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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  
¨ Accelerated filer  ¨ Non-accelerated filer  ¨

Smaller reporting company  
x

(Do not check if a
smaller
reporting company)

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

The number of shares of Common Stock, $0.001 par value, outstanding on July 31, 2011 was 19,117,027.
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PART I. FINANCIAL INFORMATION

Item  1. Financial Statements

Parametric Sound Corporation
Condensed Balance Sheets

June 30,
2011 September 30,

(unaudited) 2010
ASSETS
Current assets:
Cash $482,077 $439,385
Inventories, net 103,085 206
Prepaid expenses and other current assets 56,906 20,779
Total current assets 642,068 460,370
Equipment and tooling, net 157,683 8,091
Patents and trademarks, net 150,357 175,726
Total assets $950,108 $644,187

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $68,610 $147,670
Accrued liabilities 178,578 27,307
Subordinated notes payable, net of discount of $3,312 and $263,272, respectively 26,688 436,728
Total current liabilities 273,876 611,705

Commitments and contingencies (Note 9)

Stockholders' equity:
Preferred stock, $0.001 par value, authorized 1,000,000 shares, none issued and
outstanding - -
Common stock, $0.001 par value, authorized 50,000,000 shares, 19,117,027 and
15,306,064 shares issued and outstanding, respectively 19,117 15,306
Additional paid-in capital 2,529,087 703,127
Accumulated deficit (1,871,972 ) (685,951 )
Total stockholders' equity 676,232 32,482
Total liabilities and stockholders' equity $950,108 $644,187

See accompanying notes to financial statements
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Parametric Sound Corporation
Condensed Statements of Operations

(unaudited)

Three Months Ended Nine Months Ended
June 30, June 30,

2011 2010 2011 2010

Revenues:
Product sales $- $167,224 $- $512,369
Other revenue 1,844 7,657 1,844 7,709
Total revenues 1,844 174,881 1,844 520,078
Cost of revenues - 149,907 - 441,403
Gross profit 1,844 24,974 1,844 78,675

Operating expenses:
Selling, general and administrative 146,867 63,214 424,202 215,348
Research and development 182,015 16,762 432,177 49,906
Patent impairment - 18,005 28,616 40,301
Total operating expenses 328,882 97,981 884,995 305,555
Loss from operations (327,038 ) (73,007 ) (883,151 ) (226,880 )

Other income (expense):
Interest and note discount amortization (158,712 ) - (304,568 ) -
Other 982 - 1,698 -

(157,730 ) - (302,870 ) -
Net loss $(484,768 ) $(73,007 ) $(1,186,021 ) $(226,880 )

Loss per basic and diluted common share $(0.03 ) $(0.00 ) $(0.07 ) $(0.01 )
Weighted average shares used to compute net loss
per basic and diluted common share 17,306,064 15,306,064 16,243,793 15,306,064

See accompanying notes to financial statements
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Parametric Sound Corporation
Condensed Statements of Cash Flows

(unaudited)

Nine Months Ended
June 30,

2011 2010

Cash Flows From Operating Activities:
Net loss $(1,186,021 ) $(226,880 )
Adjustments to reconcile net loss to net cash (used in) provided by operating
activities:
Depreciation and amortization 36,574 49,906
Debt discount and deferred financing cost amortization 262,683 -
Non-cash interest expense 37,400 -
Warranty provision - 16,462
Inventory obsolescence (22,872 ) (26,159 )
Share-based compensation 145,651 4,971
Impairment of patents 28,616 40,301
Changes in assets and liabilities:
Accounts receivable - (49,803 )
Prepaid expenses and other current assets (38,576 ) -
Inventories (80,007 ) 338,584
Accounts payable (79,060 ) 1,245
Accrued liabilities 151,271 (33,164 )
Net cash (used in) provided by operating activities (744,341 ) 115,463

Cash Flows From Investing Activities:
Capital expenditures for equipment and tooling (136,642 ) -
Patent costs paid (32,771 ) (10,051 )
Net cash used in investing activities (169,413 ) (10,051 )

Cash Flows From Financing Activities:
Proceeds from sale of common stock and warrants 1,000,000 -
Offering costs paid (43,554 ) -
Net change in investment from LRAD Corporation - (105,412 )
Net cash provided by (used in) financing activities 956,446 (105,412 )

Net increase in cash and cash equivalents 42,692 -
Cash and cash equivalents, beginning of period 439,385 -
Cash and cash equivalents, end of period $482,077 $-

Supplemental Disclosure of Non-Cash Investing and Financing Information:
Purchase of tooling through issuance of stock options $20,000 $-
Issuance of common stock upon warrant exercise in exchange for reduction in
subordinated notes $420,000 $-
Issuance of common stock in exchange for reduction of suborinated notes $250,000 $-
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See accompanying notes to financial statements
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

Note 1—Description of Business and Basis of Accounting/Presentation

In April 2010, the board of directors of LRAD Corporation approved a plan to separate its HyperSonic Sound (“HSS”)
product line into a new independent, stand-alone company. In a special meeting of stockholders held June 2, 2010, the
proposal to separate the HSS business from LRAD Corporation was approved, and on June 2, 2010, LRAD
Corporation created a new wholly owned subsidiary, Parametric Sound Corporation (“Parametric Sound” or the
“Company”), into which the HSS business and substantially all of the assets of the business and associated intellectual
property rights were contributed.

The distribution of 100% of the Parametric Sound common stock to the stockholders of LRAD Corporation occurred
on September 27, 2010, at a ratio of one share of Parametric Sound common stock for each two shares of LRAD
Corporation common stock held by each such holder as of the record date of September 10, 2010 ("Spin-Off").
Following the Spin-Off the common stock of the Company commenced trading and quotation on the OTCBB under
the symbol “PAMT”. LRAD Corporation no longer has any ownership or other form of interest in Parametric Sound.

In connection with the separation, Parametric Sound and LRAD Corporation entered into a separation agreement and
a tax sharing agreement. See Note 2 for further discussion regarding these agreements.

Parametric Sound’s HSS technology consists of proprietary parametric sound technology that generates audible sound
along an air column using ultrasonic frequencies above the normal range of hearing. HSS products are compatible
with standard media sources and the highly directional sound beam localizes or shines sound where intended by users.
The Company is selling its new products (HSS-3000 products) and has no plans to sell product models previously sold
by LRAD Corporation. The Company’s corporate headquarters are located in Henderson, Nevada and product
development and assembly is performed in San Diego County, California. Principal markets for the Company’s
products are North America, Europe and Asia.

Basis of Accounting
The accompanying unaudited interim financial statements have been prepared by the Company in accordance with
U.S. generally accepted accounting principles (“GAAP”) for interim financial information and pursuant to the applicable
rules and regulations of the Securities and Exchange Commission. In the opinion of management, the accompanying
financial statements contain all adjustments necessary in order make the financial statements not misleading. The
condensed balance sheet as of September 30, 2010 was derived from the Company’s most recent audited financial
statements. The financial statements herein should be read in conjunction with the Company’s audited financial
statements and notes thereto for the fiscal year ended September 30, 2010, included in the Company’s Annual Report
on Form 10-K for the year ended September 30, 2010. Operating results for the three and nine months ended June 30,
2011 may not necessarily be indicative of results to be expected for any other interim period or for the full year.

