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Abstract

The drone industry's operational ambitions increasingly depend on financial events occurring well before a customer
receives a useful system. Red Cat's May offering, Ondas' quarterly results, and growing foreign demand show capital
moving toward that opportunity. They also show why money and capacity require different accounts. A proposed
offering can change before it closes; backlog can expand through acquisition; reported net income can diverge sharply
from operating performance. This essay follows those distinctions into inventory, manufacturing, field assessment, and
support. It argues that finance belongs inside a serious account of capability because firms must survive the interval
between commitment and payment. Public policy should make that interval easier to finance where necessary while
requiring an intelligible return in dependable products, reduced dependencies, and services that remain useful after the
initial announcement.

The factory has to be financed before it works

A drone company can run out of time before it runs out of orders. Components must be purchased, people paid,
and production organized before a customer accepts a finished system and the resulting payment arrives. A
growing order book can therefore intensify a cash problem rather than solve it immediately. The balance sheet
belongs inside an account of military and public capability because it helps determine whether a supplier can
survive the work between promise and useful delivery.

That is the serious argument behind the present flow of capital toward drone businesses. Equity can finance the
inventory and development that a young firm cannot support from current sales. It can give an organization room
to qualify suppliers, repair early production problems, and sustain a customer while the product improves. A
critique that treats financing as mere financial theater would miss a real constraint on industrial development.
Useful systems do not arrive because their manufacturers possess enough conviction.

The danger is to make the opposite mistake and read access to money as evidence that the production problem has
already been solved. A financing transaction establishes resources and obligations. It does not identify how many
acceptable systems will emerge, when they will be available, or what support they will require. That relationship
has to be built through management, engineering, purchasing, and customer acceptance. Capital makes the work
possible; it does not perform the work in advance.

Public policy complicates the relationship because it can change the opportunity against which investors commit.
Restrictions on some suppliers, public orders, and government interest can improve expectations for alternatives.
A firm's financing may then be described as evidence that the policy is succeeding. Sometimes that will be part of
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the explanation. The claim still requires a causal account rather than a calendar. Demand, investment, acquisitions,
and prior development may all be contributing to the same transaction.

There is a timing mismatch as well. Financial markets can revise expectations rapidly. A production organization
cannot necessarily accelerate its slowest qualification or support task at the same pace. If the market begins to
reward scale before the firm can deliver it reliably, management faces pressure to explain progress through
whatever metric is available. A credible industrial account should distinguish the metric's useful meaning from the
larger expectation attached to it.

The developments of this fortnight make these distinctions unusually concrete. Red Cat moved from a proposed
offering to a larger completed transaction. Ondas reported substantial revenue and a much larger pro forma
backlog, alongside financial statements that require more careful reading than a headline about record results
permits. Government exercises continued to examine the products such firms hope to sell. These are connected
activities, but they answer different questions about the future industrial base.

The relevant public standard should be practical. Does access to capital produce an organization better able to
deliver, support, and improve the capability a customer actually needs? Answering that question requires the
financial record and the operational record to remain distinct enough to compare. When they collapse into a single
story of momentum, readers lose the ability to see either genuine progress or the stage at which progress is falling
behind.

A financing event can change while the headline travels

Red Cat's May offering demonstrates why the state of a transaction matters. The company initially announced a
proposed $200 million offering. The later pricing terms called for 23,936,171 shares at $9.40 each, approximately
$225 million in gross proceeds. Its contemporaneous Form 8-K states that the offering closed on May 14. By
today's dateline, describing the event only as a $200 million proposal would omit a material development already
in the public record.[1]

Proposed size, pricing, and closing represent different kinds of commitment. A plan to sell shares expresses an
intention under market conditions. Pricing establishes the transaction's terms. Closing establishes that the
transaction occurred on those terms, subject to the precise account in the filing. A discussion of available resources
should follow that sequence rather than select whichever stage produces the preferred tone of confidence or
skepticism.

