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PART |
ltem 1. Business.
Introduction

Electro-Sensors, Inc. (“we,” “us,” “our,” the “Corapy” or “ESI”) is engaged in manufacturing and isellindustrial production
monitoring and process control systems.

In addition, through our former subsidiary ESI Istraent Company, we periodically made strategicstiments in other businesses
and companies, primarily when we believed thatdhiegestments would facilitate the developmenechhology complementary to
our existing products. During 2015, we sold sultsdip all our remaining investments in other biesees and companies. Effective
December 31, 2015, we merged ESI Investment Comaad\ySenstar Corporation, a subsidiary with nortess operations, into the
parent company Electro-Sensors, Inc.

ESI was incorporated in Minnesota in July 1968.r &ecutive offices are located at 6111 Blue Citzteve, Minnetonka,
Minnesota, 55343-9108. Our telephone number i2)(930-0100.

Products

We manufacture and sell several different typemoitoring systems that measure actual machineugtih and operation rates, as
well as systems that regulate the speed of retatethines in production processes.

Our speed monitoring systems compare revolutionsnieute or speed against acceptable rates aswatat by a customer. The
systems vary in complexity, from a simple systeat thetects slow-downs or stoppages, to more sogdtisti systems that warn of
deviations from precise tolerances and that peraribus subsidiary operations to be determinedutiinanonitoring the shaft speed.

The speed monitoring systems also include a lingraducts that measure production counts or ratedy as parts, gallons, or board
feet. The speed monitoring systems also includerasystems, tachometers, and other devices #rediaite impulses from the
sensors into alarm signals, computer inputs, dtalidisplays that are usable by the customer.

We also offer production monitoring devices thafuae a tilt switch, vibration monitor, and slidatg position monitor. A tilt switch
is designed to alert the operator when a storagerproduction system reaches a certain capaeity,(vhen grain fills a silo). A
vibration monitor will alert an operator when thiération of a machine in a production system exsewds less than a specified
level. The slide gate position monitor is useglemt operations to provide feedback of the pasitiba slide gate. As part of our
Electro-Sentry Hazard Monitoring system, we alseehi@mperature sensors that are used to monitoinggamperature and belt
misalignment.

We have several products used in drive controksystthat regulate the speed of motors on relatethimes in a production
sequence to ensure that the performances of vasjperations are coordinated. The products coobestine of digital control
products for motors that require a complete cldeed PID (Proportional Integral Derivative) contrdhe closed loop controllers
coordinate production speed among process motadrsealuce waste.

We have a sales agreement with Motrona GmbH, a &enaontrol and interface devices manufacturer, untéch we have the right
to distribute Motrona products in the United Stat&éhese products interface with our products aioua applications.

In 2008, we introduced our Electro-Sentry 1 hazaahitoring system, which integrates our sensorgrfonitoring temperature, belt
misalignment, and shaft speed with a programmalgjie kcontroller and touch screen interface to er@atomplete system for hazard
monitoring. The system enables our customersdatéowhich part of their material handling systemperating incorrectly,

typically in less than ten seconds, by using visliajrams on a touch screen. In 2012, we intraditive Electro-Sentry 16 hazard
monitoring system and added new features to thetfekSentry 1 system.

In 2013, the Company added ION Frequency/Discrete-product that allows users to measure up &ha# speeds and/or signal
frequencies from pulse-frequency-output sensotss i our third ION product, completing the IONbduct line to support all ESI
sensor products and providing the customer higledfaecuracy signal acquisition at low cost and davieing costs. The Company
also expanded the Series 18 shaft speed sendacdude additional housings and connection optiongach a broader range of
installations. In addition, in 2013 we also intnoed product upgrades for sensing capability agdedness on our Hall-effect
Sensors.

In 2014, we introduced a process meter for analtgut sensors, such as our TT420, temperature I1&b420, speed sensors, and
SG1000, slide gate position monitor.



Additionally, in 2014, the Company purchased tratdrLink wireless hazard technology monitoring egstaind product family,
together with related technology and intellectualperty rights, from Harvest Engineering Inc. revately held lllinois-based
corporation, and its affiliated parties and own@Harvest”). The Company is marketing the wireleszard monitoring products
under its new HazardPR product line and manufacturing and servicing th@selucts at its Minnetonka, Minnesota facilityheT
Company agreed to pay $1,200,000 for the prodoet bf which $400,000 was paid at closing, andtaaidil payments of $400,000
will be paid on each of the first and second amsiaey of the closing. The final payment of $400,0éas made on February 18,
2016. Harvest may earn up to an additional $53Dd¥@urchase price, depending upon the achieveofeevenue measures during
the four calendar years following the closing.

We expect to continue to expend resources to devaar products and to market new and existing ptsdior use in a wide variety
of monitoring applications.

Our customers have diverse applications for oudpets in the grain, feed, bio-fuels, power generatvater utilities and waste
water treatment, mining, chemical, and other prsiogsareas. We continue to look for new industigesxpand sales and may also
consider acquiring compatible businesses as paiofrowth strategy. We believe that a wide \grig organizations can achieve
significant savings in both time and materials tgliag production monitoring and drive control teclugy to existing processes to
coordinate the operation of related machines. @auyrts are sold into both the “retro-fit” markeidainto new manufacturing or
processing systems.

Our corporate web site provides significant infotiomand product application knowledge to existamgl prospective customers and
also direct knowledge to our sales partners. métion on our website is not incorporated by refeecherein and is not a part of this
Form 10-K.

Marketing and Distribution

We sell our products primarily through both oueimial sales team and a number of manufacturerteseptatives and distributors
located throughout the United States, Canada, Megbile, Colombia, Guatemala, Peru, United Kingdbikraine, Egypt, Saudi
Arabia, Australia, China, Korea, Vietham, Malay$taijlippines, and Singapore. Sales to customdssdsuthe United States
represent approximately 13% of sales in 2015. seEmsing and control units are sold under the Eleésansors, Inc. brand as a range
of products from simple sensors to complex moteesipcontrollers. These products are sold to bssésein a wide variety of
industries, including agriculture, grain-handlifeged, biofuels, food processing, chemicals, minirdity, forest products, steel, tire,
glass and electronics. Any business that usesingghwith a rotating shaft is a potential customer

We advertise in national industrial periodicalsttt@ver a range of industrial products and attenesal local, national and
international tradeshows designated for the ingitbtioughout the year. We also use our corporafesite and other related industry
websites for advertising and marketing purposes.

Competition

We face substantial competition in the sale ofaduction monitoring systems from a broad rangeddstrial and commercial
businesses. Many of these competitors are welbshed and have greater sales volume. Amongaogel competitors are Danaher
Controls, Red Lion Controls, 4B Elevator Componetits, and Durant Corporation. We believe our cetitiye advantages include
our products superior design and quality, the tha&t our products are sold as ready-to-installsymihd they can be used in a wide
range of applications. Our major disadvantagelsidfecthe fact that our major competitors are maedr, have a broader variety of
sensing instruments, and have larger sales formbgstablished names.



Suppliers

We purchasgarts and materials for our systems from variousufacturers and distributors. In some instancesehmaterials are
manufactured in accordance with our proprietarygiess Multiple sources of these parts and matedat generally available, and
we are not dependent on any single source for thgsglies and materials. We have not experiencgaignificant problem of short
supply or delays from our suppliers.

Customers

We are not dependent upon a single or a few custfoea material (10% or more) portion of our sale

Patents, Trademarks and Licenses

The Company relies on a combination of patentgnzatk, and trade secret laws to establish propyieight in its products.

We have registered the name “Electro-Sensors’tedamark with the U.S. Patent and Trademark Offic&PTO”), Reg. No.
1,142,310. We believe this trademark has been @dhdomtinue to be useful in developing and proiegtmarket recognition for our
products. We established the HazardPR@ademark in the first quarter of 2014 and intemdegister the trademark with the
USPTO during 2016.

We hold six patents relating to our production nimning systems. The Company believes stronglyrantgeting its intellectual
property and has a long history of obtaining paemwhen available, in connection with its reseanoth product development
programs. The Company also relies upon trade tsegnel proprietary know-how.

The Company seeks to protect its trade secretpramietary intellectual property, including knowsk, in part, through
confidentiality agreements with employees, considizand other parties. We cannot ensure, howthatrthese agreements will not
be breached, that the Company would have adegewskedies for any breach, or that the Company’s tsadeets will not otherwise
become known or independently developed by congustit

Business Development Activities

We continue to seek growth opportunities, bothrima#ly through our existing portfolio of productechnologies and markets, as well
as externally through technology partnerships lated-product acquisitions.

Governmental Approvals

Although, we are not required to obtain governmieagpproval of our products, we choose to obtaitateithird party certifications
to meet our customers’ needs. These certificatioag expand our market opportunities in certaiugtdes.

Effect of Governmental Regulations

We do not believe that any existing or proposedegamental regulations will have a material effactooir business.

Research and Development (in thousands)

We invest in research and development programs\eldp new products in related markets and to rategstate-of-the-art
technology into our existing products. We incurresearch and development expenses of approxintsély and $810 during 2015

and 2014, respectively. We undertake developmenegts based upon the identified specific needb@fmarkets we serve.

Our future success depends in part upon our abditlevelop new products in our varying segmeBbBtficulties or delays in our
ability to develop, produce, test and market nesdpcts could have a material adverse effect ondigales growth.

Compliance with Environmental Laws

Compliance with federal, state and local environtalaws has only a nominal effect on current dicimated capital expenditures
and has had no material effect on earnings or oc@upetitive position.



Employees

As of March 9, 2016, we had 36 employees, all obmvtare full-time. We believe that our relationshndur employees are good.
None of our employees are members of unions.

Our ability to maintain a competitive position atlodcontinue to develop and market new products midgedn part, on our ability to
retain key employees and qualified personnel. dfare unable to retain our key employees, or reandl train others, our product
development, marketing and sales could be neggtirgdacted.

