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was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. [X]

Yes [ ]No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer , accelerated filer , and smaller reporting
company in Rule 12b-2 of the Exchange Act.

[ ]Large accelerated filer
[ ] Non-accelerated filer (Do not check if a smaller
reporting company)

[ ] Accelerated filer
[X] Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). [ 1Yes [X]No

The number of shares outstanding of the registrant s common stock, par value $0.01 per share, at the latest practical
date August 8, 2012, was 8,105,185 shares.
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Note Regarding Use of Certain Terms

In this Quarterly Report on Form 10-Q, unless the context otherwise requires, the following terms have the meanings
assigned to them as set forth below:

"we", "our", and the "Company" refer to Forward Industries, Inc., a New York corporation, together with its
consolidated subsidiaries;

Forward or Forward Industries refers to Forward Industries, Inc.;

common stock refers to the common stock, $.01 par value per share, of Forward Industries, Inc.;
"Forward US" refers to Forward Industries wholly owned subsidiary Forward Industries (IN), Inc. (formerly Koszegi
Industries, Inc.), an Indiana corporation;

Forward HK refers to Forward Industries wholly owned subsidiary Forward Industries HK, Ltd., a Hong Kong
corporation (formerly Koszegi Asia Ltd.);

Forward Switzerland refers to Forward Industries wholly owned subsidiary Forward Industries (Switzerland) GmbH
(formerly Forward Innovations GmbH), a Swiss corporation;

Forward JAFZA refers to Forward Industries registered branch office in the Jebel Ali Free Zone of the United Arab
Emirates;

Forward APAC refers to Forward Industries wholly owned subsidiary Forward Asia Pacific Limited, a Hong Kong
corporation;

Forward UK refers to Forward Industries wholly owned subsidiary Forward Ind. (UK) Limited, a limited company of
England and Wales;

GAAP refers to accounting principles generally accepted in the United States;
Commission refers to the United States Securities and Exchange Commission;
Exchange Act refers to the United States Securities Exchange Act of 1934, as amended;
2012 Quarter refers to the three months ended June 30, 2012;

2011 Quarter refers to the three months ended June 30, 2011;

2012 Period refers to the nine months ended June 30, 2012;

2011 Period refers to the nine months ended June 30, 2011;

Fiscal 2012 refers to our fiscal year ending September 30, 2012;

Fiscal 2011 refers to our fiscal year ended September 30, 2011;

Europe refers to the countries included in the European Union;
EMEA Region means the geographic area encompassing Europe, the Middle East and Africa;
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APAC Region refers to the Asia Pacific Region, consisting of Australia, New Zealand, Hong Kong, Taiwan, China,
South Korea, Japan, Singapore, Malaysia, Thailand, Indonesia, India, the Philippines and Vietnam;

Americas refers to the geographic area encompassing North, Central, and South America;
OEM refers to Original Equipment Manufacturer;
Retail refers to the retail distribution channel; and

Corporate refers to the corporate distribution channel.
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PARTI. FINANCIAL INFORMATION
Item 1. Financial Statements

Forward Industries, Inc.

CONSOLIDATED BALANCE SHEETS

June 30, September 30,
2012 2011

Assets (Unaudited) (Note 1)
Current assets:
Cash and cash eqUIVAIENLS.........c.ccoeviiriiiiinininiiiiicceee e $7,185,538 $14,911,844
Accounts reCeivable, NET ........c.coeviriiiiiiiiiiieicceee e 6,149,205 3,894,118
TNVENTOTIES. ...coviiiiiiiiieieiticicctt ettt 2,152,071 1,014,195
Prepaid expenses and other CUITent assets.........c.cceeeeeieierienieneninenieieiererenenes 395,216 378,008
Current assets of discontinued OPerations............cccecuevevverierieneneneneeeeienienieniennens 2,700,911 1,671,243
Total current assets..............ccooeviririiiiiiiniinieeeeee e 18,582,941 21,869,408
Property and eqUIPMENt, NET........cccceeririiieiiienienieniiiereetet et eanene 234,847 302,158
ORET ASSELS...c..eiuiiiiiiieiieteiet ettt b e ea ettt 27,601 88,716
TOAL ASSELS.......c.cuiiiiiiiiteteeee ettt ettt ettt ettt sttt st b s $18,845,389 $22.,260,282
Liabilities and shareholders equity
Current liabilities:

