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PART I - FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements

ARRHYTHMIA RESEARCH TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

Current assets:
Cash

Trade and other accounts receivable, net of allowance for doubtful accounts

of $109,496 and $58,496, respectively
Inventories, net
Deferred income taxes
Prepaid tax
Deposits, prepaid expenses and other current
assets
Total current assets

Property and equipment, net of accumulated depreciation of
$10,874,978 and $10,393,590,

respectively

Goodwill

Other intangible assets, net

Long term deferred tax asset, net

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Accounts payable

Current portion of equipment note
Demand line of credit

Accrued payroll and expenses and customer
deposits

Total current liabilities

Long term liabilities:

Long term deferred tax liability,

net

Long term portion of equipment note
Long term portion of deferred gain on
lease

Total long term liabilities

Total liabilities

Shareholders’ equity:
Preferred stock, $1 par value; 2,000,000 shares authorized, none issued
Common stock, $0.01 par value; 10,000,000 shares authorized,

June 30, 2012

(Unaudited)
$353,416

2,806,265

3,568,002
64,100
193,595

1,348,816
8,334,194

9,014,814

1,479,727
238,545
297,000
$19,364,280

$2,589,149
261,950
500,000

458,810
3,809,909

1,126,020
11,167

1,137,187
4,947,096

39,265

December 31,
2011
(Audited)
$1,358,223

3,501,744

3,269,482
23,700
188,640

668,482
9,010,271

8,587,669

1,479,727
149,763

$19,227,430

$2,327,114

564,479
2,891,593

470,000

13,401

483,401
3,374,994

39,265
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3,926,491 shares issued, 2,790,514

outstanding

Additional paid-in-capital 10,826,840 10,762,338
Common stock held in treasury, 1,135,977 shares at cost (3,099,842 ) (3,099,842 )
Accumglated other comprehensive income from foreign currency 42,502 42,502
translation
Retained earnings 6,608,419 8,108,173
Total shareholders’ equity 14,417,184 15,852,436
;F:li?tlyhablhtles and shareholders $19,364,280 $19,227,430

The accompanying notes are an integral part of the consolidated financial statements.
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ARRHYTHMIA RESEARCH TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Loss
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(Unaudited)
Three months ended June 30, Six months ended June 30,
2012 2011 2012 2011

Revenue $4,976,985 $6,018,329 $11,282,167 $12,201,394
Cost of sales 4,702,364 4,994,063 9,897,121 9,798,842
Gross profit 274,621 1,024,266 1,385,046 2,402,552
Selling and marketing 689,968 413,517 1,319,933 773,530
General and administrative 1,033,901 920,473 2,009,281 1,798,843
Research and development 131,823 106,656 268,564 187,864
Loss from operations (1,581,071 ) (416,380 ) (2,212,732 ) (357,685
Other income (expense), net (7,178 ) 5,351 (14,803 ) (5,211
Loss before income taxes (1,588,249 ) (411,029 ) (2,227,535 ) (362,896
Income tax benefit (548,000 ) (156,485 ) (811,900 ) (135,485
Net loss $(1,040,249 ) $(254,544 ) $(1,415,635 ) $(227,411
Net loss per share — basic $(0.37 ) $(0.09 ) $(0.51 ) $(0.08
Weighted average common shares 2,790,514 2,790,514 2,790,514 2,790,514

Outstanding — basic
Other comprehensive income (loss)

Foreign currency translation adjustments — (1,829 ) — 23,690
Other comprehensive income (loss) — (1,829 ) 23,690

Comprehensive loss $(1,040,249 ) $(256,373 ) $(1,415,635 ) $(203,721

The accompanying notes are an integral part of the consolidated financial statements.
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ARRHYTHMIA RESEARCH TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Shareholders' Equity

(Unaudited)

Common Stock Additional Accumulated '

aidoin Treasury  other Retained
Shares Amount P%¢ stock comprehensive earnings Total
capital .
income

