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1934

From ________________ to ________________

ELECTRONIC SYSTEMS TECHNOLOGY, INC.

(Exact name of registrant as specified in its charter)

Washington 000-27793 91-1238077
(State or other jurisdiction of incorporation) (Commission File  Number) (IRS Employer Identification No.)

415 N. Quay St. Bldg B1 Kennewick WA 99336
(Address of principal executive offices) (Zip Code)

Edgar Filing: ELECTRONIC SYSTEMS TECHNOLOGY INC - Form 10-Q

1



                 (509) 735-9092                  

(Registrant's telephone number, including area code)

                                             N/A                                            

(Former name, former address & former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all documents and reports required to be filed by Sections
13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filings for the past 90 days.  YES x  NO
 ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).   YES x NO ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company.  

Large accelerated filer

¨

Accelerated filer

¨

Non-accelerated filer

¨ (Do not check if a smaller reporting company)

Smaller reporting company

x
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes
¨  No x

APPLICABLE ONLY TO CORPORATE ISSUERS:

As of June 30, 2013, the number of the Company's shares of common stock par value $0.001, outstanding was
5,158,667.
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PART I

FINANCIAL INFORMATION

Item 1.  Financial Statements.

ELECTRONIC SYSTEMS TECHNOLOGY, INC.
BALANCE SHEETS

(as prepared by Management)

(Unaudited)
June 30, 2013

(Unaudited)

Dec. 31, 2012

ASSETS
CURRENT ASSETS
Cash and cash equivalents $       887,508 $      818,497
Short term certificates of deposit investments 1,254,000 1,367,000
Accounts receivable, net of allowance for
uncollectibles

175,763 195,482

Inventories 550,962 501,956
Accrued interest 4,136 1,703
Prepaid insurance 3,745 10,932
Prepaid expenses 57,046 28,207
Total current assets 2,933,160 2,923,777
PROPERTY & EQUIPMENT, net of depreciation 37,227 42,272

Deposits 1,675 1,675
      Deferred income tax asset 38,600 26,000
TOTAL ASSETS $    3,010,662 $ 2,993,724

LIABILITIES & STOCKHOLDERS' EQUITY
CURRENT LIABILITIES

Accounts payable $         21,665 $       7,517
Accrued liabilities 47,899 35,955
Refundable deposits 44,165 2,229
Total current liabilities 113,729 45,701
Deferred income tax liability 5,300 6,200
TOTAL LIABILITIES 119,029 51,901

STOCKHOLDERS' EQUITY
Common Stock,  $0.001 par value 50,000,000 shares
authorized 5,158,667 shares issued and outstanding 5,159 5,159
Additional paid-in capital 1,005,616 1,003,903
Retained earnings 1,880,858 1,932,761
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TOTAL STOCKHOLDERS� EQUITY 2,891,633 2,941,823
TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY

$    3,010,662 $ 2,993,724

(See "Notes to Financial Statements")
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ELECTRONIC SYSTEMS TECHNOLOGY, INC.
STATEMENTS OF OPERATIONS

(as prepared by Management)

(Unaudited)
Three Months
Ended June 30,

 2013

Three Months
Ended June 30,

2012

Six Months Ended
June 30, 2013

Six Months Ended
June 30, 2012

Sales, net $   460,280 $   383,839 $  860,636 $  840,956
Site Support 33,327 33,093 46,384 68,782
Cost of sales (221,032) (204,614) (410,746) (420,358)
Gross profit 272,575 212,318 496,274 489,380

OPERATING EXPENSES
General and administrative 66,826 65,301 155,118 153,728
Research and development 68,670 67,278 125,475 148,039
Marketing 123,040 130,559 238,904 243,744
Customer service 27,584 31,214 56,684 63,556
Total operating expense 286,120 294,352 576,181 609,067
Operating income loss (13,545) (82,034) (79,907) (119,687)