Pre Spin-Off Prior Year Financial Statements
The Company’s balance sheet as of September 30, 2010, reflects the opening balances of Parametric Sound as an
independent company on September 27, 2010 adjusted for separate company activity through September 30, 2010
including certain start-up, Spin-Off and technology costs incurred on the Company’s behalf prior to the Spin-Off.  The
Company’s financial statements for the three and nine months ended June 30, 2010 were derived from LRAD
Corporation’s historical consolidated financial statements using LRAD Corporation’s historical cost basis of assets and
liabilities of the various activities that reflect the results of operations, financial condition and cash flows of
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Parametric Sound as a component of LRAD Corporation. Historically, the HSS business in LRAD Corporation
operated as a product line and not a separate segment and not as an independent stand-alone business. For purposes of
preparing the financial statements in the year and interim periods prior to the September 27, 2010 separation,
Parametric Sound was allocated certain expenses from LRAD Corporation with such expenses reflected in the
statements of operations as expense allocations from LRAD Corporation. Management believes that the assumptions
and allocation methods underlying such prior year financial statements are reasonable in all material respects.
However, the costs allocated to the Company are not necessarily indicative of the costs that would have been incurred
if the Company operated as a stand-alone entity during the three and nine months ended June 30, 2010.
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP 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, as well as the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. These estimates and assumptions include, but are not limited
to, assessing the following: valuation of inventory, impairment of patent assets, the fair value of share-based
compensation and warrants, and valuation allowance related to deferred tax assets.

Liquidity/Going Concern
The financial statements have been prepared on a going concern basis contemplating the realization of assets and the
satisfaction of liabilities in the normal course of business. The Company had a net loss of $1,186,021 for the nine
months ended June 30, 2011.  The Company obtained proceeds of $450,000 through the issuance of subordinated
notes payable and warrants on September 28, 2010 (see Note 7) and also obtained proceeds of $1,000,000 from the
sale of common stock and warrants on February 22, 2011 (see Note 9). Other than cash on hand, the Company has no
other sources of financing as of June 30, 2011 currently available. In July 2011 the Company commenced deliveries
of new products based on its HSS-III technology and does not plan to sell HSS product models previously sold by
LRAD Corporation. Accordingly historical revenues are no indication of future revenues and there can be no
assurance that Parametric Sound’s new product line will achieve any market success. The Company will be reliant on
existing working capital or obtaining additional debt or equity financing sufficient to sustain operations until
profitability can be achieved.

The continuation of the Company as a going concern is dependent on its ability to grow revenues, and if necessary, to
obtain additional financing from outside sources. There is no assurance that the Company will be successful in
generating or raising funds, if necessary, to sustain its operations for twelve months or beyond. Should the Company
be unable to generate funds or obtain required financing, it may have to curtail operations, which may have a material
adverse effect on its financial position and results of operations. The accompanying financial statements do not
include any adjustments that would be necessary should the Company be unable to continue as a going concern and,
therefore, be required to liquidate its assets and discharge its liabilities in other than the normal course of business and
at amounts different from those reflected in the accompanying financial statements.

Financial Instruments
At June 30, 2011, there was no difference between the carrying values of the Company’s cash equivalents and fair
market value. For certain financial instruments, including accounts payable and accrued expenses, the carrying
amounts approximate fair value due to their relatively short maturities.

Reclassifications
Where necessary, the prior year’s information has been reclassified to conform to the current period’s statement
presentation.

Loss Per Share
Basic loss per common share is computed by dividing net loss by the weighted-average number of shares of common
stock outstanding during the period. Diluted net loss per common share reflects the potential dilution of securities that
could share in the earnings of an entity. The Company’s losses for the periods presented cause the inclusion of
potential common stock instruments outstanding to be antidilutive. Stock options and warrants exercisable for
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3,700,000 shares of common stock were outstanding at June 30, 2011. These securities are not included in the
computation of diluted net loss per common share because of the losses, but could potentially dilute earnings per share
in future periods.

For the prior year periods ended June 30, 2010 the pro forma net loss per basic and diluted share and the
weighted-average shares outstanding were calculated based on the 15,306,064 shares issued in connection with the
Spin-Off.
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

Recent Accounting Pronouncements
The Company reviews new accounting standards as issued.  Although some of these accounting standards issued or
effective after the end of the Company’s previous fiscal year may be applicable to the Company, it has not identified
any standards that it believes merit further discussion.  The Company believes that none of the new standards will
have a significant impact on its financial statements.

2. Spin-Off of HSS Business

On September 27, 2010, LRAD Corporation separated its HSS business through the Spin-Off of Parametric Sound.
LRAD Corporation contributed most of its HSS business assets to Parametric Sound. All outstanding shares of the
Company were then distributed to LRAD Corporation’s stockholders of record at the close of business on September
10, 2010 as a pro-rata, tax-free dividend of one share of Parametric Sound common stock for every two shares of
LRAD Corporation’s common stock.

On September 27, 2010, the Company entered into a Separation and Distribution Agreement (“Separation Agreement”)
with LRAD Corporation that set forth the terms and conditions of the separation of the Company from LRAD
Corporation, provides the framework for the relationship between the Company and LRAD Corporation following the
separation and provides for the allocation of assets, liabilities and obligations between the Company and LRAD
Corporation in connection with the separation. The Separation Agreement provided for a transition related to HSS
business and customers with LRAD Corporation fulfilling orders received through September 27, 2010. Thereafter
LRAD Corporation could fulfill continuing purchase orders for one project with customer Cardinal Health through the
completion of the project and through December 31, 2010 could accept unsolicited follow-on orders for HSS products
from prior customers. LRAD Corporation retained inventory and supplies to fulfill such anticipated orders and is
responsible for warranty, returns and related liabilities for such customers and sales. On September 27, 2010 the
Company also entered into a Tax Sharing Agreement with LRAD Corporation that generally governs the parties’
respective rights, responsibilities and obligations after the separation with respect to taxes.

The total value of the LRAD Corporation stock dividend of $454,006 was based on the net book value of the net
assets that were transferred from LRAD Corporation in connection with the Spin-Off in accordance with ASC
845-10-30-10, Nonreciprocal Transfers with Owners.

3. Inventories, net

Inventory is recorded at the lower of cost and net realizable value. The cost of substantially all of the Company’s
inventory is determined by the weighted average cost method. Inventories consisted of the following:

June 30, September 30,
2011 2010

Finished goods $ 7,492 $ -
Work in process 39,289 -
Raw materials 184,859 151,633

231,640 151,633
Reserve for obsolescence (128,555 ) (151,427 )
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$ 103,085 $ 206

The reserve for obsolescence relates to raw materials obtained at the Spin-Off that were previously reserved by LRAD
Corporation as excess materials, but which are expected to be used to produce the Company’s HSS-3000 products. The
changes in the obsolescence reserve during the nine months ended June 30, 2011 of $22,872 represents the cost of
such materials used by the Company during this period in the production of HSS-3000 products.