I;glclember 3 3006491 $30.265 $10.762.338 $ (3.099.842) $ 42.502 $8,108,173  $15,852,436
Share based 64,502 64,502
compensation
Cash dividends (84,119 ) (84,119 )
Net loss (1,415,635 ) (1,415,635 )
June 30, 2012 3,926,491 $39,265 $10,826,840 $ (3,099,842) $ 42,502 $6,608,419 $14,417,184

The accompanying notes are an integral part of the consolidated financial statements.
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ARRHYTHMIA RESEARCH TECHNOLOGY, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash (used in) provided

by operating activities:
Amortization of the gain on lease
Depreciation and amortization
Provision for doubtful accounts
Deferred tax expense
Share based compensation
Changes in operating assets and liabilities:
Trade and other accounts receivable
Inventories
Deposits, prepaid expenses and other assets
Accounts payable and accrued expenses
Net cash (used in) provided by operating activities

Cash flows from investing activities:
Capital expenditures

Proceeds received from sale of fixed asset
Net cash used in investing activities

Cash flows from financing activities:

Proceeds from line of credit

Proceeds from equipment note

Principle payments on equipment note

Cash dividend paid

Net cash provided by (used in) financing activities

Effect of currency translation on cash and cash equivalents
Net decrease in cash and cash equivalents

Cash at beginning of period
Cash at end of period

Supplemental Cash Disclosures
Acquisition of fixed assets with an equipment note

Six months ended June 30,

2012

$(1,415,635

(2,234
959,668
51,000
(807,400
64,502

644,479
(298,520
(685,290
156,368
(1,333,062

(1,302,794
303,885
(998,909

500,000
935,232
(23,949
(84,119
1,327,164

(1,004,807

1,358,223
$353,416

$476,686

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

2011

) $(227,411

(2,234
766,032
(54,678
(253,035
61,864

(44,906
565,658
637,890
(924,525
524,655

(780,982

(780,982

(168,236
(168,236

23,690
(400,873

3,962,454
$3,561,581

$—



Edgar Filing: ARRHYTHMIA RESEARCH TECHNOLOGY INC /DE/ - Form 10-Q




Edgar Filing: ARRHYTHMIA RESEARCH TECHNOLOGY INC /DE/ - Form 10-Q

Notes to the Consolidated Financial Statements
1. Basis of Presentation:

The unaudited interim consolidated financial statements and related notes have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission (the "SEC"). Accordingly, certain information and
footnote disclosures normally included in complete financial statements prepared in accordance with U.S. generally
accepted accounting principles (GAAP) have been omitted pursuant to such rules and regulations. The accompanying
unaudited interim consolidated financial statements and related notes should be read in conjunction with the
consolidated financial statements and notes thereto included in the Arrhythmia Research Technology, Inc. ("ART")
and subsidiaries (the “Company”’) Annual Report on Form 10-K for the year ended December 31, 2011 filed with the
SEC on April 25, 2012.

The information presented reflects, in the opinion of the management of the Company, all adjustments necessary for a
fair presentation of the financial results for the interim period presented.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those

estimates. Operating results for interim periods are not necessarily indicative of results that may be expected for the
entire fiscal year.

Principles of Consolidation

The consolidated financial statements include the accounts of ART, WirelessDx and Micron. All intercompany
balances and transactions have been eliminated in consolidation.

2. Accounts Receivable

Management regularly reviews accounts receivable to determine if any receivables will potentially be

uncollectible. The Company includes any accounts receivable balances that are determined to be uncollectible, along
with a general reserve, in our overall allowance for doubtful accounts. After all attempts to collect a receivable have
failed, the receivable is written off against the allowance. Based on the information available to us, management
believes the allowance for doubtful accounts as of June 30, 2012 is adequate.

