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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. 

Yes X   No __

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

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

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

Shares of Common Stock, no par value, outstanding as of May 1, 2013:

7,752,859
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PART I - FINANCIAL INFORMATION

Item 1.                 Financial Statements

DATA I/O CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

(UNAUDITED)

March 31,
2013

December 31,
2012

ASSETS
CURRENT ASSETS:
Cash and cash equivalents $10,392 $10,528
Trade accounts receivable, net of allowance for
       doubtful accounts of $89 and $89, respectively 2,870 2,648
Inventories 3,626 4,033
Other current assets 394 486
TOTAL CURRENT ASSETS 17,282 17,695

Property, plant and equipment – net 847 1,006
Intangible software technology – net 34 35
Other assets 84 86
TOTAL ASSETS $18,247 $18,822

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable $981 $850
Accrued compensation 900 1,183
Deferred revenue 1,209 1,238
Other accrued liabilities 625 539
Accrued costs of business restructuring - 25
Income taxes payable 23 23
TOTAL CURRENT LIABILITIES 3,738 3,858

Long-term other payables 228 219

COMMITMENTS - -

STOCKHOLDERS’ EQUITY
Preferred stock -
Authorized, 5,000,000 shares, including
200,000 shares of Series A Junior Participating
Issued and outstanding, none - -
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Common stock, at stated value -
Authorized, 30,000,000 shares
Issued and outstanding, 7,752,859 shares as of
March 31, 2013
and 7,741,686 shares as of December 31, 2012 18,002 17,928
Accumulated earnings (deficit) (4,925) (4,466)
Accumulated other comprehensive income 1,204 1,283
TOTAL STOCKHOLDERS’ EQUITY 14,281 14,745
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $18,247 $18,822

See notes to consolidated financial statements
3
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DATA I/O CORPORATION
CONSOLIDATED STATEMENTS OF OPERATION

(in thousands, except per share amounts)
(UNAUDITED)

Three Months Ended
March 31,

2013 2012

Net Sales $4,759 $3,679
Cost of goods sold 2,218 1,737
Gross margin 2,541 1,942
Operating expenses:
Research and development 1,205 1,392
Selling, general and administrative 1,806 2,250
Total operating expenses 3,011 3,642
Operating income (loss) (470) (1,700)
Non-operating income (expense):
Interest income 18 33
Foreign currency transaction gain (loss) (3) 9
Total non-operating income (expense) 15 42
Income (loss) before income taxes (455) (1,658)
Income tax (expense) benefit (4) (19)
Net income (loss) ($459) ($1,677)

Basic earnings (loss) per share ($0.06) ($0.19)
Diluted earnings (loss) per share ($0.06) ($0.19)
Weighted-average basic shares 7,749 8,765
Weighted-average diluted shares 7,749 8,765

See notes to consolidated financial statements
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DATA I/O CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(in thousands)
(UNAUDITED)

Three Months Ended
March 31,

2013 2012

Net Income (loss) ($459) ($1,677)
Other comprehensive income:
Foreign currency translation gain (loss) (79) 103
Comprehensive income (loss) ($538) ($1,574)

See notes to consolidated financial statements
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DATA I/O CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands, except share amounts)
(UNAUDITED)

For the Three Months
Ended

March 31,
2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) ($459) ($1,677)
Adjustments to reconcile net income (loss)
to net cash provided by (used in) operating activities:
Depreciation and amortization 179 316
Equipment transferred to cost of goods sold - 4
Share-based compensation 70 131
Net change in:
Trade accounts receivable (236) 2,486
Inventories 400 (510)
Other current assets 88 178
Accrued cost of business restructuring (25) -
Accounts payable and accrued liabilities (60) (376)
Deferred revenue 7 (293)
Other long-term liabilities (13) -
Net cash provided by (used in) operating activities (49) 259

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant and equipment (21) (153)
Cash provided by (used in) investing activities (21) (153)