ACCOUNLS PAYADIC.......enieieiiiieteiirttet ettt ettt ettt ettt seebeneas $4,282,528 $2,787,263

Accrued expenses and other current liabilities..........ccccecvevieienienieneninininieieienenee 1,327,439 465,995
Current liabilities of discontinued OPErations............c.ceceeeveeveriereneneneneeeennenienennens 806,079 324,335
Total Habilities.............cccccviriiiniiiiiiiec e 6,416,046 3,577,593
Commitments and CONtINGENCIES...............coeriririeiieiiiieeeeteee et
Shareholders equity:
Preferred stock, par value $0.01 per share; 4,000,000 shares authorized,
no shares issued and oUtStANAING.........cccccveviiiiiiiniinininiiieiceeeseneseeeeee -
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Common stock, par value $0.01 per share; 40,000,000 shares authorized,
8,811,595 and 8,794,296 shares issued; and

8,105,185 and 8,087,886 shares outstanding, respectively.........ccoceeveeruernuennnen.

Capital in eXcess Of PAr VAIUE.......c.c.oviirieriiiiiiieieeieeceee ettt
Treasury stock, 706,410 Shares at COSL.......ccutrierierierierieniieieeieeeete et

Retained earnings (accumulated deficit)..........ccceevieriiniiiiniienienieeeeeeeee e,
Accumulated other comprehensive loss

Total shareholders equity

Total liabilities and shareholders equity

Form 10-Q

88,116
16,969,695
(1,260,057)
(3,356,853)
(11,558)
12,429,343
$18,845,389

The accompanying notes are an integral part of the consolidated financial statements.

87,943
16,845,673
(1,260,057)
3,009,130

18,682,689
$22,260,282
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Forward Industries, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
Three Months Ended June
30, Nine Months Ended June 30,
2012 2011 2012 2011
NEtSAlEs........c.oooviiiieieecee e $7,6064,252  $6,156,543 $20,049,363 $17,121,017
Cost of 200ds SOId..............cooovevveeiiieiieeie e 6,906,769 4,713,959 16,989,281 13,140,385
GroSS Profit..........c.ccoovvviiiiiiieiieiieeee e 757,483 1,442,584 3,060,082 3,980,632
Operating expenses:
SEING. et 282,020 674,375 925,245 1,630,050
General and adminiStrative............eeeeeeveeeveeeeeeeeeeeeeeee. 1,088,552 1,262,792 3,821,512 3,314,802
Total operating expenses..............cc.ccccveererennee. 1,370,572 1,937,167 4,746,757 4,944,852
Loss from operations.................cccoeoovveviieiiieniieecie e, (613,089) (494,583) (1,686,675) (964,220)
Other (expense) income:
INtErest INCOME. ......oovvviiiiiiiiiiiiiiiieeeeeeeeeeeeeeeee e 21,234 34,304 88,931 69,201
Other income (eXpense), Net......c.cceveereeneereeneeniens (38,998) (3,469) (46,023) 8,871
Total other (expense) income........................... (17,764) 30,835 42,908 78,072
Loss from continuing operations (630,853) (463,748)  (1,643,767) (886,148)
Benefit from iNCOME taXES.......uuvvveiieiiiiiiiiiiiieeieeeeeeeeeeeeeeenn - 56,050 - 56,050
Loss from continuing operations (630,853) (407,698)  (1,643,767) $(830,098)
Loss from discontinued operations............ccecceveenueenen. (2,678,075) (275,026) (4,722,216) (389,939)
NELIOSS ... $(3,308,928) $(682,724) $(6,365,983) $(1,220,037)
Net loss per basic and diluted common share:
Loss from continuing operations................ccc..o...... $(0.08) $(0.05) $(0.20) $(0.10)
Loss from discontinued operations........................ $(0.33) $(0.03) $(0.58) $(0.05)
Net loss per share $(0.41) $(0.08) $(0.78) $(0.15)

Weighted average number of common and
common equivalent shares outstanding:

10
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Basic and diluted............cooovveviiiiiiiiiiiiiiiiiiiiiiiiie, 8,105,185 8,087,139

The accompanying notes are an integral part of the consolidated financial statements.