3. Inventories:

) . ) June 30, December 31,
Inventories consist of the following as of: 2012 2011
Raw materials $851,996 $647,906
Work-in-process 727,355 395,176
Finished goods 1,988,651 2,226,400
Total $3,568,002 $3,269,482

The value of silver in inventory at June 30, 2012 and December 31, 2011 as a part of finished goods as plated sensors,
work in process, or raw materials was $777,572 and $886,002, respectively. Inventories are stated at their net
realizable value.

4. Debt:
At June 30, 2012, the Company has an unsecured demand line of credit for $3,000,000 that provides for borrowings
up to 80% of eligible accounts receivable plus 50% of finished goods inventories up to a $700,000 maximum at an

10
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interest rate of 2% over LIBOR. The interest rate at June 30, 2012 was 2.33%. This facility has no borrowing base
charge. On March 16, 2011, ART obtained a $1,000,000 letter of credit against the line of credit in favor of the Bank
of Nova Scotia, replacing the Province of Prince Edward Island's performance guarantee obtained in conjunction with
the acquisition of WirelessDx in 2010. During the quarter ended June 30, 2012, an aggregate of $500,000 was drawn
on this line and remains outstanding at June 30, 2012. The demand line of credit was renewed in April 2012 and
expires in April 2013.

The agreement contains covenants that apply upon drawing on the line. The covenants relate to various matters
including notice prior to executing further borrowings and security interests, merger or consolidation, acquisitions,
guarantees, sales of assets other than in the normal course of business, leasing, changes in ownership and payment of
dividends.

5
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The Company has a master lease agreement with its bank that allows for money to be drawn on standard terms for the
purchase of equipment. Said monies will be paid back over the life of the equipment. During the six months ended
June 30, 2012, a total of $523,269 was drawn down to acquire production equipment for Micron and $888,649 for
WirelessDx's patient monitoring devices. The principal will be paid over 5 years.

5. Income Taxes:

The Company accounts for income taxes in accordance with ASC 740 “Income Taxes,” which requires recognition
of deferred tax liabilities and assets for the expected future tax consequences of events that have been included in the
financial statements or tax returns. Under this method, deferred tax liabilities and assets are determined based on the
difference between the financial statement and tax bases of assets and liabilities using tax rates in effect for the year in
which the differences are expected to reverse.

As of December 31, 2011, the Company had recorded a valuation allowance against the Canadian portion of its
deferred tax assets, consisting of a net operating loss carryforward. Based on the Company's pre-tax losses for the
years since the acquisition of WirelessDx, management determined that realization of the assets cannot be considered
more likely than not at this time. As of June 30, 2012, management assessed the valuation allowance and determined
a full valuation allowance was still necessary. If and when management determines the valuation allowance should be
reversed, the adjustment would result in a tax benefit in the consolidated statements of comprehensive income (loss).
As of June 30, 2012, the Company has federal and state net operating loss carryforwards totaling $817,000 and
$246,000, respectively, that begin to expire in 2031. As of June 30, 2012, the Company has a foreign net operating
loss carryforward totaling $1,096,000 that begins to expire 2030.

The Company has decided to amend the returns for 2008 and 2010, in order to use some of its 2011 net operating
losses. As a result of these amendments, federal research and development credits and corporate alternative minimum
tax credits of $90,000 and $22,000, respectively, are now available in future periods. As a result of the 2011
activities, management expects to realize a federal research and development credit of $85,000. The Company has
unused state investment tax credits and research and development credits available for carryforward totaling $86,000.
The federal tax credits begin to expire in 2029 and state credits begin to expire in 2027.

The Company files income tax returns in the U.S. Federal jurisdiction and various state and foreign jurisdictions. The
periods from 2008 to 2011 remain open to examination by the IRS, state, and foreign jurisdictions. The Company
believes it is not subject to any significant tax risks related to uncertain tax positions. The Company does not have
any accrued interest or penalties associated with any unrecognized tax benefits, nor was any interest expense
recognized during the six months ended June 30, 2012 and 2011.

