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This Quarterly Report on Form 10-Q includes forward-looking statements within the meaning of Private Securities Litigation Reform Act of 1995. For this
purpose, any statements contained in this quarterly report that relate to future results or events are forward-looking statements. Forward-looking statements may
be identified by use of forward-looking words, such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “confidence,” “may,” “plan,” “feel,”
“should,” “will” and “would,” or similar expressions. Actual results and events in future periods may differ materially from those expressed or implied by these
forward-looking statements. There are a number of factors that could cause actual events or results to differ materially from those expressed or implied by
forward-looking statements, many of which are beyond our control, including the risk factors discussed in Part I - Item 1A under the heading “Risk Factors” in
our Annual Report on Form 10-K for the year ended December 31, 2010, and as referenced in Part II - Item 1A of this report. In addition, the forward-looking
statements contained in this quarterly report represent our estimates only as of the date of this filing and should not be relied upon as representing our estimates as
of any subsequent date. While we may elect to update these forward-looking statements at some point in the future, we specifically disclaim any obligation to do
so, whether to reflect actual results, changes in assumptions, changes in other factors affecting such forward-looking statements or otherwise.

 
 



 

PART I.   FINANCIAL INFORMATION

ITEM 1.       CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

AVID TECHNOLOGY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands except per share data, unaudited)

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,
  2011   2010   2011   2010
Net revenues:                    

Products  $ 131,875   $ 134,231   $ 398,400   $ 397,044 
Services   33,090    30,828    94,232    86,131 
Total net revenues   164,965    165,059    492,632    483,175 

                    
Cost of revenues:                    

Products   60,048    64,421    187,663    193,527 
Services   16,497    14,194    46,196    41,373 
Amortization of intangible assets   685    745    2,036    2,657 
Total cost of revenues   77,230    79,360    235,895    237,557 

Gross profit   87,735    85,699    256,737    245,618 
                    
Operating expenses:                    

Research and development   28,960    28,929    89,386    89,348 
Marketing and selling   45,411    43,199    136,273    129,419 
General and administrative   13,240    19,698    43,458    48,179 
Amortization of intangible assets   2,159    2,283    6,465    7,557 
Restructuring and other costs, net   2,707    185    328    5,532 
(Gain) loss on sales of assets   —    (1,527)    597    (1,527)
Total operating expenses   92,477    92,767    276,507    278,508 

                    
Operating loss   (4,742)    (7,068)    (19,770)    (32,890)
                    
Interest income   10    82    78    222 
Interest expense   (556)    (175)    (1,695)    (636)
Other income (expense), net   43    63    46    282 
Loss before income taxes   (5,245)    (7,098)    (21,341)    (33,022)
Provision for income taxes, net   2,774    2,897    3,657    3,361 

Net loss  $ (8,019)   $ (9,995)   $ (24,998)   $ (36,383)
                    
Net loss per common share – basic and diluted  $ (0.21)   $ (0.26)   $ (0.65)   $ (0.96)
                    
Weighted-average common shares outstanding – basic and diluted   38,511    38,045    38,386    37,826 

The accompanying notes are an integral part of the condensed consolidated financial statements.
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AVID TECHNOLOGY, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, unaudited)

  
September 30,

2011   
December 31,

2010
         ASSETS          

Current assets:          
Cash and cash equivalents  $ 33,652   $ 42,782  
Accounts receivable, net of allowances of $13,277 and $17,149 at September 30, 2011
 and December 31, 2010, respectively   92,904    101,171  
Inventories   126,029    108,357  
Deferred tax assets, net   1,081    1,068  
Prepaid expenses   6,598    7,688  
Other current assets   15,065    16,130  

Total current assets   275,329    277,196  
          
Property and equipment, net   57,063    62,519  
Intangible assets, net   21,327    29,750  
Goodwill   246,658    246,997  
Other assets   10,788    10,109  

Total assets  $ 611,165   $ 626,571  
          

         LIABILITIES AND STOCKHOLDERS’ EQUITY          
Current liabilities:          

Borrowings under revolving credit facilities  $ 13,000   $ —  
Accounts payable   35,090    47,340  
Accrued compensation and benefits   28,551    41,101  
Accrued expenses and other current liabilities   32,200    40,986  
Income taxes payable   4,570    4,640  
Deferred revenues   52,752    40,585  
Total current liabilities   166,163    174,652  

          
Long-term liabilities   30,060    25,309  

Total liabilities   196,223    199,961  
          
Contingencies (Note 11)          
          
Stockholders’ equity:          

Common stock   423    423  
Additional paid-in capital   1,015,770    1,005,198  
Accumulated deficit   (524,717)    (495,254 )
Treasury stock at cost, net of reissuances   (83,612)    (91,025 )
Accumulated other comprehensive income   7,078    7,268  

Total stockholders’ equity   414,942    426,610  

Total liabilities and stockholders’ equity  $ 611,165   $ 626,571  

The accompanying notes are an integral part of the condensed consolidated financial statements.
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AVID TECHNOLOGY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands, unaudited)

  
Nine Months Ended

September 30,
  2011    2010  
Cash flows from operating activities:          

Net loss  $ (24,998)   $ (36,383)
Adjustments to reconcile net loss to net cash used in operating activities:          

Depreciation and amortization   23,538    25,026 
Provision for doubtful accounts   534    285 
Non-cash provision for restructuring   258    291 
Loss (gain) on sales of assets   597    (1,527)
Gain on disposal of fixed assets   (10)    (70)
Compensation expense from stock grants and options   11,767    10,614 
Non-cash interest expense   228    — 
Unrealized foreign currency transaction losses   3,988    253 
Changes in deferred tax assets and liabilities, excluding initial effects of acquisitions   (4)    (1,393)
Changes in operating assets and liabilities, excluding initial effects of acquisitions:          

Accounts receivable   7,574    (7,202)
Inventories   (17,671)    (15,344)
Prepaid expenses and other current assets   778    7,032 
Accounts payable   (12,262)    13,832 
Accrued expenses, compensation and benefits, and other liabilities   (24,129)    (25,021)
Income taxes payable   (209)    2,290 
Deferred revenues   16,464    6,763 

Net cash used in operating activities   (13,557)    (20,554)
          
Cash flows from investing activities:          

Purchases of property and equipment   (8,862)    (25,926)
Increase in other long-term assets   (969)    (82)
Payments for business acquisitions, net of cash acquired   —    (27,008)
Purchases of marketable securities   —    (2,250)
Proceeds from sales of marketable securities   —    19,605 
Proceeds from sales of assets        1,000 

Net cash used in investing activities   (9,831)    (34,661)
          
Cash flows from financing activities:          

Proceeds from (payments related to) the issuance of common stock under employee stock plans, net   1,753    (61)
Proceeds from revolving credit facilities   21,000    — 
Payments on revolving credit facilities   (8,000)    — 

Net cash provided by (used in) financing activities   14,753    (61)
          
Effect of exchange rate changes on cash and cash equivalents   (495)    (1,880)
Net decrease in cash and cash equivalents   (9,130)    (57,156)
Cash and cash equivalents at beginning of period   42,782    91,517 

Cash and cash equivalents at end of period  $ 33,652   $ 34,361 
          
Supplemental information:          

Cash paid for income taxes, net of refunds  $ 2,922   $ 2,761 
Non-cash investing activities:          

Landlord allowance for leasehold improvements  $ —   $ 6,036 
Issuance of common stock for business acquisition  $ —   $ 5,776 

The accompanying notes are an integral part of the condensed consolidated financial statements.
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AVID TECHNOLOGY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

 
1.    FINANCIAL INFORMATION

The accompanying condensed consolidated financial statements include the accounts of Avid Technology, Inc. and its wholly owned subsidiaries (collectively,
“Avid” or the “Company”). These financial statements are unaudited. However, in the opinion of management, the condensed consolidated financial statements
reflect all normal and recurring adjustments necessary for their fair statement. Interim results are not necessarily indicative of results expected for any other
interim period or a full year. The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the instructions for
Form 10-Q and, therefore, do not include all information and footnotes necessary for a complete presentation of operations, financial position and cash flows of
the Company in conformity with accounting principles generally accepted in the United States of America (“U.S. GAAP”). The accompanying condensed
consolidated balance sheet as of December 31, 2010 was derived from the Company’s audited consolidated financial statements, but does not include all
disclosures required by U.S. GAAP. The Company filed audited consolidated financial statements for, and as of, the year ended December 31, 2010 in its 2010
Annual Report on Form 10-K, which included all information and footnotes necessary for such presentation. The financial statements contained in this Form 10-Q
should be read in conjunction with the audited consolidated financial statements in the Form 10-K. Certain prior period amounts have been reclassified to
conform to the current year presentation.

