement (the “Jaunt
Satisfaction of Indebtedness and Satisfaction of Covenant Agreement”), whereby the holder agreed to convert $44.6 million of the obligations owed to it as part of the
Jaunt acquisition into 1,122,437 shares of our common stock immediately prior to the closing of the BCA Transactions, with the remaining portion of the contingent
consideration of $5.0 million owed to such holders to be paid at the closing of the BCA Transactions. Given that the BCA Transactions were not consummated, in
connection with the Closing, we issued 1,122,437 shares of our common stock and funded $5.0 million to satisfy our obligations pursuant to the Jaunt Satisfaction of
Indebtedness and Satisfaction of Covenant Agreement during the nine months ended September 30, 2025.
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We acquired Sky-Watch on March 28, 2022, pursuant to the terms and conditions of an Equity Purchase Agreement by and among Sky-Watch, Legacy AIRO, us,
Dangroup ApS and Mekan I/S v/Per Pedersen & Claus Bo Jensen, dated as of October 6, 2021, as amended, in exchange for consideration in the form of a promissory
note in the amount of $12.9 million (the “Sky-Watch Promissory Note™), 524,064 shares of our common stock and an earnout of up to $6.5 million based on
performance commencing on the closing date of the acquisition through June 2024. The $6.5 million earnout was made up of $3 million that was payable on a dollar-
for-dollar basis on revenue earned within the first two-year anniversary of the acquisition and $3.5 million would become due and payable if Sky-Watch earns a
minimum of $13.8 million in revenue during the period from the acquisition date through June 2024. In December 2022, the Equity Purchase Agreement was amended
to increase the second earnout amount from $3.5 million to $7.5 million and to extend the earnout period to include the full fiscal year periods of 2022 through 2024. In
March 2023, the Equity Purchase Agreement was further amended to add a third earnout of $4.0 million if revenue during the full fiscal year periods of 2022 through
2024 reaches $17.0 million. In March 2024, the parties further amended the Equity Purchase Agreement, pursuant to which the former shareholders of Sky-Watch
became eligible for an additional earnout of $1.0 million if Sky-Watch achieves earnings before interest, taxes, depreciation and amortization (“EBITDA”) of DKK
127,107,500 or above for fiscal year 2024. On June 28, 2024, the parties signed an amendment to the promissory notes (the “Sky-Watch Promissory Note Amendment”)
whereby (i) the remaining principal of $5.7 million payable within five business days of the date that we or our successor closes one or more financing transactions with
an aggregate value of at least $35.0 million and (ii) the remaining earnout liability is payable within five business days following the date that the we, or our successor,
closes one or more financing transactions with an aggregate value of at least $45.0 million with interest continuing to accrue on the earned but unpaid earnout amounts
at the federal discount rate plus 5.0%, compounded quarterly. In December 2024, we made a $13.9 million payment which resulted in a remaining balance of $3.1
million as of December 31, 2024. During the nine months ended September 30, 2025, we funded $3.2 million to satisfy our obligations under these agreements.

We acquired Aspen Avionics on April 1, 2022, pursuant to the terms and conditions of an Agreement and Plan of Merger (the “Aspen Merger Agreement”) by and
among Aspen, Legacy AIRO, us, Aspen Merger Sub, Inc. and John Uczekaj as target representative, dated as of October 6, 2021, as amended, in exchange for
consideration in the form of 1,515,151 shares of our common stock. As part of this transaction, we agreed to assume $25.3 million of obligations, which primarily
included $19.4 million related to the Aspen Notes, $2.9 million related to the Aspen Carveout Contingency and $1.9 million attributable to future allowable services or
to be payable to the former Aspen Avionics shareholders at the Closing (“Aspen Contingent Debt”).

On October 6, 2023, we signed a satisfaction of indebtedness and satisfaction of covenant agreement (the “Aspen Satisfaction of Indebtedness and Satisfaction of
Covenant Agreement”), whereby all of the holders agreed to convert various amounts due, which included $17.5 million under the Aspen Notes, $0.8 million related to
the cash portion of Aspen Carveout Contingency, and $1.7 million attributable to the Aspen Contingent Debt into 440,584 shares, 43,512 shares and 20,010 shares,
respectively, of our common stock immediately prior to the closing of the BCA Transactions, with the remaining amount of $2.2 million owed to such holders to be paid
at the closing of the BCA Transactions. The 2021 Management Carveout Plan also provides for a $2.0 million Aspen Carveout Stock Obligation which equates to
51,309 shares that is also due at the closing of a business combination. Given that the BCA Transactions were not consummated, in connection with the Closing, during
the nine months ended September 30, 2025, we issued an aggregate of 484,096 shares of our common stock to partially satisfy our obligations to the holders under the
Aspen Satisfaction of Indebtedness and Satisfaction of Covenant Agreement. During July 2025, we issued the 71,319 shares of our common stock based on the
amended Satisfaction of Indebtedness and Satisfaction of Covenant Agreement dated June 30, 2025 and used proceeds of $0.1 million to satisty our obligations to the
participants in the Aspen Carveout Plan. During the nine months ended September 30, 2025, we funded $1.9 million of the Aspen Bridge Notes and signed an
agreement to fund the remaining $0.2 million related to the Aspen Contingent Debt by December 1, 2025.
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We acquired CDI on April 26, 2022, pursuant to the terms and conditions of an Agreement and Plan of Merger by and among CDI, Legacy AIRO, us, Coastal Merger
Sub, Inc. and Jeffrey Parker as target representative, dated as of October 6, 2021, as amended, in exchange for consideration in the form of a promissory note in the
amount of $10.1 million (the “CDI Promissory Note™) and 1,069,514 shares of our common stock. The CDI Promissory Note bears no interest and was originally
payable within five business days following the commencement of public trading of our common stock. On October 17, 2023, the parties signed a promissory note
termination agreement (the “CDI Promissory Note Termination Agreement”), as amended on March 7, 2025, whereby all of the holders agreed to convert $8.1 million
of the principal owed to them under the CDI Promissory Note into 203,707 shares of our common stock immediately prior to the closing of an initial public offering,
with the remaining principal of $2.0 million owed to such holders to be paid at the closing of an initial public offering. During the nine months ended September 30,
2025, we issued 203,707 shares and funded $2.0 million to fully satisfy our obligations to the holders of the CDI Promissory Note Termination Agreement.

Key Factors Affecting Our Performance
Our financial condition and results of operations have been, and will continue to be, affected by a number of factors, including the following.
Global Supply Chain

We are dependent on a global supply chain and in recent years have experienced supply chain disruptions that resulted in delays and increased costs which adversely
affected our performance. These disruptions impacted our ability to procure raw materials, microelectronics, and certain commodities on a timely basis and/or at
expected prices, and have been driven by supply chain market constraints and macroeconomic conditions, including inflation and labor market shortages. Current
geopolitical conditions, including conflicts and other causes of strained intercountry relations, as well as sanctions and other trade restrictive activities, continue to
contribute to these issues. Furthermore, our suppliers and subcontractors have been impacted by these same issues. We also experience periodic shortages of electronic
and mechanical parts. Management continues to proactively manage the supply and transportation of parts during regular sales inventory and operations meetings. This
proactive planning is an integral part of our normal operations and has allowed us to anticipate potential shortages and introduce redundancy along our supply chain.
These mitigation efforts have not introduced new material risks related to product quality, reliability or regulatory approval of products. We continue to monitor the
condition of our supply chain and evaluate our procurement strategy to reduce any negative impact on our business, financial condition, and results of operations. We
have implemented actions and programs designed to mitigate the impacts of supply chain disruptions, but anticipate that we and others in our industry will continue to
face such challenges for the foreseeable future. The supply chain disruptions discussed above did not materially impact our outlook, business goals, results of operations
or capital resources during 2024 or the first six months of 2025.

During the quarter ended September 30, 2025, a key customer requested a configuration change to dual-band antennas on certain RQ-35 systems. Under our revenue
recognition policy, transfer of control had not occurred for the affected units as of September 30, 2025. We are qualifying additional antenna suppliers and are
implementing dual-sourcing to reduce component risk. The antenna update also requires incremental retrofit and related services which are accounted for as a separate
performance obligation.
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Geopolitical Matters

We operate in a complex and evolving global security environment, and our business is affected by geopolitical and security issues. Conflicts, including the conflict
between Russia and Ukraine, conflicts in the Middle East and heightened tension in the Pacific region, have elevated global security concerns resulting in increased
interest for our products and services as countries seek to improve their security posture. In addition, security assistance provided by NATO and its allies to Ukraine has
increased demand to replenish NATO stockpiles, resulting in additional and potential future orders, including for the ramp-up in production capacity for certain
products. We continue to expect additional orders over the next several years attributable to the global threat environment.

Economic Environment

Our business and financial performance is also affected by elevated levels of inflation and interest rates. Certain costs, including rising labor rates and supplier costs,
have increased as a result of inflation, and have adversely affected our margins on certain programs. Due to the nature of our government and commercial aerospace
businesses, and their respective customer and supplier contracts, we are not always able to offset cost increases by increasing our contract value or pricing, in particular
on our fixed-price contracts. Increasing material, component, and labor prices could subject us to losses in our fixed price contracts in the event of cost overruns. In
addition, higher interest rates have increased the cost of borrowing and tightened the availability of capital. Among other things, these effects can affect our ability to
acquire equipment and constrain our customers’ purchasing power and decrease orders for our products and services and impact the ability of our customers to make
payments and of our suppliers to perform. Moreover, volatility in interest rates and financial markets can lead to economic uncertainty, an economic downturn or
recession and impact the demand for our products and services as well as our supply chain.

Development of the Electric Air Mobility Market

Our revenue will be tied to the continued development of short distance aerial transportation. While we believe the global market for electric air mobility will be large,
it remains undeveloped and there is no guarantee of future demand. We anticipate receiving certification of our 33% downscaled cargo eVTOL under drone rules as
early as 2027 and expect our first passenger production aircraft to be certified by the TCCA under existing CAR 529 Transport Category Rotorcraft airworthiness rules
as early as 2031. Our business will require significant investment leading up to launching these services, including, but not limited to, final engineering designs,
prototyping and testing, manufacturing, software development, certification, pilot training, infrastructure and commercialization. We benefit from supplier cost sharing,
whereby our suppliers have agreed to defer their non-recurring engineering costs until commercialization, which has reduced our initial funding requirements prior to
commercialization.

Key Components of Results of Operations
Revenue

Revenue consists primarily of product sales, fees for consulting services, licensing revenue, warranty sales and after sale services. A majority of our revenue is derived
from the Drones segment. To date, our Electric Air Mobility segment has not generated material revenue.

Cost of Revenue

Cost of revenue includes direct labor (including salary, benefits and taxes), material costs and indirect production costs. Indirect production costs include indirect labor,
purchasing, quality and manufacturing leadership, consumables, freight, charges for inventory reserves and amortization of intangible assets. We expect our cost of
revenue to fluctuate based on a number of factors including, among others, availability and ability to obtain suitable aircraft, availability and cost of raw materials, such
as lithium, and fluctuations in the labor market, in particular with respect to individuals who are highly skilled and specialized, such as pilots, and foreign currency
exchange rates.
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Operating Expenses

Research and Development

Research and development (“R&D”) expenses consist primarily of personnel expenses, including salaries, benefits, costs of consulting, equipment and materials, direct
allocable overhead costs, including staff development cost, travel costs and technology costs, and amortization of intangible assets. We expect our R&D expenses to
increase as we continue to invest in our infrastructure and technology and seek to develop new products and services.

Sales and Marketing

Sales and marketing expenses include salary, benefits and taxes, commissions, travel, costs of leased airplanes, advertising, trade shows and amortization of intangible
assets. We expect our sales and marketing expenses to increase as we seek to build out our capabilities in these areas to acquire new customers.

General and Administrative

General and administrative expenses include costs of executive leadership, corporate governance, consulting fees, accounting and finance operations, travel, and support
functions, including human resources and information technology. We expect our general and administrative expenses to increase as we incur additional costs associated
with being a public company and certain terms of our consulting and incentive agreements become effective.

Goodwill Impairment

Goodwill represents the excess of the aggregate purchase price over the fair value of net identifiable assets acquired in a business combination. We manage our business
primarily based upon four operating segments: (i) Drones, (ii) Avionics, (iii) Training and (iv) Electric Air Mobility, each of which represents a reportable segment. See
“—Critical Accounting Policies and Estimates—Goodwill” for additional information.

Other Income (Expense)

Interest Expense, Net

Interest expense, net consists primarily of the interest expense from borrowings relating to revolving lines of credit with external banks and third-party notes, net of
interest income earned on invested cash balances.

Gain on Debt Extinguishment, Net
Gain on debt extinguishment, net includes gains and losses on debt extinguishments.
Other Income (Expense), Net

Other income (expense), net includes changes in fair value on contingent consideration obligations and foreign currency exchange adjustments based on the terms of
payments related an earnout obligation.
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Income Tax (Expense) Benefit
Income tax (expense) benefit primarily consists of income taxes in certain foreign jurisdictions in which we conduct business.
Non-GAAP Financial Measures

To supplement our condensed consolidated financial statements prepared and presented in accordance with GAAP, we use EBITDA, Adjusted EBITDA and Adjusted
EBITDA margin, as described below, to facilitate analysis of our financial and business trends and for internal planning and forecasting purposes.

We define (1) EBITDA as net income (loss) before interest expense, income tax expense or provision, depreciation and amortization, (2) Adjusted EBITDA as net
income (loss) before interest expense, income tax expense or provision, depreciation and amortization, stock-based compensation, contingent consideration fair value
adjustments and impairments, and (3) Adjusted EBITDA margin as Adjusted EBITDA divided by revenue. The above items are excluded from our Adjusted EBITDA
measure because these items are either non-cash in nature, or because the amount and timing of these items is unpredictable, or because they are not driven by core
results of operations, thereby rendering comparisons with prior periods and competitors less meaningful. We believe Adjusted EBITDA provides useful information to
investors and others in understanding and evaluating our results of operations, as well as provides a useful measure for period-to-period comparisons of our business
performance. Moreover, we have included Adjusted EBITDA in this Quarterly Report on Form 10-Q because it is a key measurement used by our management
internally to make operating decisions, including those related to analyzing operating expenses, evaluating performance, and performing strategic planning and annual
budgeting.

These non-GAAP financial measures should not be considered as alternatives to performance measures derived in accordance with GAAP. Our presentation of these
non-GAAP financial measures should not be construed to imply that our future results will be unaftected by items that are excluded from these metrics. In addition, our
definitions of these non-GAAP financial measures may be different from similarly titled non-GAAP measures used by other companies. These non-GAAP financial
measures have limitations as an analytical tool, and you should not consider any of these non-GAAP financial measures in isolation or as a substitute for analysis of our
results as reported under GAAP. Some of these limitations are that our non-GAAP financial measures:

e do not reflect our interest expense, or the cash requirements necessary to service interest or principal payments, on our debt;

e cxclude depreciation and amortization expense, and although these are non-cash expenses, the assets being depreciated may have to be replaced in the future,
increasing our cash requirements; and

e do not reflect provision for or benefit from income taxes that reduces cash available to us.
Because of these limitations, we consider, and you should consider, the non-GAAP financial measures alongside other financial performance measures, including net
income (loss) and our other GAAP results. A reconciliation of EBITDA and Adjusted EBITDA to net income (loss), and Adjusted EBITDA Margin to net income (loss)
margin, the most directly comparable financial measures stated in accordance with GAAP, is provided below. Investors are encouraged to review the related GAAP

financial measures and the reconciliation of the non-GAAP financial measure to their most directly comparable GAAP financial measure.
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Three Months Ended Nine Months
September 30, Ended September 30,

(in thousands, except percentages) 2025 2024 2025 2024
Net loss (7,962) $ (30,331) (4,065) $ (37,940)
Depreciation and amortization 2,910 3,134 9,035 9,478
Income tax (benefit) expense (613) 2,383 1,731 3,811
Interest (income) expense, net (80) 1,675 9,198 2,917
EBITDA (5,745) (23,139) 15,899 (21,734)
Gain on extinguishment - - (15,559) -
Stock-based compensation 1,092 122 19,855 593
Contingent consideration fair value adjustments - (4,100) (20,272) (2,400)
Warrant fair value adjustment - - (1,843) -
Goodwill impairment - 37,994 - 37,994
PO contingencies1 (3,391) - (1,322) -
Adjusted EBITDA (8,044) $ 10,877 (3,242) $ 14,453
Net loss margin (126.7)% (128.1)% (9.5)% (80.4)%
Adjusted EBITDA Margin (128.0)% 45.9% (7.6)% 30.6%

'1PO contingencies for the three months ended September 30, 2025 are made up of a $1.2 million charge related to the Libertas warrants, net of a $4.5 million gain on
deferred compensation. IPO contingencies for the nine months ended September 30, 2025 are made up of $1.0 million related to Kipps, $0.8 million related to the legal
settlement, $0.5 million legal accrual, $0.2 million for NGA, $0.3 million bonus, $0.6 million Aspen contingent debt, $1.2 million charge related to the Libertas
warrants, $0.1 million cash portion of the Aspen carve-out, net of a $5.9 million gain on deferred compensation.

Results of Operations

Three and Nine Months Ended September 30, 2025 and 2024

The following table shows our consolidated financial results for the three and nine months ended September 30, 2025 and 2024:

Three months ended

September 30, Period over period change
(in thousands, except percentages) 2025 2024 $ %
Revenue 6,284 $ 23,685 (17,401) (73.5)%
Cost of revenue 3,494 7,404 (3,910) (52.8)%
Gross profit 2,790 16,281 (13,491) (82.9)%
Operating expenses
Research and development 4,124 3,259 865 26.5%
Sales and marketing 1,603 1,557 46 3.0%
General and administrative 9,043 3,839 5,204 135.6%
Goodwill impairment - 37,994 (37,994) (100.0)%
Total operating expenses 14,770 46,649 (31,879) (68.3)%
Loss from operations (11,980) (30,368) 18,388 60.6%
Other income (expense):
Interest income (expense) 80 (1,675) 1,755 104.8%
Other income (expense), net 3,325 4,095 (770) (18.8)%
Total other income 3,405 2,420 985 40.7%
Net loss before income tax benefit (8,575) (27,948) 19,373 69.3%
Income tax benefit (expense) 613 (2,383) 2,996 125.7%
Net loss (7,962) $ (30,331) 22,369 73.7%
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Nine months ended

September 30, Period over period change
(in thousands, except percentages) 2025 2024 $ %
Revenue $ 42,629 $ 47,206 $ (4,577) 9.7%
Cost of revenue 17,872 16,662 1,210 7.3%
Gross profit 24,757 30,544 (5,787) (18.9)%
Operating expenses
Research and development 11,891 9,577 2,314 24.2%
Sales and marketing 4,794 4,218 576 13.7%
General and administrative 42,822 12,280 30,542 248.7%
Goodwill impairment - 37,994 (37,994) (100.0)%
Total operating expenses 59,507 64,069 (4,562) (7.1)%
Loss from operations (34,750) (33,525) (1,225) B.N%
Other income (expense):
Interest income (expense) (9,198) (2,917) (6,281) (215.3)%
Gain on debt extinguishment 15,559 - 15,559 100.0%
Other income 26,055 2,313 23,742 N.m.
Total other income (expense) 32,416 (604) 33,020 N.m.
Net loss before income tax benefit (2,334) (34,129) 31,795 93.2%
Income tax benefit (expense) (1,731) (3,811) 2,080 54.6%
Net loss $ (4,065) S (37,940) 8 33,875 89.3%

N.m. — Not meaningful
Revenue

For the three months ended September 30, 2025 compared to 2024, the $17.4 million decrease in revenue was due to a $17.8 million decrease in the Drones segment
and a $0.5 million decrease in the Avionics segment partially offset by a $0.9 million increase in the Training segment. For the nine months ended September 30, 2025
compared to 2024, the $4.6 million decrease in revenue was due to a $3.7 million decrease in the Drones segment and a $2.0 million decrease in the Avionics segment
partially offset by a $1.2 million increase in the Training segment. The Drones decline was driven primarily by shipment timing as the planned third quarter deliveries
were delayed after a key customer requested a configuration change to dual-band antennas. Our incumbent supplier was unable to provide the required units in time to
complete deliveries scheduled to be delivered during the quarter ended September 30, 2025. Avionics revenue reflects deliberate sequencing of R&D and
commercialization activities during the period to prioritize drone production. Training revenue continues to reflect deferred aircraft acquisitions; the segment benefited
from a biennial government contract with higher margins associated with ground target vehicle programs. Following the Company’s completed equity offerings, we
have begun reinitiating targeted investments in Avionics and Training.

Cost of Revenue

For the three months ended September 30, 2025 compared to 2024, cost of revenue decreased by $3.9 million primarily due to a $4.3 million and a $0.4 million
decrease in cost of revenue within the Drones and Avionics segments, respectively, offset by an increase of $0.7 million in cost of revenue within the Training segment.
Gross margin was 44.4% during the three months ended September 30, 2025 compared to 68.7% during the same period in 2024. This 24.3% point decrease in gross
margin was primarily attributable to an 8.4% decrease in the margin within the Drones segment primarily due to product discounting and the mix of products sold
during the period. The Training segment margin increased 4.7% due to the higher profitability of the ground target vehicles contract and the Avionics segment had a
2.5% increase in margin due to favorable operating variances.
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For the nine months ended September 30, 2025 compared to 2024, cost of revenue increased by $1.2 million primarily due to a $1.8 million and a $0.9 million increase
in cost of revenue within the Drones and Training segments, respectively, offset by a decrease of $1.5 million within the Avionics segment. Gross margin decreased
from 64.7% to 58.1% during the nine months ended September 30, 2025 and 2024, respectively, with the decrease in the Drones segment margin partially offset by
increases in margins within the Training and Avionics segments as discussed above.

Operating Expenses
Research and Development

For the three months ended September 30, 2025 compared to 2024, R&D expense increased $0.9 million primarily due to a $0.6 million increase and a $0.3 million
increase within the Drones segment and Avionics segment, respectively. For the nine months ended September 30, 2025 compared to 2024, R&D expense increased
$2.3 million primarily due to increases within the Drones segment. Increases within the Drones segment were primarily due to increased personnel and other costs.

Sales and Marketing

For the three months ended September 30, 2025 compared to 2024, sales and marketing expense remained relatively flat at $1.6 million. For the nine months ended
September 30, 2025 compared to 2024, sales and marketing expense increased $0.6 million primarily due to a $0.5 million increase within the Drones segment.
Increases within the Drones segment were primarily due to increased personnel costs.

General and Administrative

For the three months ended September 30, 2025 compared to 2024, general and administrative expense increased $5.2 million primarily due to a $4.1 million increase in
corporate costs such rent, insurance, and recruiting fees as well as $1.3 million of compensation and $0.9 million of equity compensation.

For the nine months ended September 30, 2025 compared to 2024, general and administrative expense increased $30.5 million primarily due to a $17.1 million increase
in corporate costs which included $7.7 million of equity compensation, $0.5 million of bonus compensation, $1.0 million of advisory services and $1.3 million of legal
settlement accruals, all of which were contingent upon the IPO, $2.1 million increase in incentive and consulting fees at the corporate level related to the expansion of
the Drones segment, $1.0 million of bonus compensation and $3.5 million of other corporate costs. There was also a $2.1 million increase within the Drones segment, a
$10.3 million increase within the Training segment, and a $1.8 million increase within the Avionics segment partially offset by a $0.8 million decrease within the
Electric Air Mobility segment. Increases within the Drones segment were primarily due to increases in personnel and other costs. Increases within the Avionics segment
and Training segment were primarily attributable to equity compensation. The $0.8 million decrease within the Electric Air Mobility segment was due to cost reduction
initiatives in the business.

Interest Expense, Net

For the three months ended September 30, 2025, we had interest income of $0.1 million compared to interest expense of $1.7 million for the three months ended
September 30, 2024 which was primarily due to the interest of the amounts due to Sky Watch as described in Note 12 to our unaudited condensed consolidated financial
statements. For the nine months ended September 30, 2025 and 2024, we had interest expense, net, of $9.2 million and $2.9 million, respectively. The interest for the
nine months ended September 30, 2025 was primarily attributable to the interest paid in shares on the investor notes which totaled $6.7 million and additional interest
paid on borrowings with WebBank and Libertas. The 2024 interest was primarily attributable to interest accrued on investor notes.
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Gain on extinguishment of debt, net

For the nine months ended September 30, 2025, we had a gain on debt extinguishment, net of $15.6 million which was the result of the partial settlement in equity of
the Aspen bridge notes which resulted in a $13.1 million gain and a $5.7 million gain on settlement of certain investor notes at fair value, partially offset by losses on
debt extinguishment of a combined $3.2 million for WebBank and Libertas.