6. Share-Based Compensation:

The Company accounts for non-cash share based compensation under Accounting Standards Codification ("ASC")
718 “Stock Compensation”, which establishes accounting for equity instruments exchanged for employee
services. Under the provisions of ASC 718, share-based compensation cost is measured at the grant date, based on the
fair value of the award, and is recognized as an expense over the employee’s requisite service period (generally the
vesting period of the equity grant).
The Company recognized share-based compensation expense of $26,982 and $24,629 for the three months ended June
30,2012 and 2011, and $64,502 and $61,864 for the six months ended June 30, 2012 and 2011, respectively.
The fair value of each stock option granted is estimated on the date of grant using the Black-Scholes option-pricing
model. Key assumptions used to estimate the fair value of the stock options include the exercise price of the award,
the expected option term, and the expected volatility of the Company’s stock over the option’s expected term, the risk
free interest rate over the option’s expected term, and the Company’s expected annual dividend yield. The Company
believes that the valuation technique and the approach utilized to develop the underlying assumptions are appropriate
in calculating the fair values of the Company’s stock options for the six months ended June 30, 2012 and
2011. Estimates of fair values are not intended to predict actual future events or the value ultimately realized by
persons who receive equity awards.
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Two grants totaling 160,000 options to 9 persons, including directors and management, were made during the six
months ended June 30, 2011. There were no grants for the six months ended June 30, 2012.

6
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The following is a weighted average of the assumptions used to estimate the fair market value of options granted using
the Black Scholes valuation method:

Six months ended June 30, 2011

Dividend Yield 2.1%
Expected Volatility 31.24%
Risk Free Interest Rate 0.98%
Expected Option Terms (in years) 5

Share-based Incentive Plan
At June 30, 2012, the Company had one stock option plan that includes both incentive and non-qualified stock options
to be granted to certain eligible employees, non-employee directors, or consultants. On March 10, 2010, the
Company's Board of Directors adopted the Arrhythmia Research Technology, Inc. 2010 Equity Incentive Plan (the
“2010 Plan”) upon the recommendation of the Compensation Committee. The 2010 Plan was approved by stockholders
at the 2010 Annual Meeting. The 2010 Plan authorizes the issuance of an aggregate of 500,000 shares, namely,
400,000 shares of our common stock plus an aggregate of 100,000 shares previously reserved for issuance under the
Company's 2005 Stock Award Plan (the “2005 Plan”). The 2010 Plan replaced in its entirety the 2005 Plan, under which
no grants have been made. The Company's 2001 Stock Option Plan (the "2001 Plan"), which expired in 2011, will
continue to govern outstanding options but no further options will be granted under the 2001 Plan. The options
granted have either six or ten year contractual terms and either vest immediately or vest annually over a five-year
term.
At June 30, 2012, there were 340,000 shares available for future grants under the above stock option plan.
The following table sets forth the stock option transactions for the quarter ended June 30, 2012:

Weighted Weighted

Number average average ﬁ%ﬁ;z‘ig:te
of shares exercise  remaining value
price contractual term
Outstanding at December 31, 2011 409,000 $6.78 5.40 years $—
Granted — — —
Exercised — — —
Forfeited/expired — — —
Outstanding at June 30, 2012 409,000 $6.78 4.93 years $—
Exercisable at June 30, 2012 177,000 $7.51 3.23 years $—

During the six months ended June 30, 2012 and 2011, no options were exercised. At June 30, 2012 and 2011, the
intrinsic value of the exercisable options is $0 and $48,320, respectively.
The following table sets forth the status of the Company’s non-vested options for the six months ended June 30, 2012:

Number of Weighted
average
shares .
fair value
Non-vested at December 31, 2011 299,800 $1.38
Granted — —
Vested (67,800 ) 1.80
Forfeited — —
Non-vested at June 30, 2012 232.000 $1.26
7
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The following table presents the average price and contractual life information about options outstanding and
exercisable at June 30, 2012:

. . Number of Welgl?te‘d Average Options Currently Average Fair Value

Exercise Price . Remaining Contractual .

