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FORM 10-Q

(Mark One)

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended March 31, 2014

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from _________ to _________

Commission File Number: 0-12697
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(State or other jurisdiction of incorporation or
organization)
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7030 Park Centre Drive, Cottonwood Heights, UT 84121
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(801) 568-7000
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 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 filing requirements for the past 90 days. þ Yes ¨ 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).  þ Yes ¨ No
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨ (Do not check if a
smaller reporting company)

Smaller reporting company þ

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

The number of shares outstanding of the registrant’s common stock, no par value, as of May 7, 2014 is 2,520,389. In
December 2012, the registrant completed a 1-for-5 reverse split of its common stock. All common stock share and per
share information in the accompanying report has been adjusted to reflect retrospective application of the reverse
stock split, except for par value per share and the number of authorized shares, which were not affected by the reverse
stock split.

Edgar Filing: DYNATRONICS CORP - Form 10-Q

2



DYNATRONICS CORPORATION
FORM 10-Q

QUARTER ENDED MARCH 31, 2014

TABLE OF CONTENTS

Page
Number

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements 1

Condensed Consolidated Balance Sheets (Unaudited) March 31, 2014
and June 30, 2013

1

Condensed Consolidated Statements of Operations (Unaudited) Three
and Nine Months Ended March 31, 2014 and 2013

2

Condensed Consolidated Statements of Cash Flows (Unaudited) Nine
Months Ended March 31, 2014 and 2013

3

Notes to Condensed Consolidated Financial Statements (Unaudited) 4

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 8

Item 3. Quantitative and Qualitative Disclosures About Market Risk 12

Item 4. Controls and Procedures 12

PART II. OTHER INFORMATION

Item 5. Other Information 13

Item 6. Exhibits 13

Edgar Filing: DYNATRONICS CORP - Form 10-Q

3



DYNATRONICS CORPORATION
Condensed Consolidated Balance Sheets

(Unaudited)

 Assets
March 31,
2014

June 30,
2013

     Current assets:
Cash and cash equivalents $132,394 302,050
Trade accounts receivable, less allowance for doubtful accounts of  $306,985 as of
March 31, 2014 and $247,708 as of June 30, 2013 2,905,918 3,246,712
Other receivables 14,647 27,197
Inventories, net 6,237,266 6,407,553
Prepaid expenses and other 711,416 506,836
Current portion of deferred income tax assets 426,676 389,101

          Total current assets 10,428,317 10,879,449

Property and equipment, net 3,070,195 3,324,947
Intangible assets, net 246,600 280,078
Other assets 383,890 422,672
Deferred income tax assets, net of current portion 284,196 197,441

          Total assets $14,413,198 15,104,587

Liabilities and Stockholders' Equity

     Current liabilities:
Current portion of long-term debt $308,400 322,573
Line of credit 3,672,793 3,496,390
Warranty reserve 158,244 178,148
Accounts payable 2,308,611 2,751,894
Accrued expenses 260,729 347,221
Accrued payroll and benefits expense 304,681 216,266
Income tax payable 33,203 21,369

          Total current liabilities 7,046,661 7,333,861

Long-term debt, net of current portion 1,329,759 1,561,776

          Total liabilities 8,376,420 8,895,637

Commitments and contingencies

     Stockholders' equity:
Common stock, no par value: Authorized 50,000,000 shares; 2,520,389 shares and
2,518,904 shares issued and outstanding at March 31, 2014 and June 30, 2013,
respectively 7,132,210 7,078,941
Accumulated deficit (1,095,432 ) (869,991 )
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          Total stockholders' equity 6,036,778 6,208,950

          Total liabilities and stockholders' equity $14,413,198 15,104,587

See accompanying notes to condensed consolidated financial statements.

1

Edgar Filing: DYNATRONICS CORP - Form 10-Q

5



DYNATRONICS CORPORATION
Condensed Consolidated Statements of Operations

(Unaudited)

Three Months Ended Nine Months Ended
March 31 March 31

2014 2013 2014 2013

Net sales $6,185,642 7,070,292 20,387,856 22,274,637
Cost of sales 3,929,523 4,450,528 12,873,138 13,845,110

Gross profit 2,256,119 2,619,764 7,514,718 8,429,527

Selling, general, and administrative expenses 2,245,595 2,383,871 6,940,427 7,408,257
Research and development expenses 212,905 271,735 766,438 812,382

Operating income (loss) (202,381 ) (35,842 ) (192,147 ) 208,888

Other income (expense):
   Interest income 4 225 41 672
   Interest expense (59,038 ) (64,242 ) (174,996 ) (197,123 )
   Other income, net 6,569 4,462 17,331 18,701

Net other income (expense) (52,465 ) (59,555 ) (157,624 ) (177,750 )

Income (loss) before income taxes (254,846 ) (95,397 ) (349,771 ) 31,138

Income tax benefit (provision) 93,094 34,276 124,330 (2,420 )

Net income (loss) $(161,752 ) (61,121 ) (225,441 ) 28,718

Basic and diluted net income (loss) per common share $(0.06 ) (0.02 ) (0.09 ) 0.01

Weighted-average common shares outstanding:

Basic 2,519,779 2,511,348 2,519,191 2,529,067
Diluted 2,519,779 2,511,348 2,519,191 2,529,619

See accompanying notes to condensed consolidated financial statements.
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DYNATRONICS CORPORATION
Condensed Consolidated Statements of Cash Flows

