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Item 1. Condensed Consolidated Financial Statements
ESCALON MEDICAL CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net

Inventory, net

Other current assets

Total current assets

Property and equipment, net

Goodwill

Trademarks and trade names

Patents, net

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued expenses

Current portion of accrued post-retirement benefits
Liabilities of discontinued operations

Total current liabilities

Accrued post-retirement benefits, net of current portion
Total long-term liabilities

Total liabilities

Shareholders equity:

Preferred stock, $0.001 par value; 2,000,000 shares authorized; no shares
issued

Common stock, $0.001 par value; 35,000,000 shares authorized; 7,526,430
issued and outstanding

Additional paid-in capital

Accumulated deficit

Total shareholders’ equity

Total liabilities and shareholders’ equity

See notes to condensed consolidated financial statements

2

September 30,

2014

$1,459,346
1,580,597
2,845,031
238,084
6,123,058
29,915
125,027
605,006
4,400
$6,887,406

$1,308,661
1,020,946
101,891
611,600
3,043,098
820,984
820,984
3,864,082

7,526

69,580,982
(66,565,184
3,023,324
$6,887,406

June 30,
2014

$2,009,554
1,690,156
2,910,727
286,548
6,896,985
24,456
125,027
605,006
4,800
$7,656,274

$1,486,081
1,169,943
101,891
592,837
3,350,752
841,699
841,699
4,192,451

7,526

69,562,522
(66,106,225
3,463,823
$7,656,274
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ESCALON MEDICAL CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

For the Three-months ended September 30,

2014 2013
Net revenues:
Product revenue $2,630,320 $3,130,083
Revenues, net 2,630,320 3,130,083
Costs and expenses:
Cost of goods sold 1,366,897 1,556,214
Marketing, general and administrative 1,379,381 1,212,962
Research and development 324,277 323,190
Total costs and expenses 3,070,555 3,092,366
(Loss) income from operations (440,235 ) 37,717
Other income
Other income — 1,068
Interest income 39 61
Total other income 39 1,129
Net (loss) income from continuing operations (440,196 ) 38,846
Net loss from discontinued operations (18,763 ) (25,605 )
Net (loss) income $(458,959 ) $13,241
Net (loss) income per share
Basic:
Continuing operations $(0.06 ) $—
Discontinued operations — —
Net (loss) income $(0.06 ) $—
Diluted:
Continuing operations $(0.06 ) $—
Discontinued operations — —
Net (loss) income $(0.06 ) $—
Weighted average shares—basic 7,526,430 7,526,430
Weighted average shares—diluted 7,526,430 7,558,097

See notes to condensed consolidated financial statements
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ESCALON MEDICAL CORP. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2014

(UNAUDITED)
Common
Common Stock Stock
Warrants
Shares Amount
Balance at June 30, 2014 7,526,430 $7,526 $—
Net loss — — —
Compensation expense — — —
Balance at September 30’7,526,430 $7.526 $—

2014
See notes to condensed consolidated financial statements
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Additional
Paid-in
Capital

$69,562,522

18,460
$69,580,982

Accumulated
Deficit

$(66,106,225
(458,959

$(66,565,184

Total
Shareholders'
Equity

$3,463,823
(458,959
18,460

) $3,023,324

)
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ESCALON MEDICAL CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Cash Flows from Operating Activities:
Net loss (income)
Adjustments to reconcile loss (income) to cash (used in) provided by operating
activities of continuing operations:
Loss from discontinued operations
Depreciation and amortization
Compensation expense related to stock options
Change in operating assets and liabilities:
Accounts receivable, net
Inventory, net
Other current assets
Accounts payable and accrued expenses
Change in accrued post-retirement benefits
Net cash (used in) provided by operating activities from continuing operations
Net cash (used in) provided by operating activities from discontinued operations
Net cash (used in) provided by operating activities
Cash Flows from Investing Activities:
Purchase of fixed assets
Net cash (used in) investing activities from continuing operations
Net cash (used in) investing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental Schedule of Cash Flow Information:

Income taxes paid
See notes to condensed consolidated financial statements
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For the three months ended

September 30,
2014

$(458,959

18,763
3,214
18,460

109,559
65,696
48,464
(326,417
(20,715
(541,935

(541,935

(8,273
(8,273
(8,273
(550,208
2,009,554
$1,459,346

$—

)

N N

2013

$13,241

25,605
2,850
2,157

166,348
(306,606
64,338
221,180
(20,258
168,855
(25,605
143,250

(4,343
(4,343
(4,343
138,907
2,654,701
$2,793,608

$25,000
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Escalon Medical Corp. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(UNAUDITED)

1. Basis of Presentation

Escalon Medical Corp. (“Escalon” or the “Company” ) is a Pennsylvania corporation initially incorporated in California

in 1987, and reincorporated in Pennsylvania in November 2001. Within this document, the “Company” collectively shall
mean Escalon and its wholly owned subsidiaries: Sonomed, Inc. (“Sonomed”), Trek, Inc. (“Trek’), Escalon Medical

Europe GmbH (“EME”), Escalon Digital Solutions, Inc. (“EMI”), Escalon Pharmaceutical, Inc. (“Pharmaceutical” inactive),
Escalon Holdings, Inc. (“EHI”’), Escalon IP Holdings, Inc., Sonomed IP Holdings, Inc., Drew Scientific Holdings, Inc.
(discontinued), Drew Scientific Inc. (discontinued), and Drew Scientific Group, Plc (“Drew”) and its subsidiaries
(discontinued). All intercompany accounts and transactions have been eliminated.