Fluctuations in Operating Results.

We have experienced fluctuations in our past opeyaesults, and expect to experience fluctuatiortke future, which may affect
the market price of our Common Stock. Sales aastdhte as a result of a variety of factors, manytoch are beyond our control.
These factors include: product competition and piaree, timing of customer orders, cancellatioorders, the mix of products sold,
downturns in the markets we serve and economigjliems. Because fluctuations can happen, weamautivestors that results of
our operations for recent periods may not accurgteddict how we will perform in the future. Wentet ensure that we will
experience revenue or earnings growth.

Expending Funds for Changes in Industry StandardSustomer Preferences or Technology.

Our business depends upon periodically introduning and enhanced products and solutions for custoesls. Our product
development requires us to commit financial resesirpersonnel and time, usually in advance of fiogmit market demand for these
products. In order to compete, we must anticipaté Euture demand and the technology availabledetrthat demand. We cannot
ensure that our research and development effolttteat! to new products or product innovations et be made available to or will
be accepted by the market.



Cautionary Statements

The Private Securities Litigation Reform Act of B98rovides a safe harbor for forward-looking stadata made by us or on our
behalf. We have made, and may continue to makeafal-looking statements with respect to our busirsasl financial matters,
including statements contained in this documetgiofilings with the Securities and Exchange Consinis, and reports to
shareholders. Forward-looking statements geneirsdlyde discussion of current expectations or faséx of future events and can be
identified by the use of terminology such as “bedié “estimate,” “expect,” “intend,” “may,” “could,"will,” and similar words or

expressions. Any statement that does not relagdysial historical fact should be considered forwknaking.

" ou " ou

Our forward-looking statements generally relatedo growth strategy, future financial results, proddevelopment and sales efforts.
Forward-looking statements are made throughout®hisual Report, but primarily in this Iltem 1 andri 7 -Management’s
Discussion and Analysis of Financial Condition d&elsults of Operationsind include statements relating to management’s
intentions that we not become an investment compaunyexpectations and intentions with respectréavth, statements relating to
management’s beliefs with respect to our markeding) product development, our expectations andfbelith respect to the value of
our intellectual property, our beliefs with respcbur competitive position in the marketplacer, beliefs with respect to the effect
of governmental regulations on our business, oliefisevith respect to our employee relations, aypextations and beliefs with
respect to the future performance of our investrsentirities, the adequacy of our facilities, expansf our number of
manufacturer’s representatives and exclusive Histors, our intention to develop new products,gbssibility of acquiring
compatible businesses as part of our growth styategd our expectations with respect to our caghirements and use of cash.
Forward-looking statements cannot be guaranteedandctual results may vary materially due touheertainties and risks, known
and unknown, associated with these statementsidimg) our ability to successfully develop new pretduand manage our cash
requirements. We undertake no obligations to updayeforward-looking statements. We wish to cautiorestors that the following
important factors, among others, in some cases &idweted and in the future could affect our acteallts of operations and cause
these results to differ materially from those aptited in forward-looking statements made in tlusuinent and elsewhere by us or
on our behalf. We cannot foresee or identify altdas that could cause actual results to diffemfiexpected or historical results. As
such, investors should not consider any list o$éhfactors to be an exhaustive statement of &8 risncertainties or potentially
inaccurate assumptions. These factors include lulityao:

» successfully use our cash and liquid assets toloj@we acquire new or complementary products tosiase our revenue and
profitability;

» successfully integrate the wireless hazard teclyyosdmd product line we purchased in February 2014;
» quickly and successfully adapt to changing industohnological standards;
« comply with existing and changing industry reguas;
» attract and retain new quality manufacturer’s repngatives and distributors;
» attract and retain key personnel, including semianagement;
» adapt to changing economic conditions and managatons in the economy in general; and
» keep pace with competitors, some of whom are maicfel and have substantially greater resourcesusan
Item 1A. Risk Factors.
Not required for smaller reporting companies.
Item 2. Properties.
We own and occupy a 25,400 square foot facilit§ldtl Blue Circle Drive, Minnetonka, Minnesota 553198. All operations are
conducted within this facility. The facility is &xcellent condition and we continue to maintaid apdate the facility as necessary.
We believe the facility will be adequate for oueds in 2016.
Item 3. Legal Proceedings.

We are not the subject of any legal proceedings #se date of this filing. We are not aware oy émreatened litigation.



Item 4. Mine Safety Disclosures.

Not applicable.

PART Il
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Eiity Securities.
Our common stock trades on the Nasdaq Capital MafkEhe Nasdaq Stock MarKetinder the symbol “ELSE.” The following table

sets forth the quarterly high and low reported $ades prices for our common stock for each periditated as reported on the
Nasdaq system.

Period High Low
2015 First Quarter $ 438 $ 3.64
Second Quarter $ 456 % 3.84
Third Quarter $ 440 % 3.53
Fourth Quarter $ 402 % 3.55
2014 First Quarter $ 433 $ 3.94
Second Quarter $ 442 $ 3.86
Third Quarter $ 425 $ 3.42
Fourth Quarter $ 420 $ 3.09

Based on data provided by our transfer agent, 8aoth 9, 2016, we had 76 shareholders of recom lvethd 903,331 shares of the
Company’s common stock. In addition, nominees helddditional 2,492,190 shares for approximatéy ghareholders holding
shares in street name.

From time to time, we may be required to repurclsmsee of our equity securities as a result of @lilkmns described in Note 12 to
our 2015 consolidated financial statements. Wendickepurchase any equity securities during tteesyended December 31, 2015
and 2014.

The information required by Item 201(d) is setliart Iltem 12 of this Form 10-K.

Iltem 6. Selected Financial Data.

Not required for smaller reporting companies.



Item 7. Management'’s Discussion and Analysis of k&ncial Condition and Results of Operations.

The following discussion should be read in conjigrctvith our consolidated financial statements egldted notes. This discussion
contains forward-looking statements that invohaksiand uncertainties. Our actual results coufédihaterially from those
anticipated due to various factors discussed utietamward-Looking Statements” elsewhere in this AsdriReport on Form 10-K.

RESULTS OF OPERATIONS

The following table contains selected financiabimhation, for the periods indicated, from our cditsded statements of

comprehensive income expressed as a percentage sdlas.

Net Sale
Cost of Goods Sold
Gross Profit

Operating Expenses
Selling and marketing
General and administrative
Research and development
Total Operating Expenses

Operating Income
Non-operating Income (Expense)
Interest expense
Gain on sale of available-for-sale securities
Interest income
Other income
Total Non-operating Income, Net
Income before Income Taxes

Income Taxes

Net Incomu

Year Ended December 31,

2015 2014
100.0% 100.0%
44.7 42.0
55.3 58.0
20.4 22.1
21.3 18.9
9.9 115
51.6 52.5
3.7 5.5
(0.1) (0.2)
19.0 16.5
0.0 0.0
0.2 0.2
19.1 16.5
22.8 22.0
6.9 6.5
15.9% 15.5%

The following paragraphs discuss the Company’sgperéance for years ended December 31, 2015 and 2014.

Comparison of 2015 vs. 2014 (in thousands)

Net Sales

Net sales increased $595 or 8.5%, to $7,636 in 2@h5 $7,041 in 2014. This increase was primatdiiyen by sales of HazardPRO
wireless hazard monitoring systems following oweipt in early 2015 of third-party certificationrfmstalling HazardPRO systems
into certain hazardous environments. These HaR(@d#ystems are now deployed in a wide-range oaltwial and industrial
applications, including grain handling and milliramyimal nutrition and hardwood processing.

We continue to see steady demand for our broadfisbaft speed switches and sensors as well asrsefor monitoring sliding
gates and valves. These sensors and switcheggatg tesired for their durability, safety and letegm value. On a geographic

basis, we experienced a 20% growth in sales tmmests in the South Central U.S.
our business, providing over 13% of our 2015 reeeinom shipments into 45 countries.

Internationalkets remain an important part of



Gross Profit

Gross profit for 2015 increased $140, or 3.4%4@%6 from $4,086 in 2014. Gross margin for 2055 %5.3% compared to 58.0% in
2014. The slight decrease in the gross marginpiasarily due to higher manufacturing costs onittigal HazardPRO products. We
expect HazardPRO manufacturing costs to contindetoease through production efficiencies and aseéd purchasing volume.

Operating Expenses

Total operating expenses increased $241, or 6 6%3,036 in 2015 compared to $3,695 in 2014. Tuease was due to the
following:

» Selling and marketing expenses were relatively angkd in 2015 compared to 2014, but decreasegaseantage of sales
to 20.4% from 22.1%. Increased travel costs rdladgoromoting HazardPRO and personnel expenses pegtially offset
by a decrease in commissions paid to manufacturepiesentatives.

e General and administrative expenses increased $22@,3%, to $1,625 in 2015 compared to $1,3Z8i, and increased as
a percentage of sales to 21.3% from 18.9%. Thease was due primarily to amortization of therigthle assets related to the
February 2014 acquisition of the HazardPRO teclgyoémd wages and benefits related to additionalomerel. Amortization
expense on the HazardPRO technology for 2015 wa®dmately $211 compared to approximately $71064

+ Research and development expenses decreased $50%9rto $753 in 2015 compared to $810 in 201d,detreased as a
percentage of sales to 9.9% from 11.5%. The 2@tbedise was the result of lower wages and bewlefso reduced
staffing levels and costs incurred in 2014 for ptgpe and development of the HazardPRO product line

Operating Income

Operating income decreased $101 or 25.8%, to $22015 from $391 in 2014, and decreased as a pgageeof sales to 3.7% from
5.5%, due primarily to lower 2015 gross margin, athivas slightly offset by lower operating expendissussed above.