Gross proceeds also differ from spendable net proceeds. Underwriting fees and other offering expenses intervene.
The company's stated uses include acquisitions or business expansion, research and development, capital
expenditure, and working capital. That is a broad set of strategic options, not a public promise that every dollar
will become domestic manufacturing equipment. Each use can be legitimate. Each has a different relationship to
the production capacity a policy analyst might be trying to measure.[1]

Equity financing brings a corresponding change in ownership. Existing shareholders face dilution while the
company gains resources intended to create future value. Whether that exchange is attractive to investors is not
this essay's recommendation to make. Its industrial significance is that the public company now has more room to
act and a larger set of expectations to satisfy. Those expectations can finance important work, but they cannot be
treated as an independent evaluation of the product.

There is also a difference between a company becoming stronger and a national supply chain becoming more
resilient. An acquisition can add engineering, customers, and manufacturing capability. It can also concentrate
functions previously distributed among several firms. New working capital can support a more dependable
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inventory without changing where replacements originate. The appropriate question is what particular dependency
has been reduced or what useful capability has been added, rather than whether the transaction sounds large
enough to count as industrial renewal.

The reporting discipline should operate symmetrically. It would be misleading to call a proposal completed before
evidence of closing. It would be equally misleading to keep calling a known completed financing merely proposed
in order to emphasize uncertainty. Skepticism is useful when it follows the record. It becomes its own distortion
when it refuses to recognize a stage that has actually been achieved. The May 14 close is real financial progress;
the conversion of its resources into useful capacity is the next question.

That next question should become more specific over time. A company need not disclose competitively sensitive
plans to make progress intelligible. It can explain major uses of funds, the capabilities being expanded, and the
risks affecting execution. Investors and public buyers then have a basis for comparing the original intention with
later results. The value of a completed financing is best assessed through the work it permits, not through an
expectation that the capital headline should settle every subsequent argument.

Backlog depends on the boundary of the company

Ondas' May 14 results describe another kind of scale. The company reported quarterly revenue of approximately
$50.1 million and a pro forma backlog of $457 million. The latter incorporates acquisitions completed in April,
after the March quarter ended. It is therefore important to preserve the company's own pro forma description. The
figure does not represent a simple like-for-like increase in orders within an unchanged business.[2]

Acquisition-driven growth can be valuable. A combined organization may offer capabilities, relationships, and
support that the separate companies could not provide as effectively. The analytical question is what combination
produced the reported figure. A larger corporate perimeter can expand backlog before a single additional factory
line becomes more productive. Reading that change as entirely organic production growth would confuse the
company's scope with the performance of its existing operations.

The combination creates work of its own. Products need not become technically integrated merely because their
manufacturers now share an owner. Support practices, customer commitments, and information systems may
remain different while management works toward a common organization. Those differences can be manageable
and still affect the timetable for realizing the promised benefit. A useful industrial account should therefore
distinguish acquiring a capability from making several acquired capabilities work well together. That gives
management credit for the asset it obtained while leaving room to examine the integration it still needs to perform.
It also helps customers understand which benefits are already available and which remain part of the company's
plan.

Backlog itself needs an intelligible definition. A prospective opportunity, a contract ceiling, a firm order, and work
expected to become revenue do not carry identical commitments. The reader needs to understand what the issuer
includes and which conditions could change conversion. Comparisons among companies become weak when
differently defined measures are placed side by side as though they were a common inventory of guaranteed future
deliveries.

The financial statements provide another important distinction. Ondas' first-quarter consolidated operating loss
was approximately $42.7 million. Its reported net income was strongly affected by a much larger noncash gain
from remeasuring warrant liabilities. Those facts can coexist with revenue growth and with management's
statement that product companies reached positive adjusted EBITDA. They refer to different levels and measures
of performance. One should not be used to erase the others.[2][3]
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A financial gain associated with a liability's fair value is not the same activity as producing and supporting
equipment. Nor does an operating loss establish that the underlying technology has no value or that a growth
strategy cannot work. The point is to identify what is being measured. The income statement can answer
accounting questions that differ from the industrial question of whether a supplier can generate dependable
products at sustainable cost.

The same caution applies to liquidity. An aggregate that combines cash, restricted cash, and investments should
not automatically be described as unrestricted cash available for any purpose. An analyst interested in capacity
needs to understand the resources, commitments, and intended uses in the relevant period. Financial strength is
consequential, but it has a structure. Treating every large number as interchangeable hides the constraints that
determine what management can actually do.