The Company operates in the healthcare market, specializing in the development, manufacture, marketing, and
distribution of medical devices and pharmaceuticals in the area of ophthalmology. The Company and its products are
subject to regulation and inspection by the United States Food and Drug Administration (the “FDA”). The FDA and
other governmental authorities require extensive testing of new products prior to sale and have jurisdiction over the
safety, efficacy and manufacture of products, as well as product labeling and marketing.

Management historically reviewed financial information, allocated resources, and managed the business as two
segments: Sonomed-Escalon and Escalon Medical Corp. (“Corporate”). The Sonomed-Escalon segment consisted of
Sonomed, Inc., EMI and Trek, all of which are engaged in the development and sale of Ophthalmic medical devices.
The Escalon Medical Corp. segment includes the administrative corporate operations of the consolidated group. As
the consolidated group is focused on one market, medical devices, segment reporting is no longer deemed necessary.
Beginning with this filing management reviews financial information and manages the business as one entity engaged
in the development and sale of Ophthalmic medical devices. As a result of this change certain amounts in prior years
were reclassified to conform to current year presentation.

2. Stock-Based Compensation

Valuations are based upon highly subjective assumptions about the future, including stock price volatility and exercise
patterns. The fair value of share-based payment awards was estimated using the Black-Scholes option pricing model.
Expected volatilities are based on the historical volatility of the Company's stock. The Company uses historical data to
estimate option exercise and employee terminations. The expected term of options granted represents the period of
time that options granted are expected to be outstanding. The risk-free rate for periods within the expected life of the
option is based on the U.S. Treasury yield curve in effect at the time of the grant.

The Company has historically granted options under the Company's option plans with an option exercise price equal
to the closing market value of the stock on the date of the grant and with vesting, primarily for Company employees,
either in equal annual amounts over a two- to five-year period or immediately, and, primarily for non-employee
directors, immediately.

As of September 30, 2014 and 2013 total unrecognized compensation cost related to non-vested share-based
compensation arrangements granted to employees under the 2004 Equity Incentive Plan was $95,061 and $8,629,
respectively. The remaining cost is expected to be recognized over a weighted average period of 1.59 years. For the
three-month periods ended September 30, 2014 and 2013, $11,918 and $2,157 was recorded as compensation
expense, respectively.
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The Company did not receive any cash from share option exercises under stock-based payment plans for the
three-month periods ended September 30, 2014 and 2013. The Company did not realize any tax effect, which would
be a reduction in its tax rate, on options due to the full valuation allowances established on its deferred tax assets.

The Company measures compensation expense for non-employee stock-based compensation based on the fair value of
the options issued, as this is more reliable than the fair value of the services received. Fair value is measured as the
value of the Company's common stock on the date that the commitment for performance by the counterparty has been
reached or the counterparty's performance is complete. The fair value of the equity instrument is charged directly to
compensation expense and additional paid-in capital. There was $6,542 and $0 non-employee compensation expense
for the three-month periods ended September 30, 2014 and 2013.

3. Net Income (Loss) earnings per Share

The following table sets forth the computation of basic and diluted net income (loss) per share:

6

10



Edgar Filing: ESCALON MEDICAL CORP - Form 10-Q

Three Months Ended September 30

2014 2013
Numerator:
Numerator for basic and diluted earnings per share
(Loss) income from continuing operations $(440,196 ) $38,846
(Loss) from discontinued operations (18,763 ) (25,605 )
Net (loss) income $(458,959 ) $13,241
Denominator:
Denominator for basic earnings per share - weighted average 7,526,430 7,526,430
shares
Effect of dilutive securities:
Stock options and warrants — 31,667
Shares reserved for future exchange — —
Denominator for diluted earnings per share - weighted average
and assumed conversion 7,526,430 7,558,097
Net (loss) income per share
Basic:
Continuing operations $(0.06 ) $—
Discontinued operations — —
$(0.06 ) $—
Diluted:
Continuing operations $(0.06 ) $—
Discontinued operations — —
$(0.06 ) $—

4. Legal Proceedings

The Company, from time to time, is involved in various legal proceedings and disputes that arise in the normal course
of business. These matters have previously and may in the future pertain to intellectual property disputes, commercial
contract disputes, employment disputes, and other matters. The Company does not believe that the resolution of any of
these matters has had or is likely to have a material adverse impact on the Company's business, financial condition or
results of operations.

