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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

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

For the Quarter Ended September 30, 2011
OR

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

For the transition period from to

Commission File Number 0-27460

PERFORMANCE TECHNOLOGIES,

(Exact name of registrant as specified in its charter)
Delaware 16-1158413
(State or other jurisdiction of incorporation or organization) (L.R.S. Employer Identification No.)

205 Indigo Creek Drive

Rochester, New York 14626
(Address of principal executive offices) (zip code)
(585) 256-0200
(Registrant's telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [ X ] No
[ ]

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company: Large accelerated filer [ ] Accelerated filer [ ] Non-accelerated filer [ ] Smaller
reporting company [ X ]
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes[ ] No[X]

The number of shares outstanding of the registrant's common stock was 11,116,397 as of October 31, 2011.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

PERFORMANCE TECHNOLOGIES, INCORPORATED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(unaudited)
ASSETS
September 30,
2011
Current assets:
Cash and cash equivalents $ 9,483,000
Investments 885,000
Accounts receivable, net 8,023,000
Inventories 6,106,000
Prepaid expenses and other assets 1,208,000
Prepaid income taxes 166,000
Fair value of foreign currency hedge contracts
Total current assets 25,871,000
Investments 2,054,000
Property, equipment and improvements, net 2,002,000
Software development costs, net 4,220,000
Purchased intangible assets, net 4,660,000
Total assets $ 38,807,000

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable $
Other payable
Deferred revenue
Accrued expenses
Fair value of foreign currency hedge contracts
Total current liabilities
Deferred income taxes
Total liabilities

Stockholders' equity:

Preferred stock - $.01 par value: 1,000,000
shares authorized; none issued

1,115,000
992,000
3,347,000
1,962,000
115,000
7,531,000
82,000
7,613,000

December 31,
2010

$ 12,796,000

3,753,000
5,478,000
7,787,000
940,000
31,000
17,000
30,802,000
2,677,000
2,162,000
3,995,000
804,000

$ 40,440,000

$ 2,756,000

1,946,000
2,919,000

7,621,000
51,000
7,672,000
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Common stock - $.01 par value: 50,000,000
shares authorized;

13,304,596 shares issued; 11,116,397 shares

outstanding 133,000 133,000
Additional paid-in capital 17,276,000 17,042,000
Retained earnings 23,764,000 25,400,000
Accumulated other comprehensive (loss)
income (161,000 ) 11,000
Treasury stock - at cost; 2,188,199 shares (9,818,000 ) (9,818,000 )

Total stockholders' equity 31,194,000 32,768,000
Total liabilities and stockholders' equity $ 38,807,000 $ 40,440,000

The accompanying notes are an integral part of these consolidated financial statements.
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PERFORMANCE TECHNOLOGIES, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Sales
Cost of goods sold
Gross profit

Operating expenses:
Selling and marketing

Research and
development

General and
administrative

Impairment charge -
vendor software

Restructuring charges

Total operating
expenses

Loss from operations

Other (expense) income,
net

Loss before income taxes

Income tax (benefit)
provision

Net loss

Basic loss per share

Weighted average number
of common shares used in

basic loss per share

(unaudited)
Three Months Ended
September 30,
2011 2010
$ 9,000,000 $ 6,307,000
4,454,000 3,801,000
4,546,000 2,506,000
1,585,000 1,976,000
1,593,000 1,827,000
981,000 1,661,000
400,000
71,000 69,000
4,630,000 5,533,000
(84,000 ) (3,027,000 )
(4,000 ) 65,000
(88,000 ) (2,962,000 )
(2,000) (33,000 )
$ (86,000 ) $  (2,929,000)
$ (.01) $ (.26)
11,116,397 11,116,397

Nine Months Ended
September 30,
2011 2010
$ 27,125,000 $ 21,111,000
14,419,000 11,428,000
12,706,000 9,683,000
4,966,000 6,383,000
5,342,000 5,709,000
3,590,000 4,334,000
400,000
253,000 196,000
14,551,000 16,622,000
(1,845,000 ) (6,939,000 )
86,000 170,000
(1,759,000 ) (6,769,000 )
(123,000 ) 20,000

$ (1,636,000 )

$ (15)

11,116,397

$ (6,789,000 )

$ (.61)

11,116,397

The accompanying notes are an integral part of these consolidated financial statements.
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PERFORMANCE TECHNOLOGIES, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)
Nine Months Ended
September 30,
2011 2010

Cash flows from operating activities:
Net loss (1,636,000 ) (6,789,000 )
Non-cash adjustments:

Depreciation and amortization 2,027,000 2,096,000

Amortization of purchased intangible assets 812,000

Impairment charge - vendor software 400,000

Stock-based compensation expense 234,000 357,000
. ;rgise I(;r; r(litissposal of property, equipment and 28,000

Realized loss on sale of investment 17,000

Non-cash interest expense 19,000

Deferred income taxes 33,000 47,000
Changes in operating assets and liabilities:

Accounts receivable (2,545,000 ) 1,561,000

Inventories 1,759,000 (1,306,000 )

Prepaid expenses and other assets (268,000 ) (100,000 )

Accounts payable and accrued expenses (2,607,000 ) 1,189,000

Deferred revenue 1,401,000 (200,000 )