The Company’s 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 dates of the financial statements and the reported amounts of
revenues and expenses during the reported periods. The most significant estimates reflected in these financial statements include revenue recognition, stock-based
compensation, accounts receivable and sales allowances, inventory valuation, goodwill and intangible asset valuations, fair value measurements and income tax
asset valuation allowances. Actual results could differ from the Company’s estimates.

The Company evaluated subsequent events through the date of issuance of these financial statements and determined that the subsequent event related to the
restructuring plan committed to on October 26, 2011 should be disclosed (see Note 14).

Recently Adopted Accounting Pronouncements

In October 2009, the Financial Accounting Standards Board (“FASB”), issued Accounting Standards Update (“ASU”) No. 2009-13, Multiple-Deliverable
Revenue Arrangements, an amendment to Accounting Standards Codification (“ASC”) Topic 605, Revenue Recognition, and ASU No. 2009-14, Certain Revenue
Arrangements That Include Software Elements, an amendment to ASC Subtopic 985-605, Software – Revenue Recognition (the “Updates”). ASU No. 2009-13
requires the allocation of revenue to each unit of accounting using the relative selling price of each deliverable for multiple-element arrangements. ASU No.
2009-13 also amends the accounting for multiple-element arrangements to provide guidance on how the deliverables in an arrangement should be separated and
eliminates the use of the residual method by establishing a hierarchy of evidence to determine the stand-alone selling price of a deliverable based on vendor-
specific objective evidence (“VSOE”), third-party evidence (“TPE”) and the best estimate of selling price (“ESP”). If VSOE is available, it is used to determine
the selling price of a deliverable. If VSOE is not available, the entity must determine whether TPE is available. If so, TPE would be used to determine the selling
price. If TPE is not available, then the entity would be required to determine an ESP. ASU No. 2009-14 amends ASC Subtopic 985-605 to exclude from the scope
of software revenue recognition requirements sales of tangible products that contain both software and non-software components that function together to deliver
the essential functionality of the tangible products. The Updates also include new disclosure requirements on how the application of the relative selling price
method affects the timing and amount of revenue recognition. The Updates must be adopted in the same period using the same transition method and are effective
prospectively, with retrospective adoption permitted. The Company adopted the Updates prospectively on January 1, 2011 for new and materially modified
arrangements originating after December 31, 2010.
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Prior to adoption of the Updates, the Company generally recognized revenues using the revenue recognition criteria of FASB ASC Subtopic 985-605, Software –
Revenue Recognition. As a result of adoption of ASU No. 2009-14 on January 1, 2011, the Company now typically recognizes revenue using the criteria of FASB
ASC Topic 605, Revenue Recognition. Historically, the Company was generally able to establish VSOE for undelivered elements in multiple-element
arrangements as allowed by ASC Subtopic 985-605 and, therefore, could typically recognize revenues for each element of multiple-element arrangements as the
element was delivered. Under the new guidance, revenue may be recognized in an earlier period for a limited number of multiple-element arrangements for which
VSOE could not be established for all undelivered elements under the previous guidance. For those arrangements, the Company will now determine a relative
selling price for the undelivered elements through the use of TPE or ESP, and the recognition of certain revenues that would have been deferred under the
previous guidance will typically be recognized at the time of delivery under the new guidance, provided all other criteria for revenue recognition are met. For the
nine months ended September 30, 2011, adoption of the Updates resulted in an increase in total revenues of approximately $5.5 million. For the three months
ended September 30, 2011, adoption of the Updates resulted in a decrease in total revenues of approximately $0.8 million. The Company cannot reasonably
estimate the effect of the adoption of the Updates on future financial periods as the impact will vary depending on the nature and volume of new or materially
modified arrangements in any given period.

Revenue Recognition Policy (as adopted January 1, 2011)

The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales price is fixed or determinable, and
collection is probable. However, determining whether and when some of these criteria have been satisfied often involves assumptions and judgments that can
have a significant impact on the timing and amount of revenues the Company reports. For example, the Company often receives multiple purchase orders or
contracts from a single customer or a group of related parties that are evaluated to determine if they are, in effect, parts of a single arrangement. If they are
determined to be parts of a single arrangement, revenues are recorded as if a single multiple-element arrangement exists.

Generally, the products the Company sells do not require significant production, modification or customization of software. Installation of the products is
generally routine, consists of implementation and configuration and does not have to be performed by Avid. However, certain transactions for the Company’s
video products, typically complex solution sales that include a significant number of products and may involve multiple customer sites, require the Company to
perform an installation effort that it deems to be complex, non-routine and essential to the functionality of the products delivered. In these situations, the Company
does not recognize revenues for either the products shipped or services performed until the essential services have been completed. In addition, if these orders
include a customer acceptance provision, no revenues are recognized until the customer’s formal acceptance of the products and services has been received.

In the first quarter of fiscal 2011, the Company adopted ASU No. 2009-13, Multiple-Deliverable Revenue Arrangements, an amendment to ASC Topic 605,
Revenue Recognition, and ASU No. 2009-14, Certain Revenue Arrangements That Include Software Elements, an amendment to ASC Subtopic 985-605,
Software – Revenue Recognition. ASU No. 2009-13 requires the allocation of revenue, based on the relative selling price of each deliverable, to each unit of
accounting for multiple-element arrangements. It also changes the level of evidence of standalone selling price required to separate deliverables by allowing a
best estimate of the standalone selling price of deliverables when more objective evidence of fair value, such as vendor-specific objective evidence or third-party
evidence, is not available. ASU No. 2009-14 amends ASC Subtopic 985-605 to exclude sales of tangible products containing both software and non-software
components that function together to deliver the tangible products essential functionality from the scope of revenue recognition requirements for software
arrangements. The Company adopted this accounting guidance prospectively and applied its provisions to arrangements entered into or materially modified after
December 31, 2010.
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The Company recognizes revenue from the sale of non-software products, including software bundled with hardware that is essential to the functionality of the
hardware, under the general revenue recognition accounting guidance of ASC Topic 605, Revenue Recognition and ASC Subtopic 605-25 Revenue Recognition –
Multiple-Element Arrangements. The Company recognizes revenue in accordance with ASC Subtopic 985-605, Software – Revenue Recognition for the following
types of sales transactions: (i) standalone sales of software products and related upgrades and (ii) sales of software elements that are bundled with non-software
elements, when the software elements are not essential to the functionality of the non-software elements.

For 2011 and future periods, pursuant to the guidance of ASU No. 2009-13, when a sales arrangement contains multiple elements, such as non-software products,
software products, customer support services, and/or professional services, the Company allocates revenue to each element based on the aforementioned selling
price hierarchy. Revenue is allocated to the non-software deliverables as a group and to the software deliverables as a group using the relative selling prices of
each of the deliverables in the arrangement based on the aforementioned selling price hierarchy. If the arrangement contains more than one software deliverable,
the arrangement consideration allocated to the software deliverables as a group is then recognized using the guidance for recognizing software revenue, as
amended.