5. Recently Issued Accounting Standards

In July 2013, FASB issued Accounting Standards Update 2014-02 Presentation of an Unrecognized Tax Benefit
When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists to reduce
diversity in practice by providing guidance on the presentation of unrecognized tax benefits. Under the new provision
an unrecognized tax benefit, or a portion of an unrecognized tax benefit, should be presented in the financial
statements as a reduction to a deferred tax asset for a net operating loss carryforward, a similar tax loss, or a tax credit
carryforward with some exceptions. The amendments in this Update are effective for fiscal years, and interim periods
within those years, beginning after December 15, 2013. The adoption of this standard did not have a material impact
to the Company’s consolidated financial statements.

In March 2014, FASB issued Accounting Standards Update 2014-07 Consolidation (Topic 810) Applying Variable
Interest Entities Guidance to Common Control Leasing Arrangements. The amendments permit a private company
lessee (the reporting entity) to elect an alternative not to apply VIE guidance to a lessor entity if (a) the private
company lessee and the lessor entity are under common control, (b) the private company lessee has a lease
arrangement with the lessor entity, (c) substantially all of the activities between the private company lessee and the

11
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lessor entity are related to leasing activities (including supporting leasing activities) between those two entities, and
(d) if the private company lessee explicitly guarantees

7
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or provides collateral for any obligation of the lessor entity related to the asset leased by the private company, then the
principal amount of the obligation at inception of such guarantee or collateral arrangement does not exceed the value
of the asset leased by the private company from the lessor entity. The alternative will be effective for annual periods
beginning after December 15, 2014, and interim periods within annual periods beginning after December 15, 2015.
The adoption of this standard is not expected to have a material impact to the Company’s consolidated financial
statements.

In April 2014 FASB issued Accounting Standards Update 2014-08 Presentation of Financial Statements (Topic 205)
and Property, Plant, and Equipment (Topic 360) Reporting Discontinued Operations and Disclosures of Disposals of
Components of an Entity. Under the new provision only those disposals of components of an entity that represent a
strategic shift that has (or will have) a major effect on an entity’s operations and financial results will be reported as
discontinued operations in the financial statements; a business or nonprofit activity that, on acquisition, meets the
criteria to be classified as held for sale is reported in discontinued operations; and a disposal of an equity method
investment that meets the definition of discontinued operation is reported in discontinued operations. The amendments
are effective for all disposals (or classifications as held for sale) of components of a public business entity that occur
within annual periods beginning on or after December 15, 2014, and interim periods within those years and all
businesses or nonprofit activities that, on acquisition, are classified as held for sale that occur within annual periods
beginning on or after December 15, 2014, and interim periods within those years.The adoption of this standard is not
expected to have a material impact to the Company’s consolidated financial statements.

In May 2014 FASB issued Accounting Standards Update 2014-09 Revenue from Contracts with Customers (Topic
606). Under the new provision, an entity should apply five steps for revenue recognition to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled in exchange for those goods or services. For a public entity, the amendments in this Update are effective for
annual reporting periods beginning after December 15, 2016, including interim periods within that reporting period.
Early application is not permitted. The adoption of this standard is not expected to have a material impact to the
Company’s consolidated financial statements.

In June 2014 FASB issued Accounting Standards Update 2014-12 Compensation-Stock Compensation (Topic 718).
Accounting for Share-Based Payments When the Terms of an Award Provide That a Performance Target Could Be
Achieved after the Requisite Service Period. The amendments require that a performance target that affects vesting
and that could be achieved after the requisite service period be treated as a performance condition. For all entities, the
amendments in this Update are effective for annual periods and interim periods within those annual periods beginning
after December 15, 2015. The adoption of this standard is not expected to have a material impact to the Company’s
consolidated financial statements.

In August 2014 FASB issued Presentation of Financial Statements-Going Concern (Subtopic 205-40) Disclosure of
Uncertainties about an Entity’s Ability to Continue as a Going Concern. The amendments require management to
assess an entity’s ability to continue as a going concern by incorporating and expanding upon certain principles that are
currently in U.S. auditing standards.The amendments in this Update are effective for the annual period ending after
December 15, 2016, and for annual periods and interim periods thereafter. The adoption of this standard is not
expected to have a material impact to the Company’s consolidated financial statements.

6. Fair Value Measurements

On July 1, 2008, the Company adopted the FASB-issued authoritative guidance for the fair value of financial assets
and liabilities. This standard defines fair value and establishes a hierarchy for reporting the reliability of input
measurements used to assess fair value for all assets and liabilities. The FASB-issued authoritative guidance defines
fair value as the selling price that would be received for an asset, or paid to transfer a liability, in the principal or most
advantageous market on the measurement date. The hierarchy prioritizes fair value measurements based on the types
of inputs used in the valuation technique. The inputs are categorized into the following levels:

Level 1—Observable inputs such as quoted prices in active markets for identical assets or liabilities.