8,100,478

8,077,803

11
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Forward Industries, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
Nine Months Ended
June 30,
2012 2011

Operating activities:
N EE LOSS v eeneteeeetee et eeee e e e et e e e e et e s ee s seeeaaeeeaaeeeaeeesaeeeseneesaneesaneeeaneeenneeenneeenateesaneesanaeeaaeenn $(6,365,983) $(1,220,037)
Adjustments to reconcile net loss to net cash used in operating activities:
Provision for ObSOIEte INVENTOTY .....cc.eeiuiiriieriiriieriieieeitee ettt 964,423 15,692
Share-based COMPENSATION. .....cc.ueriiriirieiiirte ettt sttt sttt s 124,195 270,792
Depreciation and amortiZation. ..........ccceerierienienieniertenee ettt st e st e naees 82,657 45,415
Loss on disposal of property and eqUipment............coeeereereeneeneeneenieneeneeneeneenieens 35,411 15,373
Bad debt @XPEINSE. ....eeiuiiiiiiitieiteeite ettt sttt st st st s 26,311 1,222
Changes in operating assets and liabilities:
ACCOUNES TECEIVADIE. ...t e et e e e e e e e e e e e s eenrareeeeeeens (3,324,422) (312,834)
J AT 11 70) 4 (= TR (3,235,023) (266,859)
Prepaid expenses and other CUITent aSSetS..........ceuiruereerierienienieeee ettt 120,614 (269,103)
OTNET ASSELS.c.eiiiiiiieieeeeeee ettt ettt e aaaaaaataaaeaeaeeeaeseseseeeaaeeeees 61,115 (62,569)
ACCOUNLS PAYADIC. ....contiiiiiiieie ettt ettt ettt et 1,553,434 411,341
Accrued expenses and other current liabilities..........ccceveereinenniniiininieeeceeeeee, 1,285,019 (298,304)
Net cash used in operating activities (8,672,249) (1,669,871)
Investing activities:
ISSUANCE Of NOLE TECEIVADIE. .....cooviiiiiiiiiiiiiii e eeeeeees - (1,190,000)
Repayments received from note receivable............cooceiiiiiiniiniiniiineeeeeeene 1,000,000  --
Purchases of property and eqUiPMENnt...........cocueeieeriieiierieeriieieeeee e (54,057) (152,429)
Net cash provided by (used in) investing activities 945,943 (1,342,429)
Net decrease in cash and cash equivalents (7,726,306) (3,012,300)

14,911,844 18,471,520

12
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Cash and cash equivalents at beginning of period................c.c..coeeoiiriiiiiiiiniiieee,
Cash and cash equivalents at end of period...................ccoeeeiiiriiiiiinieee e,
Supplemental Disclosures of Cash Flow Information:

Cash paid for:
TNICOIMIE LAXES . .uuuueieeiieeieieeeee e e e e ettt e e e e e e e et et e e e e e e e eeeaaa e eeeeeeeaaes

The accompanying notes are an integral part of the consolidated financial statements.