The Company’s process for determining its ESP for deliverables without VSOE or TPE involves management’s judgment. The Company generally determines
ESP based on the following.

·  The Company utilizes a pricing model for its products to capture the right value given the product and market context. The model considers such factors
as: (i) competitive reference prices for products that are similar but not functionally equivalent, (ii) differential value based on specific feature sets, (iii)
geographic regions where the products are sold, (iv) customer price sensitivity, (v) price-cost-volume tradeoffs, and (vi) volume based pricing.
Management approval ensures that all of the Company’s selling prices are consistent and within an acceptable range for use with the relative selling price
method.

·  While the pricing model currently in use captures all critical variables, unforeseen changes due to external market forces may result in the revision of
some of the Company’s inputs. These modifications may result in consideration allocation in future periods that differs from the one presently in use.
Absent a significant change in the pricing inputs, future changes in the pricing model are not expected to materially impact the Company’s allocation of
arrangement consideration.

From time to time, the Company offers certain customers free upgrades or specified future products or enhancements. For software products, if elements are
undelivered at the time of product shipment and provided that the Company has VSOE of fair value for the undelivered elements, the Company defers the fair
value of the specified upgrade, product or enhancement and recognizes those revenues only upon later delivery or at the time at which the remaining contractual
terms relating to the elements have been satisfied. If the Company cannot establish VSOE for each undelivered element, all revenue is deferred until all elements
are delivered, the Company establishes VSOE or the remaining contractual terms relating to the undelivered elements have been satisfied. For non-software
products, if elements are undelivered at the time of product shipment, the Company defers the relative selling price of the specified upgrade, product or
enhancement and recognizes those revenues only upon later delivery or at the time at which the remaining contractual terms relating to the elements have been
satisfied.

Approximately 61% of the Company’s revenues for the first nine months of 2011 were derived from indirect sales channels, including authorized resellers and
distributors. Certain channel partners are offered limited rights of return, stock rotation and price protection. For these partners, the Company generally records a
provision for estimated returns and other allowances as a reduction of revenues in the same period that related revenues are recorded in accordance with ASC
Subtopic 605-15, Revenue Recognition – Products. Management estimates must be made and used in connection with establishing and maintaining a sales
allowance for expected returns and other credits. In making these estimates, the Company analyzes historical returns and credits and the amounts of products held
by major resellers and considers the impact of new product introductions, changes in customer demand, current economic conditions and other known factors.
While the Company believes it can make reliable estimates regarding these matters, these estimates are inherently subjective. The amount and timing of the
Company’s revenues for any period may be affected if actual product returns or other reseller credits prove to be materially different from the Company’s
estimates.
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A portion of the Company’s revenues from sales of consumer video-editing and audio products is derived from transactions with channel partners who have
unlimited return rights and from whom payment is contingent upon the product being sold through to their customers. Accordingly, revenues for these channel
partners are recognized when the products are sold through to the customer instead of being recognized at the time products are shipped to the channel partners.

At the time of a sales transaction, the Company makes an assessment of the collectability of the amount due from the customer. Revenues are recognized only if it
is probable that collection will occur in a timely manner. In making this assessment, the Company considers customer credit-worthiness and historical payment
experience. If it is determined from the outset of the arrangement that collection is not probable based on the Company’s credit review process, revenues are
recognized on a cash-collected basis to the extent that the other criteria of ASC Topic 605, ASC Subtopic 985-605 and Securities and Exchange Commission Staff
Accounting Bulletin No. 104 are satisfied. At the outset of the arrangement, the Company assesses whether the fee associated with the order is fixed or
determinable and free of contingencies or significant uncertainties. In assessing whether the fee is fixed or determinable, the Company considers the payment
terms of the transaction, its collection experience in similar transactions without making concessions, and the Company’s involvement, if any, in third-party
financing transactions, among other factors. If the fee is not fixed or determinable, revenues are recognized only as payments become due from the customer,
provided that all other revenue recognition criteria are met. If a significant portion of the fee is due after the Company’s normal payment terms, which are
generally 30 days, but can be up to 90 days, after the invoice date, the Company evaluates whether it has sufficient history of successfully collecting past
transactions with similar terms. If that collection history is sufficient, revenues are recognized upon delivery of the products, assuming all other revenue
recognition criteria are satisfied. If the Company were to change any of these assumptions and judgments, it could cause a material increase or decrease in the
amount of revenue reported in a particular period.

Recent Accounting Pronouncements To Be Adopted

In September 2011, the FASB issued ASU No. 2011-08, Testing Goodwill for Impairment. This ASU allows an entity to first assess qualitative factors to
determine whether the existence of events or circumstances leads to a determination that it is more likely than not that the fair value of a reporting unit is less than
its carrying amount. If, after assessing the totality of such events or circumstances, an entity determines it is more likely than not that the fair value of a reporting
unit is less than its carrying amount, the entity will be required to perform the currently prescribed two-step goodwill impairment test. Otherwise, the two-step
goodwill impairment test will not be required. ASU No. 2011-08 is effective for fiscal years and interim periods beginning after December 15, 2011, which is
January 1, 2012 for Avid, and must be adopted prospectively. Early adoption is permitted. The Company is still evaluating when it will adopt this ASU. Adoption
is not expected to have an impact on the Company’s consolidated financial position, results of operations or cash flows.

In June 2011, the FASB issued ASU No. 2011-05, Presentation of Comprehensive Income. This ASU eliminates the current option to report other comprehensive
income and its components in the statement of changes in equity and requires an entity to present components of net income and other comprehensive income in
one continuous statement, referred to as the statement of comprehensive income, or in two separate consecutive statements. ASU No. 2011-05 is effective for
fiscal years and interim periods beginning after December 15, 2011, which is January 1, 2012 for Avid, and must be applied retrospectively. Early adoption is
permitted. The Company expects to adopt this ASU on January 1, 2012. While this ASU changes the presentation of comprehensive income, there are no changes
to the components that are recognized in net income or other comprehensive income under current accounting guidance; therefore, adoption will not have an
impact on the Company’s consolidated financial position, results of operations or cash flows.

In May 2011, the FASB issued ASU No. 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and
IFRS. This ASU amends current U.S. GAAP fair value measurement and disclosure guidance to be consistent with International Financial Reporting Standards,
including increased transparency around valuation inputs and the categorization by level of the fair value hierarchy for items that are not measured at fair value in
the statement of financial position, but for which the fair value of such items is required to be disclosed. ASU No. 2011-04 is effective for fiscal years and interim
periods beginning after December 15, 2011, which is January 1, 2012 for Avid, and must be applied prospectively. The Company will adopt this ASU on January
1, 2012, as early application is not permitted. Adoption is not expected to have an impact on the Company’s consolidated financial position, results of operations
or cash flows.
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2.    NET LOSS PER COMMON SHARE

Net loss per common share is presented for both basic loss per share (“Basic EPS”) and diluted loss per share (“Diluted EPS”). Basic EPS is based on the
weighted-average number of common shares outstanding during the period, excluding non-vested restricted stock held by employees. Diluted EPS is based on the
weighted-average number of common shares and potential common shares outstanding during the period.

The following table sets forth (in thousands) potential common shares, on a weighted-average basis, that were considered anti-dilutive securities and excluded
from the Diluted EPS calculations either because the sum of the exercise price per share and the unrecognized compensation cost per share was greater than the
average market price of the Company’s common stock for the relevant period, or because they were considered contingently issuable. The contingently issuable
potential common shares result from certain stock options and restricted stock units granted to the Company’s executive officers that vest based on performance
and market conditions.

 
 Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2011   2010  2011   2010
Options   5,653    5,321   4,692    4,994 
Non-vested restricted stock and restricted stock units   691    439   471    365 

Anti-dilutive potential common shares   6,344    5,760   5,163    5,359 

During periods of net loss, certain potential common shares that would otherwise be included in the Diluted EPS calculation are excluded because the effect
would be anti-dilutive. The following table sets forth (in thousands) common stock equivalents that were excluded from the calculation of Diluted EPS due to the
net loss for the relevant period.