Other Income (Expense), Net

For the three months ended September 30, 2025 compared to 2024, we had $3.3 million of other income, primarily due to $4.5 million of income from the settlement of
deferred compensation offset by a $1.2 million charge related to Libertas warrants as compared to $4.1 million of other income during the three months ended
September 30, 2024, which was primarily due to the decrease in the fair value of the Jaunt Contingent Arrangement.

For the nine months ended September 30, 2025 compared to 2024, we had $26.1 million of other income, primarily due to $20.3 million of income from fair value
adjustments on contingent consideration, $1.8 million of income from a fair value adjustment on the Libertas warrants and $4.5 million of income from the settlement
of deferred compensation offset by a $1.2 million charge related to Libertas warrants and a $0.6 million contingency recorded related to the Aspen contingent debt as
compared to $2.3 million of other income during the nine months ended September 30, 2024, which was primarily due to the decrease in the fair value of the Jaunt
Contingent Arrangement.

Income Tax Expense

For the three months ended September 30, 2025, our income tax benefit was $0.6 million as compared to $2.4 million of income tax expense for the three months ended
September 30, 2024. For the nine months ended September 30, 2025 and 2024, our income tax expense was $1.7 million and $3.8 million, respectively. Tax expense for
both nine month periods ended September 30, 2025 and 2024 as well as for the three months ended September 30, 2024 was primarily attributable to Sky-Watch
generating positive pre-tax income. The tax benefit for the three months ended September 30, 2025 was attributable to lower pre-tax income.

Liquidity and Capital Resources

As of September 30, 2025, we had cash and restricted cash of $83.7 million, of which $0.2 million was either restricted or was designated exclusively for Sky-Watch
operations, and working capital of $74.5 million.

Based on its current operating plan and available liquidity, management believes that the Company has sufficient cash and resources to meet its obligations and continue
its operations for at least the next 12 months from the date of issuance of the financial statements.

The Company is evaluating opportunistic debt financing to support growth initiatives; any proceeds, if obtained, would be used to expand our market position, pursue
strategic opportunities, and support revenue growth and long-term profitability.

Investor Notes

As of September 30, 2025, we had third party obligations of $2.8 million of Investor Notes as described within Note 2 to our unaudited condensed consolidated
financial statements which is due 190 days from the IPO; $3.8 million of Investor Notes as described in Note 12 to our unaudited condensed consolidated financial
statements which are due 190 days from the IPO; and $1.7 million of Investor Notes which we have elected to record using the fair value election as further described in
Note 2 to our unaudited condensed consolidated financial statements. During July 2025, we amended certain Investor Notes such that $1.8 million inclusive of a $0.1
million extension fee, is due December 16, 2025. During the nine months ended September 30, 2025, we issued 1.1 million shares related to the Investor Notes and paid
$3.0 million out of TPO proceeds.

62




Dangroup Incentive Agreement

In June 2024, we entered the Dangroup Incentive Agreement with Dangroup, whereby we agreed to pay Dangroup 20% of Sky-Watch’s EBITDA as an incentive bonus
for their continued involvement in Sky-Watch’s governance, management and/or other operations, commencing on January 1, 2025 for an initial term of five years,
which shall renew upon mutual agreement of the parties. In December 2024, we amended the Dangroup Incentive Agreement, whereby we agreed to transfer to
Dangroup shares of our common stock immediately prior to the completion of the IPO such that Dangroup’s ownership would be increased to 5% of our capital stock
on a fully diluted basis. During the nine months ended September 30, 2025, we issued 0.5 million shares to Dangroup in satisfaction of this agreement.

Cash Flows

The following summarizes our cash flows for the periods indicated:

Nine Months Ended
September 30,
(in thousands) 2025 2024
Net cash used in operating activities $ (36,521) (2,453)
Net cash used in investing activities (2,007) (551)
Net cash provided by (used in) financing activities 97,463 (1,364)

Net Cash Used in Operating Activities

Net cash used in operations for the nine months ended September 30, 2025 totaled $36.5 million, and was primarily due to positive non-cash adjustments including
stock-based compensation, non-cash interest, legal settlement, charge related to Libertas warrants, and depreciation and amortization, offset by negative non-cash
adjustments of gains of IPO transactions, debt extinguishment and fair value adjustments of contingent consideration and warrant liability and working capital
adjustments, primarily consisting of the changes in accounts receivable, prepaid expenses and other assets, inventory, accounts payable, accrued expenses and other
long-term liabilities and deferred revenue. Net cash used in operations for the nine months ended September 30, 2024 totaled $2.5 million which was due to a net loss of
$37.9 million and a change in working capital adjustments, primarily the change in deferred revenue, accounts receivable, inventory, prepaid expenses, net of changes in
accounts payable, accrued expenses and other long-term liabilities and deferred compensation and by positive non-cash adjustments of goodwill impairment,
depreciation and amortization, interest, and stock- based compensation, net of a negative non-cash adjustment for change in fair value of the contingent consideration.

Net Cash Used in Investing Activities

Cash of $2.0 million and $0.6 million was used in investing activities during the nine months ended September 30, 2025 and 2024, respectively, to purchase property
and equipment and intangible assets.

Net Cash Provided by (Used in) Financing Activities

Net cash provided by financing activities during the nine months ended September 30, 2025 was $97.5 million primarily due to $58.3 million of proceeds from the IPO
net of issuance costs, $83.3 million of proceeds from the Follow-on Offering net of issuance costs, $8.5 million of proceeds from the Libertas warrants and WebBank
loans that were partially offset by $20.0 million of stock repurchases, $20.9 million of debt repayments on borrowings and related borrowings, $8.5 million of
contingent consideration payments and $3.2 million in payments due to seller. Net cash used in financing activities during the nine months ended September 30, 2024
was $1.4 million, primarily due to payments made to the sellers of Sky-Watch that were partially offset primarily by the proceeds from borrowings and related party
borrowings, net of repayments.
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Critical Accounting Policies and Estimates
Our condensed consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States. The preparation of these
condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, costs and
expenses, and related disclosures. On an ongoing basis, we evaluate our estimates and assumptions. Our actual results may differ from these estimates under different
assumptions or conditions. We believe that of our significant accounting policies, which are described in Note 1 “The Company and Summary of Significant
Accounting Policies” to our condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q, the following accounting policies
and specific estimates involve a greater degree of judgment and complexity. Accordingly, these are the policies and estimates we believe are the most critical to aid in
fully understanding and evaluating our consolidated financial condition and results of operations:

e the standalone selling price (“SSP”) of performance obligations for revenue contracts with multiple performance obligations;

e the fair value of assets acquired and liabilities assumed for business combinations;

e goodwill impairment;

e impairment of indefinite lived and long-lived assets;

e valuation of debt;

e stock-based compensation;

e inventory valuation; and

e the recognition, measurement and valuation of current and deferred income taxes and uncertain tax positions.
As described more fully below, these estimates bear the risk of change due to the inherent uncertainty of the estimate. We base our estimates and judgments on historical
experience, industry benchmarking information, and on various other factors that we believe to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
These estimates may change, as new events occur and additional information is obtained, and such changes will be recognized in the condensed consolidated financial
statements as soon as they become known. Actual results could differ from these estimates and any such differences may be material to our condensed consolidated
financial statements.
Revenue Recognition
We recognize revenue when, or as, we satisfy performance obligations by transferring promised products or services to our customers in an amount that reflects the
consideration we expect to receive. We apply the following five steps: (i) identify the contract with a customer, (ii) identify the performance obligations in the contract,
(iii) determine the transaction price, (iv) allocate the transaction price to the performance obligations in the contract, and (v) recognize revenue when a performance
obligation is satisfied. We account for a contract with a customer when there is a legally enforceable contract, the rights of the parties are identified, the contract has

commercial terms, and collectability of the contract consideration is probable.
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For certain sales, we have contracts with customers that include multiple performance obligations. For these contracts, we account for individual performance
obligations separately, by allocating the contract’s total transaction price to each performance obligation in an amount based on the relative SSP of each distinct good or
service in the contract. We determine the SSP based on our overall pricing objectives, taking into consideration market conditions. Determining whether products or
services are considered distinct performance obligations that should be accounted for separately versus together may require significant judgment. A contract’s
transaction price is allocated to each distinct performance obligation and recognized as revenue when, or as, the performance obligation is satisfied. Revenue is
recognized when control of the promised services is transferred to the customer in an amount that reflects the consideration we expect to be entitled to receive in
exchange for those services. Our contracts do not include highly variable components. The timing of revenue recognition, billings, and cash collections can result in
billed accounts receivable, unbilled receivables (contract assets), and deferred revenue (contract liabilities). The costs to obtain contracts, primarily commission
expenses, are expensed when incurred.

Amounts that are invoiced are recorded in accounts receivable and revenue or deferred revenue, depending on whether the revenue recognition criteria have been met. A
large portion of our sales result in partial prepayments prior to shipment from customers. Otherwise, customer invoices generally have payment terms of net 30 days and
do not have a significant financing component.

Our revenue is derived from various sources: (i) avionics products consisting primarily of hardware with embedded firmware sold to an authorized dealer network and
avionics and GNSS products sold to OEMs, (ii) R&D projects, (iii) sales-based royalties related to GNSS technology licensed to OEMs, (iv) consultation and training
services related to aerial integration and close air support providing the latest tactics, technique, and procedures to incorporate contract close air support/intelligence
surveillance reconnaissance with video downlink systems into tactical operations, (v) technology and equipment sales (vi) mUAS, commonly referred to as
“commercial drones,” sales, including hardware, software, training, support and product service, and (vii) drone services, including surveys, imaging, security, and other
drone applications.

Business Combinations

We account for acquired businesses using the purchase method of accounting. Under the purchase method, our condensed consolidated financial statements include the
financial results of an acquired business starting from the date the acquisition is completed. In addition, the assets acquired, liabilities assumed, and any contingent
consideration must be recorded at the date of acquisition at their respective estimated fair values, with any excess of the purchase price over the estimated fair values of
the net assets acquired recorded as goodwill. Significant judgment is required in estimating the fair value of contingent consideration and intangible assets and in
assigning their respective useful lives. Accordingly, we typically obtain the assistance of third-party valuation specialists for significant acquisitions. The fair value
estimates are based on available historical information and on future expectations and assumptions deemed reasonable by management but are inherently uncertain.

We use a discounted cash flow analysis given probability and estimated timing of payout to determine the fair value of contingent consideration on the date of
acquisition. Significant changes in the discount rate used could affect the accuracy of the fair value calculation. Contingent consideration is adjusted based on
experience in subsequent periods and the impact of changes related to assumptions are recorded in operating expenses as incurred.

We typically use an income method to estimate the fair value of intangible assets, which is based on forecasts of the expected future cash flows attributable to the
respective assets. Significant estimates and assumptions inherent in the valuations reflect a consideration of other marketplace participants and include the amount and
timing of future cash flows (including expected growth rates and profitability), the underlying product or technology life cycles, the economic barriers to entry, and the
discount rate applied to the cash flows. Unanticipated market or macroeconomic events and circumstances may result in a triggering event for which we would test for
impairment.
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Goodwill

Goodwill represents the excess of the aggregate purchase price over the fair value of net identifiable assets acquired in a business combination. We manage our business
primarily based upon four operating segments: (i) Drones, (ii) Avionics, (iii) Training and (iv) Electric Air Mobility, each of which represents a reportable segment. We
have determined that each reportable segment represents a reporting unit and, in accordance with ASC 350, each reporting unit requires an allocation of goodwill. We
will continue to reevaluate reportable and operating segments.

Goodwill is not amortized and is tested at the reporting unit level for impairment on an annual basis or whenever events or changes in circumstances indicate that the
carrying value may not be recoverable. We have selected October 1% as the date to perform our annual impairment test. In the valuation of goodwill, management must
make assumptions regarding estimated future cash flows to be derived from our business. If these estimates or their related assumptions change in the future, we may be
required to record an impairment for these assets. Management may first evaluate qualitative factors to assess if it is more likely than not that the fair value of a
reporting unit is less than its carrying amount and to determine if an impairment test is necessary. Management may choose to proceed directly to the evaluation,
bypassing the initial qualitative assessment. The impairment test involves comparing the fair value of the reporting unit to which goodwill is allocated to its net book
value, including goodwill. A goodwill impairment loss would be the amount by which a reporting unit’s carrying value exceeds its fair value, however, the loss
recognized should not exceed the total amount of goodwill allocated to that reporting unit. No goodwill impairment charges were recorded for the three or nine months
ended September 30, 2025. We recorded goodwill impairment charges of $38.0 million during the three and nine months ended September 30, 2024.

2024 Impairment Test

As a result of the termination of our Business Combination Agreement and related transactions (the “BCA Transactions”) in August 2024 and the continued delays in
securing financing, we determined it appropriate to test the fair value of each reporting unit for goodwill impairment as of September 30, 2024 for all of our reporting
units except Avionics as no goodwill had been allocated to this reporting unit. We determined that the fair value of the Drones reporting unit substantially exceeded its
respective carrying value. The Electric Air Mobility and Training reporting unit fair values indicated goodwill impairment as detailed below.

Drones Electric AirMobility Training
Goodwill carrying value as of September 30, 2024 $ 115.8 million $ 451.4 million $ 36.5 million
Fair value of reporting unit as of September 30, 2024 $ 185.1 million $ 510.2 million $ 25.1 million
Carrying value of reporting unit as of September 30, 2024 $ 133.5 million $ 527.2 million $ 46.1 million
Impairment as of September 30, 2024 $ — $ 17.0 million $ 21.0 million

Estimates and assumptions varied between each reporting unit depending on the facts and circumstances specific to that reporting unit. The discount rate for each
reporting unit is influenced by general market conditions as well as factors specific to the reporting unit. The fair value of the reporting units for which we performed
quantitative impairment tests was estimated using an income approach, which incorporates the use of the discounted cash flow method. Projections used require the use
of significant estimates and assumptions specific to the reporting unit as well as those based on general economic conditions. Factors specific to each reporting unit
include revenue growth, profit margins, terminal value growth rates, capital expenditures projections, assumed tax rates, discount rates and other assumptions deemed
reasonable by management. For the 2024 impairment test, the WACC discount rates we used for our reporting units was 30%-35% and the terminal value growth rate
was 4%. The terminal value growth rate represents the expected long-term growth rate for our industry, which incorporates the type of services each reporting unit
provides as well as the global economy. Other factors influencing the revenue growth rates include the nature of the services the reporting unit provides for its clients,
the geographic locations in which the reporting unit conducts business and the maturity of the reporting unit.
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Specific to the Electric Air Mobility segment’s projections as of September 30, 2024, projected revenue was revised to include projected aircraft production timing for
the Jaunt Journey in 2031 as compared to a previous estimate of 2028 and further incorporated production of a cargo UAV (a smaller cargo derivative of the Jaunt
Journey) in 2027. Projected revenue in years 1 and 2 of commercialization of the cargo UAV as of September 30, 2024 were added to our September 30, 2024
projections based on an estimated assumed selling price and expected production levels of approximately 240 units over the two-year period. Projected revenue in years
1 and 2 of commercialization (i.e., 2028 and 2029) of the Jaunt Journey as of October 1, 2023 was based on a sales price that was in line with the negotiated pricing
contained in our non-binding letters of intent and projected volume of 630 units over the same two-year period. Following the revision of the estimated
commercialization date to 2031, the escalation rate utilized in our original projections continued to be consistently applied. Accordingly, such escalation rate was
applied to the original estimated selling price in 2028 for a period of three additional years (i.e., 2028 to 2031). As a result, the sales price in the revised estimated first
year of commercialization (2031) increased compared to prior projections. Revenue projections for both programs were based on increasing production quantities year-
over-year that max out at approximately 400 units per year for the cargo UAV and 3,000 units per year for the Jaunt Journey at a single production facility, and a per-
unit sales price that increases over time assuming a 1.5% escalation rate. The foregoing escalation rate and production volume of the Jaunt Journey remained consistent
with prior year projections.

EBITDA projections as of September 30, 2024 were developed using estimates of manufacturing costs, production hours per unit, learning curves and subsequent
efficiencies, and operating costs. While mid-term and long-term EBITDA projections at maximum capacity have not significantly changed compared to our prior year
testing date of October 1, 2023, the impact of delaying the projected cash flows from the Jaunt Journey as a result of a later expected commercialization date resulted in
a decrease in the fair value of the Electric Air Mobility segment, which indicated impairment. Projected EBITDA as of October 1, 2023 gave effect to net research and
development costs expected to be incurred between 2024 and 2027 leading up to the commercialization of the Jaunt Journey aircraft and assumed positive EBITDA
during the two years following commercialization. Projected EBITDA as of September 30, 2024 gave effect to net research and development costs expected to be
incurred (i) between 2025 and 2028 leading up to the commercialization of the cargo UAV and (ii) between 2029 and 2031 leading up to the commercialization of the
Jaunt Journey and assumed positive EBITDA during the two years following commercialization. Mid-term and long-term EBITDA margin projections at full rate
production were reduced slightly (1-2%) compared to our prior year testing date of October 1, 2023.

EBITDA projections as of September 30, 2024 were also revised to incorporate estimates of manufacturing costs of the cargo UAV, which reduced mid-term and long-
term gross margins by approximately 2% at full rate production, as well as estimated efficiencies, which resulted in reduced operating expenses slightly (0.5%-1%) as a
percentage of revenue as compared to the October 1, 2023 projections.

While the timing of projected cash flows from the Jaunt Journey has been delayed and as operations now include a plan to produce a cargo UAV, profitability of the
Electric Air Mobility segment post-commercialization of the Jaunt Journey has always been part of our projections. We anticipate profitability in the Electric Air
Mobility segment commencing in year two following commercialization of the cargo UAV. As to the degree of uncertainty associated with our assumptions, we believe
our long-term projected revenue is reasonable given a sales price supported by non-binding letters of intent and a relatively small number of units in comparison to,
according to the Morgan Stanley Report, an anticipated global market ranging between an expected $1 trillion and with an upside $4.4 trillion by 2040. There is a higher
degree of uncertainty in projected EBITDA, as compared to projected revenue as projected EBITDA includes estimates as to future labor and material costs, efficiency
rates as to the number of production hours required over time, and synergies.

The most sensitive factor in our analysis was the WACC discount rate. As of September 30, 2024, a 33% WACC discount rate was applied to the Electric Air Mobility
segment, which is fairly consistent with the 35% WACC discount rate used as of our prior year testing date of October 1, 2023. The 200 basis-point decrease from prior
year was deemed appropriate due to more conservative projected long term EBITDA margins as compared to sales in the prior year, regulatory harmonization that has
occurred for the industry between the FAA, TCCA, and EASA, advances in electric propulsion, battery density, and autonomous systems which lower remaining
technical development risk. While these factors reduce risk to the Electric Air Mobility segment, a larger decrease in the WACC was not deemed appropriate due to
delays in funding for development efforts and overall implementation risk that remains similar to October 1, 2023. As to the sensitivity of the WACC rate, another
hypothetical 100 basis-point increase in the WACC discount rate would have yielded an additional $46.0 million in goodwill impairment.
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We believe the factors considered in the impairment analysis are reasonable; however, significant changes in any one of our assumptions could produce a different result
and result in additional impairment charges that could be material to our condensed consolidated financial statements. For example, the fair value of the Electric Air
Mobility segment could be adversely affected and may result in an additional impairment of goodwill if this reporting unit is not able to advance the development of our
aircraft and other products, obtain regulatory approvals, and launch and commercialize our products at scale, if the estimated production costs are significantly higher
than estimated or if the WACC discount rate is increased.

Specific to the Training segment’s projections as of September 30, 2024, we noted a significant decrease in sales and gross margins as a result of not being able to meet
contractual demands due to delays in the funding of aircraft. In prior years, government ISR aircraft contracts did not require that the aircraft be able to employ
weapons. As those contracts have aged-out, the new requirements for the re-competitions require assets that have the ability to employ training munitions and have been
approved by the government to do so. CDI does not possess aircraft that can achieve this requirement; thus, we have either not been awarded or chose not to bid on
certain contracts. The projected revenue and margins were revised to include the timing of projected aircraft and investments to be made in flight schools in the short-
term (between 2025 and 2028) and then the acquisition of additional aircraft beginning in years after 2029.

EBITDA projections as of September 30, 2024 have not significantly changed compared to our prior year testing date of October 1, 2023, and we do not anticipate any
changes until we are able to make more significant investments in aircraft, and at which time we can better leverage our operating expenses. At that point, we anticipate
that mid-term and long-term EBITDA margins would increase. The shifting and corresponding discounting of these projections resulted in a significant decrease in the
fair value of the Training segment, which indicated impairment.

As to the degree of uncertainty associated with our assumptions, we believe our short-term projected revenue is reasonable given our history with military contract
practices and the historical results of flight schools, while our long-term projected revenue is subject to a higher degree of uncertainty. To mitigate this risk, a 30%
WACC discount rate was applied to these projections which was consistent with our prior year testing date of October 1, 2023. As to the sensitivity of the WACC rate,
another hypothetical 100-basis-point increase in the WACC discount rate would have yielded an additional $3.4 million in goodwill impairment.

We believe the factors considered in the impairment analysis are reasonable; however, significant changes in any one of our assumptions could produce a different result
and result in additional impairment charges that could be material to our condensed consolidated financial statements. For example, the fair value of the Training
segment could be adversely affected and may result in an additional impairment of goodwill if this reporting unit is not able to purchase the needed aircraft, if the
estimated costs for managing the flight schools are significantly higher than estimated or if the WACC discount rate is increased.

Intangible Assets

We perform valuations of assets acquired and liabilities assumed on each acquisition accounted for as a business combination and allocates the purchase price of the
acquired business to the respective net tangible and intangible assets. We determine the appropriate useful life by performing an analysis of expected cash flows based
on historical experience of the acquired businesses. Intangible assets are amortized over their estimated useful lives using the straight-line method which approximates
the pattern in which the economic benefits are consumed. We capitalize third-party legal costs and filing fees, if any, associated with obtaining patents. Once the patent
asset has been placed in service, we amortize these costs over the shorter of the asset’s legal life, generally 20 years from the initial filing date, or its estimated economic
life using the straight-line method.

The estimated useful lives for our intangible assets are as follows:

Estimated

useful life
Developed technology 8 to 13 years
Tradenames — definite-lived 4 to 8 years
Customer relationships 3 to 7 years
Patents up to 20 years
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In addition to the long-lived intangible assets, we also had $8.8 million of indefinite lived intangible assets which is primarily the $8.7 million tradename obtained in
conjunction with the Jaunt acquisition.

Impairment of Indefinite Lived Assets

Under ASC 350-30-35-18, an intangible asset that is not subject to amortization shall be tested for impairment annually and more frequently if events or changes in
circumstances indicate that it is more likely than not that the asset is impaired. In testing for impairment, we define our Asset Groups at the reporting unit level. Under
ASC 360-10-35-26 when an asset group is a reporting unit, the asset group includes goodwill. When goodwill and indefinite lived intangibles are included in the long-
lived asset group being tested for impairment, the indefinite-lived intangible assets are tested for impairment in accordance with ASC 350-30 first, then the long-lived
assets (groups) are tested for impairment in accordance with ASC 360-10, and goodwill is tested for impairment at the reporting unit level in accordance with ASC 350-
20 last.

ASC 350-30-35-18A specifies that an entity may first perform a qualitative assessment, as described in this paragraph and paragraphs 350-30-35-18B through 35-18F,
to determine whether it is necessary to perform the quantitative impairment test.

As a result of the termination of our Business Combination Agreement in August 2024 and the continued delays in financing, we determined it appropriate to perform a
qualitative assessment considering factors listed in ASC 350, which includes cost factors, financial performance, legal, regulatory, contractual, political, business, or
other factors. Based on our review of these factors, there was no indication of impairment for the Avionics or Drones segments. However, we determined it appropriate
to perform a quantitative analysis on intangible and long-lived assets within the Electric Air Mobility and Training segments. The fair value of the undiscounted
cashflows of both the Electric Air Mobility and Training segments was significantly higher than the respective asset group’s carrying value and therefore no impairment
charges were required to be recorded for the year ended December 31, 2024.