8
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

4. Equipment and Tooling, net

Equipment and tooling consisted of the following:

June 30, September 30,
2011 2010

Equipment $ 142,251 $ 44,369
Tooling 124,299 65,539

266,550 109,908
Accumulated deprcciation (108,867 ) (101,817 )

$ 157,683 $ 8,091

Depreciation expense was $7,050 and $-0- for the nine months ended June 30, 2011 and 2010, respectively.

5. Patents and Trademarks, net

Patents and trademarks consist of the following:

June 30, September 30,
2011 2010

Patents $ 189,784 $ 127,771
Defensive patents 151,317 222,017
Trademarks 6,292 6,292

347,393 356,080
Accumulated amortization (197,036 ) (180,354 )

$ 150,357 $ 175,726

Aggregate amortization expense for the Company’s patents and trademarks was $29,524 and $49,906 during the nine
months ended June 30, 2011 and 2010, respectively. In addition to amortization, the Company wrote off $28,616 and
$40,301 of impaired patent costs during the nine months ended June 30, 2011 and 2010, respectively.

As of June 30, 2011 estimated patent and trademark amortization expense for each of the next five fiscal years and
thereafter are as follows:

Estimated
Amortization

Fiscal Years Ending
September 30,

Expense

2011 (3 months
remaining)

         8,918

2012        35,671
2013        27,141
2014        24,798
2015        15,793
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Thereafter        38,036

6. Accrued Liabilities

Effective October 1, 2010 the Company began accruing monthly compensation for the services of its two executive
officers in the aggregate amount of $17,500 per month.  The balance of accrued compensation and related
employment taxes at June 30, 2011 is included in accrued liabilities accruing without interest until the Board of
Directors determines there are sufficient funds available to pay the accrued balances.

9
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

Accrued liabilities consists of the following:

June 30, September 30,
2011 2010

Accrued officer compensation $ 168,300 $ -
Accrued interest 4,521 307
Other 5,757 27,000

$ 178,578 $ 27,307

7. Subordinated Notes Payable and Warrants

In September 2010 the Company sold $700,000 of 8% Subordinated Promissory Notes, due September 28, 2011 (the
“Notes”), and accompanying warrants to purchase an aggregate of 1,400,000 shares of common stock exercisable at
$0.30 per common share (“Warrants”). The Notes are subordinate to any senior debt so designated from time to time by
the Board of Directors. Of the total Notes and Warrants issued, $260,000 of the Notes and 520,000 Warrants were
purchased by Syzygy Licensing, LLC (“Syzygy”), a company owned and controlled by the Company’s President/CEO
and Chief Financial Officer. An additional $100,000 of the Notes and 200,000 Warrants was purchased by an entity
owned by the Company’s President/CEO.

The estimated relative fair value of the Warrants at the issuance date of $264,427 was recorded as a note discount and
is being amortized as additional interest expense using the effective interest method over the term of the Notes. 
During the three and nine months ended June 30, 2011,  $143,425 and $259,960, respectively, of this discount
was amortized, and as of  June 30, 2011the net unamortized note discount balance on the remaining Notes was $3,312.

On June 30, 2011, all 1,400,000 Warrants were exercised by the holders, and pursuant to the terms of the Note
agreement, the Company exercised its right to offset the purchase price of the Warrants against the outstanding Note
principal amount.  Accordingly, as a result of the Warrant exercise, the principal balance of the Notes was reduced by
$420,000 (see Note 9).

Also on June 30, 2011 the Company and certain Note holders entered into an agreement pursuant to which the Note
holders agreed to convert an additional $250,000 of Note principal plus $37,674 of accrued interest on the Notes into
410,963 shares of the Company’s common stock based on a conversion price of $0.70 per share.  As the addition of the
conversion feature to the Note was deemed to be a substantial modification of the Note agreement, this transaction
was accounted for as a debt extinguishment. The Company determined that the reacquisition price of the debt was
equal to the outstanding Note principal plus accrued interest, and accordingly, no gain or loss on the debt
extinguishment transaction was recorded (see Note 9).

The Warrants exercised included an aggregate 720,000 Warrants held by the companies controlled by the Company’s
President/CEO and CFO as described above, resulting in the reduction of the Note principal amounts held by these
companies of $216,000.  The Notes and accrued interest converted pursuant to this agreement included aggregate Note
principal and accrued interest of $144,000 and $21,698, respectively, relating to Notes held by the companies
controlled by the Company’s President/CEO and CFO as described above.  As a result of these transactions, there were
no Notes or Warrants held by these companies, and there was no accrued interest owed to these companies as of June
30, 2011.
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The Company incurred interest expense of $14,595 and $41,888, respectively for the three and nine month periods
ended June 30, 2011 in connection with the Notes. Accrued interest related to the Notes at June 30, 2011 was $4,521
and is included in accrued liabilities.  At June 30, 2011 an aggregate of $30,000 principal of Notes remained
outstanding.
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

8. Share-Based Compensation

Pursuant to LRAD Corporation’s 2005 Equity Incentive Plan, the Company recorded $4,971 of share-based
compensation expense for the nine months ended June 30, 2010 related to personnel whose salary and benefit costs
were allocated to the Company. No stock options were granted to such allocated personnel during fiscal 2010 and no
legacy options were assumed by the Company in connection with the Spin-Off.

On September 27, 2010 the Company adopted the 2010 Stock Option Plan (the “2010 Plan”). The 2010 Plan authorizes
the grant of options to purchase up to 3,000,000 shares of the Company’s common stock to directors, officers,
employees and consultants.  During the nine months ended June 30, 2011 the Company granted options on 1,700,000
shares of common stock under the 2010 Plan.

The Company accounts for share-based compensation under the provisions of ASC 718, Compensation-Stock
Compensation (“ASC 718”) and ASC 505-50, Equity-Based Payments to Non-Employees (“ASC 505-50”). ASC
718 requires measurement of all employee stock-based awards using a fair-value method and recording of related
compensation expense in the financial statements over the requisite service period. Further, as required under ASC
718, the Company estimates forfeitures for stock-based awards that are not expected to vest. Under ASC 505-50
options or stock awards issued to non-employees who are not directors of the Company are recorded at the fair value
of the consideration received, when more reliably measurable, otherwise at the estimated value of the stock options
issued at the measurement date. Non-employee options are periodically revalued as the options vest so the cost
ultimately recognized is equivalent to the fair value on the date performance is complete with such expense
recognized over the related service period on a graded vesting method.