Other income
Interest income 1,876 1,743 3,865 3,472
Net other income 1,876 1,743 3,865 3,472

Net loss before income tax (11,669) (80,291) (76,042) (116,215)
Benefit for income tax 5,378 26,168 24,139 37,699
Net loss $(6,291) $(54,123) $(51,903) $(78,516)

Basic and diluted earnings loss per
share

$      (0.00) $      (0.01) $      (0.01) $      (0.02)

Weighted average shares used in
computing loss per share:
Basic and diluted 5,158,667 5,158,667 5,158,667 5,158,667

(See "Notes to Financial Statements")
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ELECTRONIC SYSTEMS TECHNOLOGY, INC.
STATEMENTS OF CASH FLOWS

(as prepared by Management)

(Unaudited)
Six Months Ended June 30,

2013
Six Months Ended June 30,

2012

CASH FLOWS (USED) IN OPERATING
ACTIVITIES:
Net (loss) $           (51,903) $           (78,516)
Noncash items included in loss:
      Depreciation 6,685 7,653
      Deferred income tax (13,500) (4,500)
      Share based compensation 1,713 2,255
      Vendor deposits -- (28,770)
      Account Receivable, net 19,720 (52,204)
      Inventory (49,006) (80,691)
      Federal income taxes receivable -- 14,464
      Accrued interest (2,434) (1,090)
      Prepaid insurance (21,652) (20,807)
      Accrued expenses 11,280 --
     Accounts payable and accrued liabilities 14,812 52,306
     Refundable deposits 41,936 (41,095)
     NET CASH FLOWS PROVIDED (USED) IN
OPERATING ACTIVITIES (42,349) (230,995)

CASH FLOWS PROVIDED (USED) IN INVESTING
ACTIVITIES
Certificates of deposit redeemed (purchased), net 113,000 (372,000)
Purchases of property and equipment (1,640) --
    NET CASH FLOWS PROVIDED (USED) IN
INVESTING ACTIVITIES 111,360 (372,000)

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 69,011 (602,995)
Cash and cash equivalents at beginning of period 818,497 1,227,490
Cash and cash equivalents at ending of period $            887,508 $            624,495

(See "Notes to Financial Statements")
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ELECTRONIC SYSTEMS TECHNOLOGY, INC.

NOTES TO FINANCIAL STATEMENTS

(as prepared by Management)

(Unaudited)

NOTE 1 - BASIS OF PRESENTATION

The financial statements of Electronic Systems Technology, Inc. (the "Company"), presented in this Form 10Q are
unaudited and reflect, in the opinion of Management, a fair presentation of operations for the three month and six
month periods ended June 30, 2013 and June 30, 2012.  All adjustments of a normal recurring nature and necessary
for a fair presentation of the results for the periods covered have been made. Certain information and footnote
disclosure normally included in financial statements prepared in accordance with generally accepted accounting
principles have been condensed or omitted pursuant to the applicable rules and regulations of the Securities and
Exchange Commission. In preparation of the financial statements, certain amounts and balances have been
reformatted from previously filed reports to conform to the format of this quarterly presentation.  These financial
statements should be read in conjunction with the audited financial statements and notes thereto included in the
Company's Form 10K for the year ended December 31, 2012 as filed with Securities and Exchange Commission.

The results of operations for the three and six months ended June 30, 2013 and June 30, 2012, are not necessarily
indicative of the results expected for the full fiscal year or for any other fiscal period.

NOTE 2 - INVENTORIES

Inventories are stated at lower of direct cost or market with cost determined using the FIFO (first in, first out) method.
 Inventories consist of the following:

June 30,  

2013

December 31,

2012
Parts $ 237,935 $237,848
Work in progress 107,649 117,695
Finished goods 205,378 146,413

$ 550,962 $ 501,956
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NOTE 3 � EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share excludes dilution and is computed by dividing income (loss) available to common
stockholders by the weighted-average number of common shares outstanding for the period.  Diluted earnings (loss)
per share reflects potential dilution occurring if securities or other contracts to issue common stock were exercised or
converted into common stock or resulted in the issuance of common stock that then shared in the earnings of the
Company.  At June 30, 2013 the Company had 525,000 outstanding stock options that could have a dilutive effect on
future periods.   