No impairment charges were recorded during the three or nine months ended September 30, 2025 or 2024.
Impairment of Long-Lived Assets

We evaluate long-lived assets, including property and equipment and intangible assets, for impairment in accordance with ASC 360 whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets held and used is measured by a comparison of the carrying
amount of an asset or an asset group to estimated undiscounted future net cash flows expected to be generated by the asset or asset group. If such evaluation indicates
that the carrying amount of the asset or the asset group is not recoverable, any impairment loss would be equal to the amount the carrying value exceeds the fair value.

As a result of the termination of our Business Combination Agreement in August 2024 and the continued delays in financing, we determined it was appropriate to
perform a qualitative assessment considering factors listed in ASC 350 Intangibles—Goodwill and Other (“ASC 350”) which includes cost factors, financial
performance, legal, regulatory, contractual, political, business, or other factors. Based on our review of these factors, there was no indication of impairment for the
Avionics or Drones segments. However, we determined it was appropriate to perform a quantitative analysis on intangible and long-lived assets within the Electric Air
Mobility and Training segments. The fair value of the undiscounted cashflows of both the Electric Air Mobility and Training segments was significantly higher than the
respective asset group’s carrying value and therefore no impairment charges were required to be recorded in 2024.

No impairment charges were recorded during the three or nine months ended September 30, 2025 or 2024.
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Valuation of Debt

During 2024, certain Investor Notes were amended which resulted in significant modifications of debt. In accordance with ASC 470-50, as this significant modification
was considered an extinguishment and created an election date for the fair value option and as the fair value election is applied on an instrument-by-instrument basis, we
chose to record these Investor Notes at fair value beginning on the modification date in October 2024. Investor Notes have historically included various interest features
in the form of both stock and cash upon the closing of an initial public offering or qualified financing. In conjunction with the IPO, common stock was issued to
partially settle the Investor Notes at fair value. As of September 30, 2025, the valuation of the Investor Notes was limited to unpaid cash amounts.

Inventory Valuation

We write down our inventory for estimated obsolescence or unmarketable inventory equal to the difference between the cost of inventory and the estimated net
realizable value based upon assumptions about future demand and market conditions. Reductions to the carrying value of inventory are charged to cost of revenue and a
new, lower cost basis for that inventory is established. Subsequent changes to facts or circumstances do not result in the restoration or increase in the related inventory
value. If actual market conditions are less favorable than those projected by management, additional inventory write-downs may be required.

Stock-based Compensation

We recognize compensation expense for stock-based awards based on the grant-date estimated fair value of the awards. Options and restricted stock awards may be
granted as time-based awards, performance-based awards or combinations of the time-based and performance-based awards. We expense the fair value of our options to
employees and non-employees on a straight-line basis over the associated service period for time-based awards, which is generally the vesting period. The performance-
based awards begin their period of ratable vesting at the time that we determine that the achievement of the performance thresholds is probable. We account for
forfeitures as they occur and does not estimate forfeitures at the time of grant. Ultimately, the actual expense recognized over the vesting period will be for only those
options that vest.

Income Taxes

We account for income taxes in accordance with the asset and liability approach method. Deferred tax assets and liabilities are recognized for future tax consequences
attributable to temporary differences between the condensed consolidated financial statements carrying amounts of existing assets and liabilities and their respective tax
bases, as well as for net operating losses and tax credit carryforwards. Deferred tax amounts are determined by using the enacted tax rates expected to be in effect when
the temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the
period that includes the enactment date. A valuation allowance reduces the deferred tax assets to the amount that is more-likely-than-not to be realized.

We evaluate our tax positions taken or expected to be taken in the course of preparing our tax returns to determine whether the tax positions will more-likely-than-not be
sustained by the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not threshold are not recorded as a tax benefit or expense in the current
year. Interest and penalties, if applicable, are recorded in the period assessed as income tax expense.

Off-Balance Sheet Arrangements
As of September 30, 2025 and December 31, 2024, we have not entered into any off-balance sheet financing arrangements, established any special purpose entities,
guaranteed any debt or commitments of other entities, or purchased any non-financial assets. We do not participate in transactions that create relationships with

unconsolidated entities or financial partnerships, often referred to as variable interest entities, which would have been established for the purpose of facilitating oft-
balance sheet arrangements.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

In the ordinary course of business, we are exposed to various market risk factors, including fluctuations in interest rates, changes in general economic conditions,
domestic and foreign competition, and foreign currency exchange rates.

Foreign Currency Exchange Rate Risk

In addition to our U.S. operations, we also have international operations in Canada and Denmark, sell our products and services to international dealers and customers,
including foreign governments and engage in sales and marketing efforts in many foreign jurisdictions. In international sales, we face substantial competition from both
U.S. manufacturers and international manufacturers whose governments sometimes provide R&D assistance, marketing subsidies and other assistance for their products
and services. International sales present risks that are different and potentially greater than those encountered in our U.S. business. A majority of our total net sales are
from international customers. International sales are subject to numerous political and economic factors, including changes in foreign national priorities, foreign
government budgets, global economic conditions, and fluctuations in foreign currency exchange rates, the possibility of trade sanctions and other government actions,
regulatory requirements, significant competition, taxation, and other risks associated with doing business outside the United States. Sales of military products and
services and any associated industrial development (offset) agreements are subject to U.S. export regulations and foreign policy, and there could be significant delays or
other issues in reaching definitive agreements for announced programs. See “—We cannot predict the consequences of future macroeconomic conditions or geopolitical
events, but they may adversely affect market and economic conditions, the markets in which we operate, our ability to insure against risks, our operations or our
profitability.”

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) are
designed to ensure that information required to be disclosed in the reports that we file or submit under the Exchange Act is recorded, processed, summarized, and
reported within the time periods specified in the rules and forms of the Securities and Exchange Commission (“SEC”) and to ensure that information required to be
disclosed is accumulated and communicated to management, including our principal executive and financial officers, to allow timely decisions regarding required
disclosure.

Our Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”), with assistance from other members of management, have evaluated the effectiveness of
our disclosure controls and procedures as of September 30, 2025, and based on their evaluation, have concluded that our disclosure controls and procedures were not
effective as of such date due to material weaknesses in internal control over financial reporting, described below.

Background and Remediation of Material Weaknesses

In connection with the preparation of our consolidated financial statements for the years ended December 31, 2024 and 2023, material weaknesses were identified in the
design and operating effectiveness of our internal control over financial reporting due to ineffective information and communication controls, resulting in lack of timely
identification and accounting for certain key debt and other agreements.

We have initiated, and continue to implement, measures intended to remediate the material weaknesses described above and to strengthen our internal control over
financial reporting. These measures include:

(i) hiring additional experienced accounting and SEC reporting personnel at the corporate and subsidiary levels and enhancing segregation of duties; (ii) engaging an
independent internal auditor and establishing an internal audit plan focused on revenue recognition, complex financing arrangements, and acquisition accounting, with
periodic reporting to the Audit Committee; (iii) implementing formal contract-review controls including documented technical accounting reviews for new or amended
agreements; (iv) standardizing and documenting our monthly and quarterly close processes, including review and approval controls, checklists, and enhanced
management review controls over significant estimates and judgments; and (v) deploying certain technology solutions, including a cloud-based planning and reporting
system to reduce manual processes and improve data integrity and transparency.

While we believe these actions represent important steps toward remediation, the material weaknesses will not be considered remediated until the applicable controls
are designed, implemented, and operate effectively for a sufficient period of time and management has concluded, through testing, that they are operating effectively.
We can provide no assurance that the measures described above will fully remediate the identified material weaknesses. We also may incur significant costs to execute
costs to execute various aspects of our remediation plan.

Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting or in other factors identified in connection with the evaluation required by paragraph (d) of Rules
13a-15 or 15d-15 under the Exchange Act that occurred during the quarter ended September 30, 2025 that have materially affected, or are reasonably likely to materially

affect, our internal control over financial reporting.
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Inherent Limitations on the Effectiveness of Disclosure Controls and Procedures

Our management, including our principal executive officer and principal financial officer, does not expect that our disclosure controls and procedures or our internal
control over financial reporting will prevent all errors and all fraud. A control system, no matter how well designed 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, no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, have been detected. These inherent limitations include the realities that judgments in decision-
making can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or more people or by management override of the controls. The design of any system of controls is also 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; over time, controls may become inadequate because of changes in conditions, or the degree of compliance with policies or procedures may deteriorate. Due
to inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.

PART II. OTHER INFORMATION
Item 1. Legal Proceedings

A civil action was filed against Old AGL, Inc. in the Circuit Court of Cook County, State of Illinois in February 2022. The claimant alleged that an agreement for certain
services entered into in March 2020 was breached and resulted in damages to claimant. This case was dismissed on July 5, 2022. However, the court allowed the
claimant to amend its complaint. On August 5, 2022, the claimant filed its amended complaint, and we filed our response on October 12, 2022. The parties have
engaged in discovery and mandatory arbitration. The arbitration resulted in an award in our favor, which was contested by the claimant. On December 19, 2024, the
Circuit Court denied our motion for summary judgment. This matter was set for trial in June of 2025, but was voluntarily dismissed without prejudice on June 4, 2025.

Civil actions were filed against CDI and individual guarantors in the Tioga County Court, State of Pennsylvania, in July 2023. The claimant, First Citizens Community
Bank (“FCCB”), alleged that payment under certain promissory notes is due, and the claimant is seeking recovery of the outstanding amounts. The claimant obtained
judgments against all named defendants. On March 27, 2025, we entered into a settlement agreement with FCCB providing for a full and unconditional release of all
claims related to the underlying debt upon completion of payments totaling approximately $0.2 million. As of April 30, 2025, we have fulfilled our payment obligations
under the agreement, and the parties have fully and unconditionally released each other from and all claims/liabilities, or obligations related to the underlying debt.

A civil action was filed against us, Old AGI, Inc., AIRO Group (Illinois), AIRO Drone, Agile Defense, Joseph Burns, Chirinjeev Kathuria and John Uczekaj in
Chancery Court in Delaware in September 2023. The claimant, Robert Perrin, one of our stockholders, alleged that these entities failed to pay him for services allegedly
rendered under an Employment Agreement with AIRO Group (Illinois), that the individual defendants have breached their fiduciary duties as members of our board of
directors, and that defendants violated the Computer Fraud and Abuse Act. On November 17, 2023, we filed a motion to dismiss. In response, the claimant filed an
Amended Complaint on February 22, 2024 in which he dropped AIRO Group (Illinois) as a defendant, dropped the breach of contract claim and added a wage claim
under Delaware statute. On April 5, 2024, we filed a Partial Answer and Affirmative Defenses as well as a Partial Motion to Dismiss. In response, the claimant filed a
Second Amended Complaint on May 16, 2024 in which he dropped the wage claim under Delaware statute and added a civil conspiracy claim against all defendants.
We filed an Amended Answer on November 15, 2024. In March 2025, we agreed to settle Mr. Perrin’s individual claims in the lawsuit for $0.8 million, which will be
paid over six quarters with the first payment being made during the quarter ended September 30, 2025.
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Aside from the above matters, we are not a party to any material legal proceedings and are not aware of any pending or threatened claims. From time to time, we may
be subject to various legal proceedings and claims that arise in the ordinary course of our business activities. Legal contingencies are subject to significant uncertainties
and, therefore, determining the likelihood of a loss or the measurement of a loss can be complex. To the extent applicable, we will accrue losses that are both probable
and reasonably estimable. As of September 30, 2025, we had accruals of $0.6 million related to litigation.

Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the following risks and uncertainties, together with all of the other
information contained in this Quarterly Report on Form 10-Q, including our condensed consolidated financial statements and related notes included elsewhere in this
Quarterly Report on Form 10-Q, and the section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” before making an
investment decision. The risks described below are not the only ones facing us. The occurrence of any of the following risks, or of additional risks and uncertainties not
presently known to us or that we currently believe to be immaterial, could materially and adversely affect our business, prospects, financial condition or results of
operations. In such case, the trading price of our common stock could decline, and you may lose part or all of your investment.

Risk Factors Summary

Our business is subject to numerous risks and uncertainties, including those highlighted in the section titled “Risk Factors” immediately following this summary. The
following is a summary of the principal risks we face:

e We have a limited operating history in new and evolving markets, which may make it difficult to evaluate our current business and future prospects and
increase the risk of your investment.

e  We are an early-stage company with a history of losses, and we expect to incur significant expenses and continuing losses for the foreseeable future.
e  OQur failure to comply with covenants under debt instruments could adversely affect our business and financial condition.
e  We have made and may in the future make acquisitions and investments, which involve numerous risks.

e We may not be able to successfully integrate the businesses and personnel of acquired companies and businesses, including those acquired in the Put-Together
Transaction, and may not realize the anticipated synergies and benefits of such acquisitions.

e We face significant competition from other companies, many of which have substantially greater resources than we do.
e We may not be able to keep pace with technological advances and we depend on advances in technology by other companies.
e We may not be able to produce aircraft in the volumes or on the timelines that we anticipate.

e In order to reach production for our aircraft, we need to develop complex software and technology systems in coordination with our partners and suppliers, and
there can be no assurance such systems will be successfully developed.

e We may be unable to acquire additional aircraft to support our Training segment on acceptable terms or at all.

e Due to the nature of our products and services, a product safety failure, quality issue or other failure affecting our or our customers’ or suppliers’ products or
systems could seriously harm our business.

e Our future success depends on the continuing efforts of our key personnel and on our ability to attract and retain highly skilled personnel and senior
management.
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We rely on a limited number of suppliers in Canada and Europe for critical components and raw materials used to manufacture and develop our products.
We rely on independent dealers and distributors to sell our Avionics products, and disruption to these channels would harm our business.

We currently, and may in the future, use and develop generative Al technologies throughout our business, which may expose us to certain regulatory and other
risks that could adversely affect our results of operations and financial condition.

If our information technology systems or data, or the third parties with whom we work, are or were compromised, we could experience adverse consequences
resulting from such compromise, including but not limited to regulatory investigations or actions; litigation; fines and penalties; disruptions of our business
operations; reputational harm; loss of revenue or profits; loss of customers or sales; and other adverse consequences, risks which are amplified by our work for

world governments.

Our commercial aviation products, systems and services businesses are affected by global demand and economic factors that could negatively impact our
financial results.

The market for eVTOL aircraft and electric air mobility has not been clearly defined, is still emerging and may not achieve the growth potential we expect or
may grow more slowly than expected, which may harm our business, financial condition, and results of operations.

We are still developing our eVTOL aircraft, have not yet obtained FAA certification of our eVTOL aircraft under development and we have yet to manufacture
or deliver any aircraft to customers, which makes evaluating our business and future prospects difficult and increases the risk of investment.

There may be reluctance by consumers to adopt a new form of mobility, or an unwillingness to pay aircraft operators’ projected prices.

We are subject to extensive government regulation, and our failure to comply with applicable regulations may subject us to significant financial liability,
penalties, and other government actions that restrict our ability to conduct our business.

U.S. government contracts are subject to a competitive bidding process, are generally not fully funded at inception, and contain certain terms that may be
unfavorable to us, which could result in contracts and opportunities consuming significant resources without generating revenue or profit.

We rely to a significant degree on sales to the U.S. government, particularly to agencies of the DoD, and a decline in government budgets, funding, changes in
spending or budgetary priorities, or delays in contract awards may materially adversely affect our future revenue, business, financial condition, results of
operations, cash flow and equity.

The U.S. government may modify, curtail or terminate one or more of our contracts.

Extension of the U.S. government shutdown could affect contracting and FAA certifications needed to deliver products and services to the market which could
materially impair our business and financial condition.

Our business may benefit in part from government funding, and our inability to receive such financial support could harm our business.

Many of our products and services are subject to local, state, federal and international regulatory frameworks that are costly to comply with, are subject to
interpretation, may be dependent on political pressures and factors and/or are subject to change.

Our business is highly regulated and our ability to generate revenues and profit may be limited by regulatory restrictions and/or changes and the speed with
which such restrictions and/or changes occur.

We are subject to the risks associated with conducting international business operations.
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e If we fail to protect, or incur significant costs in defending or enforcing, our intellectual property and other proprietary rights, our business, financial condition,
and results of operations could be materially harmed.

e  We have identified material weaknesses in our internal control over financial reporting. If we are unable to effectively remediate these material weaknesses,
identify additional material weaknesses in the future, or otherwise fail to maintain effective internal control over financial reporting, then we may not be able to
accurately or timely report our financial condition or results of operations, which may adversely affect our business.

Risks Related to Our Limited Operating History, Financial Position and Need for Additional Capital

We have a limited operating history in new and evolving markets, which may make it difficult to evaluate our current business and future prospects and increase
the risk of your investment.

We were organized in August 2021 for the purpose of acquiring and integrating various companies in the aerospace and defense industry and the history of operating
each of our businesses together is relatively short. Our limited operating history and rapidly evolving business make it difficult to evaluate our current business, future
prospects and plan for growth. In addition, our drones, eVTOL aircraft and other products are sold or will be sold in new and rapidly evolving markets. Accordingly, our
business and future prospects may be difficult to evaluate, the extent to which demand for our products and services will increase, if at all, could be impacted by our
ability to do the following:

e  attract new customers to our products or services;

e develop, renew and expand contracts;

e acquire and maintain market share;

e  attract, integrate, train and retain leadership and other highly qualified personnel;

e achieve or manage growth in our operations;

e acquire new technologies;

e adapt to required redirection or changes in services or direction caused by geopolitical crises;

e successfully develop and commercially market new products and services;

e keep pace with technological developments;

e timely address the increasingly sophisticated needs of our customers, including as a result of changes in government regulation related to our products and
services;

e secure sufficient quantities or cost-effective production of our products due to supply chain challenges;
e adapt to new or changing policies and spending priorities of governments and government agencies;

e generate sufficient revenue to achieve or maintain profitability; and

e access initial and additional capital when required and on reasonable terms.

If we fail to address these and other challenges, risks and uncertainties successfully, our business, results of operations, prospects and financial condition would be
materially harmed.

We are an early-stage company with a history of losses, and we expect to incur significant expenses for the foreseeable future.
We have incurred significant net losses since inception including net losses of $4.1 million and $37.9 million for the nine months ended September 30, 2025 and 2024,
and $38.7 million and $32.5 million for the years ended December 31, 2024 and 2023, respectively. As of September 30, 2025, we had an accumulated deficit of $210.5

million.
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Although we raised approximately $121.7 million in net proceeds from our IPO and the Follow-on Offering, including the full exercise of the over-allotment options in
both the IPO and the Follow-on Offering, net of cash used in connection with the Repurchase, we expect to continue incurring net losses as we invest in scaling and
expanding our operations. Developing and commercializing products and services in the defense and broader aerospace industry is capital intensive and subject to long
development timelines. We have allocated significant resources to our R&D programs, and we may not ultimately generate products that achieve market acceptance or
meaningful revenue.

Looking ahead, we expect our operating expenses to increase substantially in connection with:

Expansion of our headcount;

Acceleration of product development, including aircraft and related technologies;
Regulatory and compliance activities; and

Scaling our manufacturing and commercialization infrastructure.

In addition, as a newly public company, we expect to incur increased legal, accounting and compliance costs.

To achieve and sustain profitability, we must generate substantial additional revenue. Our ability to do so depends on a number of factors, including the successful
development, approval, and market adoption of our products. If our revenue does not grow sufficiently to offset our operating expenses, we may not achieve or maintain
profitability. Furthermore, while we believe our current capital position provides us with a strong foundation, we may need to raise additional capital to support our
R&D and commercialization efforts. If we are unable to obtain financing on acceptable terms when needed, we may be forced to delay or reduce our operations, which
could materially and adversely affect our business, financial condition, and results of operations.

Our failure to comply with covenants under our debt instruments could adversely affect our business and financial condition.

We have incurred significant indebtedness, including in connection with the Put-Together Transaction, and may incur additional debt for acquisitions, operations, R&D
and capital expenditures, or for other reasons related to our overall capital deployment strategy. As of September 30, 2025 and December 31, 2024, we had outstanding
indebtedness of $12.8 million and $105.7 million, respectively.

The agreements governing our indebtedness contain restrictive covenants, including but not limited to, our ability to incur additional indebtedness, grant liens and pay
any dividends or make distributions, as well as financial maintenance covenants, including debt service coverage ratios, that will limit our and our subsidiaries’ ability
to engage in activities that may be in our and their long-term best interests. Any additional debt, to the extent we are able to incur it, may further restrict the manner in
which we conduct business. Such restrictions, prohibitions and limitations could impact our ability to implement elements of our strategy, including in the following
ways:

e our flexibility to plan for, or react to, competitive challenges in our business and the pharmaceutical and in the aerospace and defense industry may be
compromised;

e we may be put at a competitive disadvantage relative to competitors that do not have as much debt as we have, and competitors that may be in a more
favorable position to access additional capital resources;

e our ability to make acquisitions and execute business development activities through acquisitions will be limited and may, in future years, continue to be
limited; and

e our ability to resolve regulatory and litigation matters may be limited.
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Furthermore, the creditors who hold our debt have in the past, and may in the future, accelerate amounts due in the event that we default on these covenants, which has
in the past, and may in the future, trigger a default or acceleration of the maturity of our other debt. For example, civil actions were filed against CDI and individual
guarantors in the Tioga County Court, State of Pennsylvania, in July 2023. The claimant, FCCB, alleged that payment under certain promissory notes was due, and
FCCB sought recovery of the outstanding amounts. FCCB obtained judgments against all named defendants. On March 27, 2025, we and FCCB agreed to payment
terms and a release whereby $0.2 million in amounts due would be paid by April 30, 2025. As of September 30, 2025, all amounts due to FCCB were paid. The
acceleration of significant indebtedness may cause us to renegotiate, repay, or refinance the affected obligations, and there is no assurance that such efforts would be
successful or on terms we deem attractive. In addition, any acceleration could result in a downgrade of any credit ratings then applicable to us, which could result in
additional events of default or limit our ability to obtain additional financing.

In addition, we entered into the Put-Together Transaction Notes with the equity holders of certain of the businesses we acquired as part of the Put-Together Transaction.
The Put-Together Transaction Notes with AIRO Drone, Agile Defense and CDI were amended to be convertible, in part, into shares of our common stock upon the
closing of the BCA Transactions, with the remaining principal owed to such holders to be paid upon the closing of the BCA Transactions. We also agreed to assume
other Fixed Conversion Obligations, which were also amended to be convertible, in part, into shares of our common stock upon the closing of the BCA Transactions,
with the remaining principal owed to such holders to be paid upon the closing of the BCA Transactions.

As of September 30, 2025, we have third party obligations of $2.8 million of Investor Notes as described within Note 2—Revolving Lines of Credit and Long-Term
Debt, $3.8 million of Investor Notes as described in Note 12—Related Party Transactions, and $1.7 million of Investor Notes at fair value as described in Note 2—
Revolving Lines of Credit and Long-Term Debt, collectively which total $8.3 million. The Investor Notes are in the form of unsecured promissory notes with no
collateral and no guarantees. See the section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Business Combinations”
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Investor Notes” for additional information regarding the promissory
notes. If we are unable to satisfy our existing obligations, our business and financial condition could be adversely affected.

Risks Related to Our Business
We have made and may in the future make acquisitions and investments, which involve numerous risks.

We have made certain acquisitions, including our acquisitions of the Acquired Companies in connection with the Put-Together Transaction, and continue to
routinely evaluate potential acquisitions, investments and strategic alliances involving complementary technologies, teams, products and companies. We expect to
continue to pursue such transactions if appropriate opportunities arise. For example, in November 2023, we signed non-binding letters of intent to acquire two
businesses for the Training segment, including a flight training school. The parties have undertaken due diligence to determine whether a binding purchase agreement
will be negotiated. The total anticipated purchase price for the acquisitions is expected to range from $5.1 million to $7.7 million, which would be paid in a combination
of cash and shares of our common stock, and if consummated on the terms anticipated, would result in dilution to current investors. As of September 30, 2025, we did
not have any binding agreements or commitments to enter into any material acquisitions.