 
 Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2011   2010  2011   2010
Options   6    4   68    9 
Non-vested restricted stock and restricted stock units   13    16   89    32 

Anti-dilutive common stock equivalents   19    20   157    41 

 
3.    FOREIGN CURRENCY FORWARD CONTRACTS

The Company has significant international operations and, therefore, the Company’s revenues, earnings, cash flows and financial position are exposed to foreign
currency risk from foreign-currency-denominated receivables, payables and sales transactions, as well as net investments in foreign operations. The Company
derives more than half of its revenues from customers outside the United States. This business is, for the most part, transacted through international subsidiaries
and generally in the currency of the end-user customers. Therefore, the Company is exposed to the risks that changes in foreign currency could adversely affect its
revenues, net income and cash flow. The Company may use derivatives in the form of foreign currency forward contracts to manage certain short-term exposures
to fluctuations in the foreign currency exchange rates that exist as part of its ongoing international business operations. The Company does not enter into any
derivative instruments for trading or speculative purposes.
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As required by FASB ASC Topic 815, Derivatives and Hedging, the Company records all derivatives on the balance sheet at fair value. The accounting for
changes in the fair value of derivatives depends on the intended use of the derivative, whether the Company has elected to designate a derivative in a hedging
relationship and apply hedge accounting, and whether the hedging relationship has satisfied the criteria necessary to apply hedge accounting. Derivatives
designated and qualifying as hedges of the exposure to changes in the fair value of an asset, liability or firm commitment attributable to a particular risk are
considered fair value hedges. Derivatives designated and qualifying as hedges of the exposure to variability in expected future cash flows, or other types of
forecasted transactions, are considered cash flow hedges. Derivatives may also be designated as hedges of the foreign currency exposure of a net investment in a
foreign operation. Hedge accounting generally provides for the matching of the timing of gain or loss recognition on the hedging instrument with the recognition
of the changes in the fair value of the hedged asset or liability that are attributable to the hedged risk in a fair value hedge or the earnings effect of the hedged
forecasted transactions in a cash flow hedge. Under hedge accounting, the determination of hedge effectiveness is dependent upon whether the gain or loss on the
hedging derivative is highly effective in offsetting the gain or loss in the value of the item being hedged. The Company may enter into derivative contracts that are
intended to economically hedge certain of its risks, even though the Company elects not to apply hedge accounting under ASC Topic 815.

The Company from time to time may execute foreign currency forward contracts to hedge the foreign exchange currency risk associated with certain forecasted
euro-denominated sales transactions. These contracts are designated and intended to qualify as cash flow hedges under the criteria of ASC Topic 815. The
effective portion of the changes in the fair value of derivatives designated and qualifying as cash flow hedges are initially reported as a component of accumulated
other comprehensive income (loss) in stockholders’ equity and subsequently reclassified into revenues at the time the hedged transactions affect earnings. Any
ineffective portion of the change in fair value is recognized directly into earnings. During the three months ended September 30, 2010, the Company executed
forward contracts to hedge the foreign exchange currency risk associated with its forecasted euro-denominated sales transactions for the first time. No such
foreign currency forward contracts were executed during the three- or nine-month periods ended September 30, 2011, and no such contracts existed at either
September 30, 2011 or December 31, 2010.

The following tables set forth the effect of the Company’s foreign currency forward contracts designated as hedging instruments on the Company’s statements of
operations or stockholders’ equity during the three- and nine-month periods ended September 30, 2010 (in thousands):

Derivatives Designated as Hedging
Instruments under ASC Topic 815  

Amount of Loss Recognized in Accumulated Other Comprehensive Income (Loss) on
Derivatives (Effective Portion)  

Three and Nine Months Ended September 30, 2010  
Foreign currency forward contracts  ($2,314)  

Derivatives Designated as Hedging
Instruments under ASC Topic 815  

Amount of Loss Reclassified from Accumulated Other Comprehensive Income (Loss) into
Revenues (Effective Portion)  

Three and Nine Months Ended September 30, 2010  
Foreign currency forward contracts  ($35)  

In an effort to hedge against the foreign exchange exposure of certain forecasted receivables, payables and cash balances of foreign subsidiaries, the Company
enters into short-term foreign currency forward contracts. The changes in fair value of the foreign currency forward contracts intended to offset foreign currency
exchange risk on forecasted cash flows and net monetary assets are recorded as gains or losses in the Company’s statement of operations in the period of change,
because they do not meet the criteria of ASC Topic 815 to be treated as hedges for accounting purposes. There are two objectives of the Company’s foreign
currency forward contract program: (1) to offset any foreign exchange currency risk associated with cash receipts expected to be received from the Company’s
customers and cash payments expected to be made to the Company’s vendors over the next 30-day period and (2) to offset the impact of foreign currency
exchange on the Company’s net monetary assets denominated in currencies other than the functional currency of the legal entity. These forward contracts
typically mature within 30 days of execution.
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At September 30, 2011 and December 31, 2010, the Company had foreign currency forward contracts outstanding with notional values of $58.5 million and $47.4
million, respectively, as hedges against forecasted foreign-currency-denominated receivables, payables and cash balances. The following table sets forth the
balance sheet locations and fair values of the Company’s foreign currency forward contracts at September 30, 2011 and December 31, 2010 (in thousands):

Derivatives Not Designated as Hedging
Instruments under ASC Topic 815  Balance Sheet Location  

Fair Value at
September 30, 2011  

Fair Value at
December 31, 2010

Financial assets:       
    Foreign currency forward contracts  Other current assets  —  $389
       
Financial liabilities:       
    Foreign currency forward contracts  Accrued expenses and other current liabilities  $3,480  $1

The following table sets forth the net foreign exchange gains and losses recorded within marketing and selling expenses in the Company’s statements of
operations during the three- and nine-month periods ended September 30, 2011 and 2010 that resulted from the Company’s foreign exchange contracts not
designated as hedging instruments and the revaluation of the related hedged items (in thousands):

Derivatives Not Designated as Hedging
Instruments under ASC Topic 815  

Net Gain (Loss) Recorded in Marketing and Selling Expenses
Three Months Ended

September 30,
 Nine Months Ended

September 30,
2011  2010  2011  2010

Foreign currency forward contracts  $459  ($336)  $999  ($55)

See Note 4 for additional information on the fair value measurements for all financial assets and liabilities, including derivative assets and derivative liabilities,
that are measured at fair value on a recurring basis.

 
4.    FAIR VALUE MEASUREMENTS

Assets and Liabilities Measured at Fair Value on a Recurring Basis

On a recurring basis, the Company measures certain financial assets and liabilities at fair value, including cash equivalents and foreign currency forward
contracts. At September 30, 2011, all of the Company’s financial assets and liabilities were classified as either Level 1 or Level 2 in the fair value hierarchy as
defined by FASB ASC Topic 820, Fair Value Measurements and Disclosure. Assets and liabilities valued using quoted market prices in active markets and
classified as Level 1 are certain deferred compensation investments and related obligations. Assets and liabilities valued based on other observable inputs and
classified as Level 2 are foreign currency forward contracts and certain deferred compensation obligations.