$7,185,538 $15,459,220

$-- $77,104

13
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE1 OVERVIEW

Forward Industries, Inc. was incorporated under the laws of the State of New York and began operations in 1961 as a
manufacturer and distributor of specialty and promotional products. The Company designs, markets, and distributes

carry and protective solutions, primarily for hand held electronic devices. Its principal customer market is original
equipment manufacturers, or OEMs (or the contract manufacturing firms of these OEM customers), that either
package the Company s products as accessories in box together with their product offerings, or sell them through their
retail distribution channels, which the Company services in its OEM division. The Company s OEM products include
carrying cases and other accessories for medical monitoring and diagnostic kits, portable consumer electronic devices
(such as smartphones, tablets, personal computers, notebooks, and GPS devices), and a variety of other portable
electronic and non-electronic products (such as firearms, sporting, and other recreational products). The Company s
OEM customers are located in the Americas, the EMEA Region, and the APAC Region.

On June 21, 2012, the Company determined to exit its global retail business ( discontinued operations ) and focus solely
on growing its OEM business. The decision to eliminate the retail division was primarily driven by the longer than
estimated path to bring it to profitability and the strong top line growth and cost rationalizations in the OEM business.

As such, the Company has reflected the retail business as discontinued operations in the accompanying consolidated
financial statements.

The Company does not manufacture any of the products that it designs, markets, and distributes. The Company
sources substantially all of its products from independent suppliers in China.

In the opinion of management, the accompanying consolidated financial statements presented in this Quarterly Report
on Form 10-Q reflect all normal recurring adjustments necessary to present fairly the financial position and results of
operations and cash flows for the interim periods presented herein, but are not necessarily indicative of the results of
operations for the fiscal year ending September 30, 2012. These financial statements should be read in conjunction
with the Company's audited consolidated financial statements included in its Annual Report on Form 10-K for the
fiscal year ended September 30, 2011, and with the disclosures and risk factors presented herein and therein,
respectively. The September 30, 2011 balance sheet has been derived from the audited consolidated financial
statements.

NOTE 2 ACCOUNTING POLICIES
Accounting Estimates

14
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The preparation of the Company's consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual results
could differ from those estimates and assumptions.

Basis of Presentation

The accompanying consolidated financial statements include the accounts of Forward Industries, Inc. ("Forward") and
its wholly owned subsidiaries (Forward US, Forward Switzerland, Forward HK, Forward APAC, and Forward UK).
All significant intercompany transactions and balances have been eliminated in consolidation.

Reclassifications

Certain prior period amounts have been reclassified, in addition to discontinued operations as disclosed in Note 3, to
conform to the current period presentation.

15
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 2 ACCOUNTING POLICIES (CONTINUED)
Cash and Cash Equivalents

Cash and cash equivalents consist primarily of cash on deposit and highly liquid money market accounts, short-term
bonds, and certificates of deposit with original contractual maturities of three months or less, predominately in U.S.
dollar denominated instruments. The Company may purchase these short-term bonds with anticipated maturity of 90
days or less at a premium or discount. The Company records these investments as cash and cash equivalents net of
amortization of premium or discount. The Company minimizes its credit risk associated with cash and cash
equivalents by investing in high quality instruments and by periodically evaluating the credit quality of the primary
financial institution issuers of such instruments. The Company holds cash and cash equivalents at major financial
institutions in the United States, at which cash amounts may significantly exceed FDIC insured limits. At June 30,
2012, this amount was approximately $4.2 million. Historically, the Company has not experienced any losses due to
such cash concentrations.

Accounts Receivable

Accounts receivable consist of unsecured trade accounts with customers or their contract manufacturers. The
Company performs periodic credit evaluations of its customers including an evaluation of days outstanding, payment
history, recent payment trends, and perceived credit worthiness, and believes that adequate allowances for any
uncollectible receivables are maintained. Credit terms to customers generally range from net thirty (30) days to net
ninety (90) days. The Company has not historically experienced significant credit or collection problems with its
OEM customers or their contract manufacturers. In addition, the Company maintains credit insurance that provides up
to 90% coverage on trade accounts with customers in the EMEA region. At June 30, 2012, no allowance for doubtful
accounts relating to the Company s continuing operations was deemed necessary. At September 30, 2011, the
allowance for doubtful accounts was approximately $14,000.