These distinctions are not allegations of deceptive reporting. The release and filing provide information with
which a careful reader can make them. The risk often arises in the second telling, when a qualified measure loses
its modifier and a company's strategic argument becomes a general claim about national capability. Preserving the
terms of the disclosure lets genuine accomplishments remain visible without assigning them an evidentiary role
they cannot perform.

For industrial policy, the practical question is how the expanded organization becomes useful to customers. Does
it reduce lead times, improve repair, integrate products more effectively, or make a critical input easier to obtain?
A larger reported business can do those things. Their existence should be established through the appropriate
operating record, rather than inferred from the enlarged backlog alone. Financial scale matters most when a
customer can observe what it changes.

Cash has to survive contact with production

The journey from money to a repeatable product contains several different risks. Purchasing inventory can protect
against delay, but it can also lock resources into components whose relevance changes. Hiring can create capacity,
but new people need a workable production and support organization. Equipment can expand potential output, but
the line must produce acceptable units with enough consistency to meet the customer's requirement. A useful
account follows these relationships rather than counting every expenditure as equivalent progress.

Inventory is particularly important in a fast-changing product field. A supplier may buy ahead because parts are
scarce or lead times long. That can make delivery more dependable. It can also create exposure if a software or
hardware change makes the stocked input less useful. The firm has to balance continuity against adaptation.
Financial reserves help carry that tension, but they do not remove the need to make correct engineering and
purchasing judgments.

This is one reason domestic production cannot be measured by the address of final assembly alone. A firm may
still rely on an overseas specialist for a critical input, tool, or service. The resulting product can be valuable and
legally compliant while retaining an important dependency. An industrial strategy should identify which
dependencies it intends to change and whether the financing supports that work. A general statement about
expanding capacity is less useful than a clear account of the bottleneck being addressed.

The customer's payment terms also influence what gets built. If a young supplier must finance a long interval
between order and payment, even strong demand can become difficult to serve. Thoughtful public purchasing can
help where the requirement justifies it, while protecting the public interest through appropriate milestones and
oversight. The objective is to align resources with the work required. It should not be to transfer every commercial
risk to the customer simply because the capability is strategically important.



LrrK Letters  |  Vol. 1, Issue 11 The Balance Sheet Enters the Kill Chain

May 2026 5

Quality is part of that financial account. A unit that must be repaired repeatedly consumes resources that an
optimistic output forecast may have ignored. A late delivery can force a customer to maintain another system
longer. A product with a low acquisition price can require a costly supporting organization. These burdens do not
necessarily appear together in a company's headline measures, yet they determine whether the industrial expansion
creates useful capability at the receiving end.

Support should therefore be financed alongside output. The customer needs parts, documentation, responsive
engineering, and a realistic route for correcting faults discovered in service. A business plan that celebrates
shipments while underfunding those functions can create a temporary increase in installed equipment followed by
a growing maintenance burden. The public should be interested in equipment that remains useful, not merely in a
quarterly count that looks impressive at the point of delivery.

There is an argument for patience here. Building a dependable production organization takes time, and some early
inefficiency may be the price of creating an alternative supplier. Patience becomes more defensible when progress
can be examined. Clear milestones, candid explanations of setbacks, and a connection between investment and
operating improvement allow the public to distinguish productive learning from a repeated promise that scale is
just beyond the next financing event.

Evaluation reduces a different uncertainty

Project Flytrap 5.0 adds a necessary counterweight to financial momentum. The May 12 government account
describes assessment of more than twenty counter-UAS systems in Lithuania, with instrumented data collection
and operator feedback. It says JIATF-401 standards were applied and the performance data would be available
across participating services and agencies. This is a reported evaluation effort and a claim about evidence sharing,
not a public comparative ranking of the companies involved.[4]

The event addresses a question capital cannot answer: whether equipment and its supporting arrangement are
useful under relevant conditions. Investors can judge a business opportunity, but the people responsible for a
mission need evidence about performance, integration, workload, and support. The two judgments can reinforce
each other without becoming identical. An attractive investment can still supply the wrong product for a particular
task; a useful product can still come from a financially fragile supplier.

Government evaluation can reduce uncertainty for more than one buyer if the resulting information is retained and
made usable. That is a public asset. A smaller institution may not have the resources to repeat every assessment,
and a supplier may not be able to fund endless demonstrations for separate customers. Common evidence can
make both purchasing and development more efficient, provided the later buyer understands how its requirement
differs from the one examined.