NOTE 4 - STOCK OPTIONS

As of June 30, 2013, the Company had outstanding stock options, which have been granted periodically to individual
employees and directors with no less than three years of continuous tenure with the Company.  On February 14, 2013,
additional stock options to purchase shares of the Company's common stock were granted to individual employees and
directors with no less than three years continuous tenure.  The options granted on February 14, 2013 totaled 175,000
shares under option and have an exercise price of $0.31 per share.

The options granted on February 14, 2013 may be exercised any time during the period from February 14, 2013
through February 14, 2016.  The Company's Form 8-K filed February 14, 2013, is incorporated herein by reference.
 All outstanding stock options must be exercised within 90 days after termination of employment.

The fair value of each option award is estimated on the date of the grant using the Black-Scholes option-pricing model
with the following weighted-average assumptions used for grants in 2013 and 2012:

5
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2013 2012
Dividend yield 0.00% 2.70%
Expected volatility 73.25% 68%
Risk-free interest rate 0.38% 0.36%
Expected term (in years) 3 3
Estimated Fair Value per Option Granted $0.148 $0.15

The Company uses historical data to estimate option exercise rates.  The option exercise rate for option grants in 2005
through 2012 was 6.6%.

A summary of option activity during the six months ended June 30, 2013, is as follows:

Number Outstanding
Weighted-Average Exercise

Price Per Share
Outstanding at December 31, 2012 505,000 $0.42
Granted 175,000 0.31
Exercised -- --
Expired (155,000) 0.31
Outstanding at June 30, 2013 525,000 0.41

In February 2013, the Company issued 175,000 options with an estimated fair value per option of $0.148 resulting in a
stock based compensation value of $25,967.  After the stock based compensation value is adjusted for the historical
option forfeiture rate of 93.4%, a stock based compensation expense was charged against income for 2013 of $1,713
($1,113 after tax) for the six-month period ended June 30, 2013.  During the same period of 2012, a stock based
compensation expense was charged against income of $1,710 ($1,128 after tax).   No non-vested share-based
compensation arrangements existed as of June 30, 2013.

NOTE 5 - RELATED PARTY TRANSACTIONS

For the three-month and six-month periods ended June 30, 2013 and June 30, 2012, services in the amounts of
$27,065 and $47,948,

$24,162 and $53,553, respectively, were contracted with Manufacturing Services, Inc., of which the current owner,
Michael S. Brown and the former owner, Melvin H. Brown, are both currently members of the Board of Directors of
Electronic Systems Technology Inc.  The Company owed accounts payable amounts to Manufacturing Services, Inc.
at June 30, 2013 and December 31, 2012 of $10 and $3,258, respectively.
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NOTE 6 - SEGMENT REPORTING

Segment information is prepared on the same basis that the Company's management reviews financial information for
operational decision making purposes.  The Company has two reportable segments, domestic and foreign, based on
the geographic location of the customers.  Both segments sell radio modem products (requiring an FCC license or
license free Ethernet products), related accessories for radio modem products for industrial automation projects, and
mobile data computer products.  The foreign segment sells the Company's products and services outside the United
States.

During the quarter ended June 30, 2013, Domestic customers represented approximately 77% of total net revenues.
 Foreign customers represented approximately 23% of total net revenues.  During the quarter ended June 30, 2013,
sales to one customer, comprised 15% of the Company�s sales revenues.  No other sales to a single customer
comprised more than 10% of sales revenues for the quarter.  Revenues from foreign countries during the second
quarter of 2013 consist primarily of revenues from product sales to Mexico, and Hungary.