Non-Operating Income

Non-operating income increased $291 to $1,454 r5Zfbm $1,163 in 2014, primarily as a result ofiéidnal realized gains on
sales of shares of Rudolph Technologies, Inc. (6Rud’). As of December 31, 2015, the Company hilg fiquidated all holdings
in Rudolph stock.

Available-for-sale securities are stated at falugaand unrealized holding gains and losses, frtbiearelated deferred tax effect, are
reported as a separate component of stockholdguitye

Realized gains and losses, including losses fragtirds in value of specific securities determingdrimnagement to be other-than-
temporary, are included in the statement of congmsive income. Realized gains and losses arendetnt on the basis of the
specific securities sold.

Net Income After Tax

We reported net income of $1,214 in 2015 as condpareet income of $1,094 in 2014, an increasel@b$or 11.0%. Basic and

diluted earnings per share were $0.36 and $0.8f3ectively, in 2015, compared to basic and dileehings per share of $0.32 and
$0.30, respectively, in 2014.
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OFF-BALANCE SHEET ARRANGEMENTS

We are not a party to any off-balance sheet traioses; arrangements or obligations that have, ®regisonably likely to have, a material
effect on our financial condition, changes in timafcial condition, revenues or expenses, restiliperations, liquidity, capital
expenditures or capital resources.

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents were $569 and $1,1968catniber 31, 2015 and 2014, respectively. The dsere@as mainly due to net
cash used in operating activities, as describealeWorking capital was $9,941 at December 31 526dmpared to $10,132 at
December 31, 2014.

Cash used in operating activities in 2015 was $866)pared to cash generated from operating aesvitf $263 in 2014, resulting in
a decrease of cash from operating activities 0B$5bhe decrease resulted, in part, from an inereamventories and a decrease in
accrued expenses and income tax payable. Thetoryancrease is primarily due to the build-up m¥entory for anticipated
HazardPRO system orders. The decrease in accxpetiges is due to changes in compensation plams.ddcrease in income tax
accruals is due to the timing of income tax payment

Cash generated from investing activities in 2015 $66, compared to $581 cash used in 2014 investitigties. The increase is
primarily due to the receipt of $1,467 for salesadilable-for-sale securities during 2015 compaoe$il,178 during 2014. In
addition, the Company acquired the Harvest wirehessrd monitoring technology in February 2014%600,000 and financed the
remaining purchase price through a seller-finanuztd.

We used cash of $381 in 2015 financing activitespared to cash of $3 generated in 2014. Duriid 2@e paid $381 on the long-
term note owed to Harvest, which was the firstaltistent under the note payable agreement. Thé$#@0 installment on the note
payable was paid on February 18, 2016.

Our ongoing cash usage requirements will be prisnaged for capital expenditures, potential acdjoiss, research and

development, and working capital. Management etiehat cash on hand and any cash provided byiges will be sufficient to
meet our cash requirements through at least thelr@emonths.
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CRITICAL ACCOUNTING ESTIMATES

The preparation of our consolidated financial stests in conformity with accounting principles geally accepted in the United
States of America requires management to makeidaesibased upon estimates, assumptions, and factanssiders relevant to the
circumstances. Those decisions include the seteofiapplicable accounting principles and the ugadgment in their application,
the results of which impact reported amounts aesdld$ures. Changes in economic conditions or dihsiness circumstances may
affect the outcomes of management’s estimates ssuhgtions.

Significant estimates, including the underlyinguasptions, consist of the economic lives of longthvassets, realizability of trade
receivables, valuation of deferred tax assetsliteds, inventory, investments, contingent earn;auid stock compensation expense.
It is at least reasonably possible that these astisnmay change in the near term.

Economic lives of long-lived assets
We estimate the economic useful life of long-liassets used in the business. Expected assetdagbe shortened or an
impairment may be recorded based on a change iexihected use of the asset.

Realizability of trade receivables
We estimate our allowance for doubtful accountgtam prior history and the aging of our trade instdes. We are unable to
predict which, if any, of our customers will be bieto pay their open invoices at a future date.

Valuation of deferred tax assets/liabilities
We estimate our deferred tax assets and liabilitas®d on current tax laws and rates. The taxdadsates could change in the
future to either disallow the deductions or inceddecrease the tax rates.

Valuation of inventory
We purchase inventory based on estimated demapidficts. It is possible that the inventory weehpurchased will not be used in
the products that our customers need or will nagtrigture technological requirements.

Valuation of investments

Our investments in equity securities are valuethatket prices in an open market. The prices drgestto the normal fluctuations
that could be either negative or positive.

Valuation of stock-based compensation expense

We estimate the expected life and forfeiture rafestock options granted when calculating the valueptions using the Black-
Sholes-Merton model. The actual life and forfesteaite could differ from what we estimated.

Valuation of the contingent earn-out

We estimated the probability of meeting the revetangets over the measurement period to deterrhméair value of the contingent
liability. The actual payout could be more or ldssn what we have estimated.

Additional information regarding our significantanting policies is provided below in Part Il,rte8, Financial Statements and
Supplementary Data — Notes to Consolidated Findr&iatements, Note 1, Nature of Business and &ignifAccounting Policies

Item 7A. Quantitative and Qualitative DisclosuresAbout Market Risk.

Not applicable.
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BOULAY

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors
Electro-Sensors, Inc. and Subsidiaries
Minnetonka, Minnesota

We have audited the accompanying consolidated balance sheets of Electro-Sensors, Inc. and Subsidiaries (the
Company) as of December 31, 2015 and 2014, and the related consolidated statements of comprehensive income,
changes in stockholders’ equity, and cash flows for each of the years in the two-year period ended December 31, 2015.
The Company’s management is responsible for these consolidated financial statements. Our responsibility is to express
an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audit included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Electro-Sensors, Inc. and Subsidiaries as of December 31, 2015 and 2014, and the results of its operations
and its cash flows for each of the years in the two-year period ended December 31, 2015, in conformity with accounting
principles generally accepted in the United States of America.

/sl Boulay PLLP

Minneapolis, Minnesota
March 14, 2016
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands except share and per share amounts)

December 31

2015 2014
ASSETS
Current assets
Cash and cash equivalents $ 569 $ 1,190
Treasury bills 7,872 6,542
Available-for-sale securities 0 1,256
Trade receivables, less allowance for doubtful antoof $8 and $10, respectively 689 738
Inventories 1,564 1,224
Other current assets 170 163
Deferred income tax asset, current 14 0
Total current assets 10,878 11,113
Deferred income tax asset 170 0
Intangible assets, net 1,270 1,505
Property and equipment, net 1,103 1,146
Total assets $ 13,421 $ 13,764
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Current maturities of note payable $ 390 $ 381
Accounts payable 136 126
Accrued expenses 396 392
Income tax payable 4 82
Total current liabilities 926 981
Long-term liabilities
Note payable — long term 0 390
Contingent earn-out 455 472
Deferred income tax liability 0 391
Total long-term liabilities 455 1,253
Commitments and contingencies
Stockholders’ equity
Common stock par value $0.10 per share; authofi@gaD0,000 shares;

3,395,521 shares issued and outstanding 339 339
Additional paid-in capital 1,879 1,816
Retained earnings 9,855 8,641
Accumulated other comprehensive income (loss) @lized gain (loss) on available-

for-sale securities, net of income tax) (33) 734
Total stockholders’ equity 12,040 11,530
Total liabilities and stockholders’ equity $ 13,421 $ 13,764

See Notes to Consolidated Financial Statements
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands except share and per share amounts)

Years ended December 31,

2015 2014

Net Sales $ 7,636 $ 7,041
Cost of Goods Sold 3,410 2,955
Gross Profit 4,226 4,086
Operating Expenses

Selling and marketing 1,558 1,556

General and administrative 1,625 1,329

Research and development 753 810
Total Operating Expenses 3,936 3,695
Operating Income 290 391
Non-operating Income (Expense)

Interest expense (11) a7

Gain on sale of available-for-sale securities 1,449 1,163

Interest income 0 2

Other income 16 15
Total Non-operating Income, Net 1,454 1,163
Income before Income Taxes 1,744 1,554
Income Taxes 530 460
Net Income 1,214 1,094
Other Comprehensive Loss
Change in unrealized value of available-for-safigées, net of income tax 131 7%
Reclassification of gains included in net incomet, of income tax (898) (721
Other Comprehensive Loss (767) (897
Net Comprehensive Income $ 447 $ 197
Net Income per share data
Basic

Net income per share $ 036 $ 0.32

Weighted average shares
3,395,521 3,395,510

Diluted
Net income per share $ 033 § 0.30

Weighted average shares 3,653,021 3,654,382

See Notes to Consolidated Financial Statements
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(in thousands except share and per share amounts)

Accumulated

Common Stock Issued  Additional other Total
paid-in Retained comprehensive Stockholders’
Shares Amount capital earnings income (loss) equity
Balance, December 31, 2013 3,394,707 $ 339 % 174¢ $ 7547 $ 1631 $ 11,263
Other comprehensive loss (897 (897)
Stock issued through the
employee stock purchase plan 814 0 3 3
Stock-based compensation
expense 67 67
Net income 1,094 1,094
Balance, December 31, 2014 3,395,52
1 33¢ 1,816 8,641 734 11,530
Other comprehensive loss (767 (767)
Stock-based compensation
expense 63 63
Net income 1,214 1,214
Balance, December 31, 2015 3,395,521 $ 33 $ 1879 $ 9,85% (33 $ 12,040

See Notes to Consolidated Financial Statements
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
Years ended December 31,