The following tables summarize the Company’s fair value hierarchy for financial assets and liabilities measured at fair value on a recurring basis at September 30,
2011 and December 31, 2010 (in thousands):

    Fair Value Measurements at Reporting Date Using  

  
September 30,

2011  

Quoted Prices in
Active Markets

for Identical
Assets (Level 1)   

Significant
Other

Observable
Inputs (Level 2)   

Significant
Unobservable

Inputs
(Level 3)  

Financial Assets:                
Deferred compensation assets  $ 953 $ 953   $ —  $ — 

                
Financial Liabilities:                

Deferred compensation obligations  $ 3,698 $ 953   $ 2,745  $ — 
Foreign currency forward contracts   3,480  —    3,480   — 
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    Fair Value Measurements at Reporting Date Using  

  
December 31,

2010  

Quoted Prices in
Active Markets

for Identical
Assets (Level 1)   

Significant
Other

Observable
Inputs (Level 2)   

Significant
Unobservable

Inputs
(Level 3)  

Financial Assets:                
Benefit plan and deferred compensation assets  $ 1,366 $ 998   $ 368  $ — 
Foreign currency forward contracts   389  —    389   — 

                
Financial Liabilities:                

Benefit plan and deferred compensation obligations  $ 4,226 $ 998   $ 3,228  $ — 
Foreign currency forward contracts   1  —    1   — 

The fair values of level 1 benefit plan and deferred compensation assets and the corresponding obligations are determined using a market approach and are based
on quoted market prices of the underlying securities. The fair values of level 2 benefit plan and deferred compensation assets are determined using an income
approach based on observable inputs including the prices for recently traded financial instruments with similar underlying terms as well as directly or indirectly
observable inputs, such as interest rates and yield curves that are observable at commonly quoted intervals. The fair values of level 2 benefit plan and deferred
compensation liabilities are derived using valuation models, such as the projected unit credit method, with significant inputs derived from or corroborated by
observable market data, such as mortality and disability rates from published sources, for example the RT 2005 G mortality tables, and discount rates that are
observable at commonly quoted intervals.

The fair values of foreign currency forward contracts are classified as level 2 in the fair value hierarchy and are measured at fair value on a recurring basis using
an income approach based on observable inputs.  The primary inputs used to fair value foreign currency forward contracts are published foreign currency
exchange rates as of the date of valuation. See Note 3 for further information on the Company’s foreign currency forward contracts.

The carrying amounts of our other financial assets and liabilities including accounts receivable, borrowings under revolving credit facilities, accounts payable and
accrued liabilities approximate their respective fair values because of the relatively short period of time between their origination and their expected realization.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

The following tables summarize the Company’s fair value hierarchy for assets and liabilities measured at fair value on a nonrecurring basis during the nine-month
period ended September 30, 2011 and the twelve-month period ended December 31, 2010 (in thousands):

    Fair Value Measurements Using   

  

Nine Months
Ended

September 30,
2011  

Quoted Prices in
Active Markets

for Identical
Assets (Level 1)  

Significant
Other

Observable
Inputs (Level 2)  

Significant
Unobservable

Inputs
(Level 3)  

Total
Related

Expenses
Liabilities:                
   Facilities-related restructuring accruals  $ 3,570  $ —   $ 3,570 $ —   $ 3,570

    Fair Value Measurements Using   

  

Twelve Months
Ended

December 31,
2010  

Quoted Prices in
Active Markets

for Identical
Assets (Level 1)  

Significant
Other

Observable
Inputs (Level 2)  

Significant
Unobservable

Inputs
(Level 3)  

Total
Related

Expenses
Liabilities:                
   Facilities-related restructuring accruals  $ 4,718 $ —   $ 4,718 $ —   $ 4,718
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During the nine-month period ended September 30, 2011 and the twelve-month period ended December 31, 2010, the Company recorded restructuring accruals
associated with exiting all or portions of certain leased facilities and for revised estimates related to previously exited facilities. The Company estimates the fair
value of such liabilities using an income approach based on observable inputs, including the remaining payments required under the existing lease agreements,
utilities costs based on recent invoice amounts, and potential sublease receipts based on quoted market prices for similar sublease arrangements. The liabilities are
discounted to net present value based on the Company’s current borrowing rate. See Note 14 for further information on the Company’s restructuring activities.

 
5.    ACCOUNTS RECEIVABLE

Accounts receivable, net of allowances, consisted of the following at September 30, 2011 and December 31, 2010 (in thousands):

  
September 30,

2011   
December 31,

2010
Accounts receivable  $ 106,181   $ 118,320 
Less:          
   Allowance for doubtful accounts   (1,375)    (3,051)
   Allowance for sales returns and rebates   (11,902)    (14,098)
  $ 92,904   $ 101,171 

The accounts receivable balances at September 30, 2011 and December 31, 2010 excluded approximately $10.7 million and $16.1 million, respectively, for large
solution sales and certain distributor sales that were invoiced, but for which revenues had not yet been recognized and payments were not then due.

 
6.    INVENTORIES

Inventories consisted of the following at September 30, 2011 and December 31, 2010 (in thousands):

  
September 30,

2011    
December 31,

2010
 

Raw materials  $ 12,243    $ 12,147 
Work in process   236     411 
Finished goods   113,550     95,799 
  $ 126,029    $ 108,357 

At September 30, 2011 and December 31, 2010, the finished goods inventory included inventory at customer locations of $12.4 million and $12.5 million,
respectively, associated with products shipped to customers for which revenues had not yet been recognized.

 
7.    PROPERTY AND EQUIPMENT, NET

Property and equipment, net, consisted of the following at September 30, 2011 and December 31, 2010 (in thousands):

  
September 30,

2011   
December 31,

2010
Computer and video equipment and software  $ 132,043   $ 125,690 
Manufacturing tooling and testbeds   6,175    6,234 
Office equipment   4,773    4,785 
Furniture and fixtures   12,819    12,745 
Leasehold improvements   35,698    37,002 
   191,508    186,456 
Accumulated depreciation and amortization   (134,445)    (123,937)
  $ 57,063   $ 62,519 
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During the nine months ended September 30, 2011, the Company determined it was appropriate to revise the way it classifies certain fixed assets. As a result,
approximately $2.6 million of fixed assets previously reported as leasehold improvements at December 31, 2010 have been included in office equipment for the
current presentation.

 
8.    ACQUISITIONS

Euphonix, Inc.

On April 21, 2010, the Company acquired Euphonix, Inc. (“Euphonix”), a California-based provider of large-format digital audio consoles, media controllers and
peripherals, for cash, net of cash acquired, of $10.9 million and 327,439 shares of the Company’s common stock valued at $5.8 million. During the three months
ended March 31, 2011, the Company completed its evaluation of the information necessary to determine the fair value of the acquired assets and liabilities of
Euphonix and finalized the purchase price allocation as follows (in thousands):

Tangible assets acquired, net  $ 2,008 
Identifiable intangible assets:     
   Developed technology   2,200 
   Customer relationships   1,700 
   Trademarks and trade name   700 
   Non-compete agreement   200 
Goodwill   10,349 
Deferred tax liabilities, net   (460)
Total assets acquired  $ 16,697 

The Company used the income approach to determine the values of the identifiable intangible assets. The income approach presumes that the value of an asset can
be estimated by the net economic benefit to be received over the life of the asset discounted to present value. The weighted-average discount rate (or rate of
return) used to determine the value of Euphonix’s intangible assets was 23% and the effective tax rate used was 35%.

The goodwill, which is not deductible for tax purposes, reflects the value of the assembled workforce and the company-specific synergies the Company expects to
realize by selling Euphonix’s digital audio consoles, media controllers and peripherals to its existing customers.

The results of operations of Euphonix have been included prospectively in the results of operations of the Company since the date of acquisition. The Company’s
results of operations giving effect to the Euphonix acquisition as if it had occurred at the beginning of 2010 would not differ materially from reported results.