During the first six months of 2013, Domestic customers represented approximately 72% of total net revenues.
 Foreign customers represented approximately 28% of total net revenues.  During the first half of June 30, 2013, sales
to one customer comprised 14% of the Company�s sales revenues.  No other sales to a single customer comprised more
than 10% of sales revenues for the first six months of 2013.  Revenues from foreign countries during the first half of
2012 consist primarily of revenues from product sales to Mexico and Hungary.

6
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Management evaluates performance based on net revenues and operating expenses.  Administrative functions such as
finance and information systems are centralized.  Where applicable, portions of the administrative function expenses
are allocated between the operating segments.  The operating segments share the same manufacturing and distributing
facilities.  Costs of operating the manufacturing plant, equipment, inventory, and accounts receivable are allocated
directly to each segment.

Summary financial information for the three reportable segments for the second quarter and first six months of 2013
and 2012 is as follows:

ELECTRONIC SYSTEMS TECHNOLOGY, INC.
Segment Reporting

Domestic Foreign

Unallocated

Corporate
Total

Three months ended June 30,
2013
Total sales $      381,792 $       111,815 $               - $      493,607
Total other income - - 1,876 1,876
Income (loss) before tax 31,868 21,414 (64,951) (11,669)
Depreciation/amortization 2,605 - 614 3,219
Identifiable assets 729,124 3,723 2,277,815 3,010,662
Net capital expenditures - - 1,640 1,640

Three months ended June 30,
2012
Total sales $      365,692 $       51,239 $               - $      416,931
Total other income 1,743 - - 1,743
Income (loss) before tax 2,569 (17,559) (65,301) (80,291)
Depreciation/amortization 3,469 - 356 3,825
Identifiable assets 694,902 13,473 2,248,935 2,957,310
Net capital expenditures - - - -

Six months ended June 30, 2013
Total sales $    649,625 $     257,395 $             - $      907,020
Total other income - - 3,865 3,865
Income (loss) before tax 16,592 58,619 (151,253) (76,042)
Depreciation/amortization 5,210 - 1,283 6,493
Identifiable assets 729,124 3,723 2,277,815 3,010,662
Net capital expenditures - - 1,640 1,640

Six Months ended June 30, 2012
Total sales $    699,581 $     210,157 $             - $      909,738
Total other income 3,472 - - 3,472
Income (loss) before tax (8,341) 45,854 (153,728) (116,215)
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Depreciation/amortization 6,941 - 712 7,653
Identifiable assets 694,902 13,473 2,248,935 2,957,310
Net capital expenditures - - - -

NOTE 7 - CASH DIVIDENDS

The Company did not declare or issue any cash dividends during 2012 or 2013.

7
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Item 2.  Management�s Discussion and Analysis of Financial Condition and Results of Operations.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATION

Management�s discussion and analysis is intended to be read in conjunction with the Company�s unaudited
financial statements and the integral notes thereto for the quarter ended June 30, 2013.  The following statements
may be forward looking in nature and actual results may differ materially.

A.  Results of Operations

REVENUES:

Total revenues from the sale of the Company�s ESTeem wireless modem products and services increased to $493,607
for the second quarter of 2013, compared to $416,931 for the second quarter of 2012.  Gross revenues increased to
$495,483 for the quarter ended June 30, 2013, from $418,674 for the same quarter of 2012.  Year to date sales
decreased to $907,020 as of June 30, 2013 as compared to $909,738 as of June 30, 2012. Year to date gross revenues
decreased to $910,885 as of June 30, 2013 compared to $913,210 as of June 30, 2012.  Management believes the
increase in quarterly and decrease year to date sales revenues is due to decreased engineering services related to
federally mandated �narrow banding� in 2012. Increases in sales revenues were offset by lower than anticipated
engineering services revenue.  Management continues to believe that the fragile worldwide economic recovery makes
sales revenues during 2013 difficult to predict and prone to potential fluctuation.