2015 2014
Cash flows from (used in) operating activities
Net Income $ 1,214 $ 1,094
Adjustments to reconcile net income to net casinftosed in) operating activities:
Depreciation and amortization 348 209
Realized gain on sale of available-for-sale seiesrit (1,449 (1,163)
Deferred income taxes (104) (81)
Change in contingent earn-out fair value a7 0
Stock-based compensation expense 63 67
Other 1) 1
Changes in operating assets and liabilities, natcqtiisition:
Trade receivables 51 6
Inventories (340) (164)
Other current assets @) 18
Accounts payable 10 67
Accrued expenses 4 127
Accrued income taxes (78) 82
Net cash fron(used in) operating activities (306) 263
Cash flows from (used in) investing activities:
Proceeds from sale of available-for-sale securities 1,467 1,178
Purchase of treasury bills (12,674) (14,184)
Proceeds from the maturity of treasury bills 11,343 12,871
Cash paid for acquisition 0 (400)
Purchase of property and equipment (70) (46)
Net cash from (used in) investing activi 66 (581)
Cash flows from (used in) financing activities:
Proceeds from issuance of common stock 0 3
Payments on long-term debt (381) 0
Net cas from (used in) financing activities (381) 3
Net decrease in cash and cash equivalents (621) (315)
Cash and cash equivalents, beginning 1,190 1,505
Cash and cash equivalents, ending $ 569 $ 1,190
Supplemental cash flow information
Cash paid during the year for income taxes $ 712 $ 462
Cash paid during the year for interest $ 19 % 0
Supplemental disclosures of non-cash investment arfitiancing activities
Note payable issued to fuiacquisition, net of discount $ 0% 771
Contingent earn-out recorded at fair value in catina with the acquisition $ 0% 472

See Notes to Consolidated Financial Statements
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Note 1. Nature of Business and Significant Accoumtg Policies
Nature of business:

The accompanying consolidated financial statemiantade the accounts of Electro-Sensors, Inc. diolly-owned subsidiaries,
ESI Investment Company and Senstar Corporationst8ehas no assets or operations. As of DeceBihed015, these two
subsidiaries were merged into the Electro-Sensatsparent company. Intercompany accounts, tditses and earnings have been
eliminated in consolidation. The consolidated grittreferred to as “the Company” or “ESI.”

Electro-Sensors, Inc. manufactures and marketsmplete line of monitoring and control systems faagiety of industrial
machinery. The Company uses leading-edge technaétoggntinuously improve its products and make tleasier to use, with the
ultimate goal of manufacturing the industry-preéerproduct for every market served. The Comparly sese products through an
internal sales staff, manufacturer’'s representatiaad distributors to a wide variety of industtiest use the products in a range of
applications to monitor process machinery operatidine Company markets its products to a varietlifeérent industries located
throughout the United States, Canada, Mexico, LAtirerica, Europe, and Asia.

In addition, through our former subsidiary ESI Istraent Company, we periodically made strategicstiments in other businesses,
primarily when we believed that these investmerdsild facilitate the development of technology coempéntary to our existing
products. During 2015, we sold substantially all mmaining investments in other businesses angaaias. See Note 3 for
additional information regarding the Company’s istveents. The Company’s investments in securitiesabject to normal market
risks.

Significant accounting policies of the Company aresummarized below:
Use of estimates

The preparation of consolidated financial statemé@nticcordance with accounting principles gengidcepted in the United States
of America (US GAAP) requires management to makienases and assumptions that affect the amountstexpin the consolidated
financial statements and accompanying notes. Acasallts could differ from those estimates. Sigaifit estimates, including the
underlying assumptions, consist of the economigslief long lived assets, realizability of tradeeigables, valuation of deferred tax
assetsl/liabilities, inventory, investments, conginigearn-out, and stock compensation expenseattiéast reasonably possible that
these estimates may change in the near term.

Cash and cash equivalents

The Company considers all highly liquid debt instants purchased with a maturity of three montHess to be cash equivalents.
Cash equivalents are invested in commercial papengy market accounts and may, also, be investéatée month Treasury Bills.
Cash equivalents are carried at cost plus accnietest which approximates fair value.

The Company maintains its cash and cash equivaleptimarily one bank deposit account, which,imiets, may exceed federally
insured limits. The Company has not experienced@sges on these accounts. The Company belieigesat exposed to any
significant credit risk on cash.

Trade receivables and credit policies

Trade receivables are uncollateralized customegatibns due under normal trade terms generallyirgm payment within 30 days
from the invoice date. Trade receivables are dtatéhe amount billed to the customer. Customeoant balances with invoices

over 90 days are considered delinquent. The Comgaey not accrue interest on delinquent trade vabkss.

Payments of trade receivables are allocated tegheific invoices identified on the customer’s reearice advice or, if unspecified,
are applied to the earliest unpaid invoices.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

The carrying amount of trade receivables is redinedn allowance for doubtful accounts that reflenanagement’s best estimate of
the amounts that will not be collected. Managenmaditidually reviews all trade receivable balantest exceed 90 days from the
invoice date and based on an assessment of caregtitworthiness, estimates the portion, if anythef balance that may not be
collected. Management uses this information torege the allowance.

Available-for-sale securities

The Company’s investments have traditionally cdadi®f equity securities, primarily common stocksl government debt
securities. The estimated fair value of publichdied equity securities is based on reported markads or management’s reasonable
market price when quoted prices are not availabid,therefore subject to the inherent risk of miaflketuations.

Management determines the appropriate classificaticecurities at the date individual investmemesacquired, and evaluates the
appropriateness of this classification at eachriz@laheet date.

Since the Company generally does not make invessmemnticipation of short-term fluctuations in ket price, the Company
classifies its investments in equity securities tiadsury bills as available-for-sale. Available-§ale securities with readily
determinable values are stated at fair value, anealized holding gains and losses, net of theaéldeferred tax effect, are reported
as a separate component of stockholders’ equitynatiih accumulated other comprehensive incomesjlos

Realized gains and losses on securities, includisges from declines in value of specific secigitletermined by management to be
other-than-temporary, are included in the stateraEnbmprehensive income. Realized gains and leagedetermined on the basis
of the specific securities sold. There were n@pthan-temporary impairments recognized in thegyeaded December 31, 2015
and 2014. The Company sold substantially all©&itailable-for-sale securities during 2015.

Fair value measurements

The Company'’s policies incorporate the guidanceamounting for fair value measurements of findressets and financial

liabilities and for fair value measurements of ripafcial items that are recognized or disclosediatalue in the consolidated
financial statements on a recurring basis. Theéieigs also incorporate the guidance for fair ealneasurement related to
nonfinancial items that are recognized and disda@dair value in the consolidated financial staé@ts on a nonrecurring basis. The
guidance establishes a fair value hierarchy thatipees the inputs to valuation techniques usethéasure fair value. The hierarchy
gives the highest priority to unadjusted quotedgwmiin active markets for identical assets orlitzs (Level 1 measurements) and
the lowest priority to measurements involving sfigaint unobservable inputs (Level 3 measurememts).three levels of the fair
value hierarchy are as follows:

* Level 1 inputs are quoted prices (unadjusted) fivaenarkets for identical assets or liabilitieattthe Company has the
ability to access at the measurement date.

« Level 2 inputs are inputs other than quoted pricelsided within Level 1 that are observable for #sset or liability, either
directly or indirectly, for substantially the fuktrm of the asset or liability.

e Level 3 inputs are unobservable inputs for thetamskability.

The level in the fair value hierarchy within whiaHair measurement in its entirety falls is basedhe lowest level input that is
significant to the fair value measurement in itrety. The Company currently has no nonfinanordinancial items that are
measured on a nonrecurring basis.

The carrying value of cash equivalents, trade vat@és, accounts payable, and other financial wgrkiapital items approximate fair
value at December 31, 2015 and 2014 due to thé &var maturity nature of these instruments.

Inventories

Inventories include material, labor and overheadi @e valued at the lower of cost (first-in, fieit) or market.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Property and equipment

Property and equipment are stated at cost. Depi@tia provided over estimated useful lives by asthe straight-line method.
Maintenance and repairs are expensed as incuMegbr improvements and betterments are capitalized.

Long-lived assets, such as property and equipmehtrdangible assets, are reviewed for impairmedmnever events or changes in
circumstances indicate that the carrying amourinodisset may not be recoverable. If circumstamempsre a long-lived asset be
tested for possible impairment, the Company fisshpares undiscounted cash flows expected to baafedeby an asset to the
carrying value of the asset. If the carrying vadfithe long-lived asset is not recoverable onmdliscounted cash flow basis, the
Company recognizes impairment to the extent tret#rrying value of an asset exceeds its fair vakagr value is determined
through various valuation techniques including, tait limited to, discounted cash flow models, qdatearket values and third-party
independent appraisals.

Estimated useful lives are as follows

Years
Equipment 3-10
Furniture and Fixtures 3-10
Building 7-40

Intangible assets

Intangible assets are comprised of a noncompeteagmt and the HazardPRQiechnology. The Company amortizes the cost of
these intangible assets on a straight-line metlved the estimated useful lives.

Revenue recognition

The Company recognizes revenue when persuasiveregdf an arrangement exists, the product hasgieleed up by common
carrier, the fee is fixed and determinable andeotibn of the resulting receivable is reasonabsuesd. Product revenues are
recognized upon shipment because the contractsajlgr#o not include post-shipment obligations.eT®ompany may offer
discounts that it records at the time of saleaddition to exchanges and warranty returns, custeimeeve limited refund rights.
Historically, returns have been minimal and immiateo the consolidated financial statements aredganerally recognized when the
returned product is received by the Company. messituations, the Company receives advance pagnrem its customers. The
Company defers the recognition of revenue assatiaith these advance payments until the produgisshi

Advertising costs

The Company expenses advertising costs as incuroddl advertising expense was $56 and $57 inlfd@a5 and 2014,
respectively.