Level 2—Directly or indirectly observable inputs for quoted and other than quoted prices for identical or similar assets
and liabilities in active or non-active markets.

13
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Level 3—Unobservable inputs not corroborated by market data, therefore requiring the entity to use the best available
information available in the circumstances, including the entity’s own data.

Certain financial instruments are carried at cost on the consolidated balance sheets, which approximates fair value due
to their short-term, highly liquid nature. These instruments include cash and cash equivalents, accounts receivable,
accounts payable, and accrued expenses.

14
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7. Continuing Operations

The accompanying condensed consolidated financial statements have been prepared on the going concern basis, which
contemplates the realization of assets and the satisfaction of liabilities in the normal course of business.

We believe that our existing cash and cash flow from operations will be sufficient to fund our activities throughout
fiscal 2015. However, we have based this estimate on assumptions that may prove to be wrong, and we may use our
available capital resources sooner than we currently expect. Further, our operating plan may change, and we may need
additional funds to meet operational needs and capital requirements for product development and commercialization
sooner than planned. Our forecast of the period of time through which our financial resources will be adequate to
support our operations is a forward-looking statement and involves risks and uncertainties, and actual results could
vary as a result of a number of factors, including the factors discussed in “Risk Factors.”

8. Discontinued Operations
BH Holdings, S.A.S ("BHH")

On January 12, 2012 BHH initiated the filing of an insolvency declaration with the Tribunal de Commerce de Rennes,
France ("Commercial Court"). The Commercial Court on January 18, 2012 opened the liquidation proceedings with
continuation of BHH's activity for 3 months and named an administrator to manage BHH. Since Drew no longer had a
controlling financial interest in BHH it was deconsolidated in the December 31, 2011 quarterly condensed
consolidated financial statements and prior period amounts were presented as discontinued operations.

Assets and liabilities of discontinued operations of BHH included in the condensed consolidated balance sheets are
summarized as follows at September 30, 2014 and June 30, 2014 (in thousands):
September 30, June 30,
2014 2014
Assets
Cash $— $—
Accounts receivable — —
Inventory — —
Other current assets — —
Fixed assets — —
Covenant not to compete and customer list, net — —
Other assets — —
Total assets — —
Liabilities
Accrued lease termination costs 612 593
Total liabilities 612 593
Net liabilities of discontinued operations $(612 ) $(593 )

The following tables summarize the results of discontinued operations of BHH for the three months ended
September 30, 2014 and 2013 (in thousands):

15
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For the three-month period ended September 30, 2014 2013
Revenue, net $— $—
Cost of goods sold — —
Marketing, general and administrative 19 26
Research & development — —
Total costs and expenses 19 26
Net (loss) from discontinued operations $(19 ) $(26 )
9. Inventory
(In thousands) September 30, June 30,
2014 2014

Inventories, net:

Raw Material $1,091 $1,279

Work-In-Process 429 599

Finished Goods 1,324 1,033
Total $2,845 $2.911

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
Forward Looking Statements

Certain statements contained in, or incorporated by reference in, this report are forward-looking statements made
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, which provide current
expectations or forecasts of future events. Such statements can be identified by the use of terminology such as
“anticipate,” “believe,” “could,” “estimate,” “expect,” “forecast,” “intend,” “may,” “plan,” “possible,” “project,” “should,” “wi
words or expressions. The Company's forward-looking statements include certain information relating to general
business strategy, growth strategies, financial results, liquidity, discontinued operations, research and development,
product development, the introduction of new products, the potential markets and uses for the Company's products,
the Company's ability to increase its sales campaign effectively, the Company's regulatory filings with the FDA,
acquisitions, dispositions, the development of joint venture opportunities, intellectual property and patent protection
and infringement, the loss of revenue due to the expiration on termination of certain agreements, the effect of
competition on the structure of the markets in which the Company competes, increased legal, accounting and
Sarbanes-Oxley compliance costs, compliance with Nasdaq continued listing qualifications, defending the Company
in litigation matters and the Company's cost saving initiatives. The reader must carefully consider forward-looking
statements and understand that such statements involve a variety of risks and uncertainties, known and unknown, and
may be affected by assumptions that fail to materialize as anticipated. Consequently, no forward-looking statement
can be guaranteed, and actual results may vary materially. It is not possible to foresee or identify all factors affecting
the Company's forward-looking statements, and the reader therefore should not consider the list of such factors
contained in its periodic report on Form 10-K for the year ended June 30, 2014 and this Form 10-Q quarterly report to
be an exhaustive statement of all risks, uncertainties or potentially inaccurate assumptions.

LT3 9 EEINT3

Executive Overview—Three-Months Ended September 30, 2014 and 2013.

The following highlights are discussed in further detail within this Form 10-Q. The reader is encouraged to read this
Form 10-Q in its entirety to gain a more complete understanding of factors impacting Company performance and
financial

condition.