The Company's revenues have historically fluctuated from quarter to quarter due to timing factors such as customer
order placement and product shipments to customers, as well as customer buying trends, and changes in the general
economic environment.  The procurement process regarding plant and project automation, or project development,
which usually surrounds the decision to purchase ESTeem products, can be lengthy.  This procurement process may
involve bid activities unrelated to the ESTeem products, such as additional systems and subcontract work, as well as
capital budget considerations on the part of the customer.  Because of the complexity of this procurement process,
forecasts in regard to the Company's revenues become difficult to predict.

A percentage breakdown of EST's Domestic and Export Sales, for the second quarter of 2013 and 2012 are as follows:

Edgar Filing: ELECTRONIC SYSTEMS TECHNOLOGY INC - Form 10-Q

16



For the second quarter of
2013 2012

Domestic Sales 77% 88%
Export Sales 23% 12%

OPERATING SEGMENTS

Segment information is prepared on the same basis that the Company�s Management reviews financial information for
operational decision-making purposes.  The Company�s operating segment information is contained in �Financial
Statements, Notes to Financial Statements, Note 6 � Segment Reporting�.

Domestic Revenues

During the quarter ended June 30, 2013, the Company�s domestic operations represented 77% of the Company�s total
sales revenues.  Domestic operations sell ESTeem modem products, accessories and service primarily through
domestic resellers, as well as directly to end users of the Company�s products.  Domestic sales revenues increased to
$381,792 for the quarter ended June 30, 2013, compared to $365,692 for the quarter ended June 30, 2012.
 Management believes the increase in sales revenues is due to increased domestic sales for water/waste water and
mining industrial automation projects during the first six months of 2013.  Management continues to believe that the
fragile economic recovery makes sales revenues during 2013 difficult to predict and prone to potential fluctuation.
 During the quarter ended June 30, 2013, one customer, comprised 15% of the Company�s sales revenues.  No other
sales to a single customer comprised more than 10% of sales revenues for the quarter.

Domestic segment operating income was $31,868 for the quarter ended June 30, 2013 as compared with a segment
operating income of $2,569 for the same quarter of 2012, due to increased sales revenues for the segment during the
second quarter of 2013.

8
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For the six-month period ended June 30, 2013, the Company�s domestic operations represented 72% of the Company�s
total sales revenues.  Year to date domestic sales revenues decreased to $649,625 as of June 30, 2013 compared to
$699,581 for the same period of 2012. Management believes the decrease in year to date sales revenues is due to
decreased engineering services during the first half of 2013.  

Year to date domestic segment operating profit was $16,592 for the period ended June 30, 2013 as compared with a
segment operating loss of $8,341 for the same period of 2012, due to decreased expenses for the segment during the
first six months of 2013.

Foreign Revenues

The Company�s foreign operating segment represented 23% of the Company�s total net revenues for the quarter ended
June 30, 2013.  The foreign operating segment is based wholly in the United States and maintains no assets outside of
the United States.  The foreign operating segment sells ESTeem modem products, accessories and service primarily
through foreign resellers, as well as directly to end customers of the Company�s products located outside the United
States.  

During the quarter ended June 30, 2013, the Company had $111,815 in foreign export sales, amounting to 23% of
total net revenues of the Company for the quarter, compared with foreign export sales of $51,239 for the same quarter
of 2012.  Management believes the increase in foreign sales revenues is due to higher than anticipated foreign sales
revenues from projects in Mexico and Hungary.  Revenues from foreign countries during the second quarter of 2013
consist primarily of revenues from product sales to Hungary and Mexico.  No foreign sales to a single customer
comprised 10% or more of the Company's product sales for the quarter ended June 30, 2013.  Products purchased by
foreign customers were used primarily in industrial automation applications.  We believe the majority of foreign
export sales are the results of the Company�s Latin American sales staff, EST foreign reseller activity, and the
Company�s internet website presence.