Inventories

Inventories consist primarily of finished goods and are stated at the lower of cost (determined by the first-in, first-out
method) or market. Based on management s estimates, an allowance is made to reduce excess, obsolete, or otherwise
un-saleable inventories to net realizable value. The allowance is established through charges to cost of goods sold in
the Company s consolidated statements of operations. As reserved inventory is disposed of, the Company charges off

16
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the associated allowance. In determining the adequacy of the allowance, management s estimates are based upon
several factors, including analyses of inventory levels, historical loss trends, sales history, and projections of future
sales demand. The Company s estimates of the allowance may change from time to time based on management s
assessments, and such changes could be material. At June 30, 2012, the allowance for obsolete inventory of the
Company s continuing operations was approximately $90,000. At September 30, 2011, no allowance for obsolete
inventory was deemed necessary.

9
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 2 ACCOUNTING POLICIES (CONTINUED)
Property and Equipment

Property and equipment consist of furniture, fixtures, and equipment and leasehold improvements and are recorded at
cost. Expenditures for major additions and improvements are capitalized, and minor replacements, maintenance, and
repairs are charged to expense as incurred. When property and equipment are retired or otherwise disposed of, the cost
and accumulated depreciation are removed from the accounts and any resulting gain or loss is included in the results
of operations for the respective period. Depreciation is provided over the estimated useful lives of the related assets
using the straight-line method. The estimated useful life for furniture, fixtures and equipment ranges from three to ten
years. Amortization of leasehold improvements is computed using the straight-line method over the shorter of the
remaining lease term or the estimated useful lives of the improvements. For the three-month periods ended June 30,
2012 and 2011, the Company recorded approximately $30,000 and $17,000 of depreciation and amortization expense,
respectively, in continuing operations. For the nine-month periods ended June 30, 2012 and 2011, the Company
recorded approximately $83,000 and $45,000 of depreciation and amortization expense, respectively, in continuing
operations. Depreciation and amortization for production related property and equipment is included as a component
of costs of goods sold in the accompanying consolidated statements of operations. Depreciation and amortization for
selling and general and administrative related property and equipment is included as a component of operating
expenses of continuing operations in the accompanying consolidated statements of operations.

Income Taxes

The Company accounts for its income taxes in accordance with accounting principles generally accepted in the United
States of America, which requires, among other things, recognition of future tax benefits and liabilities measured at
enacted rates attributable to temporary differences between financial statement and income tax bases of assets and
liabilities and to net tax operating loss carryforwards to the extent that realization of these benefits is more likely than
not. The Company periodically evaluates the realizability of its net deferred tax assets. See Note 7 to these Notes to
Consolidated Financial Statements. The Company s policy is to account for interest and penalties relating to income
taxes, if any, in income tax expense in its consolidated statement of operations and include accrued interest and
penalties within accrued liabilities in its consolidated balance sheets. For the three and nine-month periods ended June
30, 2012 and 2011, no income tax related interest or penalties were assessed or recorded.

Revenue Recognition

18



Edgar Filing: FORWARD INDUSTRIES INC - Form 10-Q

The Company generally recognizes revenue from product sales to its customers when: (1) title and risk of loss are
transferred (in general, these conditions occur at either point of shipment or point of destination, depending on the
terms of sale); (2) persuasive evidence of an arrangement exists; (3) the Company has no continuing obligations to the
customer; and (4) collection of the related accounts receivable is reasonably assured. The Company offers certain of
its customers a variety of sales and incentive programs, including discounts, allowances, and co-op advertising and
marketing funds; such amounts are estimated and recorded as a reduction in revenue.

Shipping and Handling Costs
The Company classifies certain shipping and handling costs (including inbound and outbound freight charges,
purchasing and receiving costs, inspection costs, warehousing costs, internal transfer costs, and other costs associated

with the Company s Hong Kong distribution facility and network) as a component of cost of goods sold in the
accompanying consolidated statements of operations.