The financial market should treat access to such a process carefully. Participation does not establish selection, a
funded order, or successful completion of every requirement. A favorable observation also belongs to the
configuration that produced it. When a company changes its product, the relationship to earlier evidence needs to
remain intelligible. Otherwise a temporary promotional advantage can be built on an assessment of an object no
longer identical to the one being offered.

Evaluation can also protect public capital by supporting a decision not to proceed. Discovering a serious limitation
before a large commitment is a valuable result, even when it disappoints a supplier. The institution should make
that possible without treating every rejected product as permanently discredited. A clear reason can guide
improvement, clarify a requirement, or show another customer why the same product might remain suitable
elsewhere.
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For financiers, this is a more demanding account of de-risking than the term sometimes suggests. A public process
may reduce one uncertainty while leaving others intact. It can establish useful technical evidence without
guaranteeing production scale, or provide a purchasing route without guaranteeing demand. The responsible
question is which uncertainty has been reduced, by what observation or commitment, and which work still lies
ahead. That question makes the relationship between finance and capability clearer for everyone involved.

An export order carries a support obligation

Red Cat's corrected Japan release is another reminder to follow the source version. The May 21 correction
replaced the headline and first six paragraphs of an April 30 announcement. It describes a contract and order for
Black Widow systems through Japan's Acquisition, Technology and Logistics Agency, with the Ground
Self-Defense Force as end user, and expected delivery under Japan's fiscal 2026. The correction is available by
today's dateline and should govern the account.[5]

The release includes the aircraft, ground control station, and other mission components within the system. It also
describes coordination with Japanese partner HAMA K.K. and an expectation of deeper local industrial and
maintenance involvement over time. The immediate record is an issuer-announced order and prospective delivery
and support development. It does not provide public acceptance results, a complete configuration, or evidence that
every planned local activity has already occurred.[5]

The significance is still substantial. An allied customer can help sustain production, diversify demand, and support
a firm's industrial development. The obligation does not end at the border. The system must be introduced into the
customer's procedures, maintained, and supported through changes. Revenue from an export order and the
customer's eventual useful capability are connected through that work. A business can create lasting value by
doing it well, or consume credibility if the supporting arrangement falls short.

Local partnership can help bridge that distance. It can provide knowledge of the customer and continuity of
service, but its role should be described clearly. A planned licensed-manufacturing relationship is a different stage
from a qualified operating production arrangement. Expanded maintenance is valuable when the customer can
actually obtain the promised service. The relevant evidence follows the evolution of those functions rather than
treating a partner's name as a complete account of local capacity.

This is also where financial incentives should meet user interests. A supplier seeking repeat business has a reason
to maintain quality and support. Short-term pressure for visible growth can pull in another direction if it rewards
announcing more commitments than the organization can comfortably serve. There is no basis here to assert that
this happened in the Japan case. It is a general risk that makes support planning and clear delivery obligations part
of a serious assessment of expanding demand.

An export contract therefore belongs in both the financial story and the product story, with the stages visible in
each. The buyer's selection can strengthen confidence in a supplier without becoming an independent verdict on
every claim made by that supplier. The useful next evidence will concern the delivered configuration, customer
acceptance, and the support arrangement in practice. Those are the achievements that turn a promising market
relationship into durable industrial value.
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The public return has to reach the user

The cost of inadequate capability is not confined to the balance sheet of the supplier. On May 20, Reuters reported
temporary suspension of air and train traffic around Vilnius during an airspace alert, with people directed to
shelter. The report also preserved uncertainty about the drone's eventual location and did not substantiate claims
about deliberate redirection by Russia. The incident demonstrates disruption reported by authorities and observers;
it does not supply an audited monetary loss or validate a particular defensive product.[6]

That distinction matters to the investment story. A frightening event can increase attention and demand for
protective systems. The ensuing business opportunity does not establish which system will reduce the relevant
harm at acceptable cost. Public buyers still need to define the task, examine the available evidence, and account
for the effects of their own response. An expanding market for protection is not the same achievement as a
protected public.