Operating profit for the foreign segment was $21,414 for the quarter ended June 30, 2013 as compared with a net
operating loss of $17,559 for the same period of 2012, due to increased sales revenues for the segment during the
second quarter of 2013.

For the six-month period ended June 30, 2013, the Company had $257,395 in foreign export sales, amounting to 28%
of total sales revenues of the Company for the period, compared with foreign export sales of $210,157 for the same
period of 2012. Management believes the increase in foreign sales revenues is due to higher than anticipated foreign
sales revenues from projects in Mexico and Hungary during the first half of 2013.   
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Year to date foreign segment operating income was $58,619 for the period ended June 30, 2013 as compared with a
segment operating income of $45,854 for the same period of 2012, due to decreased expenses for the segment during
the first half of 2013.

Unallocated Corporate

Unallocated corporate expenses relate to functions, such as accounting, corporate management and administration that
support but are not attributable to the Company�s domestic or foreign operating segments, including salaries, wages
and other expenses related to the performance of these support functions.  Unallocated corporate expenses increased
during the quarter ended June 30, 2013 to $64,951 as compared with $65,301 for the same quarter of 2012, and
represented expense to total net revenues percentages of 14% and 16% for the first quarters of 2013 and 2012,
respectively.

Year to date unallocated corporate expenses for the period ended June 30, 2013 were $151,253 as compared with
$153,728 for the same period of 2012, due to decreased department related benefits, and represented expense to total
net revenues percentages of 17% and 17% for the first six months of 2013 and 2012, respectively.

BACKLOG:

The Corporation had a sales order backlog of approximately $46,570 as of June 30, 2013.  The Company�s customers
generally place orders on an "as needed basis".  Shipment for most of the Company�s products is generally made
within 1 to 15 working days after receipt of customer orders, with the exception of ongoing, scheduled projects, and
custom designed equipment.

COST OF SALES:

Cost of sales percentage for the second quarter of 2013 and 2012 was 42% and 46%, respectively. The cost of sales
decrease for the second quarter of 2013 is the result of the product mix for items sold during the quarter having
favorable profit margin when compared with the same period of 2012.  

9
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OPERATING EXPENSES:

Operating expenses for the second quarter of 2013 decreased $8,254 from the second quarter of 2012.  The following
is an outline of operating expenses:

For the quarter ended: June 30, 2013 June 30, 2012 Increase (Decrease)
General and Administrative $     66,826 $     65,301 $     1,525
Research/Development 68,670 67,278 1,392
Marketing 123,040 130,559 (7,519)
Customer Service 27,584 31,214 (3,630)
Total Operating Expenses $   286,120 $   294,352 $     (8,232)

GENERAL AND ADMINISTRATIVE:

During the second quarter of 2013, General and Administrative expenses increased $1,525 to $66,826 from the same
quarter of 2013.

RESEARCH AND DEVELOPMENT:

Research and Development expenses increased $1,392 to $68,670 during the second quarter of 2013, when compared
with the same period in 2012 due to increased subcontracted engineering expertise.

MARKETING:

During the second quarter of 2013, marketing expenses decreased $7,519 to $123,040 from the same period in 2012,
due to decreased wages and trade show expenses.

CUSTOMER SERVICE:

Customer service expenses during the second quarter of 2013 decreased $3,630 to $27,584 when compared with the
same quarter of 2012 due to decreased department related wages during the period.              
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INTEREST AND DIVIDEND INCOME:

The Corporation earned $1,876 in interest and dividend income during the quarter ended June 30, 2013.  Sources of
this income were money market accounts and certificates of deposit.

NET INCOME (LOSS):

The Company had a net loss of $6,291 for the second quarter of 2013, compared to a net loss of $54,123 for the same
quarter of 2012.  For the six-month period ended June 30, 2013, the Company recorded a net loss of $51,903
compared with a net loss of $78,516 for the same period of 2012.  The reduction in the Company�s net loss is the result
of increased sales revenues and decreased operating expenses during the second quarter of 2013.