Blue Order Solutions AG

On January 5, 2010, the Company acquired all the outstanding shares of Blue Order Solutions AG (“Blue Order”), a Germany-based developer and provider of
workflow and media asset management solutions, for cash, net of cash acquired, of $16.1 million. During the three months ended March 31, 2011, the Company
completed its evaluation of the information necessary to determine the fair value of the acquired assets and liabilities of Blue Order and finalized the purchase
price allocation as follows (in thousands):

Tangible liabilities assumed, net  $ (2,375)
Identifiable intangible assets:     
   Core technology   4,597 
   Customer relationships   3,160 
   Non-compete agreements   1,293 
   Trademarks and trade name   287 
Goodwill   9,711 
Deferred tax liabilities, net   (586)
Total assets acquired  $ 16,087 
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The Company used the cost approach to value the core technology intangible asset and the income approach to determine the values of the customer relationships,
non-compete agreements and trademarks and trade names intangible assets. The cost approach measures the value of an asset by quantifying the aggregate
expenditures that would be required to replace the asset. The income approach presumes that the value of an asset can be estimated by the net economic benefit to
be received over the life of the asset discounted to present value. The weighted-average discount rate (or rate of return) used to determine the value of Blue
Order’s intangible assets was 20% and the effective tax rate used was 30%.

The goodwill, which is not deductible for tax purposes, reflects the value of the assembled workforce and the customer-specific synergies the Company expects to
realize by incorporating Blue Order’s workflow and media asset management technology into future solutions offered to customers.

The results of operations of Blue Order have been included prospectively in the results of operations of the Company since the date of acquisition. The
Company’s results of operations giving effect to the Blue Order acquisition as if it had occurred at the beginning of 2010 would not differ materially from
reported results.

 
9.    GOODWILL AND INTANGIBLE ASSETS

Goodwill

Goodwill resulting from the Company’s acquisitions consisted of the following at September 30, 2011 and December 31, 2010 (in thousands):

  
September 30,

2011   
December 31,

2010
Goodwill  $ 418,558    $ 418,897  
Accumulated impairment losses   (171,900)    (171,900)
  $ 246,658    $ 246,997  

Changes in the carrying amount of the Company’s goodwill during the nine months ended September 30, 2011 consisted of the following (in thousands):

   Total  
Goodwill balance at December 31, 2010  $ 246,997  
   Blue Order acquisition purchase accounting allocation adjustments   (105)
   Euphonix acquisition purchase accounting allocation adjustments   (176)
   Foreign exchange and other adjustments   (58)
Goodwill balance at September 30, 2011  $ 246,658  

The Company performs its annual goodwill impairment analysis in the fourth quarter of each year. In accordance with ASC Subtopic 350-20, Intangibles –
Goodwill and Others – Goodwill, a two-step process is used to test for goodwill impairment. The first step determines if there is an indication of impairment by
comparing the estimated fair value of the Company’s single reporting unit to its carrying value including existing goodwill. Upon an indication of impairment
from the first step, a second step is performed to determine if goodwill impairment exists.
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To estimate the fair value of its single reporting unit for step one, the Company utilizes a combination of market and income approaches. Since the Company has
one reporting unit, it believes that the direct market capitalization approach, which considers the Company’s market capitalization including an implied control
premium, is the most relevant measure and is weighted most heavily. The Company also uses other market approaches including the guideline public company
market approach, under which the Company identifies similar public companies and derives estimated market multiples of revenue and earnings before interest,
taxes, depreciation, and amortization (“EBITDA”) and applies those multiples to the Company’s historical and forecasted results to estimate the fair value of its
single reporting unit, and the guideline transaction market approach,  under which the Company identifies recent sale transactions involving similar companies
and derives estimated transaction multiples of revenue and EBITDA and applies those multiples to the Company’s historical and forecasted results to estimate the
fair value of its single reporting unit. The income approaches, specifically discounted cash flow methodologies, include assumptions for, among others, forecasted
revenues, gross profit margins, operating profit margins, working capital cash flows, capital expenditures, growth rates, income tax rates, expected tax benefits,
terminal values and long term discount rates, all of which require significant judgments by management.

Goodwill is also tested for impairment when events and circumstances occur that indicate that the recorded goodwill may be impaired. At September 30, 2011, as
a result of a decline in the Company’s stock price since its fourth quarter 2010 goodwill impairment testing, lower than expected year-to-date 2011 revenues and
operating results, and a reduction in forecasted 2011 results, the Company performed an interim step one goodwill impairment test. The interim step one test at
September 30, 2011 indicated that the estimated fair value of the Company’s single reporting unit (approximately $530 million) exceeded its carrying value of
$414.9 million by approximately 28%. Therefore, no goodwill impairment existed at September 30, 2011, and the Company was not required to perform step two.
In connection with its interim goodwill step one impairment test at September 30, 2011, the Company has weighted the direct market capitalization approach at
67%, the income approaches at 11%, the guideline public company market approaches at 11%, and the guideline transaction market approaches at 11%. The
estimated fair value under the direct market capitalization approach was calculated by applying control premiums of approximately 45% to the Company’s market
capitalization. The Company’s market capitalization was calculated using the average stock price of the Company’s common stock for the 20 trading days prior to
September 30, 2011 ($8.73 per share). If the Company used the closing stock price of its common stock on September 30, 2011 ($7.74 per share) in the direct
market capitalization described above and applied similar weightings described above, the estimated fair value of the Company’s single reporting would have
exceeded its carrying value by approximately 20%.

At September 30, 2011, the Company’s market capitalization based on the closing stock price of $7.74 per share at that date was approximately $298.6 million
compared to the carrying value of the Company’s single reporting unit of $414.9 million. This implies a control premium of approximately 39%. Subsequent to
September 30, 2011, the volatility of the price of our stock has continued. On November 8, 2011, the closing price of the Company’s common stock was $7.15 per
share.

The Company will perform its annual goodwill impairment test during the fourth quarter of 2011. Given the recent decline and continued volatility in the price of
the Company’s common stock, it is possible that the Company will fail the step one goodwill impairment test and will be required to perform step two of the
goodwill impairment test. Step two would require the Company to perform a hypothetical purchase price allocation for its single reporting unit, allocating the
reporting unit’s estimated fair value to its assets and liabilities, and to determine the implied fair value of goodwill. If the implied fair value of goodwill is less
than the carrying amount of goodwill, an impairment loss would be recognized for the difference. While the Company cannot make a determination at this time, it
is possible that a goodwill impairment loss will be recorded in the fourth quarter of 2011.

In connection with the Company’s interim goodwill impairment test at September 30, 2011, the Company performed an impairment analysis of its long-lived
assets, including its intangible assets, in accordance with ASC Section 360-10-35, Property, Plant and Equipment – Overall – Subsequent Measurement. This
analysis included grouping the intangible assets with other operating assets and liabilities that would not otherwise be subject to impairment testing because the
grouped assets and liabilities represent the lowest level for which cash flows are largely independent of the cash flows of other groups of assets and liabilities
within the Company. The analysis determined that the undiscounted cash flows of the long-lived assets were significantly greater than their carrying value,
indicating no impairment existed.
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Acquisition- Related Identifiable Intangible Assets

Identifiable intangible assets resulting from the Company’s acquisitions consisted of the following at September 30, 2011 and December 31, 2010 (in thousands):

  September 30, 2011    December 31, 2010

  
 

Gross    
Accumulated
Amortization    

 
Net(a)    

 
Gross    

Accumulated
Amortization    

 
Net

Completed technologies
    and patents  $ 74,703   $ (69,934)   $ 4,769    $ 74,820   $ (68,026)   $ 6,794
Customer relationships   68,313    (52,655)    15,658     68,330    (47,344)    20,986
Trade names   14,770    (14,429)    341     14,772    (13,737)    1,035
License agreements   560    (560)    —     560    (560)    —
Non-compete agreements (b)   1,409    (850)    559     1,576    (641)    935
  $ 159,755   $ (138,428)   $ 21,327    $ 160,058   $ (130,308)   $ 29,750

(a)  The September 30, 2011 net amounts include foreign currency translation changes of approximately $0.1 million from the December 31, 2010 amounts.
(b)  During the nine months ended September 30, 2011, the Company wrote-off a fully amortized non-compete agreement with a gross value of approximately $0.2 million.