Moreover, we may not be able to identify other potentially suitable transactions in the future or if we do identify such transactions, we may not be able to complete them
on commercially acceptable terms or at all and may face intense competition for such opportunities. In pursuing transactions, we have and will continue to face
numerous risks, including diverting management’s attention from normal daily operations of our business; difficulties in integrating the financial reporting capabilities
and operating systems of any acquired operations to maintain effective internal control over financial reporting and disclosure controls and procedures; potential loss of
key personnel of the acquired company as well as their know-how, relationships and expertise; challenges successfully integrating acquired personnel, operations and
businesses; failing to realize the anticipated synergies and benefits of an acquisition; maintaining favorable business relationships of acquired operations; generating
insufficient revenue from completed transactions to offset expenses associated with our efforts; acquiring material or unknown liabilities associated with any acquired
operations; litigation associated with merger and acquisition transactions; and increasing expense associated with amortization or depreciation of intangible and tangible
assets we acquire.
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Our acquisitions, including the Put-Together Transaction, have required and continue to require significant management time and attention relating to the transactions.
Past transactions, whether completed or abandoned by us, have resulted, and in the future may result, in significant time and attention, costs, expenses, liabilities and
charges to earnings. The accounting treatment for any future transaction may result in significant amortizable intangible assets which, when amortized, will negatively
affect our consolidated results of operations. The accounting treatment may also result in significant goodwill, which, if impaired, will negatively affect our
consolidated results of operations. Furthermore, we may incur additional debt or issue equity securities to pay for transactions. The incurrence of additional debt could
limit our operating flexibility and be detrimental to our profitability, and the issuance of equity securities would be dilutive to our existing stockholders. Any or all of the
above factors may differ from the investment community’s expectations in a given quarter, which could negatively affect our stock price. In the event we make future
investments, the investments may decline in value, we may lose all or part of our investment.

We may not be able to successfully integrate the businesses and personnel of acquired companies and businesses, including those acquired in the Put-Together
Transaction, and may not realize the anticipated synergies and benefits of such acquisitions.

We may not be able to realize the expected benefits from acquisitions, including the Put-Together Transaction, because of integration difficulties or other challenges.
The success of our acquisitions will depend, in part, on our ability to realize all or some of the anticipated synergies and other benefits from integrating the acquired
businesses with our existing businesses. Integration activities can be costly, complex and time consuming. The potential difficulties we may face in integrating the
operations of our acquisitions include, among others: the failure to implement our business plans for the combined businesses and consolidation or expansion of
production capacity as planned and where applicable; unexpected losses of key employees, customers or suppliers of our acquired companies and businesses;
unanticipated issues in conforming our acquired companies’ and businesses’ standards, processes, procedures and controls with our operations; coordinating new
product and process development; increasing the scope, geographic diversity and complexity of our operations; diversion of management’s attention from other business
concerns; adverse effects on our or our acquired companies’ and businesses’ existing business relationships; unanticipated changes in applicable laws and regulations;
operating risks inherent in our acquired companies’ and businesses’ business and operations; unanticipated expenses and liabilities; potential unfamiliarity with our
acquired companies and businesses technology, products and markets, which may place us at a competitive disadvantage; and other difficulties in the assimilation of our
acquired companies and businesses operations, technologies, products and systems.

Any acquired companies and businesses may have unanticipated or larger than anticipated liabilities for patent and trademark infringement claims, violations of
applicable laws, rules and regulations, commercial disputes, taxes and other known and unknown types of liabilities. There may be liabilities that we underestimated or
did not discover in the course of performing our due diligence investigation of our acquired companies and businesses. We may have no recourse or limited recourse
under the applicable acquisition-related agreement to recover damages relating to the liabilities of our acquired companies and businesses.

We may not be able to maintain or increase the levels of revenue, earnings or operating efficiency that we, and each of our acquired companies and businesses, had
historically achieved or might achieve separately. In addition, we may not accomplish the integration smoothly, successfully or within the anticipated costs or
timeframe. If we experience difficulties with the integration process or if the business of our acquired companies or businesses deteriorates, the anticipated cost savings,
growth opportunities and other synergies of our acquired companies and businesses may not be realized fully or at all, or may take longer to realize than expected. If
any of the above risks occur, our business, financial condition, results of operations and cash flows may be materially and adversely impacted, we may fail to meet the
expectations of investors or analysts, and our stock price may decline as a result.
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We face significant competition from other companies, many of which have substantially greater resources than we do.

The defense and broader aerospace industry is highly competitive and generally characterized by intense competition to win contracts. While we expect to be one of the
pioneering companies to market eVTOL aircraft, we expect this industry to be increasingly competitive, and it is possible that our competitors could get to market
before us, either generally or in specific markets. Our current principal competitors include the following: (i) for our Drones segment: Da Jiang Innovations, Elbit
Systems Ltd., Lockheed Martin Corporation, L3Harris Technologies, Inc.’s FVR-90, L3 Technologies, Inc., Martin UAV, LLC, Northrop Grumman Corporation’s V-
Bat, Teledyne Technologies, Inc., and Textron Inc.’s Aerosonde; (ii) for our Training segment: Airborne Tactical Advantage Company, LLC, Draken International, Inc.,
Tactical Air Defense Services Inc. and Top Aces Inc.; (iii) for our Avionics segment: Avidyne Corporation, Collins Aerospace, Dynon Avionics, Inc., Garmin Ltd.,
Honeywell International Inc., L3Harris Technologies, Inc., and uAvionix Corporation; and (iv) for our Electric Air Mobility segment: Archer Aviation Inc., BETA
Technologies, Inc., Eve Holding Inc., Joby Aviation, Inc., Lilium N.V., Vertical Aerospace Ltd., Volocopter GmbH, and Wisk Aero LLC, in addition to ground
transportation services, such as Lyft, Inc. and Uber Technologies, Inc., and incumbent aircraft carrier services, such as Blade Air Mobility, Inc. and NetJets Inc.

Many of these companies have substantially greater financial, management, research and marketing resources than we do. Our competitors may be able to provide
customers with different or greater capabilities or benefits than we can provide in areas such as technical qualifications, past contract performance, geographic presence,
price and the availability of key professional personnel, including those with security clearances. Furthermore, many of our competitors may be able to utilize their
substantially greater resources and economies of scale to develop competing products and technologies, manufacture in high volumes more efficiently, divert sales away
from us by winning broader contracts or hire away our employees by offering more lucrative compensation packages. In particular, our competitors may be able to
obtain the relevant certification and approvals for their aircraft before us. Small business competitors may be able to offer more cost competitive products and services,
due to their lower overhead costs, and take advantage of small business incentives and set-aside programs for which we are ineligible. In order to secure contracts
successfully when competing with larger, well-financed companies, we may be forced to agree to contractual terms that provide for lower aggregate payments to us
over the life of the contract, which could adversely affect our margins.

We may not be able to keep pace with technological advances and we depend on advances in technology by other companies.

The defense and broader aerospace industry continues to undergo significant changes, primarily due to technological developments. Because of the rapid growth and
advancement of technology, shifting consumer tastes and the popularity and availability of other forms of activities, it is impossible to predict the overall effect these
factors could have on potential revenue from, and profitability of, the defense and broader aerospace industry. The development of specialized software and hardware is
a costly, complex and time-consuming process, and investments in product development often involve a long wait until a return, if any, can be achieved on such
investment. We might face difficulties or delays in the development process that will result in our inability to timely offer products that satisfy the market, which might
allow competing products to emerge during the development and certification process. We anticipate making significant investments in R&D relating to our products
and technology, but such investments are inherently speculative and require substantial capital expenditures. Any unforeseen technical obstacles and challenges that we
encounter in the R&D process could result in delays in or the abandonment of product commercialization, may substantially increase development costs, and may
negatively affect our results of operations. In the time it takes to develop or improve upon a product, that product may become obsolete.

It is impossible to predict the overall effect these factors could have on our ability to compete effectively in a changing market, and if we are not able to keep pace with
these technological advances, then our revenues, profitability and results of operations may be materially adversely affected. However, if we struggle to adapt to an
industry-shifting technological advancement or competitor offerings that render our products relatively less attractive or obsolete, including due to competitive pressures
we face relative to other drone companies, it could have a material adverse effect on our business.
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Further, we rely on and will continue to rely on components of our products that are developed and produced by other companies over which we have limited control.
The commercial success of certain of our planned future products will depend in part on advances in these and other technologies by other companies, and our ability to
procure them from such third parties in a timely manner and on economically feasible terms. We may, from time-to-time, contract with and support companies
developing key technologies in order to accelerate the development of such products for our specific uses. Such activities might not result in useful technologies or
components for us.

We may be unable to acquire additional aircraft to support our Training segment on acceptable terms or at all.

The success of our Training segment, including our ability to bid and complete future task orders under certain multiple awards and IDIQ contracts issued by the U.S.
military, is dependent on our financing or leasing additional aircraft that meet our customers’ needs. To date, a lack of funding has inhibited our ability to independently
finance or lease potential aircraft. Even if we receive sufficient funding, there are a limited number of aircraft available that meet our customers’ needs and potential
seller countries have been retaining aircraft in light of the Ukrainian conflict and instability in other areas of the world as well as delayed deliveries from manufacturers
of new aircraft, creating more limited supply. In addition, as a result of policy changes regarding aircraft transfers to the United States, purchased aircraft often need to
be disassembled, imported into the United States, and appropriately modified to meet customer needs. This requires significant capital and lead time to put an aircraft
into operation. Delays or failure in obtaining suitable aircraft could adversely impact financial results and growth plans due to missed task order bidding opportunities.

Due to the nature of our products and services, a product safety failure, quality issue or other failure affecting our or our customers’ or suppliers’ products or
systems could seriously harm our business.

Our products and services are highly sophisticated and specialized, involve complex advanced technologies, are often integrated with third-party products and services,
and are utilized for specific purposes that require precision, reliability, and durability. Many of our products and services include both hardware and software that
involve industrial machinery and intricate aviation and defense systems, including commercial and military jet engines, power and control systems, and other aircraft
parts, and military sensors and command and control systems. Technical, mechanical, quality, electronic, and other failures may occur from time to time, whether as a
result of manufacturing or design defect, operational process, or production issue attributable to us, our customers, suppliers, partners, third party integrators, or others.
Product design changes and updates could also have associated cost and schedule impacts. In addition, our products could fail as a result of cyber-attacks, such as those
that seize control and result in misuse or unintended use of our products, or other intentional acts. The impact of a catastrophic product or system failure or similar event
affecting our or our customers’ or suppliers’ products or services could be significant, and could result in injuries or death, property damage, loss of strategic
capabilities, loss of intellectual property, loss of reputation, and other significant negative effects. A product or system failure, or perceived failure, could lead to
negative publicity, a diversion of management attention, and damage to our reputation that could reduce demand for our products and services. It could also result in
product recalls and product liability and warranty claims (including claims related to the safety or reliability of our products) and related expenses, other service, repair
and maintenance costs, labor and material costs, customer support costs, significant damages, and other costs, including fines and other remedies, and regulatory and
environmental liabilities. We may also incur increased costs, delayed payments, reputational harm, or lost equipment or services revenue in connection with a
significant issue with a third party’s product with which our products are integrated. Further, our insurance coverage may not be adequate to cover all related costs and
we may not otherwise be fully indemnified for them. Any of the foregoing could have a material adverse effect on our competitive position, results of operations,
financial condition, or liquidity.

Our customers may experience service failures or interruptions due to defects in the software, infrastructure, components or engineering system that compromise
our products and services, or due to errors in product installation, any of which could harm our business.

Our products and services may contain undetected defects in the software, infrastructure, components or engineering system. Sophisticated software and applications,
such as those adopted and offered by us in connection with or as a part of our eVTOL, drone, and avionics offerings, may contain “bugs” that can unexpectedly interfere
with the software and applications’ intended operations. Our communication services may from time to time experience outages, service slowdowns or errors. Defects
may also occur in components or processes used in our products or for our services.
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There can be no assurance that we will be able to detect and fix all defects in the hardware, software and services we offer. Failure to do so could result in decreases in
sales of our products and services, lost revenues, significant warranty and other expenses, decreases in customer confidence and loyalty, losing market share to our
competitors, and harm to our reputation.

Our future success depends on the continuing efforts of our key personnel and on our ability to attract and retain highly skilled personnel and senior management.

Due to the specialized nature of our business, our future performance is highly dependent upon the continued services of our key technical personnel and executive
officers, including the contributions of Captain Joseph D. Burns, our Chief Executive Officer, Dr. Chirinjeev Kathuria, our Executive Chairman, and John Uczekaj, our
President and Chief Operating Officer, as well as other members of our management team, and the hiring, development, and retention of qualified technical,
engineering, manufacturing, marketing, sales, and management personnel for our operations. The loss of services of any of these individuals could make it more
difficult to achieve our business plans. Although we have executed employment agreements or offer letters with each member of our senior management team, these
agreements are terminable at will with or without notice and, therefore, we may not be able to retain their services. We do not currently maintain “key person” life
insurance on the lives of our executives. This lack of insurance means that we may not have adequate compensation for the loss of the services of these individuals.

We aim to significantly increase our headcount in the near-term, but have experienced, and continue to experience, challenges hiring highly qualified personnel
including engineers, pilots, skilled laborers, and security clearance holders. Currently, there is a shortage of pilots that could exacerbate over time as more pilots in the
industry approach mandatory retirement age which will affect our Training segment. We expect these difficulties to continue in the future. In addition, the cost of labor
remains high. Some candidates and new personnel may have job-related expectations that differ from our current workforce and are inconsistent with our corporate
culture. With respect to existing personnel, some may become required to receive various security clearances and substantial training in order to work on certain
programs or perform certain tasks. Necessary security clearances may be delayed, which may impact our ability to perform on our U.S. government contracts. We also
may not be successful in training or developing qualified personnel with the requisite relevant skills or security clearances. Moreover, some of our employees are
covered by collective bargaining agreements. If we have additional challenges renegotiating agreements or if our employees pursue new collective representation, then
we could experience additional costs and/or be subject to work stoppages. Any of the above factors could seriously harm our business.

We rely on a limited number of suppliers in Canada and Europe for critical components and raw materials used to manufacture and develop our products. If we are
forced to use suppliers outside these jurisdictions and, as a result, such materials become scarce or unavailable, or such suppliers fail, then we may incur delays in
development, manufacture and delivery of our products, which could damage our business.

We obtain hardware components, raw materials, and various systems and subsystems from a limited group of suppliers located in Canada and Europe, some of which
are sole source suppliers. We do not have long-term agreements with any of these suppliers that obligate them to continue to sell such components, materials, systems or
subsystems to us. Our reliance on these suppliers involves significant risk and uncertainty, including whether such suppliers will provide an adequate supply of products
of sufficient quality, will increase prices for the products and will perform their obligations on a timely basis. Changes in business conditions, wars, governmental
changes, political intervention, and other factors beyond our control or which we do not presently anticipate, could also affect our suppliers’ ability to deliver
components to us on a timely basis. For instance, global supply chain disruptions in 2021 and 2022 impacted our ability to procure raw materials, microelectronics, and
certain commodities. These disruptions were driven by supply chain market constraints and macroeconomic conditions, including inflation and geopolitical conditions.
In addition, current high inflation levels have increased material and component prices, labor rates, and supplier costs, and put pressure on our margins. Credit market
conditions, including higher interest rates and the availability of credit, have impacted some of our suppliers and subcontractors as well. As a result of these
procurement issues, the production flow in our factories has been negatively impacted, which has, in turn, hindered our ability to perform on our commitments to
customers and negatively affected our results of operations.
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The timing of the impacts of these supply chain risks and issues and our ability to mitigate them are uncertain and difficult to predict. However, we expect the current
supply chain, inflation, price issues and potential tariffs and their negative impacts on our business to continue into 2025. We expect to experience intermittent delays
throughout 2025. Furthermore, the existing supply chain issues could be compounded by other events, such as an economic downturn; supplier capacity constraints for
other reasons; supplier quality issues (for example, defects or fraudulent parts); supplier closing, bankruptcy, or financial difficulties; price increases for various reasons;
and worsening shortages of raw materials or commodities, including as a result of war or other geopolitical actions, natural disaster (including the effects of climate
change), health pandemic or other business continuity events, or transport and distribution issues, any of which could further negatively impact our ability to meet our
commitments to customers or increase our operating costs and therefore incrementally affect our results of operations, financial condition, and liquidity.

Furthermore, if we experience significant increased demand, or need to replace our existing suppliers, there can be no assurance that additional supplies of component
parts will be available when required on terms that are acceptable to us, or at all, or that any supplier would allocate sufficient supplies to us in order to meet our
requirements or fill our orders in a timely manner. In addition, certain components and raw materials used in the development and manufacture of our products are
periodically at risk of supply shortages, and our business is subject to the risk of price increases and periodic delays in delivery. If shortages occur and we are unable to
obtain components from third party suppliers in the quantities and of the quality we require, on a timely basis and at acceptable prices, then we may not be able to
timely complete development of or deliver our products on a timely or cost effective basis to our customers, which could cause customers to terminate their contracts
with us, increase our costs and seriously harm our business, results of operations, prospects and financial condition. Moreover, if any of our suppliers become
financially unstable, or otherwise unable or unwilling to provide us with raw materials or components, then we may have to find new suppliers. It may take several
months to locate alternative suppliers, if required, or to redesign our products to accommodate components from different suppliers. Even if we are successful at
locating alternative suppliers the costs of the components may be higher than the original supplier’s components or we may be required to purchase in larger quantities
than we normally would, which may result in higher inventory levels than desired. We may experience significant delays in manufacturing and shipping our products to
customers and incur additional development, manufacturing and other costs to establish alternative sources of supply if we lose any of these sources or are required to
redesign our products. We cannot predict if we will be able to obtain replacement components within the time frames that we require at an affordable cost, if at all.

We do not control our suppliers’ labor or other compliance practices, including environmental, health and safety practices. If our current suppliers, or any other suppliers
we may use in the future, violate U.S. or foreign laws or regulations, we may be subjected to extra duties, significant monetary penalties, adverse publicity, the seizure
and forfeiture of products that we are attempting to import or the loss of our import privileges. The effects of these factors could render the conduct of our business in a
particular country undesirable or impractical and have a negative impact on our operating results.

We rely on independent dealers and distributors to sell our Avionics products, and disruption to these channels would harm our business.

A significant portion of aftermarket sales in our Avionics segment are made through a worldwide network of independent dealers and distributors, which subjects us to
many risks, including risks related to their inventory levels and support for our products. If dealers and distributors attempt to reduce their levels of inventory or if they
do not maintain sufficient levels to meet customer demand, our sales could be negatively impacted.

Many of our dealers and distributors also sell products offered by our competitors. If our competitors offer our dealers and distributors more favorable terms, those
dealers and distributors may de-emphasize or decline to carry our products. In the future, we may not be able to retain or attract a sufficient number of qualified dealers

and distributors. If we are unable to maintain successful relationships with dealers and distributors or to expand our distribution channels, our business will suffer.
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We currently, and may in the future, use and develop generative Al technologies throughout our business, which may expose us to certain regulatory and other
risks that could adversely affect our results of operations and financial condition.

We use Al, machine learning and automated decision-making technologies, including proprietary Al and machine learning algorithms and models (“Al Technologies™)
in our business. For example, AIRO Drone expects to operate drones in an Al-based commercial inspection service known as DaaS and build and operate a worldwide
drone datacom network known as “AIRO-NET.” As with many technological innovations, there are significant risks involved in developing, maintaining and deploying
these technologies and there can be no assurance that the usage of, or our investments in, such technologies will always enhance our products or services or be
beneficial to our business, including our efficiency or profitability. In particular, if the models underlying our AI Technologies are incorrectly designed or implemented;
trained or reliant on incomplete, inadequate, inaccurate, biased or otherwise poor quality data or on data to which we do not have sufficient rights or in relation to which
we and/or the providers of such data have not implemented sufficient legal compliance measures; used without sufficient oversight and governance to ensure their
responsible use; and/or adversely impacted by unforeseen defects, technical challenges, cybersecurity threats or material performance issues, the performance of our
products, services and business, as well as our reputation, and the reputations of our customers, could suffer or we could incur liability resulting from the violation of
laws or contracts to which we are party or civil claims. Finally, the overall regulatory framework for Al Technologies is rapidly evolving as many federal, state and
foreign government bodies and agencies have introduced, or are currently considering, additional laws and regulations. Additionally, existing laws and regulations may
be interpreted in ways that would affect the operation of our Al Technologies. As a result, implementation standards and enforcement practices are likely to remain
uncertain for the foreseeable future.

If our information technology systems or data, or the third parties with whom we work, are or were compromised, we could experience adverse consequences
resulting from such compromise, including but not limited to regulatory investigations or actions; litigation; fines and penalties; disruptions of our business
operations; reputational harm; loss of revenue or profits; loss of customers or sales; and other adverse consequences, risks which are amplified by our work for
world governments.

In the ordinary course of our business, we and the third parties with whom we work may process proprietary, confidential, and sensitive data, including personal data,
and third-party intellectual property.

In conjunction with defense procurements, some international customers require contractors to comply with industrial cooperation regulations, including entering into
industrial participation, industrial development or localization agreements, sometimes referred to as offset agreements or offset contracts, as a condition to obtaining
orders for our products and services. These offset agreements generally extend over several years and obligate the contractor to perform certain commitments, which
may include in-country purchases, technology transfers, local manufacturing support, consulting support to in-country projects, investments in joint ventures and
financial support projects, and preference for local suppliers or subcontractors. The customer’s expectations in respect of the scope of offset commitments can be
substantial, including high-value content, and may exceed existing local technical capability. Failure to meet these commitments, which can be subjective and outside of
our control, may result in significant penalties, and could lead to a reduction in sales to a country. Furthermore, some of our existing offset agreements are dependent
upon the successful operation of joint ventures that we do not control and involve products and services that are outside of our core business, which may increase the
risk of breaching our obligations, exposing us to compliance risks of the joint venture, and impairing our ability to recover our investment. For more information on our
industrial development obligations, including the notional value of our remaining industrial development obligations and potential penalties for non-compliance, see the
section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Contractual Commitments”.

83




Cyberattacks, malicious internet-based activity, and online and offline fraud are prevalent and continue to increase. These threats are becoming increasingly difficult to
detect and as a government contractor, these security threats are amplified. These threats come from a variety of sources, including traditional computer “hackers,”
threat actors, personnel (such as through theft or misuse), “hacktivists,” organized criminal threat actors, sophisticated nation-states, and nation-state-supported actors.
Some actors now engage and are expected to continue to engage in cyberattacks, including without limitation nation-state actors for geopolitical reasons and in
conjunction with military conflicts and defense activities. During times of war and other major conflicts, we and the third parties with whom we work may be
vulnerable to a heightened risk of these attacks, including retaliatory cyberattacks that could materially disrupt our systems and operations, supply chain, and ability to
produce, sell and distribute our products. We and the third parties with whom we work may be subject to a variety of other evolving threats, including, but not limited
to, social-engineering attacks (including through deep fakes, which may be increasingly more difficult to identify as fake, and phishing attacks), malicious code (such as
viruses and worms), malware (including as a result of advanced persistent threat intrusions), denial-of-service attacks, credential stuffing, credential harvesting,
personnel misconduct or error, ransomware attacks, supply chain attacks, software bugs, server malfunctions, software or hardware failures, loss of data or other
information technology assets, adware, telecommunications failures, attacks enhanced or facilitated by artificial intelligence, and other similar threats. In particular,
ransomware attacks, including those from organized criminal threat actors, nation-states and nation-state supported actors, are becoming increasingly prevalent and
severe and can lead to significant interruptions, delays, or outages in our operations, ability to provide our products and services, loss of data, loss of income, significant
extra expenses to restore data or systems, reputational loss and the diversion of funds. To alleviate the financial, operational and reputational impact of a ransomware
attack, it may be preferable to make extortion payments, but we may be unwilling or unable to do so (including, for example, if applicable laws prohibit such
payments).

Additionally, hybrid and remote work has become more common and has increased risks to our information technology systems and data, as more of our employees
utilize network connections, computers, and devices outside our premises or network, including working at home, while in transit, and in public locations. Future or past
business transactions (such as acquisitions or integrations) could also expose us to additional cybersecurity risks and vulnerabilities, as our systems could be negatively
affected by vulnerabilities present in acquired or integrated entities’ systems and technologies. Furthermore, we may discover security issues that were not found during
due diligence of such acquired or integrated entities, and it may be difficult to integrate companies into our information technology environment and security program.

We rely upon third parties and technologies to operate critical business systems to process sensitive information in a variety of contexts, including, without limitation,
cloud-based infrastructure, encryption and authentication technology, employee email, and other functions. Our ability to monitor these third parties’ information
security practices is limited, and these third parties may not have adequate information security measures in place. While we may be entitled to damages if the third
parties with whom we work fail to satisfy their privacy or security-related obligations to us, any award may be insufficient to cover our damages, or we may be unable
to recover such award. In addition, supply chain attacks have increased in frequency and severity, and we cannot guarantee that third parties’ infrastructure in our supply
chain or that of the third parties with whom we work have not been compromised. We may share or receive sensitive information with or from third parties.