(Unaudited)
Nine Months Ended

March 31
2014 2013

Cash flows from operating activities:
       Net income (loss) $(225,441 ) 28,718
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
             Depreciation and amortization of property and equipment 323,172 325,666
             Amortization of intangible and other assets 109,526 70,677
             Gain on sale of assets - (2,993 )
             Stock-based compensation expense 53,269 68,373
             Change in deferred income tax assets (124,330 ) 4,397
             Provision for doubtful accounts receivable 72,000 135,000
             Provision for inventory obsolescence 90,000 90,000
             Change in operating assets and liabilities:
                  Receivables 281,344 (103,171 )
                  Inventories 80,287 (178,964 )
                  Prepaid expenses and other assets (197,922 ) (39,087 )
                  Prepaid income taxes 20,248 23,615
                  Accounts payable and accrued expenses (469,678 ) (386,821 )

                              Net cash provided by operating activities 12,475 35,410

Cash flows from investing activities:
       Purchase of property and equipment (115,653 ) (81,004 )
       Proceeds from sale of property and equipment - 345

                              Net cash used in investing activities (115,653 ) (80,659 )

Cash flows from financing activities:
       Principal payments on long-term debt (242,881 ) (339,388 )
       Net change in line of credit 176,403 376,688
       Proceeds from issuance of common stock - 364
       Purchase and retirement of common stock - (99,997 )

                              Net cash used in financing activities (66,478 ) (62,333 )

                              Net change in cash and cash equivalents (169,656 ) (107,582 )

Cash and cash equivalents at beginning of the year 302,050 278,263

Cash and cash equivalents at end of the year $132,394 170,681

Supplemental disclosure of cash flow information:
       Cash paid for interest $174,569 194,684
       Cash paid for income taxes   - 16,408
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See accompanying notes to condensed consolidated financial statements.
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DYNATRONICS CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

 (Unaudited)

NOTE 1.  PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The condensed consolidated balance sheets as of March 31, 2014 and June 30, 2013, and the condensed consolidated
statements of operations and cash flows for the three and nine months ended March 31, 2014 and 2013 were prepared
by Dynatronics Corporation (the “Company”) without audit pursuant to the rules and regulations of the Securities and
Exchange Commission (“SEC”).  Certain information and disclosures normally included in financial statements
prepared in accordance with U.S. generally accepted accounting principles have been condensed or omitted pursuant
to such rules and regulations.  In the opinion of management, all necessary adjustments, which consist only of normal
recurring adjustments, to the financial statements have been made to present fairly the Company’s financial position,
results of operations and cash flows.  The results of operations for the three and nine months ended March 31, 2014
are not necessarily indicative of the results of operations for the fiscal year ending June 30, 2014.  The Company
previously filed with the SEC an annual report on Form 10-K which included audited financial statements for each of
the two years ended June 30, 2013 and 2012.  It is suggested that the financial statements contained in this Form 10-Q
be read in conjunction with the financial statements and notes thereto contained in the Company’s most recent Form
10-K.

Reverse Stock Split

On December 19, 2012, the Company completed a 1-for-5 reverse split of its common stock.  All common stock share
and per share information in the accompanying condensed consolidated interim financial statements and notes thereto
have been adjusted to reflect retrospective application of the reverse stock split, except for par value per share and the
number of authorized shares, which were not affected by the reverse stock split.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP 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 revenue and expenses during the period. Actual
results could differ from those estimates. Some of the more significant estimates relate to inventory, stock-based
compensation and valuation allowance for deferred income taxes.

Liquidity and Capital Resources

For the three months ended March 31, 2014 and 2013, the Company incurred a net loss of $161,752 and $61,121,
respectively. The Company incurred a net loss of $225,441 for the nine months ended March 31, 2014 compared to
net income of $28,718 for the nine months ended March 31, 2013.  The Company had an accumulated deficit of
$1,095,432 and $869,991 at March 31, 2014 and June 30, 2013, respectively. As discussed further in Note 7, we were
not in compliance with one of the loan covenants.  If the line of credit is not renewed, we will need to find additional
sources of financing. In order to assure adequate availability of operating capital under our line of credit and to more
fully take advantage of accumulated deferred tax assets, we have undertaken a strategy to sell the building that
currently houses our operations in Utah and to lease back the premises.  Management is confident that the sale of this
property will generate significant resources to reduce debt and generate a significant profit in the quarter in which the
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transaction occurs.  The amount of cash to be generated is expected to be between $3,000,000 and $4,000,000 which
will be used to meet debt obligations of the Company and will generate a profit of $2,500,000 to $3,000,000 which
will be sufficient to utilize the majority, if not all of our deferred tax assets.   Failure to successfully implement these
strategies could result in a full valuation allowance being recorded on the Company’s deferred tax assets and failure to
obtain additional financing would have a material adverse effect on our business operations. There is no assurance that
the Company will be able to successfully complete this transaction.

Significant Accounting Policies

There have been no significant changes to the Company’s significant accounting policies as described in the Company’s
Annual Report on Form 10-K for the fiscal year ended June 30, 2013.

NOTE 2.  NET INCOME (LOSS) PER COMMON SHARE

Net income (loss) per common share is computed based on the weighted-average number of common shares
outstanding and, when appropriate, dilutive common stock equivalents outstanding during the period.  Stock options
are considered to be common stock equivalents.  The computation of diluted net income (loss) per common share does
not assume exercise or conversion of securities that would have an anti-dilutive effect.

4
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Basic net income (loss) per common share is the amount of net income (loss) for the period available to each
weighted-average share of common stock outstanding during the reporting period. Diluted net income (loss) per
common share is the amount of net income (loss) for the period available to each weighted-average share of common
stock outstanding during the reporting period and to each common stock equivalent outstanding during the period,
unless inclusion of common stock equivalents would have an anti-dilutive effect.