Amortization expense related to all intangible assets in the aggregate was $2.8 million and $3.0 million for the three-month periods ended September 30, 2011
and 2010, respectively, and $8.5 million and $10.2 million for the nine-month periods ended September 30, 2011 and 2010, respectively. The Company expects
amortization of these intangible assets to be approximately $3 million for the remainder of 2011, $7 million in 2012, $5 million in 2013, $3 million in 2014, $2
million in 2015 and $1 million in 2016.

 
10.    LONG-TERM LIABILITIES

Long-term liabilities consisted of the following at September 30, 2011 and December 31, 2010 (in thousands):

  
September 30,

2011    
December 31,

2010
 

Long-term deferred tax liabilities, net  $ 2,151   $ 2,154 
Long-term deferred revenue   13,261    8,923 
Long-term deferred rent   10,684    11,094 
Long-term accrued restructuring   3,964    3,138 
  $ 30,060   $ 25,309 

 
11.    CONTINGENCIES

The Company receives inquiries from time to time claiming possible patent infringement by the Company. If any infringement is determined to exist, the
Company may seek licenses or settlements. In addition, as a normal incidence of the nature of the Company’s business, various claims, charges and litigation have
been asserted or commenced from time to time against the Company arising from or related to contractual or employee relations, intellectual property rights or
product performance. Settlements related to any such claims are generally included in the “general and administrative expenses” caption in the Company’s
consolidated statements of operations. Management is not aware of any current claims that will have a material adverse effect on the financial position or results
of operations of the Company.

Opengate SpA (“Opengate”), an entity in liquidation represented by the Trustee in Bankruptcy, Dr. Marco Fiorentini, brought a claim against the Company’s
subsidiary, Pinnacle Systems GmbH (“Pinnacle GmbH”), in the Varese, Italy Tribunal on July 21, 2009. The Trustee in Bankruptcy sought to recover €2,700,000
in payments made by Opengate to Pinnacle GmbH between 2002 and 2003, the year prior to Opengate being placed into administration. In June 2011, the
Company and Opengate agreed to settle the claim, and an immaterial settlement amount was paid to Opengate during the third quarter of 2011.
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The Company’s Canadian subsidiary, Avid Technology Canada Corporation, was assessed and paid to the Ministry of Revenue Quebec (“MRQ”) approximately
CAN$1.7 million for social tax assessments on Canadian employee stock-based compensation related to the Company’s stock plans. The Company is currently
attempting to recover the payments against these assessments through litigation with the MRQ. The payment amounts were recorded in “other current assets” in
the Company’s consolidated balance sheets at September 30, 2011 and December 31, 2010. Because the Company cannot predict the outcome of the litigation at
this time or the amount of potential losses, if any, no costs have been accrued for any loss contingency; however, this matter is not expected to have a material
effect on the Company’s financial position or results of operations.

From time to time, the Company provides indemnification provisions in agreements with customers covering potential claims by third parties of intellectual
property infringement. These agreements generally provide that the Company will indemnify customers for losses incurred in connection with an infringement
claim brought by a third party with respect to the Company’s products. These indemnification provisions generally offer perpetual coverage for infringement
claims based upon the products covered by the agreement. The maximum potential amount of future payments the Company could be required to make under
these indemnification provisions is theoretically unlimited; however, to date, the Company has not incurred material costs related to these indemnification
provisions. As a result, the Company believes the estimated fair value of these indemnification provisions is minimal.

As permitted under Delaware law and pursuant to the Company’s Third Amended and Restated Certificate of Incorporation, as amended, the Company is
obligated to indemnify its current and former officers and directors for certain events that occur or occurred while the officer or director is or was serving in such
capacity. The term of the indemnification period is for each respective officer’s or director’s lifetime. The maximum potential amount of future payments the
Company could be required to make under these indemnification obligations is unlimited; however, the Company has mitigated the exposure through the
purchase of directors and officers insurance, which is intended to limit the risk and, in most cases, enable the Company to recover all or a portion of any future
amounts paid. As a result of this insurance coverage, the Company believes the estimated fair value of these indemnification obligations is minimal.

The Company has three letters of credit at a bank that are used as security deposits in connection with the Company’s Burlington, Massachusetts office space. In
the event of default on the underlying leases, the landlords at September 30, 2011 would have been eligible to draw against the letters of credit up to a maximum
of $2.6 million in the aggregate. The letters of credit are subject to aggregate reductions of approximately $0.4 million at the end of each of the second, third and
fifth lease years, provided the Company is not in default of the underlying leases and meets certain financial performance conditions. In no case will the letters of
credit amounts be reduced to below $1.3 million in the aggregate throughout the lease periods, all of which extend to May 2020. At September 30, 2011, the
Company was not in default of any of the underlying leases.

The Company also has a standby letter of credit at a bank that is used as a security deposit in connection with the Company’s Daly City, California office space
lease. In the event of default on this lease, the landlord would be eligible to draw against this letter of credit up to a maximum of $0.8 million. The letter of credit
will remain in effect at this amount throughout the remaining lease period, which extends to September 2014. At September 30, 2011, the Company was not in
default of this lease.

The Company has in the past, through third parties, provided lease financing options to its customers, including end users and, on a limited basis, resellers. This
program was terminated by mutual agreement among the parties in the fourth quarter of 2008; however, balances outstanding as of the termination date continue
to be collected by the third-party lessors as they become due. During the terms of these leases, which are generally three years, and until all remaining outstanding
balances are collected, the Company may remain liable for any unpaid principal balance upon default by the customer, but such liability is limited in the aggregate
based on a percentage of initial amounts funded or, in certain cases, amounts of unpaid balances. At September 30, 2011 and December 31, 2010, the Company’s
maximum recourse exposure totaled approximately $0.6 million and $1.0 million, respectively. The Company recorded revenues from these transactions upon the
shipment of products, provided that all other revenue recognition criteria, including collectibility being reasonably assured, were met. The Company maintains a
reserve for estimated losses under this program based on historical default rates applied to the amount outstanding at period end. At September 30, 2011 and
December 31, 2010, the Company’s accruals for estimated losses were $0.1 million and $0.5 million, respectively.
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Recent flooding in Thailand has affected certain of the Company’s suppliers, which could negatively impact the supply of disk drives used in some of the
Company’s products. Disruption in supply resulting from the flooding in Thailand may result in certain suppliers being unable to deliver sufficient quantities of
disk drives or being unable to deliver disk drives in a timely manner. Such a shortage or delay could result in insufficient inventory of certain of the Company’s
products and delays in the manufacturing of certain of products, which may prevent us from making scheduled shipments to customers. The Company’s inability
to make scheduled shipments could cause it to experience a reduction in sales and related operating results and could adversely affect relationships with existing
and prospective customers.

The Company provides warranties on externally sourced and internally developed hardware. For internally developed hardware and in cases where the warranty
granted to customers for externally sourced hardware is greater than that provided by the manufacturer, the Company records an accrual for the related liability
based on historical trends and actual material and labor costs. The warranty period for all of the Company’s products is generally 90 days to one year, but can
extend up to five years depending on the manufacturer’s warranty or local law.

The following table sets forth activity for the Company’s product warranty accrual as recorded in “accrued expenses and other current liabilities” for the nine-
month periods ended September 30, 2011 and 2010 (in thousands):

  
Nine Months Ended

September 30,
  2011   2010
Accrual balance at beginning of period  $ 4,492   $ 4,454 
   Accruals for product warranties   4,626    3,924 
   Cost of warranty claims   (4,527)    (3,941)
Accrual balance at end of period  $ 4,591   $ 4,437 

 
12.    CREDIT FACILITIES

On October 1, 2010, Avid Technology, Inc. and certain of its subsidiaries (the “Borrowers”) entered into a Credit Agreement with Wells Fargo Capital Finance
LLC (“Wells Fargo”), which established two revolving credit facilities with combined maximum borrowings of up to $60 million. The actual amount of credit
available to the Borrowers will vary depending upon changes in the level of the respective accounts receivable and inventory, and is subject to other terms and
conditions which are more specifically described in the Credit Agreement. The credit facilities have a maturity date of October 1, 2014, at which time Wells
Fargo’s commitments to provide additional credit shall be terminated and all outstanding borrowings by the Borrowers must be repaid. Prior to the maturity of the
credit facilities, any amounts borrowed may be repaid and, subject to the terms and conditions of the Credit Agreement, reborrowed in whole or in part without
penalty.