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock 5 13
Repurchase of common stock - (6,026)
Cash provided by (used in) financing activities 5 (6,013)
Decrease in cash and cash equivalents (65) (5,907)

Effects of exchange rate changes on cash (71) 71
Cash and cash equivalents at beginning of period 10,528 18,120
Cash and cash equivalents at end of period $10,392 $12,284

Supplemental disclosure of non-cash financing activities:
Cash paid during the year for:
Income Taxes $19 $10
See notes to consolidated financial statements
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DATA I/O CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 1 - FINANCIAL STATEMENT PREPARATION

Data I/O Corporation (“Data I/O”, “We”, “Our”, “Us”) prepared the financial statements as of March 31,
2013 and March 31, 2012 according to the rules and regulations of the Securities and
Exchange Commission ("SEC"). These statements are unaudited but, in the opinion of
management, include all adjustments (consisting of normal recurring adjustments and
accruals) necessary to present fairly the results for the periods presented.  The balance sheet
at December 31, 2012 has been derived from the audited financial statements at that date.
We have condensed or omitted certain information and footnote disclosures normally included
in financial statements prepared in accordance with accounting principles generally accepted
in the United States of America according to such SEC rules and regulations.  Operating
results for the three months ended March 31, 2013 are not necessarily indicative of the
results that may be expected for the year ending December 31, 2013.  These financial
statements should be read in conjunction with the annual audited financial statements and
the accompanying notes included in our Form 10-K for the year ended December 31, 2012.

Revenue Recognition

We recognize revenue at the time the product is shipped.  We have determined that our
programming equipment has reached a point of maturity and stability such that product
acceptance can be assured by testing at the factory prior to shipment and that the installation
meets the criteria to be considered a separate element.  These systems are standard products
with published product specifications and are configurable with standard options.  The
evidence that these systems could be deemed as accepted was based upon having
standardized factory production of the units, results from batteries of tests of product
performance to our published specifications, quality inspections and installation
standardization, as well as past product operation validation with the customer and the
history provided by our installed base of products upon which the current versions were
based.  When arrangements include multiple elements, we recognize revenue when the
criteria for revenue recognition have been met for each element individually, with multiple
elements done on a pro-rata basis.
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Installation that is considered perfunctory includes any installation that can be performed by
other parties, such as distributors, other vendors, or in most cases the customers
themselves.  This takes into account the complexity, skill and training needed as well as
customer expectations regarding installation.  The revenue related to products requiring
installation that is perfunctory is recognized at the time of shipment provided that persuasive
evidence of an arrangement exists, shipment has occurred, the price is fixed or determinable,
and collectability is reasonably assured.

We record revenue from the sale of service and update contracts as deferred revenue and we
recognize it on a straight-line basis over the contractual period, which is typically one year. 
We establish a reserve for sales returns based on historical trends in product returns and
estimates for new items.  We recognize revenue when, the price is fixed or determinable, the
buyer has paid or is obligated to pay and the obligation is not contingent on resale of the
product, the buyer’s obligation would not be changed in the event of theft, physical
destruction or damage to the product, the buyer acquiring the product for resale has
economic substance apart from us and we do not have significant obligations for future
performance to directly bring about the resale of the product by the buyer. 

Sales were recorded net of actual sales returns and changes to the associated sales return
reserve.  Sales return reserves were $60,000 and $60,000 at March 31, 2013 and December
31, 2012, respectively. 

When we sell software separately, we recognize software revenue upon shipment provided
that only inconsequential obligations remain on our part, substantive acceptance conditions, if
any, have been met and when the fee is fixed and determinable and when collection is
deemed probable.