The reconciliations between the basic and diluted weighted-average number of common shares outstanding for the
three and nine months ended March 31, 2014 and 2013 are as follows:

Three Months Ended Nine Months Ended
March 31 March 31

2014 2013 2014 2013
Basic weighted-average
number of common
shares outstanding during
the period 2,519,779 2,511,348 2,519,191 2,529,067

Weighted-average
number of dilutive
common stock options
outstanding during the
period - - - 552

Diluted weighted-average
number of common and
common equivalent
shares outstanding during
the period 2,519,779 2,511,348 2,519,191 2,529,619

Outstanding options for common shares not included in the computation of diluted net income (loss) per common
share, because they were anti-dilutive, for the three months ended March 31, 2014 and 2013 totaled 144,609 and
162,645, respectively, and for the nine months ended March 31, 2014 and 2013 totaled 146,728 and 162,645,
respectively.

NOTE 3. STOCK-BASED COMPENSATION

Stock-based compensation cost is measured at the grant date, based on the estimated fair value of the award, and is
recognized over the employee’s requisite service period. The Company recognized $17,622 and $20,326 in stock-based
compensation expense during the three months ended March 31, 2014 and 2013, respectively, and recognized $53,269
and $68,737 in stock-based compensation expense during the nine months ended March 31, 2014 and 2013,
respectively.  These expenses were recorded as selling, general and administrative expenses in the condensed
consolidated statements of operations.

Stock Options.  The Company maintains a 2005 equity incentive plan for the benefit of employees.  Incentive and
nonqualified stock options, restricted common stock, stock appreciation rights, and other stock-based awards may be
granted under the plan.  Awards granted under the plan may be performance-based.  As of March 31, 2014, there were
116,294 shares of common stock authorized and reserved for issuance, but not granted under the terms of the 2005
equity incentive plan, as amended.
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The following table summarizes the Company’s stock option activity during the nine-month period ended March 31,
2014.

Number of
Options

Weighted-Average
Exercise Price

Outstanding at beginning of period 163,868 $ 6.51
Granted 3,598 2.42
Exercised - -
Cancelled (10,705 ) 6.18
Outstanding at end of period 156,761 6.44

Exercisable at end of period 135,633 7.13

5
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The Black-Scholes option-pricing model is used to estimate the fair value of options granted under the Company’s
stock option plan. The weighted-average fair values of stock options granted under the plan for the nine months ended
March 31, 2014 were based on the following assumptions at the date of grant as follows:

Nine Months
Ended

 March 31,
2014

Expected dividend yield 0 %
Expected stock price volatility 73.23 %
Risk-free interest rate 2.53 %
Expected life of options 10 years
Weighted-average grant date fair value $ 1.89

Expected option lives and volatilities are based on historical data of the Company. The risk-free interest rate is based
on the U.S. Treasury Bills rate on the grant date for constant maturities that correspond with the option life.
Historically, the Company has not declared dividends and there are no future plans to do so.

As of March 31, 2014, there was $429,257 of unrecognized stock-based compensation cost related to grants under the
stock option plan that is expected to be expensed over a weighted-average period of four to ten years. There was
$2,874 of intrinsic value for options outstanding as of March 31, 2014.

NOTE 4.  COMPREHENSIVE INCOME (LOSS)

For the three and nine months ended March 31, 2014 and 2013, comprehensive income (loss) was equal to the net
income (loss) as presented in the accompanying condensed consolidated statements of operations.

NOTE 5.  INVENTORIES

Inventories consisted of the following:

March 31,
2014

June 30,
2013

Raw materials $ 2,880,637 2,732,363
Finished goods 3,746,091 4,002,709
Inventory obsolescence reserve (389,462 ) (327,519 )

$ 6,237,266 6,407,553

NOTE 6.  RELATED-PARTY TRANSACTIONS

The Company currently leases office and warehouse space in Detroit, Michigan and Hopkins, Minnesota from two
shareholders and former independent distributors on an annual basis under operating lease arrangements. During the
first six months of the prior fiscal year the Company also leased office and warehouse space in Pleasanton, California
from a shareholder and former independent distributor. In December, 2012, the Company moved its Pleasanton
operation to a new, larger location in Livermore, California and entered into a lease agreement with an unaffiliated
third party. Management believes the lease agreements are on an arms-length basis and the terms are equal to or more
favorable than would be available to third parties. The expense associated with these related-party transactions totaled
$17,700 and $12,000 for the three months ended March 31, 2014 and 2013, respectively, $52,200 and $81,300 for the
nine months ended March 31, 2014 and 2013, respectively.
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NOTE 7.  LINE OF CREDIT

Interest on the line of credit is based on the 90-day LIBOR rate (.234% as of March 31, 2014) plus 3.5%.  The line of
credit is collateralized by accounts receivable and inventories.  Borrowing limitations are based on approximately
45% of eligible inventory and up to 80% of eligible accounts receivable, up to a maximum credit facility of
$4,500,000.  Interest payments on the line are due monthly.  As of March 31, 2014, the borrowing base was
approximately $4,500,000 resulting in approximately $827,000 of available credit on the line.  The line of credit is
renewable on October 15, 2014. The line of credit agreement includes covenants requiring us to maintain certain
financial ratios.  As of March 31, 2014, we were not in compliance with one of the loan covenants and we have not
obtained a waiver from the bank for the period.  If the line of credit is not renewed, we will need to find additional
sources of financing. All borrowings under the line of credit are presented as current liabilities in the accompanying
condensed consolidated balance sheet.

6
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NOTE 8.  RECENT ACCOUNTING PRONOUNCEMENTS

In March 2014, the FASB issued ASU 2014-07, Applying Variable Interest Entities Guidance to Common Control
Leasing Arrangements. Under the amendments in this update, a private company could elect, when certain conditions
exist, not to apply VIE guidance to a lessor entity under common control. This update is not applicable to public
business entities; therefore, the update is not applicable to our Company.