Research and development

Expenditures for research and development are segdeas incurred. The Company incurred expensgs5# and $810 in fiscal
2015 and 2014, respectively.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Income taxes

The Company presents deferred income taxes onsahasd liability approach to financial accountargl reporting for income

taxes. The Company annually determines the diffexdetween the financial reporting and tax batassets and liabilities. The
Company computes deferred income tax assets apilitiées for those differences that have future taxsequences using the
currently enacted tax laws and rates that apptii¢geriods in which these laws are expected txaféxable income. Income tax
expense is the current tax payable or refundablthéoperiod plus or minus the net change in tHerded tax assets and liabilities,
excluding the portion of the deferred asset oiiliigtallocated to other comprehensive income (Jod3eferred taxes are reduced by a
valuation allowance to the extent that realizatbthe related deferred tax asset is not assuxedvaluation allowance was deemed
necessary at December 31, 2015 and 2014.

The Company recognizes the effect of income taxipas only if those positions are more likely thaot to be sustained. The
Company recognized income tax positions at theeltrgmount that is more likely than not to be reali The Company reflects
changes in recognition or measurement in the péniechich the change in judgment occurs.

The Company records interest and penalties retatadrecognized tax benefits in income tax expense.

Net income per common share

Basic earnings per share (EPS) excludes dilutioghisdetermined by dividing net income by the wegghaverage number of
common shares outstanding during the period. &dlEPS reflects the potential dilution that coutdwr if securities and other

contracts to issue common stock were exercisedmrerted into common stock.

The following information presents the Company’snpaitations of basic and diluted EPS for the perfm@sented in the statements
of comprehensive income.

Per share
Income Shares amount

2015:

Basic EPS $ 1,214 3,395,521 $ 0.36
Effect of dilutive stock options 257,500 (0.03)
Diluted EPS $ 1,214 3,653,021 $ 0.33
2014:

Basic EPS $ 1,094 3,395,510 $ 0.32
Effect of dilutive stock options 258,872 (.02)
Diluted EPS $ 1,094 3,654,382 $ 0.30

Stock-Based Compensation

The Company records compensation expense for sigigkns based on the estimated fair value of thmog on the date of grant
using the Black-Scholes-Merton (“BSM”) model. Therfpany uses historical data, among other factorsstimate the expected
price volatility, the expected option life and #vepected forfeiture rate. The risk-free rate isdubon the U.S. Treasury yield curve in
effect at the time of grant for the estimated &ifehe option. At December 31, 2015, the Compaany two stock-based compensation
plans.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Recently Issued Accounting Pronouncements

Inventory Measurement (Evaluating)

In July 2015, the Financial Accounting StandardailqFASB) issued Accounting Standards Update (AS@l)2015-11, which
amended Inventory (Topic 330) Related to Simplifythe Measurement of Inventory of the Accountingngirds Codification. The
amended guidance applies to all inventory excegitwhnich is measured using last-in, first-out (L)FD the retail inventory method.
Inventory measured using first-in, first-out (FIF@)average cost is included in the new amendmémntsntory within the scope of
the new guidance should be measured at the lowarsdfand net realizable value. Net realizableev&ithe estimated selling prices
in the ordinary course of business, less reasomakljictable costs of completion, disposal, andsfpartation. Subsequent
measurement is unchanged for inventory measured WO or the retail inventory method. The amendtsevill take effect for
public business entities for fiscal years beginraftgr December 15, 2016, including interim periadgthin those fiscal years. For all
other entities, the amendments in this update féeetive for fiscal years beginning after Decemb8r 2016, and interim periods
within fiscal years beginning after December 15, 20rhe new guidance should be applied prospeygtiaeld earlier application is
permitted as of the beginning of an interim or aimaporting period. The Company does not exgestdtandard to have a material
effect on its consolidated financial statements.

Contract Revenue Recognition (Evaluating)

In May 2014, the FASB issued Accounting Standardddte (ASU) No. 2014-09 which was amended in Aug046. This standard
amended the Revenue from Contracts with Custorensi¢ 606) of the Accounting Standards Codificatibhe core principle of the
new guidance is that an entity should recognizemae to reflect the transfer of goods and sentiresistomers in an amount equal
to the consideration the entity receives or exptecteceive. The guidance will be effective for @e@mpany for reporting periods
beginning after December 15, 2017. The Companyapitily the guidance using a modified retrospedajweroach. The Company
does not expect this standard to have a matefedtedn its consolidated financial statements.

Note 2. Business Combination

On February 18, 2014, the Company acquired Hauegineering, Inc.’s wireless hazard monitoring tebgy system and Insta-Link
product family, together with related technology amellectual property rights, for a total purchasice of $1,643.

The fair value of the consideration transferredr@nacquisition date consisted of the following:

Cash consideration $ 400

Note payable issued to seller (Note 9) 771

Contingent earn-out liability 472
Total consideration $ 1,643

The transaction was recorded as a business cornalnirgatd the results of operations have been indlimiéhe consolidated statement of
comprehensive income since the date of acquisifiequisition fees of approximately $15 incurredcmnnection with the transaction
were recorded in operating expenses in 2014.

In connection with the acquisition, the Compangh$gated to pay an earn-out of up to $550 based tige level of revenues generated
from the acquired products during the four calengars following closing. At the time of acquisiti the Company recorded a
contingent liability of $472 representing the feaue estimate of the earn-out based upon the Coytgpprojected likelihood of meeting
the revenue targets.

The following table summarizes the estimated falug of the assets acquired at the acquisition date

In process research and development $ 1,478

Noncompete agreement 120

Deferred service costs 45
Total assets acquired $ 1,643

The noncompete agreement is being amortized ofree-gear period. The fair value of the noncompegeeement was estimated using
a discounted cash flow model. The unobservableténgre considered Level 3 inputs in the fair vélieearchy.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Note 3. Investments

The cost and estimated fair value of the investmarg as follows:

Gross Gross
unrealized unrealized Fair
Cost gain loss value
December 31, 2015
Money Market Funds $ 24¢ % 0 $ 0 $ 24¢
Commercial Paper 247 0 0 24
Treasury Bills 7,876 0 (4) 7,82
Equity Securities 54 0 (54) 0
8,423 0 (58) 8,3
Less Cash Equivalents 493 0 0 49z
Total Investments, December 31, 2015 $ 793C $ 0 $ (58) $ 787z
December 31, 2014
Money Market Funds $ 510 $ 0 $ 0 % 510
Commercial Paper 34t 0 0 34t
Treasury Bills 6,542 0 0 6,54
Equity Securities 72 1,238 (54) 1,25¢
7,469 1,238 (54) 8%
Less Cash Equivalents 855 0 0 85t
Total Investments, December 31, 2014 $ 6,614 $ 1,238 $ 54) $ 7,798

Realized gains and losses on investments arelas/éol
Years Ended December 31,

2015 2014
Gross Realized Gains $ 1,449 $ 1,163
Gross Realized Losses 0 0
Net Realized Gain $ 1,449 $ 1,163

At December 31, 2014, the Company’s significanestment in equity securities was 122,649 shar&udblph Technologies, Inc.
(“Rudolph”) accounted for under the available-faiesmethod. As of December 31, 2014, the aggraegsdtre of the Company’'s
Rudolph shares as reported on the Nasdaq StoclaBgeH(ticker symbol RTEC) was approximately $1,2&ith an approximate
cost of $16. During fiscal 2015 and 2014, the Canypsold 122,649 and 108,687 shares, respectioEBudolph stock and reported
a gain of $1,447 and $1,163, respectively, in othesme.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014
(in thousands except share and per share amounts)

Changes in Accumulated Other Comprehensive Income.¢ss)

Changes in Accumulated Other Comprehensive Incturgs] are as follows:

Unrealized Gains (Losses)
Unrealized holding gains (losses) arising durireyplriod
Less: Reclassification of gains included in nebime

Deferred Taxes on Unrealized Gains (Losses):

Increase (decrease) in deferred taxes on unreaaied (losses)
arising during the period
Less: Reclassification of taxes on gains incluaedat income

Net Change in Accumulated Other Comprehensive Incom(Loss) $

Note 4. Fair Value Measurements

The following table provides information on thossets and liabilities measured at fair value oscanring basis.

December 31, 2015

Assets:

Cash and cash equivalents:
Money market
Commercial paper

Treasury bills

Liabilities:

Contingent earn-out

December 31, 2014

Assets:
Cash and cash equivalents:
Money market
Commercial paper
Treasury bills
Available for sale:
Equities
Small cap technology sector
Liabilities:
Contingent earn-out

Carrying
amount in
consolidated

December 31,

2015 2014
$ 211 $ (284)
(1449 (1,163)
(1239) (1,447)
80 (109
(551) (442)
47)) (550)
(767) $ (897)

Fair Value Measurement Using

balance sheet Fair Value Level 1 Level 2 Level 3
246 246 $ 246 $ 0 0
247 247 247 0 0
7,872 7,872 7,872 0 0
455 455 0 0 455
Carrying
amount in ) )
balance sheet Fair Value Level 1 Level 2 Level 3
510 510 $ 510 $ 0 0
345 345 345 0 0
6,542 6,542 6,542 0 0
1,256 1,256 1,256 0 0
472 472 0 0 472
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

The fair value of the money market funds, commégpEper, and treasury bills is based on quoted etgmiices in an active market.
Available-for-sale securities include equity seties, except for the limited-marketable compangt tire traded in an active market.
Closing stock prices are readily available from\ectnarkets and are used as being representatiedr elue. The Company
classifies these securities as level 1. Thera isgignificant market for the limited-marketablengpany and the Company has
determined the value based on financial and otieofs, which are considered level 3 inputs inféirevalue hierarchy.
Management estimated the probability of meetingéwvenue targets over the measurement period ¢ondigie the fair value of the
contingent earn-out, which is considered a leviepBit in the fair value hierarchy.

The change in level 3 liabilities at fair value @necurring basis is summarized as follows:

Years Ended December 31,

2015 2014
Beginning Balance $ 472 $ 0
Additions (Note 2) 0 47z
Charge to earnings a7 0
Ending Balance $ 455 $ 472

The decrease in the contingent earn-out, in 2@fleats the Company’s expectation of moderatelyelofuture contingent payments
due to delays in releasing the product due to dgwveént and obtaining third-party certifications.