* Consolidated product revenue from continuing operations decreased approximately $500,000, or 16.0%, to
$2,630,000 during the three-months ended September 30, 2014 as compared to same period of the last fiscal year. The
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decrease in revenue is attributed to a decrease of $295,000 in ultrasound products, a decrease of $165,000 in digital
imaging cameras and AXIS image management systems and a decrease of $40,000 in surgical products.

* Consolidated cost of goods sold from continuing operations totaled approximately $1,367,000, or 52.0%, of product
revenue from continuing operations for the three months ended September 30, 2014, as compared to $1,556,000, or
49.7%, of product revenue from continuing operations for the same period of the prior fiscal year. The increase of
2.3% in cost of goods sold as a percentage of revenue is due mainly to the decreased margin in ultrasound products.

» Total operating expenses increased approximately $166,000, or 10.8%, during the three-month period ended
September 30, 2014 as compared to the same period of prior fiscal year. This was due to increased marketing, general
and administrative expenses of $165,000, or 13.6% and an increase of $1,000 or 0.3%, in research and development
expenses.

* Net loss from continuing operations was approximately $440,000 for the three-months ended September 30, 2014.
The loss is mainly due to reduced sales. The Company is planning to increase its sales campaign and its research and
development expenditures in future quarters as it updates existing products and develops new products. Increases in
research and deve

10
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lopment expenses along with potential fluctuations in sales as the Company update its product offering may have a
negative impact on future earnings.

Company Overview

The following discussion should be read in conjunction with interim condensed consolidated financial statements and
the notes thereto, which are set forth in Item 1 of this report.

The Company operates in the healthcare market specializing in the development, manufacture, marketing and
distribution of medical devices and pharmaceuticals in the area of ophthalmology. The Company and its products are
subject to regulation and inspection by the FDA. The FDA requires extensive testing of new products prior to sale and
has jurisdiction over the safety, efficacy and manufacture of products, as well as product labeling and marketing. The
Company's Internet address is www.escalonmed.com. Sonomed-Escalon develops, manufactures and markets
ultrasound systems used for diagnosis or biometric applications in ophthalmology, develops, manufactures and
distributes ophthalmic surgical products under the Trek Medical Products name, and manufactures and markets digital
camera systems for ophthalmic fundus photography and image management systems.

Critical Accounting Policies

The preparation of financial statements requires management to make estimates and assumptions that impact amounts
reported therein. The most significant of those involve the application of FASB-issued authoritative guidance
concerning Revenue Recognition, Goodwill and Other Intangible Assets, discussed further in the notes to consolidated
financial statements included in the Form 10-K for the year ended June 30, 2014. The financial statements are
prepared in conformity with accounting principles generally accepted in the United States of America, and, as such,
include amounts based on informed estimates and judgments of management. For example, estimates are used in
determining valuation allowances for deferred income taxes, uncollectible receivables, obsolete inventory, sales
returns and rebates, warranty liabilities and valuation of purchased intangible assets. Actual results achieved in the
future could differ from current estimates. The Company used what it believes are reasonable assumptions and, where
applicable, established valuation techniques in making its estimates.

Revenue Recognition

The Company recognizes revenue from the sale of its products at the time of shipment, when title and risk of loss
transfer. The Company provides products to its distributors at agreed upon wholesale prices and to the balance of its
customers at set retail prices. Distributors can receive discounts for accepting high volume shipments. The discounts
are reflected immediately in the net invoice price, which is the basis for revenue recognition. No further material
discounts are given.

The Company's considerations for recognizing revenue upon shipment of product to a distributor are based on the
following:

Persuasive evidence that an arrangement (purchase order and sales invoice) exists between a willing buyer
(distributor) and the Company that outlines the terms of the sale (company information, quantity of goods,
purchase price and payment terms). The buyer (distributor) does not have a right of return.

Shipping terms are ex-factory shipping point. At this point the buyer (distributor) takes title to the goods and
is responsible for all risks and rewards of ownership, including insuring the goods as necessary.

The Company's price to the buyer (distributor) is fixed and determinable as specifically outlined on the sales
invoice. The sales arrangement does not have customer cancellation or termination clauses.

The buyer (distributor) places a purchase order with the Company; the terms of the sale are cash, COD or

credit. Customer credit is determined based on the Company's policies and procedures related to the buyer's
(distributor's) creditworthiness. Based on this determination, the Company believes that collectibility is
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reasonably assured.
The Company assesses collectibility based on creditworthiness of the customer and past transaction history. The
Company performs ongoing credit evaluations of its customers and does not require collateral from its customers. For
many of

11
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the Company's international customers, the Company requires an irrevocable letter of credit to be issued by the
customer before the purchase order is accepted.