While we have implemented security measures designed to protect against security incidents, there can be no assurance that these measures will be effective. We take
steps designed to detect, mitigate and remediate vulnerabilities in our information security systems (such as our hardware and/or software, including that of third parties
with whom we work), but we may not be able to detect, mitigate, and remediate all such vulnerabilities including on a timely basis. It may also be difficult and/or costly
to detect, investigate, mitigate, contain, and remediate a security incident. Further, we may experience delays in developing and deploying remedial measures and
patches designed to address identified vulnerabilities. Vulnerabilities could be exploited and result in a security incident. Actions taken by us or the third parties with
whom we work to detect, investigate, mitigate, contain, and remediate a security incident could result in outages, data losses, and disruptions of our business. Threat
actors may also gain access to other networks and systems after a compromise of our networks and systems.
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Any of the previously identified or similar threats could cause a security incident or other interruption that could result in unauthorized, unlawful, or accidental
acquisition, modification, destruction, loss, alteration, encryption, disclosure of, or access to our sensitive information or our information technology systems, or those
of the third parties with whom we work. A security incident or other interruption could disrupt our ability (and that of third parties with whom we work) to provide our
products and services. We may expend significant resources or modify our business activities to try to protect against security incidents. Certain data privacy and
security obligations require us to implement and maintain specific industry-standard or otherwise reasonable security measures to protect our information technology
systems and sensitive information.

Applicable data security and public company disclosure obligations may require us, or we may voluntarily choose, to notify relevant stakeholders of certain security
incidents, including affected individuals, customers, regulators and investors, or to take other actions, such as providing credit monitoring and identity theft protection
services. Such disclosures and related actions can be costly, and the disclosures or the failure to comply with such applicable requirements, could lead to adverse
consequences. If we (or a third party with whom we work) experience a security incident or are perceived to have experienced a security incident, we may experience
adverse consequences. These consequences may include: government enforcement actions (for example, investigations, fines, penalties, audits, and inspections);
additional reporting requirements and/or oversight; restrictions on processing sensitive information (including personal data); litigation (including class claims);
indemnification obligations; negative publicity; reputational harm; monetary fund diversions; diversion of management attention; interruptions in our operations
(including availability of data); financial loss and other similar harms.

Our contracts may not contain limitations of liability, and even where they do, there can be no assurance that limitations of liability in our contracts are sufficient to
protect us from liabilities, damages, or claims related to our data privacy and security obligations. In addition, our insurance coverage may not be adequate or sufficient
to protect us from or to mitigate liabilities arising out of our privacy and security practices or that such coverage will continue to be available on commercially
reasonable terms or at all, or that such coverage will pay future claims.

In addition to experiencing a security incident, third parties may gather, collect, or infer sensitive information about us from public sources, data brokers, or other means
that reveals competitively sensitive details about our organization and could be used to undermine our competitive advantage or market position. Sensitive information
of us or our customers could also be leaked, disclosed, or revealed as a result of or in connection with our employee’s, personnel’s, or vendor’s with whom we work use
of generative Al Technologies.

Our commercial aviation products, systems and services businesses are affected by global demand and economic factors that could negatively impact our financial
results.

The operating results of our commercial aviation products, systems and services businesses — particularly our Electric Air Mobility and Avionics segments — have been
and may in the future be adversely affected by downturns in the global demand for air travel, which impacts new aircraft production and orders, and global flying hours,
which impacts air transport, regional and business aircraft utilization rates and pilot training needs. The aviation industry is highly cyclical, and the level of demand for
air travel is correlated to the strength of the U.S. and international economies and is impacted by long-term trends in airline passenger and cargo traffic. The results of
our commercial aviation businesses also depend on other factors, including general economic growth, political stability in both developed and emerging markets,
pricing pressures, trends in capital goods markets and changes in OEM production rates.

Extreme weather, natural disasters and other adverse events could have a material adverse effect on our business, results of operations and financial condition.

Adverse weather conditions and natural disasters, such as hurricanes, winter snowstorms or earthquakes, can cause flight cancellations or significant delays.
Cancellations or delays due to adverse weather conditions or natural disasters, air traffic control problems or inefficiencies, breaches in security or other factors may
affect us to a greater degree than our competitors who may be able to recover more quickly from these events, and therefore could have a material adverse effect on our

business, results of operations and financial condition to a greater degree than other air carriers.
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The sizes of the markets for our current and future solutions may be smaller than we estimate.

Our estimates of the total addressable market for our current products and services are based on a number of internal and third-party estimates. While we believe our
assumptions and the data underlying our estimates are reasonable, these assumptions and estimates may not be correct and the conditions supporting our assumptions or
estimates may change at any time, thereby reducing the predictive accuracy of these underlying factors. As a result, our estimates of the total addressable market for our
current or future products and services may prove to be incorrect. If the actual number of customers who will use our products and services, the price at which we can
sell our products and services or the total addressable market for our products and services is smaller than we have estimated, it may impair our sales growth and have
an adverse impact on our business, financial condition and results of operations.

The market for eVTOL aircraft and electric air mobility has not been clearly defined, is still emerging and may not achieve the growth potential we expect or may
grow more slowly than expected, which may harm our business, financial condition, and results of operations.

The electric air mobility market is still emerging and has not been clearly defined. We are uncertain as to what extent market acceptance will grow, if at all. Our
customers will likely initially launch operations in a limited number of metropolitan areas. The success of these markets, if any, and the opportunity for future growth in
these and other markets may not be representative of the potential market for electric air mobility in other metropolitan areas. Our success will depend to a substantial
extent on regulatory approval and availability of eVTOL technology, as well as the willingness of commuters and travelers to widely adopt air mobility as an alternative
for ground transportation. If the public does not perceive electric air mobility as beneficial, or chooses not to adopt electric air mobility as a result of concerns regarding
safety, affordability, value proposition or for other reasons, then the market for our aircraft may not develop, may develop more slowly than we expect or may not
achieve the growth potential we expect. Any of the foregoing could materially adversely affect our business, financial condition, prospects, and results of operations.

We are still developing our eVTOL aircraft, have not yet obtained FAA certification of our eVTOL aircraft under development and we have yet to manufacture or
deliver any aircraft to customers, which makes evaluating our business and future prospects difficult and increases the risk of investment.

We have a limited operating history in designing, developing, and working to certify an eVTOL aircraft. Our eVTOL aircraft is in the development stage, and we do not
expect our first passenger production aircraft to be certified by the TCCA under existing CAR 529 Transport Category Rotorcraft airworthiness rules until 2031 or later
and certification of our 33% scaled cargo version to be certified under drone rules until 2027 or later. As a result, we have no experience as an organization in volume
manufacturing of aircraft. Many of our current and potential competitors are larger and have substantially greater resources than we currently have or expect to have in
the future. As a result, those competitors may be able to allocate greater resources to the development of their current and future technologies, the promotion and sale of
their offerings, and/or offer their technologies at lower prices. Notably, our competitors may be able to receive Type, Airworthiness or Production certification from the
FAA covering their eVTOL aircraft prior to us receiving such certifications. Our current and potential competitors may also establish cooperative or strategic
relationships amongst themselves or with third parties that may further enhance their resources and offerings. Further, it is possible that domestic or foreign companies
or governments, some with greater experience in the aerospace industry or greater financial resources than we possess, will seek to provide products or services that
compete directly or indirectly with ours in the future. Any such foreign competitor, for example, could benefit from subsidies from, or other protective measures by, its
home country.

We cannot assure you that we or our partners will successfully develop manufacturing and supply chain capabilities that will enable us to meet the quality, price,
engineering, design and production standards, as well as the production volumes, required to successfully commercialize our aircraft.
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There may be reluctance by consumers to adopt a new form of mobility, or an unwillingness to pay aircraft operators’ projected prices.

Our growth is highly dependent upon the adoption by consumers of an entirely new form of mobility offered by eVTOL aircraft and the electric air mobility market. If
consumers do not adopt this new form of mobility or are not willing to pay the projected prices for the aerial ridesharing services provided by our customers, our
prospects, financial condition and operating results will be harmed. This market is new, rapidly evolving, characterized by rapidly changing technologies, price
competition, additional competitors, evolving government regulation and industry standards, new aircraft announcements and changing consumer demands and
behaviors. There may be heightened public skepticism of this nascent technology and its adopters. In particular, there could be negative public perception surrounding
eVTOL aircraft, including the overall safety and the potential for injuries or death occurring as a result of accidents involving eVTOL aircraft, regardless of whether any
such safety incidents involve our aircraft. Any of the foregoing risks and challenges could adversely affect our prospects, business, financial condition, and results of
operations.

Our success in a given market will depend on our customers’ ability to develop a network of passengers and accurately assess and predict passenger demand and price
sensitivity. Demand and price sensitivity may fluctuate based on a variety of factors, including macroeconomic factors, quality of service, negative publicity, safety
incidents, corporate reporting related to safety, quality of customer support, perceived political or geopolitical affiliations, or dissatisfaction with our products and
offerings in general. If the operators of our aircraft fail to attract passengers or fail to accurately predict demand and price sensitivity, it could reduce demand for our
aircraft and harm our financial performance.

In addition, while our aircraft will be operating within the existing aviation airspace and infrastructure, long-term continued adoption of electric air mobility will depend
on operators’ ability to develop and operate vertiports in desirable locations in metropolitan locations. Developing and operating vertiport locations will require permits
and approvals from federal, state, and local regulatory authorities and government bodies, and operation of our aircraft will depend on such permits and approvals. If
our operators are prohibited, restricted, or delayed from developing and operating desirable vertiport locations, then demand for our aircraft could decline and our
business could be adversely affected.

We expect that a large driver of passenger demand for electric air mobility will be time savings when compared with alternative modes of transportation. Should
operators of our aircraft be unable to deliver a sufficient level of time savings for passengers, or if expected time savings are impacted by delays or cancellations, it
could reduce consumer demand and, in turn, demand for our aircraft. If demand does not materialize or falls, our business, financial conditions, prospects, and results of
operations could be adversely affected.

Operators of our aircraft may be unable to reduce end-user pricing over time at rates sufficient to stimulate demand for our aircraft, drive expected growth and
accomplish planned production.

Operators of our aircraft may not be able to successfully reduce end-user pricing over time to increase demand, address new market segments and develop a
significantly broader customer base. We expect that initial end-user pricing may be most applicable to relatively affluent consumers, and operators will need to address
additional markets and expand their customer demographic in order to further grow their electric air mobility business. If operators are unable to meet their end-user
pricing projections, then demand for our aircraft will decline and we will be unable to meet our production plans, resulting in an increase in our per-unit costs, adversely
affecting our results of operations.
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Our aircraft may not perform at the level we expect, and may have design or manufacturing deficiencies, such as higher than expected noise profiles, lower
payloads than initially estimated, shorter ranges and/or shorter useful lives than we anticipate.

Our aircraft may contain defects in design or manufacture that may cause them not to perform as expected or that may require repair. For example, our aircraft may
have a higher noise profile than we expect or carry a lower payload or have a shorter maximum battery range than we estimate. Our aircraft also use a substantial
amount of software code to operate. Software products are inherently complex and often contain defects and errors when first introduced. There can be no assurance
that we will be able to detect and fix any such defects in these products prior to their use. While we have performed extensive testing, in some instances we are still
relying on projections and models to validate the projected performance of our aircraft. To date, we have been unable to validate the performance of our aircraft over the
expected lifetime of the aircraft.

Accidents or safety incidents involving eVTOL aircraft, us or our competitors could have a material adverse effect on our business, financial condition, and results
of operations.

Test flying prototype aircraft is inherently risky, and accidents or incidents involving our aircraft are possible. Urban environments may present particular challenges to
the operators of UAS, such as an increased risk of collisions resulting in property damage, injury or death. As the usage of UAS has increased, the danger of such
collisions has increased. Any such occurrence would negatively impact our development, testing and certification efforts, and could result in re-design, certification
delay and/or postponements or delays to the sales of our aircraft. In addition, such occurrences could significantly damage the reputation of and support for UAS in
general.

The operation of aircraft is subject to various risks, and we expect demand for our aircraft to be impacted by accidents or other safety issues regardless of whether such
accidents or issues involve our aircraft. Such accidents or incidents could also have a material impact on our ability to obtain certification from the Civil Aviation
Authorities for our aircraft, or to obtain such certification in a timely manner. Such events could impact confidence in a particular aircraft type or the air transportation
services industry as a whole, particularly if such accidents or disasters were due to a safety fault. We believe that regulators and the general public are still forming their
opinions about the safety and utility of aircraft that are highly reliant on lithium-ion batteries and/or advanced flight control software capabilities. An accident or other
safety incident involving either our aircraft or a competitor’s aircraft during these early stages of opinion formation could have a disproportionate impact on the longer-
term view of the emerging electric air mobility market.

Further, if our personnel, our aircraft or other types of aircraft are involved in a public incident, accident, catastrophe or regulatory enforcement action, we could be
exposed to significant reputational harm and potential legal liability. The insurance we carry may be inapplicable or inadequate to cover any such incident, accident,
catastrophe or action. In the event that our insurance is inapplicable or inadequate, we may be forced to bear substantial losses from an incident or accident, which
would adversely impact our business, results of operations and financial condition.

If we experience harm to our reputation and brand by customers, employees or operators, our business, financial condition, and results of operations could be
adversely affected.

Continuing to increase the strength of our reputation and brand for high-performing, sustainable, safe and cost-effective electric air mobility is critical to our ability to
attract and retain customers and partners. In addition, our growth strategy includes international expansion through joint ventures or other partnerships with local
companies that would benefit from our reputation and brand recognition. The successful development of our reputation and brand will depend on several factors, many

of which are outside of our control. Negative perception of our aircraft or company may harm our reputation and brand, including as a result of:

e complaints or negative publicity or reviews about us, independent third-party aircraft operators, passengers, or other brands or events that we associate
with, even if factually incorrect or based on isolated incidents;

e our involvement during times of war and other major conflicts, including the current conflicts between Russia and Ukraine and in the Middle East;
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e changes to our operations, safety and security or other policies that customers, end-users or others perceive as overly restrictive, unclear or inconsistent
with our values;

e illegal, negligent, reckless or otherwise inappropriate behavior by operators or independent third parties involved in the operation of our business or by our
management team or other employees;

e actual or perceived disruptions or defects in our aircraft;

e litigation over, or investigations by regulators into, our operations or those of our independent third-party aircraft operators;
e a failure to operate our business in a way that is consistent with our values;

e negative responses by independent third-party aircraft operators to new mobility offerings; or

e any of the foregoing with respect to our competitors, to the extent such resulting negative perception affects the public’s perception of us or our industry as
a whole.

Any of the foregoing could adversely affect our business, financial condition, and results of operations.

In order to reach production for our aircraft, we need to develop complex software and technology systems in coordination with our partners and suppliers, and
there can be no assurance such systems will be successfully developed.

We anticipate that our aircraft will use a substantial amount of sophisticated software and hardware to operate. The development of such advanced technologies is
inherently complex, and we will need to coordinate with our partners and suppliers in order to reach production for our aircraft. Defects and errors may be revealed over
time and our control over the performance of third-party services and systems may be limited. If any of our partners and suppliers fail to adequately fulfill their
obligations towards us or experience interruptions or disruptions in production or provision of services due to, for example, bankruptcy, natural disasters, labor strikes or
disruption of its supply chain, we may experience a significant delay in the delivery of or fail to receive previously ordered systems and parts, which would adversely
affect our revenue and profitability and could jeopardize our ability to meet the demands of our program participants or develop the necessary software and technology
systems may harm our competitive position.

We are relying on third-party partners to develop a number of emerging technologies for use in our products. These technologies are not currently, and may not ever be,
commercially viable. There can be no assurances that our partners will be able to meet the technological requirements, production timing, and volume requirements to
support our business plan. In addition, the technology may not comply with the cost, performance, useful life, and warranty characteristics that we anticipate in our
business plan or may have performance problems related to mechanical or software defects. As a result, our business plan could be significantly adversely impacted, and
we may incur significant liabilities under warranty claims, which could adversely affect our business, prospects, and results of operations.

We may not be able to produce aircraft in the volumes or on the timelines that we anticipate.

There are significant challenges associated with mass producing aircraft in the volumes that we are anticipating. The aerospace industry has traditionally been
characterized by significant barriers to entry, including large capital requirements, investment costs of designing and manufacturing aircraft, long lead times to bring
aircraft to market from the concept and design stage, the need for specialized design and development expertise, extensive regulatory requirements, difficulty
establishing a brand name and image, and the need to establish maintenance and service locations. As a manufacturer of electric aircraft, we face a variety of added
challenges to entry that a traditional aircraft manufacturer would not encounter, including additional costs of developing and producing an electric powertrain,
regulations associated with the transport of lithium-ion batteries and unproven high-volume consumer demand for a fully electric aerial mobility service. Additionally,
we are developing production lines for components and at volumes for which there is little precedent within the traditional aerospace industry. If we are not able to
overcome these barriers, our business, prospects, operating results and financial condition will be negatively impacted, and our ability to grow our business will be
harmed.
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There can also be no assurance that our operator customers will not experience operational or process failures and other problems, including pilot error, cyberattacks or
other intentional acts, that could result in potential safety risks. Any actual or perceived safety issues may result in significant reputational harm to the electric air
mobility industry and, accordingly, our business, in addition to tort liability, increased safety infrastructure and other costs that may arise. Such issues could result in
increased regulation or other systemic consequences. Adverse publicity affecting the industry and our reputation as a result of accidents, operational failures, or other
safety incidents could have a material adverse effect on our business, financial condition, prospects, and results of operation. In addition, our aircraft may be grounded
by regulatory authorities due to safety concerns that could have a material adverse impact on our business, financial condition, operating results and prospects.

We will also need to do extensive testing to ensure that the aircraft is in compliance with applicable TCCA safety regulations and other relevant regulations prior to
beginning mass production. In addition to certification of the aircraft, we will be required to obtain TCCA approval to manufacture completed aircraft pursuant to a
TCCA-approved type design (e.g., type certificate). Production approval involves initial TCCA manufacturing approval and extensive ongoing oversight of mass-
produced aircraft. If we are unable to obtain production approval for the aircraft, or if TCCA imposes unanticipated restrictions as a condition of approval, our projected
costs of production could increase substantially.

The timing of our production ramp is dependent upon finalizing certain aspects of the design, engineering, component procurement, testing, build out, and
manufacturing plans in a timely manner and upon our ability to execute these plans within the current timeline. It is also dependent on being able to timely obtain
TCCA certification. If we experience any delays in the execution of these plans or in obtaining TCCA certification, our business, prospects, operating results and
financial condition will be negatively impacted.

The anticipated benefits of potential joint ventures may not be fully realized or take longer to realize than expected. In addition, our joint venture investments could
expose us to risks and liabilities in connection with the formation of the new joint ventures, the operation of such joint ventures without sole decision-making
authority, and our reliance on joint venture partners who may have economic and business interests that are inconsistent with our business interests.

We have entered into joint ventures in the past and may enter into joint ventures in the future. For example, in November 2025, AIRO Drone, LLC and Nord Drone
Group, LLC (“NDG”), entered into a Joint Venture and Operating Agreement (the “JV Agreement”) pursuant to which we and NDG will form AIRO Nord-Drone, LLC,
a Delaware limited liability company (the “JV”).Pursuant to the terms of the JV Agreement, the JV will develop, manufacture, and commercialize unmanned aerial
systems primarily designed for delivering munitions, targeting U.S., NATO, and Ukrainian defense markets. The consummation of the JV is subject to various closing
conditions and there can be no assurance that closing conditions under the JV Agreement will be satisfied or when or that the JV will be consummated on the terms
described herein or at all. In addition, in October 2025, we entered into a non-binding letter of intent with Bullet (Degree-Trans LLC), a Ukrainian developer of turbojet
unmanned interceptor systems, to establish a 50/50 joint venture to produce and deploy Bullet’s combat-proven fixed-wing UAV technology across the United States,
NATO defense markets and Ukraine and there can be no assurance that a definitive joint venture agreement will be entered into or that the joint venture will be
consummated on the terms described herein or at all. The success of these joint ventures and any future joint ventures will depend, in part, on the successful
collaboration between us and our joint venture partners, and we may not realize all of the anticipated benefits. Such joint ventures may be more difficult, time-
consuming, or costly than expected and could result in increased costs, decreases in the amount of expected revenues, and diversion of management’s time and energy,
which could materially impact our business, operating results, financial condition, and prospects. In addition, these joint ventures involve material risks including
operational challenges related to operations in Ukraine during ongoing military conflict, complex export control and sanctions compliance requirements, and potential
regulatory scrutiny regarding foreign defense partnerships.

A failure to successfully partner, or a failure to realize our expectations for the joint ventures, including any contemplated exit strategy from a joint venture, could
materially impact our business, operating results, financial condition, and prospects. These joint ventures could also be negatively impacted by inflation, supply chain
issues, an inability to obtain financing on favorable terms or at all and development and construction delays.

Further, in the future, we may co-invest with other third parties through partnerships, joint ventures, or other entities in the future. These joint ventures could result in
our acquisition of non-controlling interests in, or shared responsibility for, managing the affairs of a property or portfolio of properties, partnership, joint venture, or
other entity. We may be subject to additional risks, including:

e we may not have the right to exercise sole decision-making authority regarding the properties, partnership, joint venture, or other entity;

e if our partners become bankrupt or fail to fund their share of required capital contributions, we may choose to or be required to contribute such capital;

e  our partners may have economic, tax, or other business interests or goals which are inconsistent with our business interests or goals, and may be in a position to
take actions contrary to our interests or objectives;
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e our joint venture partners may take actions that are not within our control, which could require us to dispose of the joint venture asset or purchase the partner’s
interests or assets at an above-market price;

e our joint venture partners may take actions unrelated to our business agreement but which reflect poorly on us because of our joint venture relationship;

e disputes between us and our partners may result in litigation or arbitration that would increase our expenses and prevent our management from focusing their
time and effort on our day-to-day business;

e we may in certain circumstances be liable for the actions of our third-party partners or guarantee all or a portion of the joint venture’s liabilities, which may
require us to pay an amount greater than its investment in the joint venture;

e we may need to change the structure of an established joint venture or create new complex structures to meet our business needs or the needs of our partners
which could prove challenging; and

e ajoint venture partner’s decision to exit the joint venture may not be at an opportune time for us or in our business interests.

Each of these factors may result in returns on these investments being less than we expect or in losses, and business, operating results, financial condition, and prospects
may be adversely affected.

Risks Related to Our U.S. Government Contracts

We are subject to extensive government regulation, and our failure to comply with applicable regulations may subject us to significant financial liability, penalties,
and other government actions that restrict our ability to conduct our business.

As a contractor to the U.S. government and provider of various technologies, we are subject to and must comply with various government regulations that impact our
revenue, operating costs, profit margins and the internal organization and operation of our business. We also need special security clearances and regulatory approvals to
continue working on certain projects with the U.S. government. Our failure to comply with applicable regulations, rules and approvals, changes in the government’s
interpretation of such regulations, rules and approvals as have been and are applied to our contracts, proposals or business or misconduct by any of our employees could
result in financial liability, the imposition of fines and penalties, the loss of security clearances, a decrease in profitability, the loss of our government contracts or our
suspension or debarment from contracting with the U.S. government generally, any of which could harm our business, financial condition, and results of operations. We
are also subject to certain regulations of comparable government agencies in other countries, and our failure to comply with these non-U.S. regulations could also harm
our business, financial condition or results of operations.

U.S. government agencies, including the FAA, the Defense Contract Audit Agency, the Defense Contract Management Agency and various agency Inspectors General,
routinely audit and investigate government contractors. These agencies review a contractor’s compliance with applicable laws, regulations and contract terms,
regarding, among other things, contract pricing, contract performance, cost structure and business systems. U.S. government audits and investigations often take years
to complete, and many result in no adverse action against us. Like many U.S. government contractors, we have received audit and investigative reports recommending
the reduction of certain contract prices or that certain payments be repaid, delayed, or withheld, and may involve substantial amounts. Similarly, like other U.S.
government contractors, audits and investigations also occur related to cost reimbursements that are based upon our final allowable incurred costs for each year. We
have unaudited or unsettled incurred cost claims related to past years, which limits our ability to issue final billings on contracts for which authorized and appropriated
funds may be expiring or can result in delays in final billings and our ability to close out a contract.
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If an audit or investigation uncovers improper or illegal activities, we may be subject to civil or criminal penalties and administrative sanctions, including reductions of
the value of contracts, contract modifications or terminations, forfeiture of profits, suspension of payments, penalties, fines or suspension or debarment from doing
business with the U.S. government. Suspension or debarment could have a material adverse effect on us because of our dependence on contracts with the U.S.
government. In addition, we could suffer serious reputational harm if allegations of impropriety were made against us. Similar government oversight and risks to our
business and reputation exist in most other countries where we conduct business.