Outstanding Shares . Exercisable at Grant Date
Life (years)

$3.41 75,500 3.51 30,200 $0.96

4.76 60,000 2.96 20,000 1.77

5.73 90,000 8.93 18,000 1.42

7.15 93,500 1.51 74,800 2.74

9.86 70,000 8.88 14,000 0.65

12.42 10,000 0.10 10,000 5.38

23.10 10,000 0.68 10,000 10.77
409,000 177,000

At June 30, 2012, there was $191,482 of total unrecognized cost related to non-vested share-based compensation
arrangements granted under the Plan. This cost is expected to be recognized over a weighted average period of 3.52
years.

7. Earnings (loss) per share:

The Company follows the provisions of ASC 260 “Earnings Per Share,” which requires the Company to present its basic
earnings per share and diluted earnings per share, and certain other earnings per share disclosures for each year
presented. Basic earnings per share is computed by dividing income available to common shareholders by the
weighted average number of common shares outstanding. The computation of diluted earnings per share is similar to
the computation of basic earnings per share except that the denominator is increased to include the average number of
additional common shares that would have been outstanding if the dilutive potential common shares had been

issued. In addition, the numerator is adjusted for any changes in income that would result from the assumed
conversions of those potential shares. At June 30, 2012 and 2011, 409,000 and 399,000 stock options, respectively,
were antidilutive and were not included in the calculation of earnings or loss per share.

8. Medical Services Revenue:

The Company's WirelessDx subsidiaries account for patient service revenues as net service revenues under
Accounting Standards Update (ASU) 2011-07. This requires gross billed revenue to be reduced by an estimated
allowance for contractual adjustments and uncollectibles to properly account for the anticipated difference between
gross billed charge amounts and the expected reimbursement amounts.

The Company's contractual adjustments and uncollectibles as a percentage of gross patient service revenue will vary
each year depending on several factors, including improved contracting with payers, changes in reimbursement from
government sponsored programs, shifts in the percentage of patient services being reimbursed under insurance and the
patients required co-insurance. Geography and demographics of the patient population will affect these estimates as
the Company's historic expectations could differ from experience.

Gross service revenue in the three months ended June 30, 2012 was $213,688. The revenue was adjusted by $61,911
to account for expected contractual adjustments and uncollectibles. The net service revenue for the three months
ended June 30, 2012 was $151,777 as compared to $15,172 in the same period of 2011.

Gross service revenue in the six months ended June 30, 2012 was $335,549. The revenue was adjusted by $94,731 to
account for expected contractual adjustments and uncollectibles. The net service revenue for the six months ended
June 30, 2012 was $240,818 as compared to $28,749 in the same period of 2011.
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9. Subsequent Events

At a special meeting of the Board of Directors ("Board") held on July 13, 2012, the Board authorized the Company's
management to consider strategic alternatives on the most favorable terms it can obtain, for all or some portion of the
assets of the WirelessDx subsidiaries. This plan triggered the subsidiaries to be classified by GAAP as assets held for
sale under the discontinued operations rules beginning in the third quarter of 2012. The assets and liabilities of the
discontinued operations are presented in the unaudited June 30, 2012 condensed consolidated balance sheet excluding
intercompany loans which exceed net book value listed below:

Current assets 461,000
Fixed assets, net 1,431,000
Deferred tax assets 749,000
Total assets 2,641,000
Current liabilities 578,000
Long term liabilities 725,000
Total liabilities 1,303,000

The unaudited assets and liabilities above do not include a $1,000,000 performance letter of credit and operational
leases with future obligations in excess of $600,000.