Note 5. Inventories
Inventories used in the determination of cost afdgsold are as follows:

December 31,

2015 2014
Raw Materials $ 956% 729
Work In Process 297 263
Finished Goods 311 232
Total Inventories $ 1,564% 1,224

Note 6. Property and Equipment, Net
The following is a summary of property and equipinen

December 31,

2015 2014

Equipment $ 285% 266
Furniture and Fixtures 410 380
Building 1,365 1,365
Land 415 415

2,475 2,426
Less Accumulated Depreciation 1,372 1,280
Total Property and Equipment $ 1,103% 1,146

Depreciation expense for the years ended Decenih&@035 and 2014 was $113 and $116, respectively.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2015 AND 2014
(in thousands except share and per share amounts)

Note 7. Net Intangible Assets

Intangible assets include the following:

December 31, 2015

Average Gross Net
Useful Carrying Accumulated Carrying
Lives Amount Amortization Amount
Noncompete 5 Years $ 120 $ 46 $ 74
Technology 7 Years 1,478 282 1,196
Net Intangible Assets $ 1598 $ 328 $,270

December 31, 2014

Average Gross Net
Useful Carrying Accumulated Carrying
Lives Amount Amortization Amount
Noncompete 5 Years $ 120 $ 22 $ 98
Technology 7 Years 1,478 71 1,407
Net Intangible Assets $ 1,598 $ 93 $,505

Amortization expense for the years ended Decembge2@®L5 and 2014 was $235 and $93, respectively.

Estimated amortization expense over the next faaryis as follows:

2016 $ 235
2017 235
2018 235
2019 213
2020 211

Note 8. Accrued Expenses

Accrued expenses include the following:

December 31,

2015 2014
Wages and Commissions $ 272% 276
Other 124 116
Total Accrued Expenses $ 396% 392
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Note 9. Note Payable

The note payable consists of the following:
December 31,

2015 2014

Note payable to seller $ 400 $ 800
Payable in annual installments of principal of $488h a maturity date of February
2016. This note is non-interest bearing and urreelcu
Less: Discount of note payable listed above (10) (29)
Net note payable 390 771
Less: Current maturities 390 381
Note Payable — Long Term $ 0 $ 390
Note 10. Commitments
Lease commitments
The Company is leasing office equipment under arating lease expiring in 2017.
Minimum lease payments required under non-cancelapérating leases are as follows:

Year Amount

2016 $ 8

2017 3

Total Minimum Lease Payments $ 1

Rental expense charged to operations was $8 antb$#ie years ended December 31, 2015 and 204decévely.

Note 11. Common Stock Options and Stock Purchasedr
Stock options

The 1997 Stock Option Plan (the “1997 Plan”) anti2Bquity Incentive Plan (the “2013 Plan”) autherthe issuance of both
nonqualified and incentive stock options. Paymenttie shares may be made in cash, shares of timp&1y’s common stock or a
combination thereof. Under the terms of the plamsentive stock options and non-qualified stockays are granted at a minimum
of 100% of fair market value on the date of gramt enay be exercised at various times depending thmoterms of the option. All
existing options expire 10 years from the daterahgor one year from the date of death.
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ELECTRO-SENSORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Stock-based compensation

Pursuant to the 2013 Plan, the Company is authbtzgrant options to purchase up to 300,000 stafrieés common stock. As of
December 31, 2015, options to purchase an aggre§atn,000 shares were outstanding, 165,000 shaesexercisable under the
2013 Plan, and 50,000 shares were available foaig® pursuant to awards that may be granted timel@ian in the future.

Pursuant to the 1997 Plan, the Company was autitbt@zgrant options to purchase up to 450,000 stari,s common stock. As of
December 31, 2015, options to purchase an aggre§@800 shares were outstanding and exercisaiglerihe 1997 Plan. The
board terminated the plan in 2014. The existirantg may be exercised according to the terms afriduet agreements but no
additional options will be granted under the 19%hP

During the year ended December 31, 2014, optiopsitohase 11,980 shares of common stock expirefdfioremployees.

The following table summarizes the activity for slanding incentive stock options under the 2018 Rizamployees of the
company:

Options Outstanding

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Number of Exercise Term Intrinsic Value
Shares Price (in years) (1)
Balance at January 1, 2014 61,980 $ 4.20 9.7
Granted 0
Exercised 0
Canceled/forfeited/expired (11,980) (4.16)
Balance at December 31, 2014 50,000 4.21 8.6
Granted 0
Exercised 0
Canceled/forfeited/expired 0
Balance at December 31, 2015 50,000 $ 4.21 7.6
Vested and exercisable as
of December 31, 2015 50,000 $ 0

(1) The aggregate intrinsic value is calculated as@pprately the difference between the weighted ayerxercise price of
the underlying awards and the Company’s estimatectet fair market value at December 31, 2015.

During the second quarter of 2014, the Companytgdanone outside director options to purchase 25db@0es of common stock.
The options were priced above fair market value w&ted 20% on the grant date, with an additiof&b Zesting on the first four
anniversaries of the grant date. The options exgin years from the date of grant.

During the year ended December 31, 2014, one foouiside director forfeited options to purchase)@,5hares of common stock.
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YEARS ENDED DECEMBER 31, 2015 AND 2014
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The following table summarizes the activity for slanding director stock options under both plans:

Options Outstanding

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Number of Exercise Term Intrinsic Value
Shares Price (in years) (1)
Balance at January 1, 2014 185,000 $ 4.64 9.5
Granted 25,000 4.39 10.0
Exercised 0
Canceled/forfeited/expired (2,500) (4.15)
Balance at December 31, 2014 207,500 4.62 8.4
Granted 0
Exercised 0
Canceled/forfeited/expired 0
Balance at December 31, 2015 207,500 $ 4.62 7.4
Vested and exercisable as

of December 31, 2015 122,500 $ 0

(1) The aggregate intrinsic value is calculated@zroximately the difference between the weightesiage exercise price of the
underlying awards and the Company’s estimated otfaér market value at December 31, 2015.

The weighted average grant date fair value of ogtigranted during the year ended December 31, 2854%$35. The Company
recognized compensation expense of approximatedyah@ $67 during the years ended December 31, 2042014, respectively, in
connection with the issuance of the options.

The assumptions made in estimating the fair vafubeoptions on the grant date based upon the B@in-pricing model for the
year ended December 31, 2014 are as follows:

Dividend Yield 0.00%
Expected Volatility 44.11%
Risk Free Interest Rate 2.02%
Expected Life 6 Years

The Company calculates expected volatility for ktoptions and other awards using historical vatgtds the Company believes the
expected volatility will approximate historical \aility.

There were no options exercised during the yeatecdDecember 31, 2015 and 2014.
As of December 31, 2015, there was approximateQ93if unrecognized compensation expense under0the Rlan. The Company

expects to recognize this expense over the nex¢tyears. To the extent the forfeiture rate ifedbht than we have anticipated,
stock-based compensation related to these awalidsendifferent from our expectations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014

(in thousands except share and per share amounts)

Stock purchase plan

The 1996 Employee Stock Purchase Plan (the “ES&®t)ved employees to set aside up to 10% of treginiegs for the purchase of
shares of the Company’s common stock. The purghdse was the lower of 85% of the market valuéhatdate of the grant or the
exercise date, which was six months from the dateeogrant. Under the ESPP, the Company was &am#tbto sell and issue up to
150,000 shares of its common stock to its full-tiemeployees. There were 81,653 shares issued thelptan. The plan was
terminated effective January 1, 2014.

Note 12. Benefit Plans
Employee stock ownership plan

The Company sponsors an employee stock ownersiip(fESOP”) that covers substantially all employe#® work 1,000 or more
hours during the year. The ESOP has, at varioussti secured financing from the Company to purcttess€ompany’s shares on the
open market. When the Plan purchases shares withrtiteeds of the Company loans, the shares atgquleas collateral for these
loans. The shares are maintained in a suspensardaadtil released and allocated to participanbaots. The Plan owns 153,457
shares of the Company’s stock at December 31, 28l8hares held by the Plan have been releasedltorhted. No dividends

were paid during the years ended December 31, @0d2014. The Plan had no debt to the Company erbiger 31, 2015 or 2014.

The Company recognized compensation expense forilootions of $24 and $18, respectively, to the PSan in 2015 and 2014.

In the event a terminated ESOP participant desiragll his or her shares of the Company’s stocktha shares are not readily
tradable, the Company may be required to purctresshares from the participant at fair market vallu@ddition, the Company may
distribute the ESOP’s shares to the terminatedggaaint at the Company’s election. At DecemberZ15, 153,457 shares of the
Company'’s stock, with an aggregate fair marketeaftiapproximately $549, are held by ESOP partitpavho, if terminated,

would have rights under the repurchase provisidriee Company believes that the market for its shareets the ESOP requirements
and that there would not be a current obligatiorefiurchase shares.