U.S. government contracts are frequently awarded only after formal, protracted competitive proposal processes and, in many cases, unsuccessful offerors for U.S.
government contracts are provided the opportunity to protest contract awards through various agency, administrative and judicial channels. Competing for U.S.
government contracts presents a number of risks, including the following:

e the need to bid on programs in advance of the completion of their design, which may result in unforeseen technological difficulties and cost overruns;

e the substantial cost and managerial time and effort that must be spent to prepare bids and proposals for contracts that may not be awarded to us;

e the need to estimate accurately the resources and cost structure that will be required to service any contract we are awarded; and

e the expense and delay that may arise if our competitors protest or challenge contract awards made to us pursuant to competitive bidding.
The U.S. military chooses winning proposals based on such factors as cost, certainty of fulfilling the needs of a specific task order, safety records, and other criteria
stated in solicitations. For example, while our Training segment is an approved provider under U.S. military contracts with a limited number of competitors, the U.S.

military periodically releases task order solicitations requesting specific services pursuant to a competitive process.

U.S. government contracts are subject to a competitive bidding process, are generally not fully funded at inception, and contain certain terms that may be
unfavorable to us, which could result in contracts and opportunities consuming significant resources without generating revenue or profit.

U.S. government contracts typically involve long lead times for design and development, and are subject to significant changes in scheduling. Congress generally
appropriates funds on a fiscal year basis even though a program may continue for several years. Consequently, programs are often only partially funded initially, and
additional funds are committed only as Congress makes further appropriations. The termination or reduction of funding for a government program would result in a loss
of anticipated future revenue attributable to that program. In addition, U.S. government contracts generally contain provisions permitting termination, in whole or in
part, at the government’s convenience. Because a substantial majority of our revenue is dependent on the procurement, performance and payment under our U.S.
government contracts, the termination of one or more critical government contracts could have a negative impact on our results of operations and financial condition.
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We rely to a significant degree on sales to the U.S. government, particularly to agencies of the DoD and a decline in government budgets, funding, changes in
spending or budgetary priorities, or delays in contract awards may materially adversely affect our future revenue, business, financial condition, results of
operations, cash flow and equity.

We derive a significant portion of our total sales from the U.S. government and its agencies, either as a prime contractor or subcontractor, particularly in connection
with our Drones and Training segments. The DoD is our principal U.S. government customer. We believe that the success and growth of our business for the foreseeable
future will continue to depend to a significant degree on our ability to win government contracts, in particular from the DoD. Additionally, the military and defense
market is significantly dependent upon government budget trends, particularly the DoD budget. In addition to normal business risks, our supply of products to the U.S.
government is subject to unique risks largely beyond our control. DoD budgets could be negatively impacted by several factors, including, but not limited to, a change
in defense spending policy as a result of the presidential election or otherwise, the U.S. government’s budget deficits, spending priorities (for example, shifting funds to
efforts to combat the impact of the pandemic or efforts to assist Ukraine in the Russia and Ukraine conflict), the cost of sustaining the U.S. military presence
internationally, possible political pressure to reduce U.S. government military spending and the ability of the U.S. government to enact appropriations bills and other
relevant legislation, each of which could cause the DoD budget to remain unchanged or to decline. In recent years, the U.S. government has been unable to complete its
budget process before the end of its fiscal year, resulting in both governmental shutdowns and continuing resolutions providing only enough funds for U.S. government
agencies to continue operating at prior- year levels. Further, if the U.S. government debt ceiling is not raised and the national debt reaches the statutory debt ceiling, the
U.S. government could default on its debts. A significant decline in U.S. military expenditures could result in a reduction in the amount of our products sold to the
various agencies and buying organizations of the U.S. government.

The U.S. government may modify, curtail or terminate one or more of our contracts.

The U.S. government contracting party may modify, curtail or terminate its contracts with us, without prior notice and either at its convenience or for default based on
performance. In addition, funding pursuant to our U.S. government contracts may be reduced or withheld as part of the U.S. Congressional appropriations process due
to fiscal constraints, changes in U.S. national security strategy and/or priorities or other reasons. Historically, our Training segment has received some U.S. government
contract funding under programs designed to benefit “small businesses” as defined under certain provisions of the U.S. Small Business Administration (“SBA”)
regulations. The SBA regulations address multiple different programs that have varying eligibility requirements. Moreover, the SBA regulations are subject to different
interpretations, and the U.S. government may determine, under a changed interpretation, that we should no longer be classified as small. If the U.S. government made
such a determination, it could terminate, cancel, or decide not to award options on existing agreements.

Any loss or anticipated loss or reduction of expected funding and/or modification, curtailment, or termination of one or more of our U.S. government contracts could
have a material adverse effect on our earnings, cash flow and/or financial position, as well as our access to government testing facilities and/or our ability to secure pre-
certification operating experience and/or revenues.

Our business may benefit in part from government funding, and our inability to receive such financial support could harm our business.

We may receive subsidies and grants from governments in some countries. These programs are subject to periodic review by the relevant governments, and if any of
these programs are curtailed or discontinued, this could have a material adverse effect on our business, financial condition and results of operations. As the availability
of government funding is outside our control, we cannot guarantee that we will continue to benefit from government support or that sufficient alternative funding will
be available if we lose such support. For example, we previously entered into discussions with the federal and the provincial government of Quebec to provide funding
for our aircraft development program and Quebec’s Minister of Economy and Innovation has conditionally agreed to financially support the program. The funding
mechanisms have not yet been determined but it is anticipated that they would include grants and/or tax rebates. If we do not receive this funding, our aircraft
development program could be adversely affected.
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Additionally, a U.S. government contracting party may modify, curtail or terminate its contracts and subcontracts with us, without prior notice and either at its
convenience or for default based on performance. In addition, funding pursuant to our U.S. government contracts may be reduced or withheld as part of the U.S.
Congressional appropriations process due to changes in U.S. national security strategy and/or priorities, fiscal constraints, including enforceable spending caps, a
sequester or a lack of funding available to pay incurred obligations, or for other reasons. Further uncertainty with respect to ongoing programs could result in the U.S.
government financing its operations through temporary funding measures such as continuing resolutions rather than full-year appropriations. Any loss or anticipated
loss or reduction of expected funding and/or modification, curtailment or termination of one or more large programs could have a material adverse effect on our
financial position, results of operations and/or cash flows.

Shutdowns of the U.S. federal government could materially impair our business and financial condition.

The U.S. Congress may fund U.S. government departments and agencies with one or more continuing resolutions, which could delay new programs or competitions
and/or negatively impact the execution of certain program activities. A lapse in appropriations for government departments or agencies would result in a full or partial
government shutdown, which could impact our operations. In the event of a prolonged shutdown, requirements to furlough employees in the U.S. DoD, the Department
of Transportation, including the FAA, or other government agencies could result in an impact to our operations, negatively impact future contracts, and/or cause other
disruptions or delays. There is uncertainty regarding which government functions would shut down or continue operations during a lapse in appropriations, and
corresponding uncertainty regarding the extent or magnitude of potential impacts to our operations.

For our Training segment, shutdown or extended continuing resolution could delay DoD IDIQ solicitations and task-order competitions, slow or suspend new awards
and funding modifications, and defer government inspection/acceptance and related payments, which could delay revenue recognition for completed milestones.

For the Avionics segment, we anticipate that the shutdown could impact the FAA’s processing of certain approvals for engine instruments by the end of the year. There
are also concerns about delays that could occur resulting in less than normal efficiencies when the FAA returns after the shutdown. These events could delay revenues
from new products planned for the fourth quarter of 2025.

In the event of an extended U.S. government shutdown, our business, program performance and results of operations could be impacted by the resulting disruptions to
federal government offices, workers, and operations, including risks relating to the funding of certain programs, stop work orders, as well as delays in contract awards,
new program starts, payments for work performed, and other actions. We also may experience similar impacts in the event of an extended period of continuing
resolutions. Generally, the significance of these impacts will primarily be based on the length of the continuing resolution or shutdown.

Risks Related to Legal and Regulatory Requirements

Many of our products and services are subject to local, state, federal and international regulatory frameworks that are costly to comply with, are subject to
interpretation, may be dependent on political pressures and factors and/or are subject to change.

Many of the products we develop and manufacture are highly dependent on our ability to meet local, state, federal and international regulations. In particular, our ability
to meet the certification requirements for our products in the United States and abroad could determine the ability to sell, deliver, and manufacture our products, and
therefore, could impact our operating results. These regulations include design and manufacture of products and components. While a common framework exists among
many regulatory authorities allowing for recognition of different regulatory approvals by other regulatory entities, often times there are differences that require
additional validation to meet the requirements of a specific entity. The risk not only lies in the viability of a particular product but also the time to market. Delays in the
process are not unusual and can lead to delays in bringing product to market. These delays could result in financial and competitive impacts on our operations.
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Our business is highly regulated and our ability to generate revenues and profit may be limited by regulatory restrictions and/or changes and the speed with which
such restrictions and/or changes occur.

Aerospace manufacturers and aircraft operators are subject to extensive regulatory and legal requirements that involve significant compliance costs. The Civil Aviation
Authorities may issue regulations relating to the operation of aircraft that could require significant expenditures. Implementation of the requirements created by such
regulations may result in increased costs for our electric air mobility passengers and us. Additional laws, regulations, taxes and airport rates and charges have been
proposed from time to time that could significantly increase the cost of our operations or reduce the demand for air travel. If adopted, these measures could have the
effect of raising fares, reducing revenue and increasing costs. Moreover, the nature of and the speed with which these regulations are completed and implemented pose a
risk for our financial performance and condition, timing of growth and overall potential. As a result, we cannot ensure that these and other laws or regulations enacted in
the future will not have a negative impact on our business, financial condition, and results of operations.

Governments and regulatory agencies in the markets where we manufacture and sell drone products may enact additional regulations relating to product safety and
consumer protection in the future, and may also increase the penalties for failure to comply with product safety and consumer protection regulations. In addition, one or
more of our customers might require changes in our products, such as the non-use of certain materials, in the future. Complying with any such additional regulations or
requirements could impose increased costs on our business. Similarly, increased penalties for non-compliance could subject us to greater expenses in the event any of
our products were found to not comply with such regulations. Such increased costs or penalties could have a negative impact on our business, financial condition, and
results of operations.

We are subject to the risks associated with conducting international business operations.

In addition to our U.S. operations, we also have international operations in Canada and Denmark, sell our products and services to international dealers and customers,
including foreign governments and engage in sales and marketing efforts in many foreign jurisdictions. In international sales, we face substantial competition from both
U.S. manufacturers and international manufacturers whose governments sometimes provide R&D assistance, marketing subsidies and other assistance for their products
and services. International sales present risks that are different and potentially greater than those encountered in our U.S. business. During the nine months ended
September 2025 and 2024, a majority of our total net sales were from international customers. International sales are subject to numerous political and economic
factors, including changes in foreign national priorities, foreign government budgets, global economic conditions, and fluctuations in foreign currency exchange rates,
the possibility of trade sanctions and other government actions, regulatory requirements, significant competition, taxation, and other risks associated with doing
business outside the United States. Sales of military products and services and any associated industrial development (offset) agreements are subject to U.S. export
regulations and foreign policy, and there could be significant delays or other issues in reaching definitive agreements for announced programs. See “—We cannot
predict the consequences of future macroeconomic conditions or geopolitical events, but they may adversely affect market and economic conditions, the markets in
which we operate, our ability to insure against risks, our operations or our profitability.”

Our international business is conducted through foreign military sales (“FMS”) contracted through the U.S. government and by direct commercial sales (“DCS”) to
international customers. FMS contracts with the U.S. government are subject to the FAR and the DFARS. Because the U.S. government functions as an intermediary in
FMS sales, we are reliant on the capacity and speed of the DoD’s administration of requests from non-U.S. countries to convert requests to sales. In contrast, DCS
transactions represent sales directly to international customers and are subject to U.S. and foreign laws and regulations, including product testing, import-export control,
economic sanctions, technology transfer restrictions, investments, taxation, repatriation of earnings, exchange controls, the Foreign Corrupt Practices Act and other anti-
corruption laws and regulations, and the anti-boycott provisions of the U.S. Export Control Reform Act of 2018. While we have extensive policies in place to comply
with such laws and regulations, failure by us, our employees or others working on our behalf to comply with these laws and regulations could result in administrative,
civil, or criminal liabilities, including suspension, debarment from bidding for or performing government contracts, or suspension of our export privileges, which could
have a material adverse effect on us. We frequently team with international subcontractors and suppliers who also are exposed to similar risks.

95




We believe DCS transactions present a higher level of potential risks because they involve direct commercial relationships with parties with which we typically have
less familiarity. Additionally, international procurement and local country rules and regulations, contract laws and judicial systems differ from those in the United States
and, in some cases, may be less predictable than those in the United States, which could impair our ability to enforce contracts and increase the risk of adverse or
unpredictable outcomes, including the possibility that certain matters that would be considered civil matters in the United States are treated as criminal matters in other
countries.

Additionally, changes in regulatory, geopolitical, social, economic, or monetary policies and other factors, may have a material adverse effect on our business in the
future, or may require us to exit a particular market or significantly modify our current business practices. Abrupt political change, terrorist activity and armed conflict
pose a risk of general economic disruption in affected countries, including economic sanctions and export license requirements, which could also result in an adverse
effect on our business and results of operations.

We and the third parties with whom we work are subject to stringent and evolving U.S. and foreign laws, regulations, and rules, contractual obligations, industry
standards, policies and other obligations related to data privacy and security. Our (or the third parties with whom we work) actual or perceived failure to comply
with such obligations could lead to regulatory investigations or actions; litigation (including class claims) and mass arbitration demands; fines and penalties;
disruptions of our business operations; reputational harm; loss of revenue or profits; loss of customers or sales; and other adverse business consequences.

In the ordinary course of business, we collect, receive, store, process, generate, use, transfer, disclose, make accessible, protect, secure, dispose of, transmit, and share
(collectively, process) personal data and other sensitive information, including proprietary and confidential business data, intellectual property, and sensitive third-party
data. Our data processing activities subject us to numerous data privacy and security obligations, such as various laws, regulations, guidance, industry standards,
external and internal privacy and security policies, contractual requirements, and other obligations relating to data privacy and security.

In conjunction with defense procurements, some international customers require contractors to comply with industrial cooperation regulations, including entering into
industrial participation, industrial development or localization agreements, sometimes referred to as offset agreements or offset contracts, as a condition to obtaining
orders for our products and services. These offset agreements generally extend over several years and obligate the contractor to perform certain commitments, which
may include in-country purchases, technology transfers, local manufacturing support, consulting support to in-country projects, investments in joint ventures and
financial support projects, and preference for local suppliers or subcontractors. The customer’s expectations in respect of the scope of offset commitments can be
substantial, including high-value content, and may exceed existing local technical capability. Failure to meet these commitments, which can be subjective and outside of
our control, may result in significant penalties, and could lead to a reduction in sales to a country. Furthermore, some of our existing offset agreements are dependent
upon the successful operation of joint ventures that we do not control and involve products and services that are outside of our core business, which may increase the
risk of breaching our obligations, exposing us to compliance risks of the joint venture, and impairing our ability to recover our investment. For more information on our
industrial development obligations, including the notional value of our remaining industrial development obligations and potential penalties for non-compliance, see the
section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Contractual Obligations.”

In the United States, federal, state, and local governments have enacted numerous data privacy and security laws, including data breach notification laws, personal data
privacy laws, consumer protection laws (e.g., Section 5 of the Federal Trade Commission Act), and other similar laws (e.g., wiretapping laws). In the past few years,
numerous U.S. states have enacted comprehensive privacy laws that impose certain obligations on covered businesses, including providing specific disclosures in
privacy notices and affording residents with certain rights concerning their personal data. As applicable, such rights may include the right to access, correct, or delete
certain personal data, and to opt-out of certain data processing activities, such as targeted advertising, profiling, and automated decision-making. The exercise of these
rights may impact our business and ability to provide our products and services. Certain states also impose stricter requirements for processing certain personal data,
including sensitive information, such as conducting data privacy impact assessments. These state laws allow for statutory fines for noncompliance. For example, the
California Consumer Privacy Act of 2018 (“CCPA”) applies to personal data of consumers, business representatives, and employees who are California residents, and
requires businesses to provide specific disclosures in privacy notices and honor requests of such individuals to exercise certain privacy rights. The CCPA provides for
fines of up to $7,500 per intentional violation and allows private litigants affected by certain data breaches to recover significant statutory damages. Similar laws are
being considered in several other states, as well as at the federal and local levels, and we expect more states to pass similar laws in the future.
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Outside the United States, an increasing number of laws, regulations, and industry standards govern data privacy and security. For example, the European Union’s
General Data Protection Regulation, the United Kingdom’s General Data Protection Regulation (collectively, the “GDPR”), and Brazil’s General Data Protection Law
(Lei Geral de Protegcdo de Dados Pessoais) (Law No. 13,709/2018) impose strict requirements for processing personal data. In Canada, the Personal Information
Protection and Electronic Documents Act and various related provincial laws, as well as Canada’s Anti-Spam Legislation, may apply to our operations.

Our employees and personnel use generative Al technologies to perform their work, and the disclosure and use of personal data in generative Al technologies is subject
to various privacy laws and other privacy obligations. Governments have passed and are likely to pass additional laws regulating generative Al. Our use of this
technology could result in additional compliance costs, regulatory investigations and actions, and lawsuits. If we are unable to use generative Al, it could make our
business less efficient and result in competitive disadvantages. We use Al/machine learning to assist us in making certain decisions, which is regulated by certain
privacy laws. Due to inaccuracies or flaws in the inputs, outputs, or logic of the Al/machine learning, the model could be biased and could lead us to make decisions that
could bias certain individuals (or classes of individuals), and adversely impact their rights, employment, and ability to obtain certain pricing, products, services, or
benefits.

In the ordinary course of business, we may transfer personal data from Europe and other jurisdictions to the United States or other countries. Europe and other
jurisdictions have enacted laws requiring data to be localized or limiting the transfer of personal data to other countries. In particular, the European Economic Area (the
“EEA”) and the United Kingdom (the “UK”) have significantly restricted the transfer of personal data to the United States and other countries whose privacy laws it
generally believes are inadequate. Other jurisdictions may adopt similarly stringent interpretations of their data localization and cross-border data transfer laws.
Although there are currently various mechanisms that may be used to transfer personal data from the EEA and the United Kingdom to the United States in compliance
with law, such as the EEA standard contractual clauses, the UK’s International Data Transfer Agreement / Addendum, and the EU-U.S. Data Privacy Framework and the
UK extension thereto (which allows for transfers to relevant U.S.-based organizations who self-certify compliance and participate in the Framework), these mechanisms
are subject to legal challenges, and there is no assurance that we can satisfy or rely on these measures to lawfully transfer personal data to the United States. If there is
no lawful manner for us to transfer personal data from the EEA, the United Kingdom or other jurisdictions to the United States, or if the requirements for a legally-
compliant transfer are too onerous, we could face significant adverse consequences, including the interruption or degradation of our operations, the need to relocate part
of or all of our business or data processing activities to other jurisdictions (such as Europe) at significant expense, increased exposure to regulatory actions, substantial
fines and penalties, the inability to transfer data and work with partners, vendors and other third parties, and injunctions against our processing or transferring of
personal data necessary to operate our business. Additionally, companies that transfer personal data out of the EEA and the United Kingdom to other jurisdictions,
particularly to the United States, are subject to increased scrutiny from regulators, individual litigants, and activist groups. Some European regulators have ordered
certain companies to suspend or permanently cease certain transfers out of Europe for allegedly violating the GDPR’s cross-border data transfer limitations.

97




In addition to data privacy and security laws, we are contractually subject to industry standards adopted by industry groups and, we are, or may become subject to such
obligations in the future. We are also bound by contractual obligations related to data privacy and security, and our efforts to comply with such obligations may not be
successful. We publish privacy policies, marketing materials and other statements regarding data privacy and security. If these policies, materials or statements are
found to be deficient, lacking in transparency, deceptive, unfair, or misrepresentative of our practices, we may be subject to investigation, enforcement actions by
regulators or other adverse consequences.

Obligations related to data privacy and security (and consumers’ data privacy expectations) are quickly changing, becoming increasingly stringent, and creating
uncertainty. Additionally, these obligations may be subject to differing applications and interpretations, which may be inconsistent or conflict among jurisdictions.
Preparing for and complying with these obligations requires us to devote significant resources, which may necessitate changes to our services, information technologies,
systems, and practices and to those of any third parties that process personal data on our behalf. We may at times fail (or be perceived to have failed) in our efforts to
comply with our data privacy and security obligations. Moreover, despite our efforts, our personnel or third parties with whom we work may fail to comply with such
obligations, which could negatively impact our business operations.

If we or the third parties with whom we work fail, or are perceived to have failed, to address or comply with applicable data privacy and security obligations, we could
face significant consequences, including but not limited to: government enforcement actions (e.g., investigations, fines, penalties, audits, inspections, and similar);
litigation (including class-action claims) and mass arbitration demands; additional reporting requirements and/or oversight; bans or restrictions on processing personal
data; and orders to destroy or not use personal data. In particular, plaintiffs have become increasingly active in bringing privacy-related claims against companies,
including class claims and mass arbitration demands. Some of these claims allow for the recovery of statutory damages on a per violation basis, and, if viable, carry the
potential for monumental statutory damages, depending on the volume of data and the number of violations. Any of these events could have a material adverse effect on
our reputation, business, or financial condition, including but not limited to, loss of customers; inability to process personal data or to operate in certain jurisdictions;
limited ability to develop or commercialize our products; expenditure of time and resources to defend any claim or inquiry; adverse publicity; or substantial changes to
our business model or operations.

Our international operations require us to comply with U.S. and certain foreign anti-corruption laws and regulations, export and import controls, economic
sanctions and embargoes. We could face liability and other serious consequences for violations, which could materially adversely affect our business and
reputation.

We are subject to anti-corruption laws and regulations, including the Foreign Corrupt Practices Act (“FCPA”), the U.S. domestic bribery statute contained in 18 U.S.C. §
201, the U.S. Travel Act and other state and national anti-bribery laws in the countries in which we currently conduct activities, as well as those of any countries in
which we may conduct activities in the future. Anti-corruption laws are interpreted broadly and generally prohibit companies and their employees, agents, contractors
and other third-party collaborators from offering, promising, giving, soliciting, receiving, or authorizing others to give, solicit, or receive anything of value, either
directly or indirectly through third parties, to any person in the public or private sector to obtain or retain business. The FCPA also requires public companies to make
and keep books and records that accurately and fairly reflect the transactions of the corporation and to devise and maintain an adequate system of internal accounting
controls. We may engage third parties to sell our products or to obtain necessary permits, licenses, patent registrations, and other regulatory approvals outside the United
States. We can be held liable for the corrupt or other illegal activities of our employees, agents, contractors, and other partners, even if we do not explicitly authorize or
have actual knowledge of such activities. Any violation of the laws and regulations described above may result in substantial civil and criminal fines and penalties,
imprisonment, the loss of export or import privileges, debarment, tax reassessments, breach of contract and fraud litigation, reputational harm, and other consequences.

We are also subject to export control and import laws and regulations and economic and financial sanctions and trade embargoes, including the U.S. Export
Administration Regulations (“EAR”) administered and enforced by the U.S. Department of Commerce, the International Traffic in Arms Regulations (“ITAR”)
administered and enforced by the U.S. Department of State, U.S. Customs regulations, and various economic and financial trade sanctions regulations administered and
enforced by the U.S. Treasury Department’s Office of Foreign Assets Controls, the U.S. Department of State, the United Nations Security Council, the EU and other
relevant export controls and sanctions authorities.
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Pursuant to these laws and regulations, we are required, among other things, to (i) maintain a registration under the ITAR (which controls the export of defense-related
items and services), (ii) determine the proper licensing jurisdiction and export classification of products, software, and technology under U.S., EU and other applicable
laws, and (iii) obtain licenses or other forms of government authorization to engage in the conduct of our business. Furthermore, U.S. export control laws and economic
sanctions prohibit the provision of certain products and services to countries, governments and persons targeted by U.S. sanctions. EU sanctions and export controls
operate in a similar manner. Changes in U.S., EU or foreign trade control laws and regulations, or reclassifications of our products or technologies, may restrict our
operations. Compliance with applicable regulatory requirements regarding the export of our products may create delays in the introduction of our products in
international markets or, in some cases, prevent the export of our products to some countries altogether. The inability to secure and maintain necessary licenses and
other authorizations could negatively impact our ability to compete successfully or to operate our business as planned. Any changes in export control laws and
regulations or U.S., EU and other government licensing policy may restrict our operations. For example, given the great discretion the government has in issuing or
denying such authorizations to advance U.S. national security and foreign policy interests, there can be no assurance we will be successful in our future efforts to secure
and maintain necessary licenses, registrations, or other U.S. government regulatory approvals.