Valuation of Intangible Assets

The Company annually, and as circumstances require, evaluates for impairment its intangible assets and goodwill in
accordance with FASB guidance related to goodwill and other intangible assets, or whenever events or changes in
circumstances indicate that the carrying value may not be recoverable. These intangible assets include goodwill,
trademarks and trade names. Recoverability of these assets is measured by comparison of their carrying amounts to
future discounted cash flows the assets are expected to generate. If identifiable intangibles are considered to be
impaired, the impairment to be recognized equals the amount by which the carrying value of the assets exceeds its fair
market value. The Company does not amortize intangible assets with indefinite useful lives, rather, such assets are
required to be tested for impairment at least annually or sooner whenever events or changes in circumstances indicate
that the assets may be impaired. The Company performs its intangible asset impairment tests on or about June 30, of
each year. Any such impairment charge could be significant and could have a material adverse impact on the
Company's financial statements if and when an impairment charge is recorded.

Income/(Loss) Per Share

The Company computes net income/(loss) per share under the provisions of FASB issued authoritative guidance.
Under the provisions of FASB issued authoritative guidance, basic and diluted net income/(loss) per share is
computed by dividing the net income/(loss) for the period by the weighted average number of shares of common stock
outstanding during the period. The calculation of diluted net income/(loss) per share excludes potential common
shares if the impact is anti-dilutive. Basic earnings per share are computed by dividing net income/(loss) by the
weighted average number of shares of common stock outstanding during the period. Diluted earnings per share are
determined in the same manner as basic earnings per share, except that the number of shares is increased by assuming
exercise of dilutive stock options and warrants using the treasury stock method.

Taxes

Estimates of taxable income of the various legal entities and jurisdictions are used in the tax rate calculation.
Management uses judgment in estimating what the Company's income tax will be for the year. Since judgment is
involved, there is a risk that the tax rate may increase or decrease in any period.

In determining income/(loss) for financial statement purposes, management must make certain estimates and
judgments. These estimates and judgments occur in the calculation of certain tax liabilities and in the determination of
the recoverability of certain deferred tax assets, which arise from temporary differences between the tax and financial
statement recognition of revenue and expense. FASB issued authoritative guidance concerning accounting for income
taxes also requires that the deferred tax assets be reduced by a valuation allowance if, based on the available evidence,
it is more likely than not that all or some portion of the recorded deferred tax assets will not be realized in future
periods.

In evaluating the Company's ability to recover the Company's deferred tax assets, management considers all available
positive and negative evidence including the Company's past operating results, the existence of cumulative losses and
near-term forecasts of future taxable income that is consistent with the plans and estimates management is using to
manage the underlying businesses.

Through September 30, 2014, the Company has recorded a valuation allowance against the Company's deferred tax
assets arising from net operating losses due to uncertainty of their realization as a result of the Company's earnings
history, the number of years the Company's net operating losses and tax credits can be carried forward, the existence
of taxable temporary differences and near-term earnings expectations. The amount of the valuation allowance could
decrease if facts and circumstances change that materially increase taxable income prior to the expiration of the loss
carryforwards. Any reduction in the valuation allowance would result in an income tax benefit in the period such
determination is made by the Company.

The Company has adopted FASB issued guidance related to accounting for uncertainty in income taxes, which
provides a comprehensive model for the recognition, measurement, and disclosure in financial statements of uncertain
income tax positions that a company has taken or expects to take on a tax return. Under the FASB guidance a
company can recognize the benefit of an income tax position only if it is more likely than not (greater than 50%) that
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the tax position will be sustained upon tax examination, based solely on the technical merits of the tax position.
Otherwise, no benefit can be recognized. The tax benefits recognized are measured based on the largest benefit that
has a greater than 50% likelihood of being realized upon ultimate settlement. Additionally, companies are required to
accrue interest and related penalties, if applicable, on all tax exposures for which reserves have been established
consistent with jurisdictional tax laws. The Company has elected to recognize interest expense and penalties, if any,
related to uncertain tax positions as a component of its provision for income taxes.

12
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Stock-Based Compensation
Stock-based compensation expense for all stock-based compensation awards granted after July 1, 2006 is based on the
grant-date fair value estimate in accordance with the provisions of the FASB issued guidance. The Company
recognizes these compensation costs on a straight-line basis over the requisite service period of the award.
Valuations are based on highly subjective assumptions about the future, including stock price volatility and exercise
patterns. The fair value of share-based payment awards was estimated using the Black-Scholes option pricing model.
Expected volatilities are based on the historical volatility of the Company's stock. The Company uses historical data to
estimate option exercise and employee terminations. The expected term of options granted represents the period of
time that options granted are expected to be outstanding. The risk-free rate for periods within the expected life of the
option is based on the U.S. Treasury yield curve in effect at the time of the grant.
Results of Operations
Three-month periods Ended September 30, 2014 and 2013
The following table shows consolidated product revenue, as well as identifying trends in revenues for the three-month
periods ended September 30, 2014 and 2013.
Table amounts are in thousands:

Three Months ended September 30,

2014 2013 % Change
Product Revenue:
Sonomed-Escalon $2,630 $3,130 (16.0 )%
Total $2,630 $3,130 (16.0 )%

Consolidated product revenue from continuing operations decreased approximately 500,000 , or 16.0%, to $2,630,000
during the three months ended September 30, 2014 as compared to same period of the last fiscal year. The decrease in
revenue is attributed to a decrease of $295,000 in ultrasound products, a decrease of $165,000 in digital imaging
cameras and AXIS image management systems and a decrease of $40,000 in surgical products. The reduction in sales
is related to the prior period being an exceptional sales quarter while this period's revenue returned to more historical
levels. In addition, unit prices on certain ultrasound products were reduced during the quarter in anticipation of
replacing these older products with recently introduced higher margin products.