10
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 2 ACCOUNTING POLICIES (CONTINUED)
Adpvertising and Promotion Costs

Advertising and promotion costs, consisting primarily of samples and tradeshow costs, are expensed as incurred.
Advertising and promotion costs are included in selling expenses in the accompanying consolidated statements of
operations and amounted to approximately $14,000 and $42,000 for the three-month periods ended June 30, 2012 and
2011, respectively; and $30,000 and $125,000 for the nine-month periods ended June 30, 2012 and 2011,
respectively.

Foreign Currency Transactions

The functional currency of the Company and each of its wholly-owned foreign subsidiaries is the U.S. dollar (except
for Forward UK, which is the British Pound). Transactions denominated in foreign currencies may generate accounts
receivable or payable balances that are fixed in terms of the amount of foreign currency that will be received or paid.
Fluctuations in exchange rates between such foreign currency and the functional currency increase or decrease the
expected amount of functional currency cash flows upon settlement of the transaction. These increases or decreases in
expected functional currency cash flows are foreign currency transaction gains or losses that are included in other
income (expense), net in the accompanying consolidated statements of operations. For the three-month periods ended
June 30, 2012 and 2011, the Company recorded approximately $(26,000) and $11,000 in foreign currency transaction
gains (losses), respectively. For the nine-month periods ended June 30, 2012 and 2011, the Company recorded
approximately $(46,000) and $21,000 in foreign currency transaction gains (losses), respectively. Such foreign
currency transaction losses were primarily the result of Euro denominated sales to certain customers.

Comprehensive Loss

We calculate comprehensive loss as the total of our net income (loss) and all other changes in equity (other than
transactions with owners), including foreign currency translation adjustments. Comprehensive loss was $(3,316,000)
and $(6,378,000) for the three and nine-month periods ended June 30, 2012, respectively. The Company did not have
any material components of comprehensive loss, other than net loss, for the three and nine-month periods ended June
30, 2011.

Fair value of financial instruments

20
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For certain of the Company s financial instruments, including cash and cash equivalents, accounts receivable, note
receivable, accounts payable, and other accrued liabilities, the carrying amount approximates fair value due to the
short-term maturities of these instruments.

Share-Based Payment Expense

The Company recognizes share-based equity compensation in its consolidated statements of operations at the
grant-date fair value of stock options and other equity-based compensation. The determination of grant-date fair value
is estimated using the Black-Scholes option-pricing model, which includes variables such as the expected volatility of
the Company s share price, the exercise behavior of its grantees, interest rates, and dividend yields. These variables are
projected based on the Company s historical data, experience, and other factors. Changes in any of these variables
could result in material increases to the valuation of options granted in future periods and increases in the expense
recognized for share-based payments. In the case of awards with multiple vesting periods, the Company has elected to
use the graded vesting attribution method, which recognizes compensation cost on a straight-line basis over each
separately vesting portion of the award as if the award was, in-substance, multiple awards. Refer to Note 6
Share-Based Compensation. In addition, the Company recognizes share-based compensation to non-employees (refer
to Note 6) based upon the fair value, using the Black-Scholes pricing model, determined at the deemed measurement
dates over the related contract service period.

11
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 2 ACCOUNTING POLICIES (CONTINUED)
Recent accounting pronouncements

In December 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
No. 2011-12, Comprehensive Income (Topic 220): Deferral of the Effective Date for Amendments to the Presentation
of Reclassifications of Items out of Accumulated Other Comprehensive Income in Accounting Standards Update No.
2011-05. ASU No. 2011-12, defers the specific requirement to present items that are reclassified from accumulated
other comprehensive income to net income separately within their respective components of net income and other
comprehensive income as described by Comprehensive Income (Topic 220) - Presentation of Comprehensive Income
(ASU NO. 2011-05). The Company will continue to report any applicable reclassifications out of accumulated other
comprehensive income consistent with the presentation requirements in effect before ASU No. 2011-05.