The Company uses the Black-Scholes option pricing model to determine the estimated fair value of each option as of
its grant date or any revaluation date. These inputs are subjective and generally require significant analysis and
judgment to develop. The following table sets forth the significant weighted-average assumptions used in the
Black-Scholes model and the calculation of stock-based compensation cost (annualized percentages):

Nine
Months
Ended
June 30,
2011

Volatility 100%
Risk-free interest
rate

1.16%

Forfeiture rate 0.00%
Dividend yield 0.00%
Expected life in
years

4.75

Weighted average fair value of
options granted

$0.25
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Since the Company’s stock has only recently commenced trading, the Company’s management estimated its expected
volatility by reviewing the historical volatility of the common stock of a group of selected peer public companies that
operate in similar industries and are similar in terms of stage of development or size and then projecting this
information toward its future expected results. Judgment was used in selecting these companies, as well as in
evaluating the available historical volatility for these peer companies. The risk-free interest rate is based on rates
published by the Federal Reserve Board. The dividend yield of zero is based on the fact that the Company has never
paid cash dividends and has no present intention to pay cash dividends. The Company has a small number of option
grants and no exercise history and accordingly has for all new option grants applied the simplified method prescribed
by SEC Staff Accounting Bulletin 110, Share-Based Payment: Certain Assumptions Used in Valuation Methods -
Expected Term, to estimate expected life (computed as vesting term plus contractual term divided by two). An
estimated forfeiture rate was determined to be zero as the number of grantees is limited and all are currently expected
to serve in their capacities during the vesting period. Forfeitures are estimated at the time of the grant and revised in
subsequent periods if actual forfeitures differ from those estimates or if the Company updates its estimated forfeiture
rate. Such amounts, if any, will be recorded as a cumulative adjustment in the period in which the estimate is changed.

11
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

The Company recorded share-based compensation in its statements of operations for the relevant periods as follows:

Three Months Ended Nine Months Ended
June 30, June 30,

2011 2010 2011 2010
Cost of revenue $ - $ - $ - $ 388
Selling, general and
administrative 24,682 589 67,881 4,583
Research and development 30,654 - 77,770 -

$ 55,336 $ 589 $ 145,651 $ 4,971

In addition the Company issued stock options valued at $20,000 during the nine months ended June 30, 2011 to a
vendor as payment for tooling costs which was capitalized and included in equipment and tooling at June 30, 2011.
The recorded value of these options was determined based on the value of the services provided as this was deemed to
be a more reliable measurement of the consideration received.

As of June 30, 2011 total estimated compensation cost relating to stock options granted but not yet vested was
$267,042. This cost is expected to be recognized over the weighted average period of 1.3 years.

The following table summarizes stock option activity for the period:

Number
of Shares

Weighted
Average

Exercise Price

Aggregate
Intrinsic Value

(2)
Outstanding October 1, 2010 - -
Granted 1,700,000 $ 0.34
Canceled/expired - -
Exercised - -
Outstanding June 30, 2011 (1) 1,700,000 $ 0.34 $ 984,050
Exercisable June 30, 2011 635,000 $ 0.34 $ 370,400

(1) Options outstanding are exercisable at prices ranging from $0.30 to $0.66 and expire in 2015 to 2016.
(2) Aggregate intrinsic value is based on the closing price of our common stock on June 30, 2011 of $0.92.

12
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Parametric Sound Corporation
Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

9. Stockholders’ Equity

Summary
The following table summarizes stockholders’ equity activity for the nine months ended June 30, 2011:

Parametric Sound Corporation
Statements of Stockholders' Equity

Additional Total
Common
Stock Paid-In Accumulated Stockholders'
Shares Amount Capital Deficit Equity

Balance at September 30, 2010 15,306,064 $15,306 $703,127 $(685,951 ) $32,482
Sale of common stock and
warrants at $0.50  per share, net of
offering costs of $43,554 2,000,000 2,000 954,446 - 956,446
Warrants exercised at $0.30 per
share applied to pay subordinated
notes 1,400,000 1,400 418,600 - 420,000
Common stock issued at $0.70 per
share to pay subordinated notes 410,963 411 287,263 - 287,674
Share-based compensation
expense - - 145,651 - 145,651
Stock options issued for tooling
costs - - 20,000 - 20,000
Net loss for the period11 - - - (1,186,021 ) (1,186,021 )
Balance at June 30, 2011 19,117,027 $19,117 $2,529,087 $(1,871,972 ) $676,232

Sale of Common Stock and Warrants
On February 22, 2011, the Company entered into a Securities Purchase Agreement with existing institutional
shareholders (considered related parties due to greater than 10% ownership) and entities affiliated with our two
officers, pursuant to which the Company issued and sold for cash 2,000,000 shares of common stock at a purchase
price of $0.50 per share. In connection with the financing, the Company also issued warrants to the investors
exercisable for an aggregate of 2,000,000 shares of common stock at an exercise price of $0.75 per share. The
warrants are exercisable until February 22, 2016.

In connection with the financing, the Company also entered into a registration rights agreement with the investors,
pursuant to which the Company agreed to prepare, file and effect a registration statement covering the resale of the
shares of common stock sold in the financing and the shares of common stock issuable upon the exercise of the
warrants. The required registration statement became effective on March 28, 2011 and the Company has agreed to use
commercially reasonable efforts to maintain effectiveness. If the registration statement becomes ineffective other than
for certain allowable periods, the Company will be obligated to pay liquidated damages to the purchasers in the
amount of 1.5% of the invested amount for each 30-day period thereafter with the obligation terminating when the
securities are sold or otherwise available for unrestricted sale. The Company evaluates this registration payment
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arrangement under ASC 825-20 Financial Instruments - Registration Payment Arrangements and has determined no
obligation for future penalties is accruable under ASC 450-20 Contingencies - Loss Contingencies as of June 30,
2011.

Warrant Exercise
On June 30, 2011 a total of 1,400,000 warrants were exercised at a price of $0.30 per share.  Pursuant to the terms of
the 8% Subordinated Promissory Note agreement entered into in September 2010, the Company exercised its right to
offset the purchase price of the Warrants against the outstanding Note principal amount.  Accordingly, as a result of
the warrant exercise, the principal balance of the Notes was reduced by $420,000 (see Note 7).

Conversion of Subordinated Promissory Notes and Accrued Interest
On June 30, 2011, subordinated promissory notes with an outstanding principal balance of $250,000 plus related
accrued interest of $37,674 were converted into an aggregate of 410,963 shares of common stock (See Note 7).
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Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

Stock Purchase Warrants
The following table summarizes information on warrant activity during the nine months ended June 30, 2011:

Number

Average
Purchase Price
Per Share

Shares purchasable under outstanding warrants at October 1, 2010 1,400,000 $ 0.30
Stock purchase warrants issued 2,000,000 $ 0.75
Stock purchase warrants exercised (1,400,000 ) $ 0.30
Shares purchasable under outstanding warrants at June 30, 2011 2,000,000 $ 0.75

The Company has outstanding share warrants as of June 30, 2011 held by related parties, as follows:

Number of Exercise Price

Description
Common
Shares Per Share   Expiration Date

Stock Purchase Warrants 2,000,000 $ 0.75 February 22, 2016

10. Commitments and Contingencies

Facility Leases
The Company’s executive office in Henderson, Nevada was occupied under a lease agreement that expired on June 30,
2011. The Company is continuing month to month rental at $500 per month for reduced space of approximately 500
square feet.