In March 2014, the FASB issued ASU 2014-06, Technical Corrections and Improvements Related to Glossary Terms.
The amendments in this update represent changes to clarify the Master Glossary of the Codification, consolidate
multiple instances of the same term into a single definition, or make minor improvements to the Master Glossary that
are not expected to result in substantive changes to the application of existing guidance or create a significant
administrative cost to most entities. Additionally, the amendments will make the Master Glossary easier to
understand, as well as reduce the number of terms appearing in the Master Glossary. The amendments in this update
are effective immediately. The Company reviewed and noted the changes made in this update, which can be
categorized into four sections: 1) Deletion of Master Glossary Terms, 2) Addition of Master Glossary Term Links, 3)
Duplicate Master Glossary Terms, and 4) Other Technical Corrections Related to Glossary Terms. The Company
implemented the update upon issuance, but the changes did not have a significant impact on our financial statements.

In January 2014, the FASB issued ASU 2014-05, Service Concession Arrangements (Topic 853) a consensus of the
FASB Emerging Issues Task Force. Current U.S. GAAP does not contain specific guidance for the accounting for
service concession arrangements. Depending on the terms of a service concession arrangement, an operating entity
may or may not conclude that a service concession arrangement meets the lease criteria in Topic 840. Consequently,
the amendments in this update improve financial reporting by clarifying that a service concession arrangement within
the scope of this update should not be accounted for as a lease in accordance with Topic 840 and, thereby, alleviates
the confusion that arises for preparers when determining whether a service concession arrangement is a lease. A
service concession arrangement is an arrangement between a public-sector entity grantor and an operating entity under
which the operating entity operates the grantor’s infrastructure (for example, airports, roads, and bridges). The
operating entity also may provide the construction, upgrading, or maintenance services of the grantor’s infrastructure.
The update is effective for annual periods beginning after December 15, 2014, and interim periods within annual
periods beginning after December 15, 2015. The Company does not receive any service concession arrangements
from any public-sector entity; therefore, the Company does not believe this update will have a significant impact on
our financial statements.

In July 2013, the FASB issued ASU 2013-11, Income Taxes (Topic 740) – Presentation of an Unrecognized Tax
Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists.  This
update indicates that an unrecognized tax benefit should be presented in the financial statements as a reduction to a
deferred tax asset except in circumstances where a net operating loss carryforward or tax credit carryforward is not
available at the reporting date under the tax law of the applicable jurisdiction. This update is effective for years
beginning after December 15, 2013 for public companies. The adoption of this pronouncement had no significant
effect on the Company’s financial statements.

7

Edgar Filing: DYNATRONICS CORP - Form 10-Q

15



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

Overview

Dynatronics Corporation (“Company,” “Dynatronics,” “we”) design, manufacture, distribute, market and sell physical
medicine and aesthetic products.  We offer a broad line of medical equipment including therapy devices, medical
supplies and soft goods, treatment tables and rehabilitation equipment.  Our line of aesthetic products includes
aesthetic massage and microdermabrasion devices, as well as skin care products.  Our products are sold to and used
primarily by physical therapists, chiropractors, sports medicine practitioners, podiatrists, plastic surgeons,
dermatologists and aestheticians.  We operate on a fiscal year ending June 30.  For example, reference to fiscal year
2014 refers to the year ending June 30, 2014.

Recent Developments

In February 2014, we announced the introduction of the new Dynatron ThermoStim probe. The ThermoStim Probe is
a handheld probe capable of delivering thermal therapy simultaneously with electrical stimulation.  Its design allows
the practitioner to also implement soft-tissue mobilization techniques while delivering thermal and/or electrical
energy.  The new handheld probe is an accessory to the Dynatron SolarisPlus family of products.  It utilizes a
thermoelectric chip to generate the thermal therapy and is powered by any one of four Dynatron SolarisPlus units.  It
is unique in its design and application.  There is nothing like it offered by competitors.  We have filed for a patent to
protect our intellectual property developed through the design of this probe.

Business Outlook

In the last 24 months we have released more new and innovative products than during any other similar period in our
history.  The introduction of the Solaris Plus family of combination electrotherapy/ultrasound/phototherapy units, the
25 Series combination electrotherapy/ultrasound units, the line of Ultra treatment tables, and the new ThermoStim
Probe make up most of these innovative new products.

The introduction of these products has been a major strategic component of attracting new sales representatives and
dealers in order to expand our distribution across North America and into international territories.  Adding these new
sales reps and dealers along with removing some limitations on who can sell our proprietary products is part of our
strategic plan for expanding our distribution reach and shoring up declining sales.

Our efforts to prudently reduce costs in the face of some economic uncertainty have made us a leaner
operation.  During fiscal year 2013 we implemented almost $1,000,000 in expense reductions.  So far in fiscal 2014
we have implemented another $600,000 in annual cost savings and expense reductions.  We will continue to be
vigilant in maintaining appropriate overhead costs and operating costs while still providing support for sales from our
new products.

Based on our defined strategic initiatives, we are focusing our resources in the following areas:

· Increasing market share of manufactured capital products by promoting sales of our new
state-of-the-art Dynatron ThermoStim Probe, SolarisPlus and 25 Series products.

· Seeking to improve distribution of our products through recruitment of additional qualified sales
representatives and dealers attracted by the many new products being offered and expanding the
availability of proprietary combination therapy devices.
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· Increasing market share with our new 2013-14 product catalog featuring a broader product offering.

· Continuing to seek ways of increasing business with regional and national accounts including group
purchasing organizations and the U.S. Government.