B.  Financial Condition, Liquidity and Capital Resources

The Corporation's current asset to current liabilities ratio at June 30, 2013 was 25.8:1 compared to 64.0:1 at December
31, 2012.  For the quarter ending June 30, 2013, the Company had cash and cash equivalents of $887,508; compared
to cash and cash equivalent holdings of $818,497 at December 31, 2012.  The Company had certificates of deposit
investments in the amount of $1,254,000 as of June 30, 2013 as compared to $1,367,000 as of December 31, 2012.

Accounts receivable decreased to $175,763 as of June 30, 2013, from December 31, 2012 levels of $195,482, due to
sales revenue timing differences between the second quarter of 2013 and year-end 2012.  Inventories increased to
$550,962 as of June 30, 2013, from December 31, 2012 levels of $501,956, due primarily to inventory purchases for
the upcoming production of the new ESTeem 210 product expected in the last half of 2013.  The Company's fixed
assets, net of depreciation, decreased to $37,227 as of June 30, 2013, from December 31, 2012 levels of $42,272, due
to depreciation expense of $6,685.
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Since January 1, 2005, the Company has contracted with Netsuite Inc. to provide the Company�s customer relationship
management and accounting software and related network infrastructure services.  The prepaid Netsuite Inc. services
as of June 30, 2013 are reflected in �prepaid expenses� on the Company�s balance sheet in the amount of $35,232.  

As of June 30, 2013, the Company�s accounts payable balance was $21,665 as compared with $7,517 at December 31,
2012, and reflects amounts owed for inventory items, contracted services, and state tax liabilities.  Accrued liabilities
as of June 30, 2013 were $47,899, compared with $35,955 at December 31, 2012, and reflect items such as accrued
vacation benefits and payroll tax liability.  

In Management's opinion, the Company's cash and cash equivalent reserves, and working capital at June 30, 2013 is
sufficient to satisfy requirements for operations, capital expenditures, and other expenditures as may arise during the
remainder of 2013.

FORWARD LOOKING STATEMENTS:  The above discussion may contain forward looking statements that
involve a number of risks and uncertainties.  In addition to the factors discussed above, among other factors that
could cause actual results to differ materially are the following: competitive factors such as rival wireless
architectures and price pressures; availability of third party component products at reasonable prices; inventory
risks due to shifts in market demand and/or price erosion of purchased components; change in product mix, and
risk factors that are listed in the Company�s reports and registration statements filed with the Securities and
Exchange Commission.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk.

There is no established market for trading the common stock of the Company. The market for the Company�s common
stock is limited, and as such shareholders may have difficulty reselling their shares when desired or at attractive
market prices.  The Common Stock is not regularly quoted in the automated quotation system of a registered securities
system or association.  Our common stock, par value $0.001 per share, is quoted on the OTC Markets Group QB
(OTCQB) under the symbol �ELST�.  The OTCQB is a network of security dealers who buy and sell stock. The dealers
are connected by a computer network which provides information on current �bids� and �asks� as well as volume
information. The OTCQB is not considered a �national exchange�.  The �over-the-counter� quotations do not reflect
inter-dealer prices, retail mark-ups commissions or actual transactions.  The Company�s common stock has continued
to trade in low volumes and at low prices. Some investors view low-priced stocks as unduly speculative and therefore
not appropriate candidates for investment. Many institutional investors have internal policies prohibiting the purchase
or maintenance of positions in low-priced stocks.