NOTE 3 DISCONTINUED OPERATIONS

On June 21, 2012, the Company determined to exit its global retail business and focus solely on growing its OEM
business. The decision to eliminate the retail division was primarily driven by the longer than estimated path to bring
it to profitability and the strong top line growth and cost rationalizations in the OEM business.

Accordingly, the results of operations for the retail division have been recorded as discontinued operations in the
accompanying consolidated financial statements for all periods presented. During the three and nine-month period
ended June 30, 2012, total discontinued operations include charges of $876,000 to write down inventory to net
realizable value, $681,000 related to sales returns and price protection, and $150,000 to write-off forfeited advances
made to suppliers.

Summarized operating results and assets and liabilities of discontinued operations are presented in the following
tables:

Three Months Ended Nine Months Ended June
June 30, 30,
2012 2011 2012 2011

Net sales $430,540 $ - $2,093,718 $ --
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Gross loss

Operating expenses

Other expense

Net loss from discontinued operations

Accounts receivable, net............cccceeeereneennne.
INVENtOry, NEt......covveeneiiiiiiieieeieeieeeeeeesee e
Prepaid assets and other current receivables..
Note receivable...........ocecveieiiiviinininininineenn,
Property and equipment, net..........ccccccceevennnen.
Total assets of discontinued operations.........

Accounts payable.........coceveerieniiniieniienienee
Accrued liabilities
Total liabilities of discontinued operations

12

(1,524,337) -- (1,084,894) -
(1,138,487) (275,026)  (3,594,979)  (389,939)
(15,251) (42,343)

$(2,678,075) $(275,026)  $(4,722,216) $(389,939)

June 30, September 30,
2012 2011
$1,043,023 $
1,152,190 31,024
502,398 640,219

- 1,000,000
3,300 -
$2,700,911 $1,671,243
$218,468 $160,300
587,611 164,035
$806,079 $324,335
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 3 DISCONTINUED OPERATIONS (CONTINUED)

The Company expects to complete its exit of its retail business by September 30, 2012 and does not expect to have
any continuing involvement in the retail business after this date. The Company anticipates an additional loss from
discontinued operations of approximately $1.3 million, all of which the Company anticipates incurring in the fiscal
quarter ending September 30, 2012.

NOTE4 NOTE RECEIVABLE

On January 5, 2011, the Company entered into a loan agreement with Flash Ventures, Inc. ( Flash ), an
unrelated party, to provide a credit facility of up to $1,000,000 that was originally due December 1, 2011. Pursuant to
the agreement Flash, executed an unsecured, unsubordinated term note in favor of the Company, bearing interest at
11% per annum on any unpaid principal, payable quarterly commencing March 31, 2011. On January 6, 2011 and
January 19, 2011, Flash drew $600,000 and $400,000, respectively, in funds under the note, leaving no further
funding available. Effective December 1, 2011, the terms of the loan were amended to, among other things, extend
the maturity date to April 1, 2012 and provide the Company with a security interest and lien on all of Flash s assets. In
connection with such amendment, Flash made a principal payment of $250,000 on December 1, 2011. Effective
March 30, 2012, the terms of the loan were further amended to, among other things, extend the maturity date to June
1, 2012. In connection with such second amendment, Flash made a principal payment of $150,000 on March 30, 2012.
On May 14, 2012, Flash paid the remaining principal balance of $600,000 and satisfied the loan in full. The Company
recorded approximately $449,000 in sales to Flash under its customary terms of sale during the nine-month period
ended June 30, 2011.

NOTE S5 SHAREHOLDERS EQUITY
Anti-takeover Provisions

The Company is authorized to issue up to 4,000,000 shares of "blank check" preferred stock. The Board of Directors
has the authority and discretion, without shareholder approval, to issue preferred stock in one or more series for any
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consideration it deems appropriate, and to fix the relative rights and preferences thereof including their redemption,
dividend and conversion rights.

Stock Repurchase

In September 2002 and January 2004, the Company s Board of Directors authorized the repurchase of up to an
aggregate of 486,200 shares of outstanding common stock. Under those authorizations, as of June 30, 2012, the
Company had repurchased an aggregate of 172,603 shares at a cost of approximately $403,000, but none during the
three and nine-month periods ended June 30, 2012 and 2011.