· Improving operational efficiencies by scaling costs to be reflective of current levels of sales.

· Strengthening pricing management and procurement methodologies.

· Focusing international sales efforts on identifying key distributors and strategic partners who could
represent the Company’s product line, particularly in Europe and Asia.

· Exploring strategic business alliances that will leverage and complement our competitive strengths,
increase market reach and supplement capital resources.

Results of Operations

The following discussion and analysis of our financial condition and results of operations for the three and nine
months ended March 31, 2014, should be read in conjunction with the condensed consolidated financial statements
and notes thereto appearing in Part I, Item 1 of this report, and our Annual Report on Form 10-K for the fiscal year
ended June 30, 2013, which includes audited financial statements for the year then ended.  Results of operations for
the third fiscal quarter ended March 31, 2014, are not necessarily indicative of the results that will be achieved for the
full fiscal year ending June 30, 2014.

8
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  Net Sales

Net sales decreased $884,650 or approximately 12.5% to $6,185,642 for the quarter ended March 31, 2014, compared
to net sales of $7,070,292 for the quarter ended March 31, 2013.  Net sales for the nine months ended March 31, 2014,
decreased $1,886,781 or 8.5% to $20,387,856, compared to $22,274,637 for the same period in 2013.  In fiscal year
2013, we introduced the new SolarisPlus product line which significantly increased sales during that period.  In the
quarter ended March 31, 2014, increased sales of our top-selling SolarisPlus therapy devices and new ThermoStim
probe were offset by lower sales of certain medical products and supplies, including other manufactured modalities,
metal treatment tables, traction units, exercise products, nutritional supplements and taping products.  Market
conditions continued to deteriorate during the quarter due to the Affordable Care Act (ACA).  The ACA has had the
effect of creating significant uncertainty relative to delivery of care and reimbursement.  There has been a marked
decline in the opening of new clinics and expansion of existing clinics in our marketplace which typically are a
significant source of demand for our products.  The uncertainty surrounding the ACA has not only led to customers
focusing more on controlling operating costs by reducing expenditures, but has also caused a reluctance to invest in
new equipment and clinic upgrades.  In addition to the impacts of the ACA, we continue to see slower economic
recovery in some parts of the country as well as temporary decrease in demand due to severe weather events during
the quarter.  With a currently shrinking market, it is necessary to implement strategies to increase market share.  To
accomplish that, management has undertaken efforts to (i) expand our distribution channels by adding several new
dealers and sales representatives, and (ii) stimulate sales of the new Dynatron ThermoStim Probe and other new
products.  The new ThermoStim probe delivers thermal (hot and cold) therapy and/or electrotherapy in a targeted,
attended treatment.  Because the probe is operated from the control console of the SolarisPlus units, we are seeing
demand for SolarisPlus units rise commensurate with the demand for the ThermoStim probe.

Gross Profit

Gross profit decreased approximately $363,645 or about 13.9% to $2,256,119, or 36.5% of net sales, for the quarter
ended March 31, 2014, compared to $2,619,764, or 37.1% of net sales, for the quarter ended March 31, 2013.  Gross
profit was $7,514,718, or 36.9% of net sales, for the nine months ended March 31, 2014, compared to $8,429,527, or
37.8% of net sales, for the nine months ended March 31, 2013.  Lower sales generated during the quarter and nine
months ended March 31, 2014, was the primary factor in the reduction in gross profit compared to the prior year
period.  In addition, a reduction in revenue from the phasing out of our Stream software service contributed to the
lower gross profit and gross margin percentage generated in the reporting periods.  Sales of Stream services were
approximately $0 and $7,765 for the three and nine months ended March 31, 2014, compared to $30,171 and $94,668
for the same periods in 2013.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expenses decreased $138,276 to $2,245,595, or 36.3% of net sales, for the
quarter ended March 31, 2014, from $2,383,871, or 33.7% of net sales, for the quarter ended March 31, 2013.  SG&A
expenses decreased $467,830 to $6,940,427, or 34.0% of net sales, for the nine months ended March 31, 2014,
compared to $7,408,257, or 33.3% of net sales, for the similar period ended March 31, 2013.

The decrease in SG&A expenses for the three- and nine-month periods reflects lower selling expenses and lower labor
costs.  The following factors impacted SG&A expenses for the three months ended March 31, 2014, compared to the
three months ended March 31, 2013:

· $48,664 of lower labor and overhead expenses;

· $90,608 of lower selling expenses primarily associated with lower commission expense;
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· $996 of higher general expenses.

For the nine months ended March 31, 2014, the following factors impacted SG&A expenses compared to the nine
months ended March 31, 2013 and reflect management’s effort to reduce expenses by $600,000 this fiscal year:

· $167,463 of lower labor and overhead expenses;

· $175,109 of lower selling expenses primarily associated with lower commission expense;

· $125,258 of lower general expenses including regulatory and auditing fees.

9
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 Research and Development Expenses

Research and development (“R&D”) expenses decreased $58,830 to $212,905, or 3.4% of sales, in the quarter ended
March 31, 2014, compared to $271,735, or 3.8% of sales in the quarter ended March 31, 2013.  R&D expenses
decreased $45,944 to $766,438, or 3.8% of sales, in the nine months ended March 31, 2014, compared to $812,382, or
3.6% of sales in the nine months ended March 31, 2013.  With the completion of the development work associated
with the new ThermoStim probe, R&D expense in the current quarter decreased.  Over the past 24 months, we have
introduced more new products than any previous 24-month period in our history.  The new product introductions
include the SolarisPlus line of electrotherapy/ultrasound/phototherapy units, the Ultra 2 and Ultra 3 motorized
treatment tables, the 25 Series line of electrotherapy and ultrasound products, as well as the Dynatron ThermoStim
Probe.  We believe that developing new products is a key element in our strategy and critical to moving purchasing
momentum in a positive direction.  R&D costs are expensed as incurred and are expected to be more normalized in the
coming year as we have concluded a major R&D investment cycle incurred over the past three years.