Commencing June 1, 2011 the Company leased 3,498 square feet of improved assembly and warehouse space in
Poway, California for a period of 25 months terminating June 30, 2013. The gross monthly base rent is $3,498 through
May 31, 2012 thereafter increasing to $3,603 per month for the term of the lease, subject to certain future adjustments.
The Company’s President and CEO, Elwood G. Norris, executed a personal guarantee of the lease without
compensation.

Technology License Agreement
The Company is obligated to pay royalties and make certain future expenditures pursuant to a license and royalty
agreement dated September 27, 2010 with Syzygy.  The agreement provides for future royalties of 5% of revenues
from products employing the licensed parametric sound technology and a term of 20 years or the life of any resulting
patent, whichever is greater. In the event no patent covering the licensed technology is issued after four years, then the
royalty rate shall reduce to 3% in any territory until or if a patent is issued for any such territory. The Company may
not sublicense without the permission of Syzygy, and sublicense royalty rates are subject to future negotiation in good
faith. The license may terminate if the Company does not use commercially reasonable efforts to pursue the
parametric sound business. The Company is obligated to reimburse Syzygy’s future costs, in filing for, prosecuting and
maintaining any of the licensed patents in the United States. The Company may request that Syzygy file patent
applications in additional territories, in which case the Company shall reimburse Syzygy for all costs associated
therewith.
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Litigation
The Company may at times be involved in litigation in the ordinary course of business. The Company will, from time
to time, when appropriate in management’s estimation, record adequate reserves in the Company’s financial statements
for pending litigation. Currently, there are no pending material legal proceedings to which the Company is a party or
to which any of its property is subject.
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Notes to Interim Condensed Financial Statements

(unaudited)
June 30, 2011

11. Related Party Transactions

Allocation of Expenses
Results presented for interim periods prior to September 27, 2010 are derived from the consolidated financial
statements and accounting records of LRAD Corporation (see Note 1).

The financial statements for the prior year interim periods include expense allocations for certain functions provided
by LRAD Corporation, including, but not limited to, general corporate expenses related to finance, legal, information
technology, human resources, employee benefits and incentives. These expenses have been allocated to the Company
on the basis of direct usage when identifiable, with the remainder allocated on the basis of revenue or other measure.
During the nine months ended June 30, 2010, the Company was allocated $346,624 for general corporate expenses,
research and development expenses and manufacturing overhead expenses.

The expense allocations were determined on a basis that both the Company and LRAD Corporation consider to be a
reasonable reflection of the utilization of services provided or the benefit received by the Company during the periods
presented. The allocations may not, however, reflect the expense the Company would have incurred as an
independent, publicly-traded company for the period.

Other Related Party Transactions
See Notes 2, 6, 7, 9 and 10 for additional related party transactions and information.
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Item  2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion in conjunction with the financial statements and other financial information
included elsewhere in this Quarterly Report on Form 10-Q. The following discussion may contain forward-looking
statements that reflect our plans, estimates and beliefs. Our actual results could differ materially from those discussed
in these forward-looking statements. Factors that could cause or contribute to these differences include, but are not
limited to, those discussed below and elsewhere in this Quarterly Report on Form 10-Q and in our Annual Report on
Form 10-K for the fiscal year ended September 30, 2010 previously filed with the SEC, particularly in “Risk Factors”.

We are a sound technology company focused on delivering directed parametric sound solutions to customers primarily
in digital signage, point-of-purchase, in-store networks and related markets that benefit from sound that can be
focused and controlled in specified locations. We began commercial production of our new HSS-3000 products in the
fiscal quarter ended June 30, 2011 and commercial shipments in July 2011. There can be no assurance regarding the
amount of future revenues from this product line.

Organization
In April 2010, the board of directors of LRAD Corporation approved a plan to separate its HyperSonic Sound (“HSS”)
product line into a new independent, stand-alone company. In a special meeting of stockholders held June 2, 2010, the
proposal to separate the HSS business was approved, and on June 2, 2010, LRAD Corporation created a new wholly
owned subsidiary, Parametric Sound Corporation ("we", "us", "our", "Parametric Sound" or the "Company"), into
which the HSS business and substantially all of the assets of the business and associated intellectual property rights
were contributed.

The Spin-Off and distribution of 100% of our common stock to the stockholders of LRAD Corporation occurred on
September 27, 2010, at a ratio of one share of our common stock for each two shares of LRAD Corporation common
stock held by each such holder as of the record date of September 10, 2010. LRAD Corporation no longer has any
ownership or other form of interest in our Company.

Basis of Presentation
Our balance sheet as of September 30, 2010, reflected the opening balances of Parametric Sound as an independent
company on September 27, 2010 adjusted for separate company activity through September 30, 2010 including certain
start-up, Spin-Off and technology costs incurred on our behalf prior to the Spin-Off.  Our financial statements for the
three and nine months ended June 30, 2010 were derived from LRAD Corporation’s historical consolidated financial
statements using LRAD Corporation’s historical costs basis of assets and liabilities of the various activities that reflect
the results of operations, financial condition and cash flows of Parametric Sound as a component of LRAD
Corporation. Historically, the HSS business in LRAD Corporation operated as a product line and not a separate
segment and not as an independent stand-alone business. For purposes of preparing the financial statements in the
prior year prior to the September 27, 2010 separation, we were allocated certain expenses from LRAD Corporation
with such expenses reflected in the statements of operations as expense allocations from LRAD Corporation.
Management believes that the assumptions and allocation methods underlying such prior year financial statements are
reasonable in all material respects. However, the costs allocated to our Company are not necessarily indicative of the
costs that would have been incurred if we had operated as a stand-alone entity during the three and nine months ended
June 30, 2010.

Liquidity/Going Concern
The financial statements have been prepared on a going concern basis contemplating the realization of assets and the
satisfaction of liabilities in the normal course of business. We had a net loss of $1,186,021 for the nine months ended
June 30, 2011. We obtained proceeds of $450,000 and paid pre Spin-Off costs of $250,000 by issuing $700,000 of
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subordinated notes payable and warrants at the time of the Spin-Off. A total of $670,000 in principal amount of the
subordinated notes was exercised for or converted into common stock at June 30, 2011. We also obtained proceeds of
$1,000,000 from the sale of common stock and warrants on February 22, 2011. Other than cash on hand, we have no
other sources of financing available as of June 30, 2011. We recently began shipments of new HSS-3000 products and
do not plan to sell any HSS product models previously sold by LRAD Corporation. Accordingly historical revenues
are no indication of future revenues and there can be no assurance that our new products will achieve any market
success. We will be reliant on existing resources or additional debt or equity financing sufficient to sustain operations
until profitability can be achieved.
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Our continuation as a going concern is dependent on our ability to grow revenues, and if necessary, to obtain
additional financing from outside sources. There is no assurance that we will be successful in generating or raising
sufficient funds to sustain our operations for twelve months or beyond. Should we be unable to generate funds or
obtain required financing, we may have to curtail operations, which may have a material adverse effect on our
financial position and results of operations. The accompanying financial statements do not include any adjustments
that would be necessary should we be unable to continue as a going concern and, therefore, be required to liquidate
our assets and discharge our liabilities in other than the normal course of business and at amounts different from those
reflected in the accompanying financial statements.