Profit sharing plan and savings plan
The Company has a salary reduction and profit sgarian that conforms to IRS provisions for 40Jglgns. The Company may

make profit sharing contributions with the approetthe Board of Directors. There were no proféushg contributions by the
Company in 2015 or 2014.
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Note 13. Income Taxes

The components of the income tax provision forythars ended December 31, 2015 and 2014 are awdollo

2015 2014

Current:

Federal $ 633 $ 540

State 1 1
Deferred:

Federal (101 (60)

State 3 (21)
Total Federal and State Income Taxes $ 530 $ 460

The provision for income taxes for the years erldedember 31, 2015 and 2014 differs from the amobtdined by applying the
U.S. federal income tax rate to pretax income duéeé following:

2015 2014

Computed “Expected” Federal Tax Expense $ 601 $ 529
Increase (Decrease) in Taxes Resulting From:

State Income Taxes, net of Federal Benefit 10 10

Credits (43) (47)

Domestic Production Activities Deduction (22) a7)

Permanent Differences 5 4

Other (21) (19)
Total Federal and State Income Taxes $ 530 $ 460

The components of the net deferred tax assetl{tigldonsist of:
2015 2014

Deferred Tax Assets:

Vacation accrual $ 34 $ 33

Allowance for doubtful accounts 3 4

Stock compensation 102 80

Bonus 10 0

Depreciation and amortization 1 0

Net unrealized loss on investments 21 0

State carryforward R&D credit 46 31
Total Deferred Tax Assets 217 148
Deferred Tax Liabilities:

Prepaid expenses 33 35

Depreciation and amortization 0 54

Net unrealized gain on investments 0 450
Total Deferred Tax Liabilities 33 539
Net Deferred Tax Asset (Liability) $ 184 $ (391)
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Deferred assets and liabilities are reported orb#ience sheet as follows:

2015 2014
Deferred Tax Assets:
Current $ 14 $ 0
Long-term 170 0
Total Deferred Tax Assets $ 184 $ 0
Deferred Tax Liabilities:
Long-term $ 0% 391

The Company is subject to the following materiaing jurisdictions: U.S. and Minnesota. The taangethat remain open to
examination by the Internal Revenue Service aneé gtisisdictions are 2012 through 2015. We havaceyued interest or penalties
related to uncertain tgpositions as of January 1, 2015 or December 315 201 uncertain tax positions are not significant.
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Note 14. Segment Information

As of December 31, 2015, the Company has two raplertoperating segments: Production Monitoring landstments. The
Production Monitoring Division manufactures and keds a complete line of production monitoring equgmt, in particular speed
monitoring and motor control systems for industn@chinery. ESI Investment Company holds investmienmarketable and non-

marketable securities.

The accounting policies of the segments are theesmthose described in Note 1. In evaluating segpeformance, management
focuses on sales and income before taxes. The Gonfi@e no inter-segment sales.

The following is financial information relating tbe continuing operating segments:

2015 2014

Net revenues

Production Monitoring $ 7,636 $ 7,041

Total 7,636 7,041
Sales in foreign countries

Production Monitoring 972 973

Total 972 973
Interest income

Production Monitoring 0 0

ESI Investment Company 0 2

Total 0 2
Depreciation and amortization expense

Production Monitoring 348 209

Total 348 209
Interest expense

Production Monitoring 11 17

Total 11 17
Capital purchases

Production Monitoring 70 46

Total 70 46
Total assets

Production Monitoring 4,998 4,945

ESI Investment Company 8,423 8,819

Total 13,421 13,764
Income before income taxes

Production Monitoring 295 389

ESI Investment Company 1,449 1,165

Total $ 1,744 $ 1,554

Note 15. Subsequent Events
On February 9, 2016, the Board of Directors appiavstock option grant of 50,000 shares for the @amy’s president. The options

vest 20% immediately and 20% on each of the naxtdmniversaries of the grant. The options weigeprat the fair market value
on the date of grant.
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Item 9. Changes In and Disagreements With Accountéis on Accounting and Financial Disclosure.
None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

The person serving as our principal executive effend principal financial officer evaluated théeefiveness of our disclosure
controls and procedures, as defined in Rules 18a)}Hnd 15d-15(e) under the Securities Exchangeft934, as amended
(“Exchange Act”). Based on this evaluation, thespe serving as the Company’s principal executffiear and principal financial
officer has concluded that the Company’s disclosorgrols and procedures were effective as of Déeerdl, 2015 to ensure that
information required to be disclosed by the Compiamgports that it files or submits under the Exatpe Act is (i) recorded,
processed, summarized and reported within the piends specified in the Securities and Exchanga@ission rules and forms
and (ii) accumulated and communicated to the Coripananagement, including its principal executi¥iécer and principal
financial officer, as appropriate to allow timelgdisions regarding required disclosure.

Management’s Report on Internal Control over Finarad Reporting

Under Section 404 of the Sarbanes-Oxley Act of 2002 management is required to assess the eféeetds of the Company's
internal control over financial reporting as of #ed of each fiscal year and report, based oratsssment, whether the Company's
internal control over financial reporting is effeet

Management of the Company is responsible for a@stdaby and maintaining adequate internal contr@rdinancial reporting. The
Company's internal control over financial reportisglesigned to provide reasonable assuranceths teliability of the Company's
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerally accepted accounting
principles.

Internal control over financial reporting, no mattew well designed, has inherent limitations. Efiere, internal control over
financial reporting determined to be effective paovide only reasonable assurance with respe@andial statement preparation
and may not prevent or detect all misstatementseMeer, projections of any evaluation of effectiges to future periods are subject
to the risk that controls may become inadequatauseof changes in conditions, or that the dedgreerapliance with the policies or
procedures may deteriorate.

The Company's management has assessed the effiessvef the Company's internal control over finan@porting as of December
31, 2015. In making this assessment, the Compasy tie criteria established by the Committee offSpang Organizations of the
Treadway Commission (COSO) imternal Control-Integrated Framework (2013 hese criteria are in the areas of control
environment, risk assessment, control activitierimation and communication, and monitoring. Tlempany's assessment
included extensive documenting, evaluating andnigs$he design and operating effectiveness ohiisrnal control over financial
reporting. Based on this evaluation, the persovirsg as the Company’s principal executive offiaed principal financial officer
has concluded that the Company’s internal contsele effective as of December 31, 2015.

Changes in Internal Control over Financial Reportm

There have been no changes in the Company’s inteoné&rol over financial reporting that occurredridg the fourth quarter of fiscal
year 2015, which were identified in connection withnagement’s evaluation required by paragrapbf(Rules 13a-15 and 15d-15
under the Exchange Act, that have materially adfgcor are reasonably likely to materially afféehe Company’s internal control
over financial reporting.

Iltem 9B. Other Information.

None.
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PART Il

Certain information required by Part Ill is incorpted by reference to the Company’s Definitive Br8tatement pursuant to
Regulation 14A (the “2016 Proxy Statement”) forAtsnual Meeting of Shareholders to be held April 2016 (“Annual Meeting”).

Item 10. Directors, Executive Officers and Corporée Governance.

The information required by Item 401 under Reguolats-K, to the extent applicable to the Companyfeators, will be set forth
under the caption “Election of Directors” in the1B0Proxy Statement and is incorporated herein fgreace. The information
required with respect to the Company sole executifieer, who is also a director, will be set fontihder the caption “Election of
Directors.”

The information required by Item 405 regarding ctamzre with Section 16 (a) will be set forth undee caption “Section 16(a)
Beneficial Ownership Reporting Compliance” in thEL8 Proxy Statement, and is incorporated hereirefgrence.

Code of Ethics and Business Conduct

The Company has adopted the Electro-Sensors Codigthafs and Business Conduct (the “Code of Conduagplicable to all
officers of the Company as well as certain other &ecounting personnel. A copy of the Code of Catadan be obtained free of
charge upon written request directed to the Compa®gcretary at the Company’s executive officesty Amendment to, or waiver
from, a provision of our Code of Conduct will besped to our website.

The information required by Item 407 regarding cogte governance will be set forth under the capt©orporate Governance” in
the 2016 Proxy Statement and is incorporated héneneference.

Item 11. Executive Compensation.

The information called for by Item 402 under Regioin S-K, will be set forth under the caption “Exéve Compensation” in the
Company’s 2016 Proxy Statement and is incorporagedin by reference.

Item 12. Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder Matts.

The information called for by Item 403 under Regjigin S-K will be set forth under the captions “Gety Ownership of Certain
Beneficial Owners and Management” in the Compa@@'s6 Proxy Statement, and is incorporated hereiretgyence.

The following table provides information as of Ded®er 31, 2015 about the Company’s equity compemsaians.
Equity Compensation Plan Information

Number of securities remaining
Number of securitiesto  Weighted average  available for future issuance under

be issued upon exercise  exercise price of equity compensation plans
of outstanding options, outstanding options,  (excluding securities reflected in
warrants and rights warrants and rights column (a))
(a) (b) (©)
Equity compensation plans 257,500 $4.54 50,006"
approved by security holders
Equity compensation plans -- -- --
not approved by security
holders
Total 257,500 $4.54 50,000

@ Shares issuable pursuant to the 2013 Equity IheeRlan.
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Item 13. Certain Relationships and Related Transdons, and Director Independence.

The information required by Item 404 under RegoatatS-K will be set forth under the caption “Tracsans with Related
Persons, Promoters and Certain Control Persort&iti2016 Proxy Statement, and is incorporated méxereference.

The information required by Item 407(a) will be gath in the 2016 Proxy Statement under the capt@orporate Governance” and
is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services.
The information required by Item 14 of Form 104#d&B(e) of Schedule 14A will be set forth under¢hption “Ratification of

independent registered public accounting firm s&wi in the Company’s 2016 Proxy Statement, amgcizrporated herein by
reference.

PART IV
Item 15. Exhibits and Financial Statement Schedute
Financial Statements.
Reference is made to the Index to Consolidatedn€inhStatements appearing on Page 13 hereof.
Financial Statement Schedules.

The Financial Statement Schedules have been omaitfeel because they are not required or becaeseftirmation has been
included in the consolidated financial statementfhe notes thereto included in this Annual Report.

Exhibits.

See “Exhibit Index” on the page following the sigmas.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyisthas duly caused this Report
to be signed on its behalf by the undersignedetihn duly authorized.

ELECTRO-SENSORS, INC.