Although we maintain written policies, and have implemented procedures and safeguards, that are reasonably designed to maintain compliance with export controls,
import laws, and economic and financial sanctions, there is no certainty that all of our employees or agents for which we may be held responsible, suppliers,
manufacturers, contractors or collaborators, or those of our affiliates, will comply with all applicable anti-corruption, export and import control, and sanctions laws and
regulations. Our global operations expose us to the risk of violating, or being accused of violating, economic and trade sanctions laws and regulations. Violations of
these laws and regulations could result in significant penalties, including: civil fines; criminal sanctions against us, our officers, or our employees; imprisonment; the
closing down of facilities, including those of our suppliers and manufacturers; disgorgement of profits; injunctions and debarment from government contracts;
requirements to obtain export licenses; cessation of business activities in sanctioned countries; implementation of compliance programs; and prohibitions on the conduct
of our business. Any such violations could include prohibitions on our ability to offer our products in one or more countries, as well as difficulties in manufacturing or
continuing to develop our products, and could materially adversely affect our reputation, our brand, our international expansion efforts, our ability to attract and retain
employees, and our business, prospects, operating results and financial condition.

We may be unable to source and sell our products profitably or at all if new trade protections are imposed or existing protections become more burdensome.

The United States and the countries in which our products are produced or sold have imposed and may impose additional quotas, duties, tariffs, or other measures, or
may adversely adjust prevailing quota, duty, or tariff levels. Such actions could have an adverse effect on our financial statements for the period or periods for which the
applicable final determinations are made. Countries impose, modify, and remove tariffs and other trade measures in response to a diverse array of factors, including
global and national economic and political conditions, which make it impossible for us to predict future developments regarding tariffs, customs, and other trade
measures. Trade protections, including tariffs, quotas, safeguards, duties, and customs restrictions, could increase the cost or reduce the supply of products available to
us, could increase shipping times, or may require us to modify our supply chain organization or other current business practices, any of which could harm our business,
financial condition, and results of operations.
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Risks Related to Our Intellectual Property

If we fail to protect, or incur significant costs in defending or enforcing, our intellectual property and other proprietary rights, our business, financial condition,
and results of operations could be materially harmed.

Our success depends, in large part, on our ability to protect our intellectual property and other proprictary rights. We rely primarily on patents, trademarks, copyrights,
trade secrets and unfair competition laws, as well as license agreements and other contractual provisions, to protect our intellectual property and other proprietary rights.
In addition, a portion of our technology is not patented, and we may be unable or may not seek to obtain patent protection for this technology. In addition, the U.S.
government has licenses for certain of our patents and certain other intellectual property that are developed or used in performance of government contracts, and it may
use or authorize others to use such patents and intellectual property for government and other purposes. We co-own, with Centro Italiano Ricerche Aerospaziali Spca,
US patents 9,983,023; 10,782,146; and 11,639,858, which describe technology related to determining angle of attack of an aircraft without a dedicated angle of attack
sensor. As co-owner, Centro Italiano Ricerche Aerospaziali Spca may make, use, sell, offer for sale, or import the technology protected by these patents or authorize
others to do so. If Centro Italiano Ricerche Aerospaziali Spca chooses to compete with us or sells any or all of these patents and/or grants licenses to any or all of such
patents to our competitors, we would not be able to enforce our rights to the technology protected by these patents against such lawful owners or licensees. A subset of
our patents are co-owned, and our co-owner may use or authorize others to use technology protected by such patents. Moreover, existing U.S. legal standards relating to
the validity, enforceability and scope of protection of intellectual property rights offer only limited protection, may not provide us with any competitive advantages, and
our rights may be challenged by third parties. The laws of countries other than the United States may be even less protective of our intellectual property rights.
Accordingly, despite our efforts, we may be unable to prevent third parties from infringing upon or misappropriating our intellectual property or otherwise gaining
access to our technology. Unauthorized third parties may try to copy or reverse engineer our products or portions of our products or otherwise obtain and use our
intellectual property. Moreover, many of our employees have access to our trade secrets and other intellectual property. If one or more of these employees leave our
employment to work for one of our competitors, then they may disseminate this proprietary information despite our established procedures and policies to prevent such
dissemination, which may as a result damage our competitive position. If we fail to protect our intellectual property and other proprietary rights, then our business,
results of operations or financial condition could be materially harmed.

In addition, affirmatively defending our intellectual property rights and investigating whether any of our products or services violate the rights of others may entail
significant expense. Our intellectual property rights may be challenged by others or invalidated through administrative processes or litigation. If we resort to legal
proceedings to enforce our intellectual property rights or to determine the validity and scope of the intellectual property or other proprietary rights of others, then the
proceedings could result in significant expense to us and divert the attention and efforts of our management and technical employees, even if we prevail.

We may be sued by third parties for alleged infringement of their proprietary rights, which could be costly, time-consuming and limit our ability to use certain
technologies in the future.

We may become subject to claims that our technologies infringe upon the intellectual property or other proprietary rights of third parties. Defending against, or
otherwise addressing, any such claims, whether they are with or without merit, could be time-consuming and expensive, and could divert our management’s attention
away from the execution of our business plan. Moreover, any settlement or adverse judgment resulting from these claims could require us to pay substantial amounts or
obtain a license to continue to use the disputed technology, or otherwise restrict or prohibit our use of the technology. We cannot ensure that we would be able to: obtain
from the third party asserting the claim a license on commercially reasonable terms, if at all; develop alternative technology on a timely basis, if at all; or obtain a
license to use a suitable alternative technology to permit us to continue offering, and our customers to continue using, our affected product. An adverse determination
also could prevent us from offering our products to others. Infringement claims asserted against us may have a material adverse effect on our business, results of
operations or financial condition.
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Risks Related to Tax and Accounting Matters
Our ability to use our net operating loss carryforwards and certain tax credit carryforwards may be subject to limitation.

As of December 31, 2024 and 2023, we had aggregate U.S. federal and state net operating loss carryforwards of $79.0 million and $67.3 million, respectively, which
may be available to offset future taxable income for U.S. income tax purposes. If not utilized, a portion of the net operating loss carryforwards may expire. Under
Section 382 and 383 of the Internal Revenue Code of 1986, as amended, (the “Code”) an “ownership change” may limit the amount of our pre-change net operating loss
carryforwards and certain other pre-change tax attributes that could be utilized annually to offset our future taxable income, if any. This limitation would generally apply
in the event of a cumulative change in the equity ownership of certain stockholders of our company of more than 50 percentage points within a rolling three-year period.
We have experienced, and may in the future experience, ownership changes as a result of shifts in our stock ownership. As a result, if we earn net taxable income, our
ability to use our pre-change U.S. net operating loss carryforwards and other tax attributes to offset U.S. taxable income may be subject to limitations, which could
potentially result in increased future tax liability to us. Sales of our common stock by our existing stockholders or additional sales of our common stock by us could
further limit our ability to use our U.S. net operating loss carryforwards and other tax attributes and have a material adverse effect on our results of operations in future
years. Similar provisions of state tax law may also apply to limit our use of accumulated state tax net operating losses. Net operating losses arising in taxable years
beginning after December 31, 2017 are not subject to expiration, but may not be carried back to prior taxable years, except that net operating losses generated in 2018,
2019 and 2020 may be carried back five taxable years. Additionally, the deductibility of such U.S. federal net operating losses is limited to no more than 80% of our
taxable income (with certain adjustments) in any taxable year beginning after December 31, 2020.

We have identified material weaknesses in our internal control over financial reporting. If we are unable to effectively remediate these material weaknesses, identify
additional material weaknesses in the future, or otherwise fail to maintain effective internal control over financial reporting, then we may not be able to accurately
or timely report our financial condition or results of operations, which may adversely affect our business.

Internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with GAAP. Any failure to maintain effective internal control over financial reporting could cause us to fail to
accurately or timely report our financial condition or results of operations to meet our reporting obligations. A material weakness is a deficiency, or combination of
deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of our annual or interim consolidated
financial statements will not be prevented or detected on a timely basis.

As of September 30, 2025, December 31, 2024 and 2023, we had limited accounting personnel and other resources to address our internal control over financial
reporting. In connection with the preparation of our consolidated financial statements for the years ended December 31, 2024 and 2023, material weaknesses were
identified in the design and operating effectiveness of our internal control over financial reporting. In 2024, we identified material weaknesses due to ineffective
information and communication controls, resulting in lack of timely identification and accounting for certain key debt and other agreements. During the course of the
audit for the fiscal year ended December 31, 2024, a significant audit adjustment was identified due to improper application of the guidance under ASC 606, Revenue
From Contracts With Customers. Further, we did not timely review our debt agreements and amendments for potential accounting implications, including debt
extinguishments and modifications, as well as the potential accounting for other terms such as the stock interest charge. In 2023, we identified a material weakness in
our internal control over financial reporting. As further discussed in the section titled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” we acquired six subsidiaries during the first two fiscal quarters of 2022. Several of these subsidiaries did not have adequate personnel to manage their
accounting functions and did not maintain a segregation of duties between different roles at their organizations. In addition, in the course of preparing our consolidated
financial statements for the periods in which the acquisitions occurred, we did not have an effective risk assessment process that successfully identified and assessed
risks of material misstatement to ensure controls were designed and implemented to respond to those risks, and we did not have an effective monitoring process to
assess the consistent operation of internal control over financial reporting and remediate known control deficiencies. As a result of these deficiencies, we did not
effectively implement and operate process-level control activities related to the accounting and reporting for the six acquisitions, including the fair value of our common
stock issued in certain of the transactions, resulting in the restatement of our consolidated financial statements as of and for the year ended December 31, 2022, as well
as our unaudited condensed consolidated financial statements for the six-month period ended June 30, 2022, the nine-month period ended September 30, 2022, the
three-month period ended March 31, 2023, the six-month period ended June 30, 2023 and the nine-month period ended September 30, 2023. Due to the delays we have
experienced in securing funding, we have not been able to hire and train sufficient staff at certain subsidiaries to remediate the previously identified material weaknesses
in our internal control over financial reporting.
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We have initiated, and continue to implement, measures intended to remediate the material weaknesses described above and to strengthen our internal control over
financial reporting. These measures include: (i) hiring additional experienced accounting and SEC reporting personnel at the corporate and subsidiary levels and
enhancing segregation of duties; (ii) engaging an independent internal auditor and establishing an internal audit plan focused on revenue recognition, complex financing
arrangements, and acquisition accounting, with periodic reporting to the Audit Committee; (iii) implementing formal contract-review controls including documented
technical accounting reviews for new or amended agreements; (iv) standardizing and documenting our monthly and quarterly close processes, including review and
approval controls, checklists, and enhanced management review controls over significant estimates and judgments; and (v) deploying certain technology solutions,
including a cloud-based planning and reporting system to reduce manual processes and improve data integrity and transparency.

While we believe these actions represent important steps toward remediation, the material weaknesses will not be considered remediated until the applicable controls
are designed, implemented, and operate effectively for a sufficient period of time and management has concluded, through testing, that they are operating effectively.
We can provide no assurance that the measures described above will fully remediate the identified material weaknesses, that we will not identify additional material
weaknesses in the future, or that our internal control over financial reporting will be effective. Accordingly, there could continue to be a reasonable possibility that a
material misstatement of our condensed consolidated financial statements would not be prevented or detected on a timely basis.

If we fail to remediate our existing material weaknesses or identify new material weaknesses in our internal controls over financial reporting, if we are unable to comply
with the requirements of Section 404 of the Sarbanes-Oxley Act in a timely manner, if we are unable to conclude that our internal controls over financial reporting are
effective, or if our independent registered public accounting firm is unable to express an opinion as to the effectiveness of our internal controls over financial reporting
when we are no longer an emerging growth company, investors may lose confidence in the accuracy and completeness of our financial reports and the market price of
our common stock could be negatively affected. As a result of such failures, we could also become subject to investigations by Nasdaq, the Securities and Exchange
Commission (“SEC”) or other regulatory authorities, and become subject to litigation from investors and stockholders, which could harm our reputation and financial
condition or divert financial and management resources from our regular business activities.

A failure to establish and maintain an effective system of disclosure controls and internal control over financial reporting, could adversely affect our ability to
produce timely and accurate financial statements or comply with applicable regulations.

As a public company, we will be subject to the reporting requirements of the Exchange Act, the Sarbanes-Oxley Act, and the rules and regulations of the applicable
listing standards of Nasdaq. We expect that the requirements of these rules and regulations will continue to increase our legal, accounting, and financial compliance

costs, make some activities more difficult, time consuming, and costly, and place significant strain on our personnel, systems, and resources.
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The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and procedures and internal control over financial reporting. We
are continuing to develop and refine our disclosure controls and other procedures that are designed to ensure that information required to be disclosed by us in the
reports that we will file with the SEC is recorded, processed, summarized, and reported within the time periods specified in SEC rules and forms and that information
required to be disclosed in reports under the Exchange Act, is accumulated and communicated to our principal executive and financial officers. We are also continuing
to improve our internal controls over financial reporting. For example, as we have prepared to become a public company, we have worked to improve controls around
our key accounting processes and quarterly close process. To maintain and enhance the effectiveness of our disclosure controls and internal control over financial
reporting, we anticipate allocating significant resources, including accounting-related costs and investments, to strengthen our accounting systems.

Our current controls and any new controls that we develop may become inadequate because of changes in conditions in our business. In addition, changes in accounting
principles or interpretations could also challenge our internal controls and require that we establish new business processes, systems, and controls to accommodate such
changes. We have limited experience with implementing the systems and controls that will be necessary to operate as a public company, as well as adopting changes in
accounting principles or interpretations mandated by the relevant regulatory bodies. Additionally, if these new systems, controls or standards and the associated process
changes do not give rise to the benefits that we expect or do not operate as intended, it could adversely affect our financial reporting systems and processes, our ability
to produce timely and accurate financial reports or the effectiveness of internal control over financial reporting. Moreover, our business may be harmed if we experience
problems with any new systems and controls that result in delays in their implementation or increased costs to correct any post-implementation issues that may arise.

Further, weaknesses in our disclosure controls and internal control over financial reporting have occurred in the past and may be discovered in the future. Any failure to
develop or maintain effective controls or any difficulties encountered in their implementation or improvement could harm our results of operations or cause us to fail to
meet our reporting obligations and may result in a restatement of our condensed consolidated financial statements for prior periods. Any failure to implement and
maintain effective internal control over financial reporting also could adversely affect the results of periodic management evaluations and annual independent registered
public accounting firm attestation reports regarding the effectiveness of our internal control over financial reporting that we will eventually be required to include in our
periodic reports that will be filed with the SEC. Ineffective disclosure controls and procedures and internal control over financial reporting could also cause investors to
lose confidence in our reported financial and other information, which would likely have a negative effect on the trading price of our common stock. In addition, if we
are unable to continue to meet these requirements, we may not be able to remain listed on Nasdaq. We are not currently required to comply with the SEC rules that
implement Section 404 of the Sarbanes-Oxley Act and are therefore not required to make a formal assessment of the effectiveness of our internal control over financial
reporting for that purpose. As a public company, we will be required to provide an annual management report on the effectiveness of our internal control over financial
reporting commencing with our second annual report on Form 10-K.

Our independent registered public accounting firm is not required to formally attest to the effectiveness of our internal control over financial reporting until after we are
no longer an “emerging growth company” as defined in the JOBS Act. At such time, our independent registered public accounting firm may issue a report that is
adverse in the event it is not satisfied with the level at which our internal control over financial reporting is documented, designed or operating. Any failure to maintain
effective disclosure controls and internal control over financial reporting could harm our business, results of operations, and financial condition and could cause a
decline in the trading price of our common stock.
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Our corporate structure and intercompany arrangements are subject to the tax laws of various jurisdictions, which are subject to change, and we could be obligated
to pay additional taxes, which would harm our results of operations.

We are or may be subject to income and non-income taxation in the United States under federal, state, and local jurisdictions and in certain foreign jurisdictions in
which we operate. The amount of taxes we pay in these jurisdictions could increase substantially as a result of changes in the applicable tax principles, including
increased tax rates, new or revised tax laws or revised interpretations of existing tax laws (which may have retroactive effect), policies and precedents by taxing
authorities and courts in various jurisdictions. The authorities in these jurisdictions could review our tax returns or require us to file tax returns in jurisdictions in which
we are not currently filing and could impose additional tax, interest and penalties. In addition, the authorities could claim that various withholding requirements apply to
us or our subsidiaries, assert that benefits of tax treaties are not available to us or our subsidiaries, or challenge our methodologies for valuing developed technology or
intercompany arrangements, including our transfer pricing. The relevant taxing authorities may determine that the manner in which we operate our business does not
achieve the intended tax consequences. If such a determination were to be made, we could be required to pay additional taxes and interest and penalties. Any increase in
the amount of taxes we pay or that are imposed on us could increase our worldwide effective tax rate and harm our business and results of operations.

Future changes in financial accounting standards or practices may cause adverse and unexpected revenue fluctuations and adversely affect our reported results of
operations.

Future changes in financial accounting standards may cause adverse, unexpected revenue fluctuations and affect our reported financial position or results of operations.
Financial accounting standards in the United States are constantly under review and new pronouncements and varying interpretations of pronouncements have occurred
with frequency in the past and are expected to occur again in the future. As a result, we may be required to make changes in our accounting policies. Those changes
could affect our financial condition and results of operations or the way in which such financial condition and results of operations are reported. Compliance with new
accounting standards may also result in additional expenses. As a result, we intend to invest all reasonably necessary resources to comply with evolving standards, and
this investment may result in increased general and administrative expenses and a diversion of management time and attention from business activities to compliance
activities. See the section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Recent Accounting Pronouncements.” As
an emerging growth company, the JOBS Act allows us to delay adoption of new or revised accounting standards applicable to public companies until such
pronouncements are made applicable to private companies. We have elected to use the extended transition period for complying with new or revised accounting
standards and as a result of this election, our financial statements may not be comparable to companies that comply with public company effective dates. However, we
may elect to early adopt any new or revised accounting standards whenever such early adoption is permitted for non-public companies. We may take advantage of these
exemptions up until the time that we are no longer an emerging growth company.

Risks Related Ownership of Our Common Stock

An active trading market for our common stock may not continue to develop or be sustained.

Prior to the IPO, there was no public market for our common stock. An active trading market for our shares may not continue to develop or be sustained. The lack of an
active market may impair the value of your shares, your ability to sell your shares at the time you wish to sell them and the prices that you may obtain for your shares.
Further, an inactive trading market for our shares may also impair our ability to raise capital by selling shares of our common stock or enter into strategic partnerships

and transactions by issuing our shares of common stock as consideration.
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The trading price of our common stock may be volatile, and you could lose all or part of your investment.

The trading price of our common stock may be highly volatile and may be subject to wide fluctuations in response to various factors, some of which are beyond our
control, including:

e announcements of significant acquisitions, strategic partnerships, joint ventures or capital commitments by us or our competitors;
e our ability to effectively manage our growth;

e actual or anticipated variations in quarterly operating results;

e  our cash position;

e our failure to meet the estimates and projections of the investment community or that we may otherwise provide to the public;

e changes in the market valuations of similar companies;

e overall performance of the equity markets;

e sales of our common stock by us or our stockholders in the future;

e low trading volume of our common stock, which may impair our ability to raise capital or enter into strategic collaborations and acquisitions by using our
common stock as consideration;

e changes in accounting practices;
e ineffectiveness of our internal controls;

e disputes or other developments relating to proprietary rights, including patents, litigation matters and our ability to obtain patent protection for our
technologies;

e significant lawsuits, including patent or stockholder litigation;
e general political and economic conditions; and
e other events or factors, many of which are beyond our control.

In addition, the stock market in general, and the market for acrospace and defense companies in particular, have experienced extreme price and volume fluctuations that
have often been unrelated or disproportionate to the operating performance of these companies. Broad market and industry factors, as well as local or global socio-
economic and political factors, including the conflicts between Russia and Ukraine and in the Middle East, may negatively affect the market price of our common stock,
regardless of our actual operating performance. If the market price of our common stock does not exceed the price you paid for them, you may not realize any return on
your investment in us and may lose some or all of your investment. In the past, securities class action litigation has often been instituted against companies following
periods of volatility in the market price of a company’s securities. This type of litigation, if instituted, could result in substantial costs and a diversion of management’s
attention and resources.

We do not intend to pay dividends on our common stock so any returns will be limited to the value of our stock.
We currently anticipate that we will retain future earnings for the development, operation and expansion of our business and do not anticipate declaring or paying any
cash dividends for the foresecable future. Furthermore, future debt or other financing arrangements may contain terms prohibiting or limiting the amount of dividends

that may be declared or paid on our common stock. Any return to stockholders will therefore be limited to the appreciation of their stock.
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Our principal stockholders and management own a significant percentage of our stock and are able to exert significant control over matters subject to stockholder
approval.

Our executive officers, directors, director nominees and their affiliates, as well as our principal stockholders will beneficially hold a significant percentage of our
outstanding voting stock. These stockholders, acting together, would be able to significantly influence all matters requiring stockholder approval. For example, these
stockholders would be able to significantly influence elections of directors, amendments of our governing documents, or approval of any merger, sale of assets, or other
major corporate transaction. This may prevent or discourage unsolicited acquisition proposals or offers for our common stock that you may feel are in your best interest
as one of our stockholders.

Our management team has limited experience managing a public company.

Most of the members of our management team have limited to no experience managing a publicly traded company, interacting with public company investors and
complying with the increasingly complex laws pertaining to public companies. Our management team has not worked together at prior companies that were publicly
traded. Our management team may not successfully or efficiently manage their new roles and responsibilities. Our transition to being a public company subjects it to
significant regulatory oversight and reporting obligations under the federal securities laws and the continuous scrutiny of securities analysts and investors. These new
obligations and constituents will require significant attention from our senior management and could divert their attention away from the day-to-day management of our
business, which could have a material adverse effect on our business, financial condition and results of operations.

Future issuances of debt or equity securities may adversely affect us, including the market price of our common stock, and may be dilutive to existing stockholders.

In the future, we may incur debt or issue equity-ranking senior to our common stock. Those securities will generally have priority upon liquidation. Such securities also
may be governed by an indenture or other instrument containing covenants restricting our operating flexibility. Additionally, any convertible or exchangeable securities
that we issue in the future may have rights, preferences and privileges more favorable than those of our common stock. Because our decision to issue debt or equity in
the future will depend on market conditions and other factors beyond our control, we cannot predict or estimate the amount, timing, nature or success of our future
capital raising efforts. As a result, future capital raising efforts may reduce the market price of our common stock and be dilutive to existing stockholders.

Any issuance of additional capital stock in connection with financings, acquisitions, investments, our stock incentive plan or otherwise will dilute all other
stockholders.

We expect to issue additional capital stock in the future that will result in dilution to all other stockholders. We expect to grant equity awards to employees, directors,
and consultants under our stock incentive plan. We may also raise capital through equity financings in the future. As part of our business strategy, we may acquire or
make investments in complementary companies, products, or technologies and issue equity securities to pay for any such acquisition or investment. Any such issuances
of additional capital stock, including as a result of the exercise of any warrants to purchase shares of common stock, may cause stockholders to experience significant
dilution of their ownership interests and the per share value of our common stock to decline.

A significant portion of our total outstanding shares are eligible to be sold into the market in the near future, which could cause the market price of our common
stock to drop significantly, even if our business is doing well.

Sales of a substantial number of shares of our common stock in the public market, or the perception in the market that the holders of a large number of stockholders
intend to sell shares of our common stock, could reduce the market price of our common stock.
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We have registered all shares of common stock subject to equity awards issued or reserved for future issuance under our equity compensation plans on a registration
statement on Form S-8. These shares can be freely sold in the public market upon issuance, subject to volume limitations applicable to affiliates under Rule 144 under
the Securities Act, market standoff provisions and lock-up agreements. Any sales of securities by these stockholders could have a negative impact on the trading price of
our common stock.

Future sales, or the perception of future sales, by us or our stockholders in the public market could cause the market price for our common stock to decline.