Challenges, Opportunities, and Uncertainties
Prior to the September 27, 2010, our business was operated as a part of LRAD Corporation’s sound products business.
We are now an independent, stand-alone public company without any ongoing support or services from LRAD
Corporation. Accordingly, we are developing business functions including research and development, production,
marketing, sales, distribution, service and administration. Until we grow revenues and margins or obtain additional
financing, we have limited personnel to accomplish these functions. Given our limited personnel, there is risk and
uncertainty whether we can timely develop required functional activities and achieve important milestones, including
obtaining orders from existing and new customers.

We are unable to predict the market acceptance of our new products or the level of future sales. However, due to our
new technology and reduced component costs, we are offering improved HSS-III technology systems at more
competitive prices than in the past, and we believe this creates new opportunities for directed sound. We believe there
are opportunities to grow the HSS business for use in growing markets for digital signage, point-of-purchase, in-store
networks, computers, 3D sound and related markets and applications. However, we have only recently commenced
marketing and selling our new HSS-3000 products.

We are reliant on our existing resources or possible future debt or equity financing for working capital. We may need
additional capital to grow revenues or pay operating costs until sustained profitability is achieved. Obtaining any
required additional financing in the future could be a significant management challenge and failure to secure
financing, if necessary, would have a material adverse affect on our company. Our ability to continue as a going
concern is dependent upon achieving a profitable level of operations and, if necessary, obtaining additional financing.

Given our limited personnel and financial resources we face significant challenges in establishing, operating and
growing our new business. The continued global economic downturn could increase the challenges in operating our
business. We expect we will need to continue to innovate new applications for our sound technology, develop new
product models and new products to meet diverse customer requirements and identify and develop new markets for
our products.

Critical Accounting Policies and Estimates
The discussion and analysis of our financial condition and results of operations is based upon our financial statements
located in Item 1 of Part I, “Financial Statements,” and in Management’s Discussion and Analysis of Financial Condition
and Results of Operations in our Annual Report of Form 10-K for the year ended September 30, 2010 previously filed
with the SEC. The preparation of these financial statements prepared in accordance with accounting principles
generally accepted in the United States requires us to make estimates and judgments that affect the reported amounts
of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities.  On an on-going
basis, we evaluate our estimates, including but not limited to those related to bad debts, inventory valuation, intangible
assets, share-based compensation, fair values, income taxes and contingencies.  We base our estimates on historical
experience and on various other assumptions that we believe to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
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apparent from other sources.  Actual results may differ from these estimates under different assumptions or
conditions.
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We believe that, of the significant accounting policies discussed in our financial statements, the following accounting
policies have in the past and may in the future require our most difficult, subjective or complex judgments:

• revenue recognition;
• estimates and allowances (primarily doubtful accounts and inventory and patent obsolescence and impairment);

• share-based compensation expense;
• income taxes; and

• fair value measurements.

Historically, our assumptions, judgments and estimates relative to our critical accounting policies have not differed
materially from actual results. There were no significant changes or modification of our critical accounting policies
and estimates involving management valuation adjustments affecting our results for the nine months ended June 30,
2011. For further information on our critical accounting policies, refer to Note 1 to the financial statements in our
Annual Report on Form 10-K for the year ended September 30, 2010.

Revenues, Product Costs and Operating Expenses
We had revenue of $1,844 from sale of excess components acquired in the Spin-Off. After several months of customer
evaluation and testing, in July 2011 we commenced sales of our HSS-3000 HyperSonic Sound Audio Systems. We
began accepting orders from select customers in our third quarter and had backlog of $43,000 at June 30, 2011. Since
we only offer our new products, prior year sales and historical margins are not indicative of future results.  We are
encouraged by initial response to our new products but we cannot predict the degree of acceptance by existing or new
customers or the level of future product revenues and margins.

Our current cost structure is significantly different than prior to the Spin-Off. Prior to the Spin-Off our costs primarily
resulted from previous product version costs and carve-out and allocation of costs of the HSS business component
from LRAD Corporation. The actual level of future selling, general and administrative expenses will be dependent on
staffing levels, elections regarding the use of outside resources, public company and regulatory costs, the impact of
noncash stock-based compensation costs and other factors, some outside our control. Because of the significant
organizational, personnel and structural business changes historical expenditures are not indicative of future
expenditures. Accordingly we believe comparisons of fiscal 2011 operations to fiscal 2010 expenditures is not
informative as to future results.

The scope and magnitude of our future research and development expenses are difficult to predict at this time.
Although we have successfully completed development of our first two HSS-III generation products our research and
development efforts are focused on a product development roadmap to further enhance our product offerings and
create products for new markets. The timing and amounts required for these efforts are difficult to estimate at this time
but could be substantial. Again, historical expenditures are not indicative of future expenditures.

Our cash operating costs now approximate $50,000 per month. These costs could increase as we market our products
or expand production, distribution, service and administrative functions in future months.  We may also incur future
financing costs and noncash share-based compensation costs depending on future option grants that are impacted by
stock prices and other valuation factors.

Comparison of Results of Operations for the Three Months Ended June 30, 2011 and 2010
The following is a discussion of the results of our operations for the three months ended June 30, 2011 and 2010.

Revenues
Revenues were $174,881 for the three months ended June 30, 2010 and reflected sales by LRAD Corporation of the
HSS H450 product model. We have no plans to sell the H450 product and our revenue of $1,844 for the three months
ended June 30, 2011 resulted from the sale of excess components acquired in the Spin-Off. Prior period revenues are
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not indicative of future revenues that may be generated from our new HSS-III technology products. Our backlog was
$43,000 at June 30, 2011. In July 2011 we commenced sales of HSS-3000 HyperSonic Sound Audio Systems.

Gross Profit
Gross profit for the three months ended June 30, 2010 was $24,974. Past margins are not indicative of future margins
from our new products that have different selling prices and a different cost and manufacturing structure.