The following table presents consolidated cost of goods sold as a percentage of product revenues for the three months
ended September 30, 2014 and 2013. Table amounts are in thousands:

Three Months Ended September 30,

2014 % 2013 %
Cost of Goods Sold:
Sonomed-Escalon $1,367 52.0 % $1,556 49.7 %
Total $1,367 52.0 % $1,556 49.7 %

Consolidated cost of goods sold from continuing operations totaled approximately $1,367,000, or 52.0%, of
product revenue from continuing operations, for the three months ended September 30, 2014, as compared to
$1,556,000, or 49.7%, of product revenue from continuing operations, for the same period of the prior fiscal year. The
increase of 2.3% in cost of goods sold as a percentage of revenue is due mainly to the decreased margin in ultrasound
products.

The following table presents consolidated marketing, general and administrative expenses as well as identifying trends
in marketing, general and administrative expenses for the three months ended September 30, 2014 and 2013. Table
amounts are in thousands:

Three Months Ended September 30,

2014 2013 % Change
Marketing, General and Administrative:
Sonomed-Escalon $1,379 $1,214 13.6 %
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13.6
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Consolidated marketing, general and administrative expenses from continuing operations increased $165,000, or
13.6%, to $1,379,000 during the three-months ended September 30, 2014, as compared to the same period of the prior
fiscal year. The increase is due to added sales people, a production manager and increased meeting and marketing
expenses and addition of a quality manager during the current period.

The following table presents consolidated research and development expenses from continuing operations for the
three-months ended September 30, 2014 and 2013. Table amounts are in thousands:

Three Months Ended September 30,

2014 2013 % Change
Research and Development:
Sonomed Escalon $324 $323 0.3 %
Total $324 $323 0.3 %

Consolidated research and development expenses from continuing operations increased $1,000, or 0.3%, to $324,000
during the three-months ended September 30, 2014, as compared to the same period of the prior fiscal year. Research
and development expenses were primarily expenses associated with the planned introduction of new or enhanced
products. The Company intends to increase research and development expenses throughout the remainder of the fiscal
year as it continues to update and develop its product offering.

Discontinued Operations

For the three-months ended September 30, 2014 and 2013, the Company had a net loss from discontinued operations
of the ECD segment of $19,000 and $26,000, respectively. Discontinued operations is related to a BHH lease
guaranteed by the Company.

Other Income

The Company did not have significant other income during the three-months ended September 30, 2014 and 2013,
respectively.

Liquidity and Capital Resources

The following table presents overall liquidity and capital resources as of September 30, 2014 and June 30, 2014. Table
amounts are in thousands:

September 30, 2014 June 30, 2014
Current Ratio:

Current assets $6,123 $6,897

Less: Current liabilities 3,043 3,351

Working capital $3,080 $3,546

Current ratio 20to1 21to1l

Debt to Total Capital Ratio:

Note payable and long-term debt $— $—

Total debt — —

Total equity 3,023 3,464

Total capital $3,023 $3,464

Total debt to total capital — % — %

Working Capital Position

Working capital decreased $ 466,000 as of September 30, 2014, and the current ratio decreased to 2.0 to 1 from 2.1 to
1 when compared to June 30, 2014.

Debt to Total Capital Ratio was 0% as of September 30, 2014 and June 30, 2014.
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We believe that our existing cash and cash flow from operations will be sufficient to fund our activities
throughout fiscal 2015. However, we have based this estimate on assumptions that may prove to be wrong, and we
may use our available capital resources sooner than we currently expect. Further, our operating plan may change, and
we may need additional funds to meet operational needs and capital requirements for product development and
commercialization sooner than planned. Our forecast of the period of time through which our financial resources will
be adequate to support our operations is a forward-looking statement and involves risks and uncertainties, and actual
results could vary as a result of a number of factors, including the factors discussed in “Risk Factors.”

Cash Used In or Provided By Operating Activities

During the three-month periods ended September 30, 2014 and 2013, the Company experienced cash outflows
and generated cash inflows from continuing operating activities of $542,000 and $169,000, respectively. The net
decrease in cash provided by operating activities of approximately $685,000for the three-month period ended
September 30, 2014, as compared to the same period in the prior fiscal year is due primarily to the following factors:

For the three-month period ended September 30, 2014, the Company had a net loss of $459,000, which includes
net loss from discontinued operations of $19,000, and experienced net cash in flows from a decrease in other current
assets of $48,000, a decrease in accounts receivable of $110,000, a decrease in inventory of $66,000, an increase in
non-cash expenditures on depreciation and amortization and compensation expense related to stock options of
approximately $3,000 and $18,000, respectively. These cash in-flows were offset by a decrease in accounts payable
and accrued expense and an increase in payment of post-retirement benefits of $326,000 and $21,000, respectively.
The significant reduction in accounts payable and accrued expenses is related to payments made during the period
related to the increase in VuPad inventory built up in the prior quarter.