7
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Certain fixed-price engineering services contracts that require significant production or
customization of software, are accounted for using the percentage-of-completion method.  We
use the percentage-of-completion method of accounting because it is the most accurate
method to recognize revenue based on the nature and scope of certain of our fixed-price
engineering services contracts.  It is a better measure of periodic income results than other
methods and it better matches revenue recognized with the cost incurred. 
Percentage-of-completion is measured based primarily on input measures such as hours
incurred to date compared to estimated total hours at completion, with consideration given to
output measures, such as contract milestones, when applicable.  Significant judgment is
required when estimating total hours and progress to completion on these arrangements
which determines the amount of revenue we recognize as well as whether a loss is recognized
if expected to be incurred upon project completion.  Revisions to hour and cost estimates are
incorporated in the period the amounts are recognized if the results of the period have not
been reported; otherwise, the revision of estimates are recognized in the period in which the
facts that give rise to the revision become known.  No revenues were recorded using the
percentage-of-completion method during the three months ended March 31, 2013 and 2012,
respectively.

We transfer certain products out of service from their internal use and make them available
for sale.  The products transferred are our standard products in one of the following areas:
service loaners, rental or test units; engineering test units; or sales demonstration
equipment.  Once transferred, the equipment is sold by our regular sales channels as used
equipment inventory.  These product units often involve refurbishing and an equipment
warranty, and are conducted as sales in our normal and ordinary course of business.  The
transfer amount is the product unit’s net book value and the sale transaction is accounted for
as revenue and cost of goods sold.

Stock-Based Compensation Expense

We measure and recognize compensation expense as required for all share-based payment
awards, including employee stock options and restricted stock awards, based on estimated
fair values on the grant dates.  Total share-based compensation is as follows:

Three Months Ended
March 31,

2013
March 31,

2012
(in thousands)
Total share-based compensation $70 $131
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Income Tax

Historically when accounting for uncertainty in income taxes, we have not incurred any
interest or penalties associated with tax matters and no interest or penalties were recognized
during the three months ended March 31, 2013.  However, we have adopted a policy whereby
amounts related to penalties associated with tax matters are classified as general and
administrative expense when incurred and amounts related to interest associated with tax
matters are classified as interest income or interest expense.

We have incurred net operating losses in the current and certain past years.  We continue to
maintain a valuation allowance for the full amount of the net deferred tax asset balance
associated with our net operating losses and credit carryforwards, as sufficient uncertainty
exists regarding our ability to realize such tax assets in the future.  There was $132,000 and
$115,000 unrecognized tax benefits related to uncertain tax positions and related valuation
allowance as of March 31, 2013 and 2012, respectively.

Tax years that remain open for examination include 2009, 2010, 2011 and 2012 in the United
States of America.  In addition, tax years from 2000 to 2008 may be subject to examination in
the event that we utilize the net operating losses and credit carryforwards from those years in
its current or future year tax returns.

8
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Recent Accounting Pronouncements

In March 2013, the FASB issued ASU 2013-05, “Parent’s Accounting for the Cumulative
Translation Adjustment upon Derecognition of Certain Subsidiaries or Groups of Assets within
a Foreign Entity or of an Investment in a Foreign Entity,” (“ASU 2013-05”). The objective of ASU
2013-05 is to clarify the applicable guidance for the release into net income of the cumulative
translation adjustment upon derecognition of a subsidiary or group of assets within a foreign
entity. ASU 2013-05 is effective for annual and interim reporting periods beginning after
December 15, 2013 with early adoption permitted.  We are currently evaluating the impact
that the adoption will have on the determination or reporting of our financial results.

In February 2013, the FASB issued ASU No. 2013-02, “Reporting of Amounts Reclassified Out of
Accumulated Other Comprehensive Income.”  Under ASU 2013-02, an entity is required to
provide information about the amounts reclassified out of Accumulated Other Comprehensive
Income (“AOCI”) by component. In addition, an entity is required to present, either on the face
of the financial statements or in the notes, significant amounts reclassified out of AOCI by the
respective line items of net income, but only if the amount reclassified is required to be
reclassified in its entirety in the same reporting period.  For amounts that are not required to
be reclassified in their entirety to net income, an entity is required to cross-reference to other
disclosures that provide additional details about those amounts. ASU 2013-02 does not
change the current requirements for reporting net income or other comprehensive income in
the financial statements. ASU 2013-02 is effective for us on January 1, 2013.  The adoption of
this update did not have a material impact on our financial statements.