Income (Loss) Before Income Tax

Pre-tax loss for the quarter ended March 31, 2014, was $254,846, compared to $95,397 for the quarter ended March
31, 2013.  Pre-tax loss for the nine months ended March 31, 2014, totaled $349,771 compared to pre-tax profit of
$31,138 for the nine months ended March 31, 2013.  Lower sales and gross margin led to $363,645 in lower gross
profit in the quarter compared to the same quarter last year.  That lower gross profit was offset by  $138,276 in lower
SG&A, $58,830 in lower R&D expenses and $7,090 of lower interest and other expense resulting in $159,449 lower
income before taxes for the quarter ended March 31, 2014  Similarly, for the nine months ended March 31, 2014
lower gross profit of $914,809 was offset by $467,830 in lower SG&A, $45,944 in lower R&D and $20,126 in lower
interest and other expense for a net reduction in income before taxes of $380,909.  We believe the introduction of the
new ThermoStim probe not only adds a new, highly profitable product to our product line to increase sales, but we
also expect that it will boost demand for SolarisPlus products that are required to power the ThermoStim
probe.  Efforts to further reduce SG&A costs as well as more normalized R&D costs expected in future periods should
contribute to improved operating results.

Income Tax

Income tax benefit was $93,094 for the quarter ended March 31, 2014, compared to $34,276 for the quarter ended
March 31, 2013.  Income tax benefit was $124,330 for the nine months ended March 31, 2014, compared to income
tax provision of $2,420 for the nine months ended March 31, 2013.  The effective tax rate for the quarter ended March
31, 2014 was 36.5%, compared to 35.9% for the same quarter of the prior year.  For the nine months ended March 31,
2014, the effective tax benefit rate was 35.5%, compared to an effective tax rate of 7.8% in the prior year period.  The
difference in the effective tax rates for the three and nine-month periods ended March 31, 2014 compared to the prior
year periods is attributable to reductions in R&D tax credits and other credits as well as certain permanent book to tax
differences.  R&D tax credits offset much of the income tax provision for the nine months ended March 31, 2013.

Net Income (Loss)

Net loss was $161,752 ($.06 per share) for the quarter ended March 31, 2014, compared to a net loss of $61,121 ($.02
per share) for the quarter ended March 31, 2013.  Net loss was $225,441 ($.09 per share) for the nine months ended
March 31, 2014, compared to net income of $28,718 ($.01 per share) for the nine months ended March 31,
2013.  Lower sales and gross profits were the primary reason for the increase in net loss for the reporting
periods.  These increases were partially offset by lower SG&A and R&D expenses for the quarter ended March 31,
2014.

Edgar Filing: DYNATRONICS CORP - Form 10-Q

20



Liquidity and Capital Resources

We have financed operations through cash from operations, available cash reserves, and borrowings under a line of
credit with a bank.  Working capital decreased $163,932 to $3,381,656 as of March 31, 2014, inclusive of the current
portion of long-term obligations and credit facilities, compared to working capital of $3,545,588 as of June 30,
2013.  As of March 31, 2014, the Company had approximately $827,000 of available credit under a credit facility with
a commercial bank.  The current ratio was 1.5 to 1 as of March 31, 2014 and June 30, 2013.  Current assets were 72%
of total assets as of March 31, 2014 and as of June 30, 2013.

Cash and Cash Equivalents

Our cash and cash equivalents position as of March 31, 2014, was $132,394, compared to cash and cash equivalents of
$302,050 as of June 30, 2013.  Our cash position varies from quarter to quarter, but typically stays within a range of
$100,000 to $300,000.  We expect that cash flows from operating activities, together with amounts available through
an existing line-of-credit facility, will be sufficient to cover operating needs in the ordinary course of business for at
least the next twelve months.  If we experience an adverse operating environment, or unusual capital expenditure
requirements, additional financing may be required.  No assurance can be given that additional financing, if required,
would be available on terms favorable to us, or at all.
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Accounts Receivable

Trade accounts receivable, net of allowance for doubtful accounts, decreased $340,794, or 10.5%, to $2,905,918 as of
March 31, 2014, compared to $3,246,712 as of June 30, 2013.  Trade accounts receivable represent amounts due from
our customers including medical practitioners, clinics, hospitals, colleges and universities and sports teams as well as
dealers and distributors that purchase our products for redistribution.  We believe that our estimate of the allowance
for doubtful accounts is adequate based on our historical knowledge and relationship with these customers.  Accounts
receivable are generally collected within 30 days of the agreed terms.

 Inventories

Inventories, net of reserves, decreased $170,287, or 2.7%, to $6,237,266 as of March 31, 2014, compared to
$6,407,553 as of June 30, 2013.  Inventory levels can fluctuate based on the timing of large inventory purchases from
overseas suppliers.

 Medical Device Tax

In January 2013, all medical device manufacturers, including the Company, became subject to the MDT provisions of
the Affordable Care Act.  The MDT requires that medical device manufacturers and importers pay a 2.3% excise tax
on sales of all qualified medical devices.  Some exemptions in the law allow us to exclude a large portion of sales
from being subject to the MDT.  For instance, products that are sold internationally are not subject to the MDT. Some
rehabilitation products that are generally sold at retail are not subject to the MDT.  Income from our distribution and
sale of products manufactured by others is not taxable to us under the MDT (although many of the manufacturers of
these products are raising prices to their customers, including the Company, to cover their cost of the MDT).  Given
these exemptions, we estimate that approximately 20-30% of our total sales are subject to the MDT.  During the
quarter and nine months ended March 31, 2014, we paid approximately $36,500 and $117,900, respectively in MDT.