The sale of shares of our common stock in the public market, or the perception that such sales could occur, could harm the prevailing market price of our common
stock. These sales, or the possibility that these sales may occur, also might make it more difficult for us to sell equity securities in the future at a time and at a price that
we deem appropriate.

Pursuant to our 2025 Plan, our management is authorized to grant stock options and other equity-based awards to our employees, directors and consultants.
Additionally, the number of shares of our common stock reserved for issuance under our 2025 Plan will automatically increase on January 1 of each calendar year,
beginning on January 1, 2026 and continuing through and including January 1, 2035, by 3% of the total number of shares of our common stock outstanding on
December 31 of the preceding calendar year, or a lesser number of shares determined by our board of directors. Unless our board of directors elects not to increase the
number of shares available for future grant each year, our stockholders may experience additional dilution, which could cause our stock price to fall.

In the future, we may also issue our securities in connection with investments or acquisitions. The amount of our securities issued in connection with an investment or
acquisition could constitute a material portion of the then-outstanding shares of our common stock. Any issuance of additional securities in connection with investments
or acquisitions may result in additional dilution to our stockholders.

We are an emerging growth company and a smaller reporting company and the reduced disclosure requirements applicable to emerging growth companies and
smaller reporting companies may make our common stock less attractive to investors.

We are an “emerging growth company,” as defined in the JOBS Act, and may remain an emerging growth company until the last day of the fiscal year following the
fifth anniversary of the closing of the IPO. However, if certain events occur prior to the end of such five-year period, including if we become a “large accelerated filer,”
our annual gross revenues exceed $1.235 billion or we issue more than $1.0 billion of non-convertible debt in any three-year period, we will cease to be an emerging
growth company prior to the end of such five-year period. For so long as we remain an emerging growth company, we are permitted and intend to rely on exemptions
from certain disclosure requirements that are applicable to other public companies that are not emerging growth companies. These exemptions include, but are not
limited to:

e not being required to comply with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act;

e not being required to comply with the requirement of the Public Company Accounting Oversight Board regarding the communication of critical audit
matters in the auditor’s report on the financial statements;

e the ability to elect to defer compliance with new or revised accounting standards until such standards would apply to private companies;
e reduced disclosure obligations regarding executive compensation in our periodic reports, proxy statements and registration statements; and

e cxemptions from the requirements of holding a nonbinding advisory vote on executive compensation and any golden parachute payments not previously
approved.
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We have taken advantage of the reduced reporting burdens in this Quarterly Report on Form 10-Q and the information we provide to stockholders will be different than
the information that is available with respect to other public companies that are not emerging growth companies. It is possible that this may cause investors to find our
common stock less attractive. If some investors find our common stock less attractive as a result, there may be a less active trading market for our common stock and
our share price may be reduced or more volatile.

Even following the termination of our status as an emerging growth company, we may be able to take advantage of the reduced disclosure requirements applicable to
“smaller reporting companies,” as that term is defined in Rule 12b-2 of the Exchange Act, and, in particular, reduced disclosure obligations regarding executive
compensation in our periodic reports and proxy statements. To the extent that we are no longer eligible to use exemptions from various reporting requirements, we may
be unable to realize our anticipated cost savings from these exemptions, which could have a material adverse impact on our operating results.

Delaware law and provisions in our amended and restated certificate of incorporation and amended and restated bylaws could make a merger, tender offer or proxy
contest difficult, thereby depressing the trading price of our common stock.

Provisions of our amended and restated certificate of incorporation and amended and restated bylaws, respectively, may delay or discourage transactions involving an
actual or potential change in our control or change in our management, including transactions in which stockholders might otherwise receive a premium for their shares
or transactions that our stockholders might otherwise deem to be in their best interests. Therefore, these provisions could adversely affect the price of our common
stock. Among other things, our amended and restated certificate of incorporation and amended and restated bylaws:

e permit our board of directors to issue up to 10,000,000 shares of preferred stock, with any rights, preferences and privileges as they may designate
(including the right to approve an acquisition or other change in our control);

e provide that the authorized number of directors may be changed only by resolution of the board of directors;

e provide that the board of directors or any individual director may only be removed with cause and the affirmative vote of the holders of at least 66-2/3% of
the voting power of all of our then outstanding common stock;

e provide that all vacancies, including newly created directorships, may, except as otherwise required by law, be filled by the affirmative vote of a majority
of directors then in office, even if less than a quorum;

e divide our board of directors into three classes;

e require that any action to be taken by our stockholders must be effected at a duly called annual or special meeting of stockholders and not be taken by
written consent;

e provide that stockholders seeking to present proposals before a meeting of stockholders or to nominate candidates for election as directors at a meeting of
stockholders must provide notice in writing in a timely manner and also specify requirements as to the form and content of a stockholder’s notice;

e do not provide for cumulative voting rights, therefore allowing the holders of a majority of the shares of common stock entitled to vote in any election of
directors to elect all of the directors standing for election, if they should so choose; and

e provide that special meetings of our stockholders may be called only by the Chairman of the board, our Chief Executive Officer or by the board of
directors pursuant to a resolution adopted by a majority of the total number of authorized directors.
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The amendment of any of these provisions, with the exception of the ability of our board of directors to issue shares of preferred stock and designate any rights,
preferences and privileges thereto, requires approval by the holders of at least 66-2/3% of our then-outstanding common stock.

In addition, as a Delaware corporation, we are subject to Section 203 of the Delaware General Corporation Law. These provisions may prohibit large stockholders, in
particular those owning 15% or more of our outstanding voting stock, from merging or combining with us for a certain period of time. A Delaware corporation may opt
out of this provision by express provision in its original certificate of incorporation or by amendment to its certificate of incorporation or bylaws approved by its
stockholders. However, we have not opted out of this provision.

These and other provisions in our amended and restated certificate of incorporation, amended and restated bylaws and Delaware law could make it more difficult or
costly for stockholders or potential acquirors to obtain control of our board of directors or initiate actions that are opposed by our then-current board of directors,
including delay or impede a merger, tender offer or proxy contest involving our company. The existence of these provisions could negatively affect the price of our
common stock and limit opportunities for you to realize value in a corporate transaction.

Our amended and restated certificate of incorporation provides that the Court of Chancery of the State of Delaware and any appellate court therefrom are the
exclusive forums for substantially all disputes between us and our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for
disputes with us or our directors, officers or employees.

Our amended and restated certificate of incorporation provides that, unless we consent in writing to the selection of an alternative forum, the Court of Chancery of the
State of Delaware will be the sole and exclusive forum for the following types of actions or proceedings under Delaware statutory or common law: (i) any derivative
claim or cause of action brought on our behalf; (ii) any claim or cause of action that is based upon a violation of a duty owed by any current or former director, officer,
other employee or stockholder, to us or our stockholders; (iii) any claim or cause of action against us or any current or former director, officer or other employee, arising
out of or pursuant to any provision of the Delaware General Corporation Law, our Certificate of Incorporation or our Bylaws; (iv) any claim or cause of action seeking
to interpret, apply, enforce or determine the validity of our Certificate of Incorporation or our Bylaws (including any right, obligation, or remedy thereunder); (v) any
claim or cause of action as to which the Delaware General Corporation Law confers jurisdiction on the Court of Chancery of the State of Delaware; and (vi) any claim
or cause of action against us or any current or former director, officer or other employee, governed by the internal-affairs doctrine or otherwise related to our internal
affairs, in all cases to the fullest extent permitted by applicable law and subject to the court having personal jurisdiction over the indispensable parties named as
defendant; provided, however, that if the designation of such court as the sole and exclusive forum for a claim or action referred to in foregoing clauses (i) through (vi)
would violate applicable law, then the United States District Court for the District of Delaware shall be the sole and exclusive forum for such claim or cause of action.
These provisions do not apply to suits brought to enforce a duty or liability created by the Exchange Act, or any other claim for which the federal courts have exclusive
jurisdiction. Furthermore, Section 22 of the Securities Act creates concurrent jurisdiction for federal and state courts over all such Securities Act actions. Accordingly,
both state and federal courts have jurisdiction to entertain such claims. Additionally, investors cannot waive compliance with the federal securities laws and the rules
and regulations thereunder. To prevent having to litigate claims in multiple jurisdictions and the threat of inconsistent or contrary rulings by different courts, among
other considerations, our amended and restated certificate of incorporation further provides that unless we consent in writing to the selection of an alternative forum, to
the fullest extent permitted by law, the federal district courts of the United States of America shall be the exclusive forum for the resolution of any complaint asserting a
cause of action arising under the Securities Act, including all causes of action asserted against any defendant named in such complaint. While the Delaware courts have
determined that such choice of forum provisions are facially valid, a stockholder may nevertheless seek to bring a claim in a venue other than those designated in the
exclusive forum provisions. In such instance, we would expect to vigorously assert the validity and enforceability of the exclusive forum provisions of our amended and
restated certificate of incorporation. This may require significant additional costs associated with resolving such action in other jurisdictions and there is uncertainty as
to whether the provisions will be enforced by a court in those other jurisdictions.
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These choice of forum provisions may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes with us or our directors,
officers or other employees and may discourage these types of lawsuits and result in increased costs for investors to bring a claim. If a court were to find the choice of
forum provisions contained in our amended and restated certificate of incorporation to be inapplicable or unenforceable in an action, we may incur additional costs
associated with resolving such action in other jurisdictions.

If securities analysts do not publish research or reports about our business or if they downgrade our common stock or our sector, our common stock price and
trading volume could decline.

The trading market for our common stock relies in part on the research and reports that industry or financial analysts publish about us or our business. We do not control
these analysts. In addition, some financial analysts may have limited expertise with our model and operations. Furthermore, if one or more of the analysts who do cover
us downgrade our common stock or industry, or the stock of any of our competitors, or publish inaccurate or unfavorable research about our business, the price of our
common stock could decline. If one or more of these analysts ceases to cover us or fails to initiate coverage or publish reports on us regularly, we could lose visibility in
the market, which in turn could cause our common stock price or trading volume to decline.

General Risk Factors

We will incur increased costs as a result of operating as a public company, and our management will be required to devote substantial time to new compliance
initiatives and corporate governance practices.

As a public company, and particularly after we no longer qualify as an emerging growth company, we will incur significant legal, accounting and other expenses that we
did not incur as a private company. The Sarbanes-Oxley Act, the Dodd-Frank Act, Nasdaq listing requirements and other applicable securities rules and regulations
impose various requirements on public companies, including establishment and maintenance of effective disclosure and financial controls and corporate governance
practices. Our management and other personnel needs to devote a substantial amount of time to these compliance initiatives. Moreover, these rules and regulations will
increase our legal and financial compliance costs and will make some activities more time-consuming and costly. For example, we expect that these rules and
regulations may make it more difficult and more expensive for us to obtain director and officer liability insurance, which in turn could make it more difficult for us to
attract and retain qualified members of our board of directors.

We are evaluating these rules and regulations, and cannot predict or estimate the amount of additional costs we may incur or the timing of such costs. These rules and
regulations are often subject to varying interpretations, in many cases due to their lack of specificity, and, as a result, their application in practice may evolve over time
as new guidance is provided by regulatory and governing bodies. This could result in continuing uncertainty regarding compliance matters and higher costs necessitated
by ongoing revisions to disclosure and governance practices.

Pursuant to Section 404 of the Sarbanes-Oxley Act we will be required to furnish a report by our management on our internal control over financial reporting beginning
with our second filing of an Annual Report on Form 10-K with the SEC after we become a public company. However, while we remain an emerging growth company or
smaller reporting company, we will not be required to include an attestation report on internal control over financial reporting issued by our independent registered
public accounting firm. To achieve compliance with Section 404 of the Sarbanes-Oxley Act within the prescribed period, we will be engaged in a process to document
and evaluate our internal control over financial reporting, which is both costly and challenging. In this regard, we will need to continue to dedicate internal resources,
potentially engage outside consultants, adopt a detailed work plan to assess and document the adequacy of internal control over financial reporting, continue steps to
improve control processes as appropriate, validate through testing whether such controls are functioning as documented and implement a continuous reporting and
improvement process for internal control over financial reporting. In addition, if we identify one or more material weaknesses as a result of this implementation and
evaluation process, it could result in an adverse reaction in the financial markets due to a loss of confidence in the reliability of our financial statements.
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Our business and financial performance could be adversely affected by inflation.

Until recently, the inflation rate has generally been low in the geographies where we operate. However, recently, the inflation rate in the United States reached a 40-year
high, primarily as a result of higher energy costs and global supply chain disruptions. In the event of a significant increase in consumer prices, particularly over an
extended period of time, customer demand for our products and services could be adversely affected and we could experience lower than expected sales. In addition, if
any of our suppliers implemented price increases in response to higher raw material, labor, and energy costs or otherwise, we may not be able to pass along such price
increased to our customers and our profitability may be reduced. The occurrence of any of these events could have a material adverse effect on our business, financial
condition, and results of operations.

We cannot predict the consequences of future macroeconomic conditions or geopolitical events, but they may adversely affect market and economic conditions, the
markets in which we operate, our ability to insure against risks, our operations or our profitability.

The global credit and financial markets have experienced extreme volatility and disruptions in the past several years, including severely diminished liquidity and credit
availability, rising inflation and monetary supply shifts, rising interest rates, supply chain constraints, labor shortages, declines in consumer confidence, declines in
economic growth, increases in unemployment rates, recession risks and uncertainty about economic stability. For instance, ongoing instability and current conflicts in
global markets, including in Eastern Europe, the Middle East and Asia, and the potential for other conflicts and future terrorist activities, as well as other recent
geopolitical events throughout the world, including new or increased tariffs and potential trade wars, have created and may continue to create economic and political
uncertainties and impacts that could have a material adverse effect on our business, operations, and profitability. We have not experienced, and do not anticipate, any
disruption in our supply chain or other business operations due to the ongoing conflict in Ukraine. As the conflict expands or contracts, diminished sales would have
little or no impact on our financial position, while increased sales would be reflected in increased revenue. Sanctions imposed by the United States and other countries
in response to military conflicts, including the one in Ukraine, may also adversely impact the financial markets and the global economy, and any economic
countermeasures by the affected countries or others could exacerbate market and economic instability. If credit in financial markets outside of the United States
tightened, it could adversely affect the ability of our international customers and suppliers to obtain financing and could result in a decrease in or cancellation of orders
for our products, systems and services or impact the ability of our customers to make payments. In addition, the COVID-19 pandemic resulted in widespread
unemployment, economic slowdown and extreme volatility in the capital markets. However, notwithstanding our current and anticipated position, these types of matters
can cause uncertainty in financial markets and may significantly increase the political, economic and social instability in geographic areas in which we operate now or
may operate in the future. The extent of the impact of these conditions on our operational and financial performance, including our ability to execute our business
strategies and initiatives in the expected timeframe, as well as that of third parties upon whom we rely, will depend on future developments which are uncertain and
cannot be predicted. There can be no assurance that further deterioration in credit and financial markets and confidence in economic conditions will not occur. Events
involving limited liquidity, defaults, non-performance or other adverse developments that affect financial institutions, or concerns or rumors about any events of these
kinds or other similar risks, have in the past and may in the future lead to market-wide liquidity problems. Our general business strategy may be adversely affected by
any such economic downturn, volatile business environment or continued unpredictable and unstable market conditions. If the current equity and credit markets
deteriorate, it may make any necessary debt or equity financing more difficult, more costly and more dilutive. Failure to secure any necessary financing in a timely
manner and on favorable terms could have a material adverse effect on our growth strategy, financial performance and stock price and could require us to delay or
abandon clinical development plans. In addition, there is a risk that one or more of our current suppliers or other partners may not survive an economic downturn, which
could directly affect our ability to attain our operating goals on schedule and on budget.
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Our quarterly results of operations, revenues and cash flows may fluctuate from period to period due to a number of factors, which makes predicting financial
results difficult.

We expect our quarterly results of operations to continue to fluctuate due to a number of factors, including as a result of supply chain issues, product introduction
schedules, competitive products entering the market and the seasonality and uneven sales patterns of our OEM customers.

For example, a portion of sales in our Avionics segment is expected to be made to OEMs beginning in 2025, and we expect that a large portion of the Avionics
segment’s OEM sales in the future will consist of sales of products to a customer operating in the eVTOL market. We are subject to changes in buying patterns among
our OEM customers, including unpredictable circumstances such as failed certifications and delayed production schedules. Significant delays to the certification and
production of the OEM aircraft could delay revenues to future years and may result in cancelled orders by the OEM’s customers, which could have a material adverse
effect on our business, results of operations and financial condition. As a result of these and other factors, quarter-to-quarter comparisons of our results of operations
may not be reliable indicators of our future performance.

Confflicts of interest may arise because some members of our board of directors are representatives of our principal stockholders.

Certain of our principal stockholders or their affiliates are venture capital funds or other investment vehicles that could invest in entities that directly or indirectly
compete with us. As a result of these relationships, when conflicts arise between the interests of the principal stockholders or their affiliates and the interests of other
stockholders, members of our board of directors that are representatives of the principal stockholders may not be disinterested.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Issuer Purchases of Equity Securities

The following table summarizes repurchases of our common stock during the three months ended September 30, 2025.

Total number of Maximum number
shares purchased as of shares that may
part of publicly yet be purchased
Total number of Average price paid announced plans or under the plans or
Period shares purchased per share programs(l) programs

September 1 — September 30, 2025 1,116,312 $ 17.39 — =

(1) We repurchased these shares from certain existing stockholders, including certain directors and executive officers and their affiliates in a privately negotiated
transaction. The repurchased shares were cancelled and became authorized but unissued shares.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEM 5. OTHER INFORMATION

On November 13, 2025, our subsidiary, AIRO Drone, LLC, and NDG entered into the JV Agreement pursuant to which AIRO Drone and NDG will form the JV.
Pursuant to the terms of the JV Agreement, the JV will develop, manufacture, and commercialize unmanned aerial systems primarily designed for delivering munitions,
targeting U.S., NATO, and Ukrainian defense markets. Each of the parties will contribute operational resources and capabilities to the JV. We will contribute business
development, sales, manufacturing, engineering, and government certification resources, as well as manufacturing facilities in the United States, while NDG will
contribute intellectual property, engineering data, operational resources, and manufacturing facilities in Ukraine. In addition, the Company will reimburse NDG for
reasonable out-of-pocket costs incurred by NDG in obtaining NATO certification required by the JV Agreement, up to a maximum amount of $50,000 within 30 days of
the closing of the JV.

Each party to the JV will receive 50% of the limited liability company interests of the JV. The JV will be governed by a five-member board of managers, with each party
appointing two directors and the acting chairman of our board of directors serving as the fifth director and chairman of the JV. In addition, we will reimburse NDG for
reasonable out-of-pocket costs incurred by NDG in obtaining NATO certification required by the JV Agreement, up to a maximum amount of $50,000 within 30 days of
the closing of the JV.

The consummation of the JV is subject to various closing conditions, including executing certain ancillary agreements between the parties and the JV, including
intellectual property license, manufacturing, and services agreements, and obtaining any regulatory required under applicable law or by any governmental
authority. Unless the parties agree, the JV Agreement will terminate and the JV will not be consummated if closing does not occur by February 11, 2026.

There can be no assurance that closing conditions under the JV Agreement will be satisfied or when or that the JV will be consummated on the terms described herein or
at all. The JV involves material risks including operational challenges related to NDG’s location in Ukraine during ongoing military conflict, complex export control

and sanctions compliance requirements, and potential regulatory scrutiny regarding foreign defense partnerships.
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ITEM 6. EXHIBITS

Incorporated by Reference

Exhibit
Number Description Form File No. Exhibit Filing Date
3.1 Amended and Restated Certificate of Incorporation of the Company. 8-K 001-38529 3.1 June 16, 2025
32 Amended and Restated Bylaws of the Company,_as currently in effect, as amended (File 8-K 001-38529 32 June 16, 2025
No. 333-285149), filed with the Commission on April 10, 2025.
10.1 Deed of Lease, dated October 14, 2025, between Westpark Corporate Center, L.L.C. and 8-K 001-42600 10.1 October 17, 2025
AIRO Group Holdings, Inc.
31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a)_and Rule 15d-14(a)_of
the Securities Exchange Act of 1934, as amended.
31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a)_and Rule 15d-14(a) of
the Securities Exchange Act of 1934, as amended.
32.1%* Certification of Chief Executive Officer and Chief 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 — The instance document does not appear in the Interactive Data

Files because its XBRL tags are embedded within the Inline XBRL document.
101.SCH Inline XBRL Taxonomy Extension Schema Document.
101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB Inline XBRL Taxonomy Extension Label Linkbase Document.
101.PRE Inline XBRL Taxonomy Extension Presentation Linkbase Document.
104 Cover Page Interactive Data File formatted as Inline XBRL and contained in Exhibit 101
* The information in Exhibit 32 shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or the Exchange Act, or
otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by reference in any filing under the Securities Act of 1933, as amended, or the

Exchange Act (including this report), unless the Company specifically incorporates the foregoing information into those documents by reference.
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https://content.edgar-online.com/ExternalLink/EDGAR/0001641172-25-015243.html?hash=0ba702dcfcc66c6799b82ef190e2229c7ad407140defacf9d4128fc8fa7d0a99&dest=ex3-1_htm
https://content.edgar-online.com/ExternalLink/EDGAR/0001641172-25-003518.html?hash=ae5672ac6734a3c67e02d3ece7a095d2a0e3eb3185bd635f255fd79b496d7b0a&dest=ex3-3_htm
https://content.edgar-online.com/ExternalLink/EDGAR/0001641172-25-003518.html?hash=ae5672ac6734a3c67e02d3ece7a095d2a0e3eb3185bd635f255fd79b496d7b0a&dest=ex3-3_htm
https://content.edgar-online.com/ExternalLink/EDGAR/0001493152-25-018456.html?hash=e9469fe3c265d15a4a1f8a3e3ab862c3e4871887422ace66fa03f2558b7aa1ba&dest=ex10-1_htm
https://content.edgar-online.com/ExternalLink/EDGAR/0001493152-25-018456.html?hash=e9469fe3c265d15a4a1f8a3e3ab862c3e4871887422ace66fa03f2558b7aa1ba&dest=ex10-1_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.

AIRO GROUP HOLDINGS, INC.

By: /s/ Captain Joseph D. Burns
Captain Joseph D. Burns
Chief Executive Officer

By: /s/ Mariya Pylpiv
Mariya Pylpiv
Chief Financial Officer

Dated: November 14, 2025
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Exhibit 31.1

CERTIFICATIONS

I, Captain Joseph D. Burns, certify that:

1.

Date:

I have reviewed this quarterly report on Form 10-Q of AIRO Group Holdings, Inc.;

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;

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;

The registrant’s other certifying officer(s) 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) [Paragraph intentionally omitted pursuant to Exchange Act Rule 13a-14(a)];

(©) 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

The registrant’s other certifying officer(s) 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.

November 14, 2025

/s/ Captain Joseph D. Burns
Captain Joseph D. Burns
Chief Executive Officer




Exhibit 31.2

CERTIFICATIONS

I, Dr. Mariya Pylypiv, certify that:

1.

Date:

I have reviewed this quarterly report on Form 10-Q of AIRO Group Holdings, Inc.;

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;

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;

The registrant’s other certifying officer(s) 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) [Paragraph intentionally omitted pursuant to Exchange Act Rule 13a-14(a)];

(©) 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

The registrant’s other certifying officer(s) 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.

November 14, 2025

/s/ Dr. Mariya Pylypiv
Dr. Mariya Pylypiv
Chief Financial Officer




Exhibit 32.1
CERTIFICATION
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section 1350 of Chapter 63 of
Title 18 of the United States Code (18 U.S.C. §1350), Captain Joseph D. Burns, Chief Executive Officer of AIRO Group Holdings, Inc. (the “Company”), and Dr.
Mariya Pylypiv, Chief Financial Officer of the Company, each hereby certifies that, to the best of his or her knowledge:

1. The Company’s Quarterly Report on Form 10-Q for the period ended September 30, 2025, to which this Certification is attached as Exhibit 32.1 (the “Periodic
Report”), fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act; and

2. The information contained in the Periodic Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

IN WITNESs WHEREOF, the undersigned have set their hands hereto as of the 14th day of November, 2025.

/s/ Captain Joseph D. Burns /s/ Dr. Mariya Pylypiv
Captain Joseph D. Burns Dr. Mariya Pylypiv
Chief Executive Officer Chief Financial Officer

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be incorporated by
reference into any filing of AIRO Group Holdings, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether
made before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.