10. Recent Pronouncements

Accounting Standards Update (ASU) 2011-07, “Health Care Entities (Topic 954): Presentation and Disclosure of
Patient Service Revenue, Provision for Bad Debts and the Allowance for Doubtful Accounts for Certain Health Care
Entities” (“Update 2011-07"). Update 2011-07 requires certain health care entities to change the presentation in their
statement of operations by reclassifying the provision for bad debts associated with patient service revenue from an
expense to a deduction from patient service revenue (net of contractual allowances and discounts). Additionally, those
health care entities are required to provide enhanced disclosure about their policies for recognizing revenue and
assessing bad debts. The amendments also require disclosures of patient service revenue (net of contractual
allowances and discounts) as well as qualitative and quantitative information about changes in the allowance for
doubtful accounts. Update 2011-07 is effective for fiscal years and interim periods within those fiscal years beginning
after December 15, 2011. The adoption of this update did not have a material impact on the consolidated financial
statements.

Accounting Standards Update (ASU) 2011-08, "Intangibles Goodwill and Other (Topic 350): Testing Goodwill for
Impairment" ("Update 2011-08"). Update 2011-08 amends existing guidance by giving an entity the option to first
assess qualitative factors to determine whether it is more likely than not (that is, a likelihood of more than 50%) that
the fair value of a reporting unit is less than its carrying amount, before performing the more detailed qualitative
two-step goodwill impairment test which is used to identify potential goodwill impairments and to measure the
amount of goodwill impairment losses to be recognized, if any. ASU 2011-08 is effective for annual and interim
goodwill impairment tests performed for fiscal years beginning after December 15, 2011, which for the Company is
the first quarter of 2012. Management does not believe the adoption of this update did not have a material impact on
the consolidated financial statements.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

Any forward looking statements made herein are based on current expectations of the Company that involve a number
of risks and uncertainties and should not be considered as guarantees of future performance. These statements are
made under the Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995. Forward-looking
statements may be identified by the use of words such as “expect,” “anticipate,” “believe,” “intend,” “plans,
“will”. Although the Company believes that our expectations are based on reasonable assumptions, we can give no
assurance that our expectations will materialize. Many factors could cause actual results to differ materially from our
forward-looking statements. Several of these factors include, without limitation: our ability to maintain our current
pricing model and/or decrease our cost of sales; our ability to increase sales of higher margin products and services;
variations in the mix of products and services sold; variability of customer delivery requirements; ability to license our
software, provide timely customization and updates; ability to maximize the WirelessDx assets; a stable interest rate
market and/or a stable currency rate environment in the world, and specifically the countries where we are doing
business; continued availability of supplies or materials used in manufacturing at competitive prices; volatility in
commodity and energy prices; the Company's ability to offset higher costs with price increases; adverse regulatory
developments in the U.S. or any other country the Company plans to do business in; entrance of competitive products
and services in the Company's markets; the ability of management to execute plans and motivate personnel in the
execution of those plans; no adverse publicity related to the Company and/or its products; adverse claims relating to
the Company's intellectual property; adoption of new, or changes in, accounting principles; passage of new, or
changes in, regulations; legal proceedings; ability to maintain compliance with the NYSE MKT requirements for
continued listing of our common stock; the costs inherent with complying with statutes and regulations applicable to
public reporting companies, such as the Sarbanes-Oxley Act of 2002; the Company's ability to efficiently integrate
acquisitions and other new lines of business that the Company may enter in the future, if any; and other risks
referenced from time to time elsewhere in this report and in our filings with the SEC.

LT3

The Company is under no obligation and does not intend to update, revise or otherwise publicly release any revisions
to these forward-looking statements to reflect events or circumstances after the date hereof or to reflect the occurrence
of any unanticipated events. More information about factors that potentially could affect the Company's financial
results is included in the Company's filings with the SEC, including its Annual Report on Form 10-K for the year
ended December 31, 2011.