Accounts Payable

Accounts payable decreased $443,283, or 16.1%, to $2,308,611 as of March 31, 2014, from $2,751,894 as of June 30,
2013.  Over the past nine months, management has made a concerted effort to reduce outstanding payables.  Accounts
payable are generally not aged beyond the terms of our suppliers.  We take advantage of available early payment
discounts when offered by our vendors.

Line of Credit

The outstanding balance on our line of credit increased $176,403 to $3,672,793 as of March 31, 2014, compared to
$3,496,390 as of June 30, 2013.  Interest on the line of credit is based on the 90-day LIBOR rate (0.23% as of March
31, 2014) plus 3.5%.  The line of credit is collateralized by accounts receivable and inventories.  Borrowing
limitations are based on approximately 45% of eligible inventory and up to 80% of eligible accounts receivable, up to
a maximum credit facility of $4,500,000.  Interest payments on the line are due monthly.  As of March 31, 2014, the
borrowing base was approximately $4,500,000 resulting in approximately $827,000 of available credit on the
line.  The line of credit is renewable on October 15, 2014.  The line of credit agreement includes covenants requiring
us to maintain certain financial ratios.  As of March 31, 2014, we were not in compliance with one of the loan
covenants and we have not obtained a waiver from the bank for the period.  If the line of credit is not renewed, we will
need to find additional sources of financing.  Failure to obtain additional financing would have a material adverse
effect on our business operations. All borrowings under the line of credit are presented as current liabilities in the
accompanying consolidated balance sheet.
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We believe that amounts available under the line of credit as well as cash generated from operating activities will
continue to be sufficient to meet our short term operating requirements.

In order to assure adequate availability of operating capital under our line of credit and to more fully take advantage of
accumulated deferred tax assets, we have undertaken a strategy to sell the building that currently houses our
operations in Utah and to lease back the premises.  Management is confident that the sale of this property will
generate significant resources to reduce debt and generate a significant profit in the quarter in which the transaction
occurs.  The amount of cash to be generated is expected to be between $3,000,000 and $4,000,000 which will be used
to meet debt obligations of the Company and will generate a profit of $2,500,000 to $3,000,000 which will be
sufficient to utilize the majority, if not all of our deferred tax assets. There is no assurance that the Company will be
able to successfully complete this transaction.
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Debt

Long-term debt, excluding current installments decreased $232,017 to $1,329,759 as of March 31, 2014, compared to
$1,561,776 as of June 30, 2013.  Long-term debt is comprised primarily of the mortgage loans on our office and
manufacturing facilities in Utah and Tennessee.  The principal balance on the mortgage loans is approximately
$1,565,457, of which $1,291,332 is classified as long-term debt, with monthly principal and interest payments of
$30,263.  Our mortgage loans mature in 2017 and 2021.

Inflation

Our revenues and net income have not been unusually affected by inflation or price increases for raw materials and
parts from vendors.

Stock Repurchase Plans

Our Board of Directors adopted a stock repurchase plan in 2003.  Purchases of shares may be made from time-to-time,
in the open market, through block trades or otherwise, and decisions to repurchase shares under this plan are based
among other criteria upon market conditions, the level of our cash balances, general business opportunities, and other
factors.  Our Board of Directors periodically approves the dollar amounts for share repurchases under the plan.  As of
March 31, 2014, $448,450 remained available for purchases under the plan.  There is no expiration date for the
plan.  No purchases were made under this plan during the three months ended March 31, 2014.

Critical Accounting Policies

The preparation of our financial statements requires that we make estimates and judgments.  We base these on
historical experience and on other assumptions that we believe to be reasonable.  Our critical accounting policies are
discussed in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” section
of our Annual Report on Form 10-K for the year ended June 30, 2013.  There have been no material changes to the
critical accounting policies previously disclosed in that report.

Cautionary Statement Concerning Forward-Looking Statements

The statements contained in this Form 10-Q, particularly the foregoing discussion in Part I, Item 2, Management’s
Discussion and Analysis of Financial Condition and Results of Operations, that are not purely historical, are
“forward-looking statements” within the safe harbors provided by Section 27A of the Securities Act of 1933 and Section
21E of the Exchange Act.  These statements refer to our expectations, hopes, beliefs, anticipations, commitments,
intentions and strategies regarding the future.  They may be identified by the use of words or phrases such as “believes,”
“expects,” “anticipates,” “should,” “plans,” “estimates,” “intends,” and “potential,” among others.  Forward-looking statements
include, but are not limited to, statements regarding product development, market acceptance, financial performance,
revenue and expense levels in the future and the sufficiency of existing assets to fund future operations and capital
spending needs.  Actual results could differ materially from the anticipated results or other expectations expressed in
such forward-looking statements.  The forward-looking statements contained in this report are made as of the date of
this report and we assume no obligation to update them or to update the reasons why actual results could differ from
those projected in such forward-looking statements, except as required by law.

Item 3.   Quantitative and Qualitative Disclosures About Market Risk

There have been no material changes to information from that presented for the year ended June 30, 2013.
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Item 4.   Controls and Procedures

Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information that is required to be
disclosed in our reports under the Securities Exchange Act of 1934 is recorded, processed, summarized, and reported
within the time periods that are specified in the Securities and Exchange Commission’s rules and forms and that such
information is accumulated and communicated to management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding any required disclosure.  In designing and
evaluating these disclosure controls and procedures, management recognized that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives.