(“Registrant”)

By: /s/ DAVID L. KLENK
David L. Klenk
President, Chief Executive Officer, and Chief Ficiah
Officer

Date: March 14, 2016

By: /s/ GLORIA M. GRUNDHOEFER
Gloria M. Grundhoefer
Controller

Date: March 14, 2016

Pursuant to the requirements of the Securities &xgé Act of 1934, this Report has been signed bblothe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

(Power of Attorney)

Each person whose signature appears below coestind appoints DAVID L. KLENK as his true and laldittorney-in-fact and
agent, with full power of substitution and re-sitogion, for him and in his name, place and stéa@ny and all capacities, to sign
any or all amendments to this Annual Report on FborK and to file the same, with all exhibits thereand other documents in
connection therewith, with the Securities and ExggaCommission, granting unto said attorney-in-éaat agent, full power and
authority to do and perform each and every actthimg) requisite and necessary to be done in andtdbe premises, as fully to all
intents and purposes as he might or could do isgmehereby ratifying and confirming all said atiey-in-fact and agents, or his
substitute or substitutes, may lawfully do or cataske done by virtue thereof.

Signature Title Date

/s/David L. Klenk President and Director (CEO &f€0) March 14, 2016
/sl Joseph A. Marino Chairman and Director March 14, 2016
/sl Scott A. Gabbard Director March 14, 2016
/sl Michael C. Zipoy Director March 14, 2016
/sl Jeffrey D. Peterson Director March 14, 2016
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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

EXHIBIT INDEX TO FORM 10-K

For the Fiscal Year Ended Commission File No. 000-9587
December 31, 2015
Exhibit
Number Exhibit Description
3.1  Registrant’s Restated Articles of Incorporationaa®ended—incorporated by reference to Exhibit 8 thé
Company’s 1991 Form 10-KSB
3.2  Registrant’s Bylaws, as amended to date—incorpdrayereference to Exhibit 3.2 to the Company’s 188vm 10-
KSB
~*10.1  Electro-Sensors, Inc. 1997 Stock Option Plan —ipooated by reference to Exhibit 10.6 to the Commhg97
Form 10-KSB
~*10.2  Electro-Sensors, Inc. 2013 Equity Incentive Plaroiporated by reference to Appendix C of the ComifzaRroxy
Statement for the Company’s 2013 Annual Meetin§ludreholders
710.3  Asset Purchase Agreement dated as of February014, 1% and among Harvest Engineering Inc., Harvest
Engineering, LLC, Stephen Meyer, Bruce Meyer, aletto-Sensors, Inc. — incorporated by referenaxtobit 10.4
to the Company’s 2013 Form 10-K
~*10.4  Form of Incentive Stock Option Agreement under 2B48ity Incentive Plan — incorporated by refereta&xhibit
10.1 to the Company’s Form 8-K filed on April 2913
~*10.5  Form of Non-qualified Stock Option Agreement ungd@i3 Equity Incentive Plan — incorporated by rafessto
Exhibit 10.2 to the Company’s Form 8-K filed on A9, 2013
23.1  Consent of Independent Registered Public Awtiog Firm
24.1  Power of Attorney (see Signature page)
31.1 Certification of Chief Executive Officer and Chiefhancial Officer Pursuant to Section 302 of theb&aes-Oxley
Act of 2002
32.1 Certification of Chief Executive Officer and Chiefhancial Officer Pursuant to Section 906 of theb&aes-Oxley
Act of 2002
99.1 Letter to Shareholders dated March 7, 2016
99.2  Investor Information
101 The following financial information from Electro-8sors, Inc.’s Annual Report on Form 10-K for theaal period

ended December 31, 2015, formatted in eXtensiblErig®gs Reporting Language (XBRL): (i) ConsolidaBedance
Sheets as of December 31, 2015 and 2014, (ii) Qidased Statements of Comprehensive Income foyéaes ended
December 31, 2015 and 2014, (iii) Consolidatede®tants of Cash Flows for years ended December035, @nd
2014, (iv) Consolidated Statement of Changes igktolders’ Equity, and (v) Notes to Consolidateddficial
Statements.

Incorporated by reference to a previously filedart or document—SEC File No. 000-9587
Management contract or compensatory plan or gaarent
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EXHIBIT 23.1

BOULAY

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference irRégistration Statement on Form S-8 (333-4899%)leftro-Sensors, Inc. of our
report dated March 14, 2016 relating to the codatdid financial statements that appears in thisiahReport on Form 10-K for the
year ended December 31, 2015.

/s/ Boulay PLLP
Minneapolis, MN
March 14, 2016
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES OXLEY-ACT OF 2002

I, David L. Klenk, certify that:

1. | have reviewed this report on Form 10-K of BEle«Sensors Inc.;

2. Based on my knowledge, this report does notaiomtny untrue statement of a material fact or eontate a material fact
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this report;

4. | am responsible for establishing and maintgrdisclosure controls and procedures (as definékaiange Act Rules 13a-
15(e) and 15d-15(e)) and internal control overriial reporting (as defined in Exchange Act Rulga-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifee designed
under my supervision, to ensure that material mégion relating to the registrant, including itsisolidated
subsidiaries, is made known to me by others withise entities, particularly during the period ihieh this report is
being prepared,;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be
designed under my supervision, to provide reasenatsurance regarding the reliability of finanogdorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentiusi report my
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in thegegnt’s internal control over financial reportitigt occurred during
the registrant’s most recent fiscal quarter (thgsteant’s fourth fiscal quarter in the case olaamual report) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contralen financial reporting;
and

5. I have disclosed, based on my most recent eti@afuaf internal control over financial reporting, the registrant’s auditors
and the audit committee of the registrant’s bodrdir@ctors (or persons performing the equivalemictions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial
reporting which are reasonably likely to adverssfect the registrant’s ability to record, processnmarize and report
financial information; and
(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@gmifiole in the
registrant’s internal control over financial repogt

March 14, 2016 /s/ David L. Klenk

David L. Klenk
Chief Executive Officer and Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Electro-Sers, Inc. (the “Company”) on Form 10-K for the yeaded December 31, 2015
as filed with the Securities and Exchange Commisgtice “Report”), I, David L. Klenk, Chief ExecutvOfficer and Chief Financial
Officer of the Company, certify, pursuant to 18 I€S81350, as adopted pursuant to 8906 of the Sask@xley Act of 2002, that:

(1) The Report fully complies with the requiremrgenf Section 13(a) or 15(d) of the Securities ExgjgaAct of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finarsaldition and results of operations of
the Company.

March 14, 2016 /s/ David L. Klenk
David L. Klenk
Chief Executive Officer and Chief Financial Officer
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Exhibit 99.1

March 7, 2016
Dear Shareholders:

Greetings and welcome to our 2015 Electro-Sensorsial Report. The year has certainly flown by spdng
is once again in the air. And while the returriref new season is rather predictable, it is likelg of the few things that
remained predictable over the past year. On aafjkdale, the year was characterized by accelgratinertainty on
many fronts, and in some cases, borderline chiomultuous stock markets, currency valuations, codity pricing
and oil markets created a perfect storm that tad#t im the latter part of the year. While on tleface Electro-Sensors
would appear to be somewhat disconnected from tjlebal gyrations, we are certainly not immunehteit economic
impacts. The breadth and depth of the disruptsogsificantly impacted our customers’ businessed,ia turn, Electro-
Sensors.

In the face of these challenges, we are excitdx table to report record annual revenue of $7.6omjlor 8.5%
above the prior year. Our revenue growth was pilyndriven by our new HazardPR® wireless hazard monitoring
product line which began shipping in the secondtguaf 2015. We believe HazardPRO is the industmnost
innovative and comprehensive wireless hazard mongsystem. During 2015 we delivered over 20 HdR&O
systems and received outstanding customer reviava®ih the new technology and related customeicgeriwo of our
customers have already ordered multiple HazardBR@mms, including an international customer thaioi& running
three systems.

As the year progressed, the first three quartersfjto a strong start before the global impaetgdn to be fully
felt in the fourth quarter. As the market turmiaitreased, our customers tended to hold off oratitig strategic plant
wide projects and instead focused on preservingatamd waiting out the storm. We believe thigg may change
once global factors find some stability and the mawth American agricultural season begins.

In spite of the unexpected headwinds of late 20ttbearly 2016, we remain encouraged and fully cdteohio
being the leading machine and hazard monitoringigen for the markets we serve. We will continaerinovate our
existing product families, while at the same timeking for additional ways to bring industry leaglisolutions to related
industrial markets.

Thanks again for your continuing support of Ele<sensors. We look forward to seeing you at ouuahn
shareholder meeting at 2:00pm on April 20, 201éhatSheraton Minneapolis West Hotel in Minnetonka.

Sincerely,

Y 7y

David Klenk
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Exhibit 99.2
INVESTOR INFORMATION
Annual Meeting

The Annual Meeting of Shareholders will be helthatSheraton Minneapolis West, 12201 RidgedaleeDMinnetonka, Minnesota on
April 20, 2016 at 2:00 p.m. local time. All sharéders are welcome to attend and take part in theudsion of Company affairs.

Board of Directors
David L. Klenk
President, Electro-Sensors, Inc.

Joseph A. Marino
Chairman of the Board
President/CEOQ, Cardia, Inc.

Scott A. Gabbard
CFO, Magenic Technologies, Inc.

Michael C. Zipoy
Investment Executive, Feltl and Company

Jeffrey D. Peterson
Private Investor

Officers
David L. Klenk
President, Chief Executive Officer and Chief Finah©fficer

Transfer Agent & Registrar

American Stock Transfer & Trust Company
Corporate Trust Services

59 Maiden Lane

New York, NY 10038

Auditors

Boulay P.L.L.P.

7500 Flying Cloud Drive, Ste. 800
Minneapolis, MN 55344

Counsel

Lindquist & Vennum LLP
4200 IDS Center

80 South Eighth Street
Minneapolis, MN 55402-2274

Exchange Listing

The Nasdaqg Stock Market (Capital Market)
Common Stock

Stock Trading SymboELSE
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