The strongest argument for public support is that private firms may not finance all the resilience society needs.
Spare capacity, alternative suppliers, and continued support can have value that appears most clearly during
disruption. The strongest condition on that support is reciprocity. If public purchasing or policy helps make the
opportunity possible, the resulting arrangements should produce capacities the public can actually use: dependable
availability, clear support, and a credible ability to repair or replace what fails.

Those obligations should be proportionate to the advantage provided and agreed before dependence becomes
acute. They can include useful delivery milestones, maintenance commitments, and access to the information a
customer needs to investigate performance. They should not require a firm to promise certainty it cannot provide.
A credible bargain assigns responsibility for uncertainty and makes progress visible. It allows a supplier to earn a
return while ensuring that public risk is financing something more durable than a favorable announcement cycle.

By May 22, the record contains a completed financing, reported revenue and pro forma backlog, evaluation
activity, an export order, and a public disruption. None needs to be inflated or dismissed for the argument to be
compelling. Together they show why finance is a necessary part of capability and an inadequate substitute for
examining it. The decisive question is what changes for the person who must obtain, use, maintain, and trust the
system after the financial event is over.

The balance sheet enters the chain because time, inventory, and organizational survival are real conditions of
delivery. Its public value emerges when those resources become a repeatable ability to do useful work. That is the
standard by which the present wave of capital should eventually be judged: fewer fragile dependencies, more
dependable systems, and customers able to keep necessary services running. The money has an essential role. The
return must become visible beyond the money.
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Notes and sources

1. Red Cat Holdings, Form 8-K signed May 14, 2026, Item 1.01, with the May 12 proposed-offering and pricing exhibits. The
proposal was $200 million; the transaction closed May 14 with approximately $225 million gross proceeds, before fees and
expenses. Proposed and completed states are therefore updated within the historical cutoff. Contemporaneous filing; proposal
exhibit; pricing release.

2. Ondas, May 14, 2026, first-quarter release. Reports approximately $50.1 million revenue and $457 million pro forma backlog
incorporating Mistral and World View acquisitions completed in April. Product-company adjusted EBITDA and other
management measures retain their stated scope. Original release.

3. Ondas, first-quarter 2026 Form 10-Q, available with the May 14 results. Unaudited consolidated statements report $42.671
million operating loss and $389.548 million gain from change in warrant-liability fair value. Accounting outcomes are
distinguished from product effectiveness and industrial capacity. Filed quarterly report.

4. Department of War, May 12, 2026, Project Flytrap 5.0 account. Describes more than twenty systems, instrumented collection,
operator feedback, and government access to resulting data. No public comparative ranking or detailed acceptance record is
inferred. Original government account.

5. Red Cat Holdings, May 21, 2026, correction of its April 30 Japan announcement. Used for the corrected order, end user, expected
delivery period, partner, and prospective local industrial/support involvement. Issuer statements do not establish completed
customer acceptance or fulfillment of future plans. Corrected release.

6. Reuters, May 20, 2026, account of the Vilnius alert and temporary transport disruption. Preserves uncertainties concerning the
drone and explicitly reports the absence of evidence supporting redirection allegations. No financial-loss estimate is invented.
Contemporaneous report.

https://www.sec.gov/Archives/edgar/data/748268/000110465926061333/tm2614279d7_8k.htm
https://www.sec.gov/Archives/edgar/data/748268/000110465926061333/tm2614279d7_ex99-1.htm
https://www.sec.gov/Archives/edgar/data/748268/000110465926061333/tm2614279d7_ex99-1.htm
https://ir.redcatholdings.com/news-events/press-releases/detail/224/red-cat-announces-pricing-of-public-offering-of-common-stock
https://ir.ondas.com/press-releases/detail/306/ondas-reports-record-first-quarter-2026-financial-results
https://ir.ondas.com/all-sec-filings/content/0001213900-26-057859/ea0290102-10q_ondas.htm
https://www.war.gov/News/News-Stories/Article/Article/4484863/joint-interagency-task-force-enables-standardized-counter-uas-assessment/
https://ir.redcatholdings.com/news-events/press-releases/detail/227/correction-red-cat-holdings-inc
https://www.reuters.com/business/aerospace-defense/lithuanias-vilnius-airport-suspends-flights-due-drone-warning-2026-05-20/