Selling, General and Administrative Expenses
Selling, general and administrative expenses for the three months ended June 30, 2011 were $146,867. Major cost
categories included compensation costs of $82,500 (including $24,682 of non-cash share-based compensation costs
and $32,580 of accrued officer compensation), trade show expense of $8,400, professional fees of $16,000, public
company costs of $21,700 and occupancy costs of $12,400. We believe these costs may increase in future quarters as a
result of decisions regarding trade shows, marketing, travel and staffing.
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Selling, general and administrative expenses for the three months ended June 30, 2010 were $63,214 including $589
of non-cash share based compensation expenses. These historical carve-out and allocated costs are not indicative of
our current or future operations.

Research and Development Expenses and Patent Impairment Expense
Research and development expenses for the three months ended June 30, 2011 were $182,015. Major cost categories
included compensation costs of $95,600 (consisting of $30,654 of non-cash share-based compensation costs and
$23,520 of accrued officer compensation), $21,100 of outside engineering and consulting costs and $40,300 of
prototype related costs. The scope and magnitude of our future research and development expenses are difficult to
predict as the amounts required for future product development costs are difficult to estimate but could be substantial.

LRAD Corporation did not have any development staff for the HSS product line during the three months ended June
30, 2010. Research and development expenses consisted entirely of $16,272 of patent amortization expenses.

Patent impairment expenses consist of amounts expensed for patents no longer necessary to support the Company’s
business strategy. During the three months ended June 30, 2010 patent impairment expenses were $18,005. There was
no impairment for the most recent quarter. We intend to retain certain U.S. patents and are pursuing additional patents
applicable to our planned new generation technology (HSS-III) and we intend to retain certain existing U.S. patents as
defensive or blocking patents. We are considering filing additional patents related to our technology. We do not
currently anticipate any significant patent impairment charges in future quarters of fiscal 2011 or 2012.

Other Expense
Net other expenses were $157,730 for the three months ended June 30, 2011 and nil for the comparable prior period.
The Company accrued interest expense of $13,962 on its 8% subordinated notes and recorded $143,750 of non-cash
amortization costs related to the previously capitalized deferred finance charges and debt discount recorded in
connection with warrants issued with the notes. The amortization included acceleration associated with the June 30,
2011 conversion of $670,000 of the subordinated notes to common equity.

Net Loss
The net loss for the three months ended June 30, 2011 and 2010 was $484,768 and $73,007, respectively. We expect
to incur additional net losses until we are able to grow revenues to generate sufficient margins to cover operating
costs.

Comparison of Results of Operations for the Nine Months Ended June 30, 2011 and 2010
The following is a discussion of the results of our operations for the nine months ended June 30, 2011 and 2010.

Revenues
Revenues were $520,078 for the nine months ended June 30, 2010 and reflected sales by LRAD Corporation of the
HSS H450 product model. Our revenue of $1,844 for the nine months ended June 30, 2011 resulted from the sale of
excess components acquired in the Spin-Off. Prior period revenues are not indicative of future revenues that may be
generated from our new HSS-3000 products.

Gross Profit
Gross profit for the nine months ended June 30, 2010 was $78,675. Past margins are not indicative of future margins
from our new products that have different selling prices and a different cost and manufacturing structure.

Selling, General and Administrative Expenses
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Selling, general and administrative expenses for the nine months ended June 30, 2011 were $424,202. Major cost
categories included compensation costs of $237,000 (including $67,881 of non-cash share-based compensation costs
and $97,740 of accrued officer compensation), trade show expense of $29,500, professional fees of $64,000, public
company costs of $49,300 and occupancy costs of $30,200.
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Selling, general and administrative expenses for the nine months ended June 30, 2010 were $215,348 including
$4,583 of non-cash share based compensation expenses.

Research and Development Expenses and Patent Impairment Expense
Research and development expenses for the nine months ended June 30, 2011 were $432,177. Major cost categories
included compensation costs of $201,200 (consisting of $77,770 of non-cash share-based compensation costs and
$70,560 of accrued officer compensation), $86,600 of outside engineering and consulting costs and $69,300 of
prototype related costs.

LRAD Corporation did not have any development staff for the HSS product line during the nine months ended June
30, 2010. Research and development expenses consisted entirely of $49,906 of patent amortization expenses.

During the nine months ended June 30, 2011 and 2010 patent impairment expenses were $28,616 and $40,310,
respectively.

Other Expense
Net other expenses were $302,870 for the nine months ended June 30, 2011 and nil for the comparable prior period.
The Company accrued interest expense of $41,885 on its 8% subordinated notes and recorded $261,683 of non-cash
amortization costs related to the previously capitalized deferred finance charges and debt discount recorded in
connection with warrants issued with the notes.

Net Loss
The net loss for the nine months ended June 30, 2011 and 2010 was $1,186,021 and $226,880, respectively.

Liquidity and Capital Resources

Overview
Historically prior to the Spin-Off, our sole source of liquidity was funding from LRAD Corporation. We obtained
proceeds of $450,000 and paid pre Spin-Off costs of $250,000 by issuing $700,000 of subordinated notes payable and
warrants at the time of the Spin-Off. A total of $670,000 of the subordinated notes was exercised for or converted into
common stock at June 30, 2011. We also obtained proceeds of $1,000,000 from the sale of common stock and
warrants on February 22, 2011. In July 2011 we began to generate revenues from the sale of our new products.

At June 30, 2011 we had cash of $482,077 and our current assets exceeded our current liabilities by $368,192.

Capital Requirements
At the separation date, LRAD Corporation contributed substantially all of its HSS business assets to us, which
consisted primarily of patents; inventory, which was previously nearly fully reserved for in LRAD Corporation's
financial statements; and fully depreciated fixed assets. We received no accounts receivable or any cash from LRAD
Corporation. We are now using certain fully reserved inventory with no stated book value in current production that is
expected to reduce future cash production costs by approximately $128,000. Other than cash and inventory, we have
no unused sources of liquidity at this time.

Our cash operating costs currently approximate $50,000 per month and future expenditure levels for product
development, marketing and distribution are difficult to estimate at this time. At June 30, 2011 we were committed for
approximately $278,500 for future inventory deliveries that are generally subject to modification or rescheduling in
the normal course of business. We currently have no other commitments requiring liquidity.
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Our future capital requirements, cash flows and results of operations could be affected by and will depend on many
factors some of which are currently unknown to us, including:

• market acceptance of our products and our ability to grow revenues;
• the costs, timing and outcome of production and regulatory compliance of our products;

• the costs of preparing, filing and prosecuting patent applications, maintaining and enforcing our issued patents and
defending any future intellectual property-related claims;

• the costs and timing of additional product development and marketing efforts;
• the costs, timing and outcome of any future warranty claims or litigation against us associated with any of our
products; and

• the timing and costs associated with any new financing.
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Assuming planned sales and with the benefit of existing inventory and the fully reserved parts being used from the
Spin-Off as described above, we believe we have sufficient capital to maintain planned operations for the next twelve
months. Assuming no product sales we would require a minimum of approximately $150,000 of additional capital to
sustain operations during the next twelve months given current operating expenditures. Our demands for operating
and working capital funds could grow rapidly based on decisions regarding staffing, development, production,
marketing and other functions and based on factors outside our control. We expect to obtain additional resources from
increased sales of our products. Should we expand operations or should we require additional operating capital for any
reasone, there can be  no assurance that any such required debt or equity financing will be available to us in the future.
Failure to timely obtain any required additional financing in the future could have a material adverse affect on our
company. Our ability to continue as a going concern is dependent upon growing product sales and achieving a
profitable level of operations and until then obtaining additional financing if required.