13
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Changes in Shareholders Equity

Changes in shareholders equity for the nine-month period ended June 30, 2012 are summarized below:

Common
Stock

Balance at
October 1, 2011. $87,943

Share-based
compensation...... 173

Foreign

currency
translation.......... --
Net loss --
Balance at June

30, 2012.....cceevueeneee

Capital In

Excess of

Par Value

$16,845,673

124,022

Retained
Earnings
(Accumulated
Deficit)

$3,009,130

(6,365,983)

Treasury
Stock

$(1,260,057)

Accumulated
Other
Comprehensive
Loss

(11,558)

Totals

$18,682,689

124,195

(11,558)
(6,365,983)
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$88,116  $16,969,695 $(3,356,853)  $(1,260,057) $(11,558) $12,429,343

NOTE 6 SHARE-BASED COMPENSATION
2011 Long-Term Incentive Plan

In March 2011 shareholders of the Company approved the 2011 Long Term Incentive Plan (the 2011 Plan ), which
authorizes 850,000 shares of common stock for grants of various types of equity awards to officers, directors,
employees, consultants, and independent contractors. Under the 2011 Plan, as of June 30, 2012, the Compensation
Committee of the Company s Board of Directors (the Compensation Committee ) has approved awards of stock options
to purchase an aggregate of 965,000 shares of common stock to certain of the Company s executive officers and
employees (730,000 shares), a consultant (160,000 shares), non-employee directors (70,000 shares), and to a
non-employee executive officer (5,000). Of these awards, 365,500 shares were forfeited and reverted to, and are
eligible for re-grant under, the 2011 Plan. As of June 30, 2012, the total shares of common stock available for grants
of equity awards under the 2011 Plan was 250,500. The prices at which equity awards may be granted and the exercise
prices of stock options granted may not be less than the fair market value of the common stock as quoted at the close
on the Nasdaq Stock Market on the grant date. The Compensation Committee administers the plan. Options generally
expire ten years after the date of grant and vest one year from the date of grant for non-employee directors, and, in the
case of initial grants to officers and employees, vest over five years with 50%, 25% and 25% vesting on the third,
fourth, and fifth anniversary of the grant date, respectively. Options granted under a consulting agreement in
November 2011 expire three years after the grant date and vested equally over the term of the consulting agreement,
which concluded February 29, 2012.
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Forward Industries, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

2007 Equity Incentive Plan

The 2007 Equity Incentive Plan (the 2007 Plan ), which was approved by shareholders of the Company in May 2007,
and, as amended, in February 2010, authorizes an aggregate of 800,000 shares of common stock for grants of
restricted common stock and stock options to officers, employees, and non-employee directors of the Company.
Under the 2007 Plan, the Compensation Committee of the Company s Board of Directors approved awards of
restricted common stock and stock options of 836,000, in the aggregate, to certain officers, employees and
non-employee directors. Of these awards, 78,366 shares were forfeited and reverted to, and are eligible for re-grant
under, the 2007 Plan. As of June 30, 2012, the total shares of common stock available for grants of equity awards
under the 2007 Plan was 42,366. The prices at which restricted common stock may be granted and the exercise price
of stock options granted may not be less than the fair market value of the common stock as quoted at the close on the
Nasdaq Stock Market on the grant date. The Compensation Committee administers the 2007 Plan. Options generally
expire ten years after the date of grant, and in the case of non-employee directors, vest on the first anniversary of the
date of grant. In the case of officers and employees, options either vest in equal amounts over three to five years or
vest over five years with 50%, 25% and 25% vesting on the third, fourth, and fifth anniversary of the grant date,
respectively. Restricted stock grants generally vest in equal proportions over three years.

1996 Stock Incentive Plan

The Company s 1996 Stock Incentive Plan (the 1996 Plan ) expired in acco