Item 4.  Controls and Procedures.
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The Company�s Management is responsible for establishing and maintaining adequate internal control over financial
reporting for the Company. The Company�s internal control over financial reporting is a process to provide reasonable
assurance regarding the reliability of our financial reporting for external purposes in accordance with accounting
principles generally accepted in the United States of America. Internal control over financial reporting includes
maintaining records that in reasonable detail accurately and fairly reflect our transactions; providing reasonable
assurance that transactions are recorded as necessary for preparation of our financial statements; providing reasonable
assurance that receipts and expenditures of Company assets are made in accordance with Management authorization;
and providing reasonable assurance that unauthorized acquisition, use or disposition of Company assets that could
have a material effect on our financial statements would be prevented or detected on a timely basis. Because of its
inherent limitations, internal control over financial reporting is not intended to provide absolute assurance that a
misstatement of our financial statements would be prevented or detected.

An evaluation has been performed under the supervision and with the participation of our Management, including our
Chief Executive Officer and Principal Accounting Officer, of the effectiveness of the design and the operation of our
"disclosure controls and procedures" (as such term is defined in Rules 13a-15(e) under the Securities Exchange Act of
1934) as of June 30, 2013.  Based on this evaluation, our Chief Executive Officer and Principal Accounting Officer
have determined that there was a material weakness affecting our internal control over financial reporting and, as a
result of that weakness, our disclosure controls and procedures were not effective as of June 30, 2013.  

The material weakness is as follows:

We did not maintain effective controls to ensure appropriate segregation of duties as the same officer and employee
was responsible for the initiating and recording of transactions, thereby creating segregation of duties weaknesses.
Due to the (1) significance of segregation of duties to the preparation of reliable financial statements; (2) the
significance of potential misstatement that could have resulted due to the deficient controls; and, (3) the absence of
sufficient other mitigating controls; we determined that this control deficiency resulted in more than a remote
likelihood that a material misstatement or lack of disclosure within the annual or interim financial statements will not
be prevented or detected.

11

Edgar Filing: ELECTRONIC SYSTEMS TECHNOLOGY INC - Form 10-Q

24



Management has evaluated and continues to evaluate, avenues for mitigating our internal controls weaknesses, but
mitigating controls have been deemed to be impractical and prohibitively costly due to the size of our organization at
the current time.  Management does not foresee implementing a cost effective method of mitigating our internal
control weaknesses in the near term.   Because of the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that misstatements due to error or fraud will not occur or that all control issues
and instances of fraud, if any, within the Company have been detected.  These inherent limitations include the realities
that judgments in decision making can be faulty and that breakdowns can occur because of simple error or mistake.
 The design of any system of controls is based in part on 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. Projections of any evaluation of controls effectiveness to future periods are subject to risks.

Changes in internal control over financial reporting.

There have been no changes during the quarter ended June 30, 2013 in the Company�s internal controls over financial
reporting that have materially affected, or are reasonably likely to materially affect, internal controls over financial
reporting.
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PART II

OTHER INFORMATION

Item 6.  Exhibits

E X H I B I T
 NUMBER

DESCRIPTION
31.1 Section 302 Certification, CEO
31.2 Section 302 Certification, CFO
32.1 Section 906 Certification, CEO
32.2 Section 906 Certification, CFO
101.INS(1) XBRL Instance Document
101.SCH(1) XBRL Taxonomy Extension Schema Document
101.CAL(1) XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF(1) XBRL Taxonomy Extension Definition Linkbase Document
101.LAB(1) XBRL Taxonomy Extension Label Linkbase Document
101.PRE(1) XBRL Taxonomy Extension Presentation Linkbase Document

(1)  

Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration
statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities
Act of 1934 and otherwise are not subject to liability.
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SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

ELECTRONIC SYSTEMS TECHNOLOGY, INC.

Date:   August 8, 2013 /s/ T.L. KIRCHNER
Name:  T.L. Kirchner
Title: Director/President

(Chief Executive Officer)

Date:   August 8, 2013 /s/ Michael W. Eller
Name:  Michael Eller
Title: Manager of Finance and Administration

(Principal Accounting Officer)
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