Cash Flows

Operating Activities
During the nine months ended June 30, 2011 cash used in operating activities was $744,341. The net loss of
$1,186,021 was reduced by non-cash expenses of $488,052. Cash used in operating activities was reduced by a
$151,271 increase in accrued liabilities which included deferred officer compensation and increased by a $79,060
reduction in accounts payable, a $80,007 increase in inventories and a $38,576 increase in prepaid expenses and other
current assets.

For the prior year’s period ended June 30, 2010 cash provided by operating activities, all accruing to LRAD
Corporation, was $115,463.

Investing Activities
We used cash of $136,642 for equipment and tooling purchases and $32,771 for patent costs during the nine months
ended June 30, 2011. We have no material commitments for future capital expenditures but expect to continue to incur
patent costs in future quarters.

Financing Activities
Prior to September 27, 2010 all cash and investments were held and managed by LRAD Corporation. Accordingly,
cash used to pay expenses or cash collected from customers by LRAD Corporation were recorded as an increase or
decrease in the LRAD Corporation net investment. During the nine months ended June 30, 2011 we obtained net
proceeds of $956,446 from the sale of common stock.

Non-cash Activities
A total of $670,000 of our subordinated notes was converted into common stock at June 30, 2011. This included
$420,000 reduced as the exercise price of 1,400,000 stock purchase warrants at $0.30 per common share and $250,000
and accrued interest of $37,674 paid through the issuance of 410,963 shares of common stock at $0.70 per share.
During the nine months ended June 30, 2011 we also paid for $20,000 of tooling costs through the grant of a stock
option.

Contractual Obligations
Other than our obligations under our remaining outstanding subordinated notes of $30,000, we have no material
contractual obligations other than aggregate facility and office lease and rent payments of $4,000 per month. A total of
$500 is month to month rent and $3,500 is pursuant to a lease that expires in June 2013. We are obligated to pay to
Syzygy up to a 5% royalty on future product sales for use of its patent pending technology and trade secrets included
in the new product line.

Edgar Filing: Parametric Sound Corp - Form 10-Q

37



Recent Accounting Pronouncements
There have been no recent accounting pronouncements or changes in accounting pronouncements during the period
ended June 30, 2011, or subsequently thereto, that we believe are of potential significance to our financial statements.
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Item 3.Qualitative and Quantitative Disclosures about Market Risk

As a Smaller Reporting Company as defined by Rule12b-2 of the Exchange Act and in item 10(f)(1) of Regulation
S-K, we are electing scaled disclosure reporting obligations and therefore are not required to provide the information
requested by this Item.

Item 
4.

Controls and Procedures.

Disclosure Controls and Procedures
Disclosure controls and procedures (as defined in Rules 13(a)-15(e) and 15(d)-15(e)) of the Securities Exchange Act
of 1934, as amended (the "Exchange Act" are designed to ensure that (1) information required to be disclosed in
reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in SEC rules and forms; and (2) that such information is accumulated and communicated to
management, including the principal executive officer and principal financial officer, to allow timely decisions
regarding required disclosures. There are inherent limitations to the effectiveness of any system of disclosure controls
and procedures, including the possibility of human error and the circumvention or overriding of controls and
procedures. Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of
achieving their control objectives.

At the conclusion of the period ended June 30, 2011, we carried out an evaluation, under the supervision and with the
participation of our Chief Executive Officer (our PEO) and our Chief Financial Officer (our PFO), of the effectiveness
of the design and operation of our disclosure controls and procedures. Based upon that evaluation, the PEO and PFO
concluded that our disclosure controls and procedures, as defined in Rule 13a-15(e) of the Exchange Act, were not
effective at the reasonable assurance level due to the existence of known material weaknesses in our internal control
over financial reporting as summarized in the following paragraph.

Our current management and director team took control of our operations on September 27, 2010. As of June 30, 2011
we had three employees other than our two executive officers along with contract workers. Our Chief Financial
Officer was responsible for initiating transactions, had custody of assets, recorded and reconciled transactions and
prepared our period end financial reports without the sufficient segregation of conflicting duties normally required for
effective internal control. In May 2011 we formed an audit committee of independent directors to provide independent
oversight. We believe the lack of segregation of duties is a material weakness in our internal controls at June 30, 2011
affecting management’s ability to conclude that our disclosure controls and procedures were effective at the reasonable
assurance level.

At the end of fiscal 2011 we will be required to include a report of management's assessment regarding internal
control over financial reporting in our Annual Report on Form 10-K. While we plan to attempt to remediate the above
noted material weakness, there is no assurance we can remediate any control deficiencies in a timely manner.

Changes in Internal Control over Financial Reporting

Other than the appointment of an audit committee of independent board members, there have been no changes in our
internal control over financial reporting during our fiscal quarter ended June 30, 2011 that have materially affected, or
are reasonably likely to materially affect, our internal control over financial reporting. Our process for evaluating
controls and procedures is continuous and encompasses constant improvement of the design and effectiveness of
established controls and procedures and the remediation of any deficiencies that may be identified during this process.
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PART II. OTHER INFORMATION

Item  1. Legal Proceedings.

None.

Item  2. Unregistered Sales of Equity Securities and Use of Proceeds.

None.

Item  3. Defaults Upon Senior Securities.

None.

Item  4. (Removed and Reserved)

Item  5. Other Information.

None

Item 6. Exhibits

31.1 Certification of Elwood G. Norris, Principal Executive Officer, pursuant to Rule 13a-14(a) or 15d-14(a)
of the Securities and Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

31.2 Certification of James A. Barnes, Principal Financial Officer, pursuant to Rule 13a-14(a) or 15d-14(a)
of the Securities and Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

32.1 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, executed by Elwood G. Norris, Principal Executive Officer and James A.
Barnes, Principal Financial Officer.

Extensible Business Reporting Language (XBRL) Exhibits*

101.INS XBRL Instance Document*

101.SCH XBRL Taxonomy Extension Schema Document*

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document*

101.DEF XBRL Taxonomy Extension Definition Linkbase Document*

101.LAB XBRL Taxonomy Extension Labels Linkbase Document*

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document*
_____________________

Edgar Filing: Parametric Sound Corp - Form 10-Q

41



*Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files in Exhibit 101 hereto are deemed not filed or
part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as
amended, are deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and
otherwise are not subject to liability under those sections.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

PARAMETRIC SOUND CORPORATION

Date: August 2, 2011 By: /s/    JAMES A. BARNES
James A. Barnes, Chief Financial Officer,
Treasurer and Secretary

(Principal Financial Officer)
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