For the three-month period ended September 30, 2013, the Company had a net income of $13,000, which
includes net loss from discontinued operations of $26,000, and experienced net cash in flows from a decrease in other
current assets of $64,000, a decrease in accounts receivable of $166,000, an increase in accounts payable and accrued
expenses of $221,000 and non-cash expenditures on depreciation and amortization and compensation expense related
to stock options of approximately $3,000 and $2,000, respectively. These cash in-flows were partially offset by an
increase in inventory and payment of post-retirement benefits of $307,000 and $20,000, respectively.

Cash Flows Used In Investing and Financing Activities

Cash flows used in investing activities of $8,000 were due to the purchase of fixed assets during the
three-month period ended September 30, 2014.

Cash flows used in investing activities of $4,000 were due to the purchase of fixed assets during the
three-month period ended September 30, 2013.

There were no cash flows used in or provided by financing activities during the three-month periods ended

September 30, 2014 and 2013.
Continuing Operations

The accompanying condensed financial statements have been prepared on the going concern basis, which
contemplates the realization of assets and the satisfaction of liabilities in the normal course of business.

We believe that our existing cash and cash flow from operations will be sufficient to fund our activities throughout
fiscal 2015. However, we have based this estimate on assumptions that may prove to be wrong, and we may use our
available capital resources sooner than we currently expect. Further, our operating plan may change, and we may need
additional funds to meet operational needs and capital requirements for product development and commercialization
sooner than planned. Our forecast of the period of time through which our financial resources will be adequate to
support our operations is a forward-looking statement and involves risks and uncertainties, and actual results could
vary as a result of a number of factors, including the factors discussed in “Risk Factors.”

Off-Balance Sheet Arrangements and Contractual Obligations
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The Company was not a party to any off-balance sheet arrangements during the three-month periods ended

September 30, 2014 and 2013.

The following table presents the Company's contractual obligations as of September 30, 2014 (excluding interest):

Less than 3-5
Total 1 Year 2-3 Years Years
Operating lease agreements $1,414,547 $465,944 $760,293 $167,057
Total $1,414,547  $465,944 $760,293 $167,057

Item 3. Quantitative and Qualitative Disclosures About Market Risk
None
Item 4. Controls and Procedures

15

More than
5 Years

$21,253
$21,253
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(A) Evaluation of Disclosure Controls and Procedures

The Company's management, with the participation of the Company's Chief Executive Officer and Principal Financial
and Accounting Officer, have established disclosure controls and procedures to ensure that material information
relating to the Company, including its consolidated subsidiaries, is made known to the officers who certify the
Company's financial reports and to other members of senior management and the Board of Directors.

Based on their evaluation of the effectiveness of the Company's disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of September 30, 2014, the Chief Executive Officer and
Principal Financial and Accounting Officer of the Company have concluded that such disclosure controls and
procedures are effective to ensure that the information required to be disclosed by the Company in reports that it files
or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified
in SEC rules and forms, and that information required to be disclosed in the reports that the Company files or submits
under the Exchange Act is accumulated and communicated to the Company's management, including its Chief
Executive Officer and Principal Financial and Accounting Officer, to allow timely decisions regarding required
disclosure.

(B) Internal Control over Financial Reporting

There have not been any changes in the Company's internal control over financial reporting (as such term is defined in
Rule 13a-15(f) under the Exchange Act), during the first fiscal quarter ended September 30, 2014 that have materially
affected, or are reasonably likely to materially affect, the Company's internal control over financial reporting.

Item 1. Legal Proceedings

See footnote 4 of the notes to the condensed consolidated financial statements for further information regarding the
Company's legal proceedings.

Item 1A. Risk Factors

There are no material changes from the risks previously disclosed in the Company's Annual Report on Form 10-K for
the year ended June 30, 2014.

Item 6. Exhibits

31.1 Certificate of Chief Executive Officer under Rule 13a-14(a).

31.2 Certificate of Principal Financial and Accounting Officer under Rule 13a-14(a).

32.1Certificate of Chief Executive Officer under Section 1350 of Title 18 of the United States Code.

3 2Certificate of Principal Financial and Accounting Officer under Section 1350 of Title 18 of the United States
““Code

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.

Escalon Medical Corp.
(Registrant)

Date: November 14, 2014 By: /s/ Richard J. DePiano, Jr.
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Date: November 14, 2014
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Richard J. DePiano, Jr.
Chief Executive Officer

/s/ Robert O’ Connor
Robert O’Connor
Chief Financial Officer
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