In July 2012, the FASB issued ASU No. 2012-02, “Intangibles-Goodwill and Other (Topic 350) –
Testing Indefinite-Lived Intangible Assets for Impairment”, which permits an entity to make a
qualitative assessment to determine whether it is more likely than not that an indefinite-lived
intangible asset, other than goodwill, is impaired. Entities are required to test indefinite-lived
intangible assets for impairment at least annually and more frequently if indicators of
impairment exist. If an entity concludes, based on an evaluation of all relevant qualitative
factors, that it is not more likely than not that the fair value of an indefinite-lived intangible
asset is less than its carrying amount, it is not required to perform the quantitative
impairment test for that asset. Because the qualitative assessment is optional, an entity is
permitted to bypass it for any indefinite-lived intangible asset in any period and apply the
quantitative test. ASU 2012-02 also permits the entity to resume performing the qualitative
assessment in any subsequent period. ASU 2012-02 is effective for impairment tests
performed for fiscal years beginning after September 15, 2012 and early adoption is
permitted.  The adoption of this update did not have a material impact on our financial
statements.
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NOTE 2 – INVENTORIES

Inventories consisted of the following components:
March 31,

2013
December 31,

2012
(in thousands)
Raw material $1,936 $2,166
Work-in-process 1,200 1,262
Finished goods 490 605
Inventories $3,626 $4,033

9
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NOTE 3 – PROPERTY, PLANT AND EQUIPMENT, NET

Property and equipment consisted of the following components:
March 31,

2013
December 31,

2012
(in thousands)
Leasehold improvements $481 $481
Equipment 7,015 7,618

7,496 8,099
Less accumulated depreciation 6,649 7,093
Property and equipment, net $847 $1,006

NOTE 4 – INTANGIBLE SOFTWARE TECHNOLOGY, NET

On April 29, 2011, we purchased software technology for $2 million in cash and issuance of
163,934 shares of our common stock, valued at $1 million on the date of purchase. 
Acquisition costs of $89,000 were capitalized as part of the transaction.  The transaction was
accounted for as an asset purchase.

We will pay and expense royalties (of 4% for five years to the seller and 2.5% for three years
to the developer) for directly associated revenues relating to this acquired software
technology.  No royalty expense has been recognized since the acquisition date.

A year end 2012 impairment analysis was performed due to indicators of impairment from
changes in our use and plans for Azido technology and our market capitalization being below
our net book value.  During the fourth quarter of 2012, changes in Azido projects and
projected cash flows, which decreased or eliminated our expected future cash flows related to
Azido technology’s use or disposition, resulted in an impairment charge of $2.3 million and a
carrying value of $35,000 at December 31, 2012.

The following is a summary of our intangible software technology:

March 31,
2013

December 31,
2012

(in thousands)
Intangible software technology $35 $3,089
Less impairment charge - 2,318
Less accumulated amortization 1 736
Intangible software technology, net $34 $35
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NOTE 5 – BUSINESS RESTRUCTURING

As a result of the business downturn we experienced this past year and the uncertain
business outlook at that time, we took restructuring actions in September 2012 to reduce
quarterly operating expenses and production costs.  These actions included reductions in
personnel and the use of contractors, professionals, and consultants, as well as focusing our
development efforts on a smaller number of projects.

The restructuring charge associated with these actions was $207,000 and was primarily
related to severance.  The restructuring charge was incurred in the third quarter of 2012 and
was completed and has been fully paid out in the first quarter of 2013.

An analysis of the business restructuring is as follows:

10
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Reserve
Balance
Dec 31,

2011
2012

Expense
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