Income taxes payable and prepaid income
taxes (131,000 ) 20,000

Net cash used by operating activities (457,000 ) (3,125,000 )
Cash flows from investing activities:
al:;l;fshase of equipment, inventory and intangible (4.378.000 )
Purchases of property, equipment and
improvements (227,000 ) (1,068,000 )
Capitalized software development costs (1,683,000 ) (1,891,000 )
il;ic;(;i:;cisn gom sales and maturities of 4,443,000 5,280,000
Purchases of investments (1,015,000 ) (4,449,000 )
Proceeds from sales of property, equipment and
improvements 4,000
Net cash used by investing activities (2,856,000 ) (2,128,000 )
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Net decrease in cash and cash equivalents (3,313,000 )
Cash and cash equivalents at beginning
of period 12,796,000
Cash and cash equivalents at end of period $ 9,483,000

Supplemental Disclosure of Cash Flow
Information:

Other payable incurred for the purchase of

$ 973,000
assets

(5,253,000 )

17,563,000
$ 12,310,000

The accompanying notes are an integral part of these consolidated financial statements.
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PERFORMANCE TECHNOLOGIES, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Note A - Basis of Presentation and Changes in Significant Accounting Policies

The interim unaudited Consolidated Financial Statements of Performance Technologies, Incorporated and

Subsidiaries (collectively “PT,” “the Company," “we,” “us,” or “our”’) have been prepared in accordance with generally
accepted accounting principles in the United States of America for interim financial information (“GAAP”) and with the
instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and Exchange Commission.

Accordingly, the Consolidated Financial Statements do not include all of the information and footnotes required by
generally accepted accounting principles for complete financial statements. In the opinion of management, all
adjustments considered necessary for a fair presentation have been included. The results for the interim periods are

not necessarily indicative of the results to be expected for the full year. The accompanying Consolidated Financial
Statements should be read in conjunction with the audited Consolidated Financial Statements of the Company as of
December 31, 2010, as reported in its Annual Report on Form 10-K filed with the Securities and Exchange
Commission. Certain reclassifications have been made to the December 31, 2010 financial information in order to
conform to the current period presentation.

"n e

Our preparation of the interim unaudited Consolidated Financial Statements’ of PT requires us to make estimates and
assumptions that affect the amounts in those financial statements and accompanying notes. Actual results could differ
from these estimates.

Recent Accounting Pronouncements

Revenue Recognition for Arrangements with Multiple Deliverables —

In September 2009, the Financial Accounting Standards Board (“FASB”) amended the accounting standards for revenue
recognition to remove tangible products containing software components and non-software components that function
together to deliver the product’s essential functionality from the scope of industry-specific software revenue

recognition guidance. As a result, these arrangements are accounted for in accordance with new, “non-software”
guidance for arrangements with multiple deliverables. The FASB also amended the accounting standards for revenue
recognition for arrangements with multiple deliverables. The new authoritative guidance for arrangements with
multiple deliverables requires that arrangement consideration be allocated at the inception of an arrangement to all
deliverables using the relative selling price method. It also establishes a selling price hierarchy for determining the
selling price of a deliverable, which includes: (1) vendor-specific objective evidence (“VSOE”) if available;

10
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(2) third-party evidence (“TPE”) if vendor-specific objective evidence is not available; and (3) best estimated selling
price (“BESP”) if neither vendor-specific nor third-party evidence is available. The new guidance eliminates the residual
method of allocation for multiple-deliverable revenue arrangements which we used historically when we applied the
software revenue recognition guidance to our multiple element arrangements.

We have adopted this guidance as of January 1, 2011. As most of our signaling products include both tangible
products and software elements that function together to deliver the tangible product’s essential functionality, the
existing software revenue recognition guidance no longer applies to these transactions. The adoption of the new,
non-software revenue recognition guidance did not have a material impact on the timing, pattern, or amount of
revenue recognized in the first nine months or third quarter 2011. Based on currently available information, we
anticipate that the impact of adopting this guidance on revenue recognition in future periods will not be material.
However, this assessment may change because such impacts depend on terms and conditions of arrangements in effect
in those future periods.

The new guidance does not generally change the units of accounting for our revenue transactions. For our multiple
deliverable arrangements, our products and services qualify as separate units of accounting. Our multiple deliverable
arrangements generally include a combination of our telecommunications hardware and software products, services
including installation and training, and support services. These arrangements typically have both software and
non-software components that function together to deliver the product's essential functionality. Our arrangements
generally do not include any provisions for cancellation, termination, or refunds that would significantly impact
recognized revenue.
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For substantially all of our multiple deliverable arrangements, we defer support and services revenue, and
recognize revenue for delivered products in an arrangement when persuasive evidence of an arrangement
exists and delivery of the last product has occurred, provided the fee is fixed or determinable, and collection
is deemed probable. In instances where final acceptance of the product is based on customer specific
criteria, revenue is deferred until the earlier of the receipt of customer acceptance or the expiration of
acceptance period. Support revenue is recognized ratably over the term of the support period. Services
revenue is typically recognized upon completion of the services for fixed-fee service arrangements, as
these services are relatively short-term in nature (typically several weeks, or in limited cases, several
months). For service arrangements that are billed on a time and material basis, we recognize revenue as
the services are performed.

For multiple deliverable arrangements entered into prior to January 1, 2011 and not materially modified after that date,
we recognize revenue based on the existing software revenue recognition guidance, which require the entire fee from
the arrangement to be allocated to each respective element based on its
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