As of the end of the period covered by this report, our Chief Executive Officer and Chief Financial Officer evaluated
the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rule 13a- 15(e)
under the Exchange Act).  Based on this evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures were effective as of March 31, 2014.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting during the quarter ended March 31, 2014 that
have materially affected, or that are reasonably likely to materially affect, our internal control over financial reporting.

12
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PART II. OTHER INFORMATION

Item 5.  Other Information

On March 24, 2014, the Audit Committee of the Board of Directors authorized the amendment of employment
agreements previously entered into between the Company and our chief executive officer and an executive vice
president of the Company.

Agreement with Chief Executive Officer

Pursuant to the Employment Agreement with our chief executive officer, Kelvyn H. Cullimore, Jr. dated March 1,
2012, we previously had granted to Mr. Cullimore a Restricted Stock Award (the “Cullimore Award”) under our 2005
Equity Incentive Award Plan (the “Plan”).  The original Cullimore Award provided for periodic vesting of the shares
subject to such award.  By agreement with Mr. Cullimore, the Cullimore Award was amended and restated effective
February 28, 2014 to eliminate the periodic vesting of the unvested portion of the award.  As amended, the unvested
portion of the Cullimore Award (approximately 72,000 shares of common stock, will not vest unless and until such
time as Mr. Cullimore’s employment is terminated as a result of his death or disability or upon the effective date of a
Change of Control as defined in the Cullimore Award.  No other provisions of the Cullimore Award were amended or
modified.

Agreement with Executive Vice President

Effective February 28, 2014, we entered into an amendment (the “Amendment”) to the Employment Agreement of
Larry K. Beardall, the executive vice president of the Company dated March 1, 2011 (the “Beardall Agreement”).  The
purpose of the Amendment was to correct certain typographical errors in Section 6(b) of the Beardall Agreement and
to provide for the amendment of a Restricted Stock Award previously granted Mr. Beardall under the Plan at the time
the Beardall Agreement was originally entered into (the “Beardall Award”).  The amendment to the Beardall Award
eliminates the periodic vesting provisions of the original award and provides that the unvested portion of the shares
subject to the Beardall Award, approximately 32,000 shares of common stock, will not vest unless and until such time
as Mr. Beardall’s employment is terminated as a result of his death or disability or upon the effective date of a Change
of Control of the Company as defined in the Beardall Award.  No other provisions of the Beardall Award or of the
Beardall Agreement were amended or modified.

Item 6.  Exhibits

(a)           Exhibits

3.1 Articles of Incorporation and Bylaws of Dynatronics Laser Corporation.
Incorporated by reference to a Registration Statement on Form S-1 (No.
2-85045) filed with the SEC and effective November 2, 1984

3.2 Articles of Amendment dated November 21, 1988 (previously filed)

3.3 Articles of Amendment dated November 18, 1993 (previously filed)

10.1 Loan Agreement with Zions Bank (previously filed)

10.2 Amended Loan Agreement with Zions Bank (previously filed)
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10.3 1992 Amended and Restated Stock Option Plan (previously filed)

10.4 Dynatronics Corporation 2005 Equity Incentive Award Plan (previously
filed as Annex A to the Company’s Definitive Proxy Statement on
Schedule 14A filed on October 27, 2006)

10.5 Form of Option Agreement for the 2005 Equity Incentive Plan for
incentive stock options (previously filed as Exhibit 10.8 to the Company’s
Annual Report on Form 10-KSB for the fiscal year ended June 30, 2006)

10.6 Form of Option Agreement for the 2005 Equity Incentive Plan for
non-qualified options (previously filed as Exhibit 10.9 to the Company’s
Annual Report on Form 10-KSB for the fiscal year ended June 30, 2006)

10.8 Executive Employment Agreement (Beardall) (previously filed as exhibit
to Current Report on Form 8-K, filed with the Commission on March 7,
2011)

10.9 Executive Employment Agreement (Cullimore, Jr.) (previously filed as
exhibit to Current Report on Form 8-K, filed with the Commission on
March 28, 2013)
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10.10 Amended Executive Employment Agreement (Beardall) (filed herewith)

10.11 Amended Restricted Stock Award (Beardall) (filed herewith)

10.12 Amended Restricted Stock Award (Cullimore) (filed herewith)

11 Computation of Net Income per Share (included in Notes to Consolidated
Financial Statements)

31.1 Certification under Rule 13a-14(a)/15d-14(a) of principal executive
officer (filed herewith)

31.2 Certification under Rule 13a-14(a)/15d-14(a) of principal financial officer
(filed herewith)

32 Certifications under Section 906 of the Sarbanes-Oxley Act of 2002 (18
U.S.C. Section 1350) (filed herewith)

101
INS

XBRL Instance Document*

101
SCH

XBRL Schema Document*

101
CAL

XBRL Calculation Linkbase Document*

101
DEF

XBRL Definition Linkbase Document*

101
LAB

XBRL Labels Linkbase Document*

101
PRE

XBRL Presentation Linkbase Document*

*           The XBRL related information in Exhibit 101 shall not be deemed “filed” for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended, or otherwise subject to liability of that section and shall not be
incorporated by reference into any filing or other document pursuant to the Securities Act of 1933, as amended, except
as shall be expressly set forth by specific reference in such filing or document.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

DYNATRONICS
CORPORATION
Registrant

Date        May 13,
2014

 /s/ Kelvyn H. Cullimore, Jr.

Kelvyn H. Cullimore, Jr.
President and Chief Executive
Officer
(Principal Executive Officer)

Date        May 13, 2014  /s/ Terry M. Atkinson, CPA
Terry M. Atkinson, CPA
Chief Financial Officer
(Principal Financial and Accounting Officer)
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