Overview

Arrhythmia Research Technology, Inc. (“ART”) is engaged in the licensing of medical software, which acquires data
and analyzes electrical impulses of the heart to aid in the detection of potentially lethal arrhythmias. Micron Products,
Inc. (“Micron”), a wholly owned subsidiary, is the primary source of consolidated revenues. This primary source of
revenue relates to the manufacturing of components, devices and equipment primarily for the medical and defense
industries. The single largest category of revenue relates to Micron’s production and sale of silver/silver chloride
coated and conductive resin sensors used as component parts in the manufacture of integrated disposable
electrophysiological sensors. These disposable medical devices are used worldwide in the monitoring of electrical
signals in various medical applications. In an effort to leverage these skills, the Company has expanded into custom
thermoplastic injection molded products with a full array of design, engineering and production services and
management. With the addition of a medical machining cell, the Company began production of patient specific metal
and plastic orthopedic devices. RMDDxUSA Corp., together with its subsidiary RMDDx Corporation (such
subsidiaries collectively, "WirelessDx"), a wholly owned subsidiary of ART, provides medical software and services,
respectively, to the medical industry. Based on management's review of the WirelessDx operations and its prospects
for contribution to the Company's overall business strategy and results, the board has decided that the Company
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should consider strategic alternatives, including a sale of all or a portion of the assets of its WirelessDx subsidiaries as
discussed in Note 9. Up to this point in time WirelessDx has not added significant revenue to the Company's financial
results. Management continues to identify complementary and/or synergistic products, technologies and lines of
business in an effort to broaden the Company’s offerings.

10
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Results of Operations

Revenues

The Company's consolidated net sales for the three months ended June 30, 2012 were $4,976,985, a decrease of
$1,041,344 or 17%, when compared to the total net sales of $6,018,329 in the three months ended June 30, 2011 as
discussed by segment below.

Micron sales for the three months ended June 30, 2012 were $4,813,569, a decrease of $1,189,588 or 19.8%, when
compared to sales of $6,003,157 in the same period in 2011. While Micron's sensor volume was 3% higher over the
same period last year, silver surcharge billed was significantly lower than the same period in 2011. The custom
manufacturing division saw decreases in defense industry work that was not fully offset by new programs in medical
molding and machining and automotive molding and packaging.

WirelessDx net sales were $151,776 for the three months ended June 30, 2012 compared to the net sales of $15,172 in
the same period in 2011. The medical monitoring segment continued its expansion efforts in multiple markets during
the quarter.

ART's net sales were $11,640 for the three months ended June 30, 2012 compared to the net sales of $0 in the same
period in 2011. A customer reimbursed improvement to ART's proprietary SAECG software, PREDICTOR®,
generated sales with ART's OEM customer in the Japanese market.

The Company's consolidated net sales for the six months ended June 30, 2012 were $11,282,167, a decrease of
$919,227 or 7.5%, when compared to the total net sales of $12,201,394 in the six months ended June 30, 2011 as
discussed by segment below.

Micron sales for the six months ended June 30, 2012 were $11,029,709, a decrease of $1,142,936 or 9.4%, when
compared to sales of $12,172,645 in the same period in 2011. Although Micron's sensor volume was 13% higher in
the comparable periods the silver surcharge billed was significantly lower as the price of silver decreased during the
period. The decreases in the MIT division’s custom manufacturing in the defense industry was not completely offset by
increases in medical molding and engineered tooling revenue associated with new programs.

WirelessDx net sales were $240,818 for the six months ended June 30, 2012 compared to the net sales of $28,749 in
the same period in 2011. The medical monitoring segment continued its expansion efforts including contracts with the
Veterans Administration and other providers. The subsidiary was issued a provider number as an IDTF during 2011.
ART's net sales were $11,640 for the six months ended June 30, 2012 compared to the net sales of $0 in the same
period in 2011. A customer reimbursed improvement to ART's proprietary SAECG software, PREDICTOR®,
generated sales with ART's OEM customer in the Japanese market. This update to PREDICTOR is expected to yield
revenues from license sales later in the year.

Revenue from domestic and foreign sales for the three and six month periods is as follows:

Three months ended June 30, Six months ended June 30,

2012 % 2011 % 2012 % 2011 %
United States $2,025,938

19