The Credit Agreement contains customary representations and warranties, covenants, mandatory prepayments, and events of default under which the Borrowers’
payment obligations may be accelerated, including guarantees and liens on substantially all of the Borrowers’ assets to secure their obligations under the Credit
Agreement. The Credit Agreement requires that Avid Technology, Inc. (“Avid Technology”) maintain liquidity (comprised of unused availability under its portion
of the credit facilities plus certain unrestricted cash and cash equivalents) of $10 million, at least $5 million of which must be from unused availability under its
portion of the credit facilities, and its subsidiary, Avid Technology International B.V. (“Avid Europe”), is required to maintain liquidity (comprised of unused
availability under Avid Europe’s portion of the credit facilities plus certain unrestricted cash and cash equivalents) of $5 million, at least $2.5 million of which
must be from unused availability under Avid Europe’s portion of the credit facilities. Interest accrues on outstanding borrowings under the credit facilities at a rate
of either LIBOR plus 2.75% or a base rate (as defined in the Credit Agreement) plus 1.75%, at the option of Avid Technology or Avid Europe, as applicable. The
Borrowers must also pay Wells Fargo a monthly unused line fee at a rate of 0.625% per annum.
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During the second quarter of 2011, Avid Technology borrowed $13.0 million against the credit facilities to meet certain short-term cash requirements, none of
which had been repaid as of the date of issuance of these financial statements. The weighted-average interest rate on the outstanding balance at September 30,
2011 was 3.02%. At September 30, 2011, the Borrowers were in compliance with all debt agreement covenants, and Avid Technology and Avid Europe had
additional available borrowings under the credit facilities of approximately $18.2 million and $17.1 million, respectively, after taking into consideration the
related liquidity covenant. Avid Technology, Inc. or the other eligible borrowers may borrow against the line of credit above the current outstanding borrowings to
cover short-term cash requirements during the remainder of the year as may be required to meet the funding needs of the business.

 
13.    STOCKHOLDERS’ EQUITY

Stock Incentive Plans

Under its stock incentive plans, the Company may grant stock awards or options to purchase the Company’s common stock to employees, officers, directors
(subject to certain restrictions) and consultants. Options generally allow the purchase of common stock at the market price on the date of grant. The options
become exercisable over various periods, typically four years for employees and one year for non-employee directors, and have a maximum term of seven years.
Restricted stock and restricted stock unit awards typically vest over four years. Shares available for issuance under the Company’s Amended and Restated 2005
Stock Incentive Plan totaled 3,142,485 at September 30, 2011, including 370,541 shares that may alternatively be issued as awards of restricted stock or restricted
stock units.

The Company records stock-based compensation cost for stock-based awards over the requisite service periods for the individual awards, which generally equal
the vesting periods. Stock-compensation expense is recognized using the straight-line attribution method. The Company uses the Black-Scholes option pricing
model to estimate the fair value of stock option grants with time-based vesting. The Black-Scholes model relies on a number of key assumptions to calculate
estimated fair values. The fair values of restricted stock awards with time-based vesting, including restricted stock and restricted stock units, are based on the
intrinsic values of the awards at the date of grant.

The Company also issues stock option grants or restricted stock unit awards with vesting based on market conditions, specifically the Company’s stock price, or a
combination of performance and market conditions, generally the Company’s return on equity. The compensation costs and derived service periods for such
grants are estimated using the Monte Carlo valuation method. For stock option grants with vesting based on a combination of performance and market conditions,
the compensation costs are also estimated using the Black-Scholes valuation method factored for the estimated probability of achieving the performance goals,
and compensation costs for these grants are recorded based on the higher estimate for each vesting tranche. For restricted stock unit grants with vesting based on a
combination of performance and market conditions, the compensation costs are also estimated based on the intrinsic values of the awards at the date of grant
factored for the estimated probability of achieving the performance goals, and compensation costs for these grants are also recorded based on the higher estimate
for each vesting tranche. For each stock option grant and restricted stock award with vesting based on a combination of performance and market conditions where
vesting will occur if either condition is met, the related compensation costs are recognized over the shorter of the derived service period or implicit service period.

During the first quarter of 2010, the Company modified the vesting terms of certain outstanding stock options that had vesting based on market conditions. The
modifications, which affected 16 employees, provide that the vesting of the underlying shares can also occur based on the achievement of certain additional
performance-based criteria and resulted in a total incremental compensation charge of $0.9 million, which is being recognized over the remaining derived service
period of the stock options. The incremental compensation costs for the option modifications were based on the excess fair values of the modified options
immediately after the modification, which were estimated using the Black-Scholes valuation method factored for the estimated probability of achieving the
performance goals, compared to the fair values immediately before the modification estimated using the Monte Carlo valuation method.
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The following table sets forth the weighted-average key assumptions and fair value results for stock options granted during the nine-month periods ended
September 30, 2011 and 2010:

 
Nine Months Ended

September 30,
 2011  2010
Expected dividend yield 0.00%  0.00%
Risk-free interest rate 2.06%  1.90%
Expected volatility 41.2%  46.0%
Expected life (in years) 4.48  4.44
Weighted-average fair value of options granted $7.63  $5.50

The following table summarizes changes in the Company’s stock options outstanding during the nine months ended September 30, 2011:

  Stock Options

  Shares   

Weighted-
Average
Exercise

Price  

Weighted-
Average

Remaining
Contractual

Term  

Aggregate
Intrinsic

Value
(in thousands)

Options outstanding at December 31, 2010  5,241,898  $19.76     
          
Granted  1,133,100  $20.29     
Exercised  (163,861)  $13.16     
Forfeited or expired  (576,207)  $20.97     
Options outstanding at September 30, 2011 (a)  5,634,930  $19.94  4.88 years  $8
Options vested at September 30, 2011 or expected to vest  4,797,398  $19.94  4.86 years  $8
Options exercisable at September 30, 2011  1,885,719  $21.97  4.20 years  $8

(a)  Options outstanding at September 30, 2011 included 1,734,155 options that had vesting based on either market conditions or a combination of performance and market conditions.

The aggregate intrinsic values of stock options exercised during the nine-month periods ended September 30, 2011 and 2010 were approximately $1.1 million and
$0.1 million, respectively. Cash amounts received from the exercise of stock options were $2.2 million and $0.3 million for the nine-month periods ended
September 30, 2011 and 2010, respectively. The Company did not realize any actual tax benefit from the tax deductions for stock option exercises during the nine-
month periods ended September 30, 2011 and 2010 due to the full valuation allowance on the Company’s U.S. deferred tax assets.

The following table sets forth the weighted-average key assumptions used for Monte Carlo valuations of restricted stock units with vesting based on market
conditions or a combination of performance and market conditions granted during the nine-month periods ended September 30, 2011 and 2010:

 
Nine Months Ended

September 30,
 2011  2010
Expected dividend yield 0.00%  0.00%
Risk-free interest rate 3.90%  4.09%
Expected volatility 41.5%  46.7%
Expected life (in years) 3.04  4.49
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The following table summarizes changes in the Company’s non-vested restricted stock units during the nine months ended September 30, 2011:

  Non-Vested Restricted Stock Units

  Shares   

Weighted-
Average

Grant-Date
Fair Value  

Weighted-
Average

Remaining
Contractual

Term  

Aggregate
Intrinsic

Value
(in thousands)

Non-vested at December 31, 2010  573,264  $18.15     
          
Granted (a)  567,000  $21.36     
Vested  (204,536)  $25.16     
Forfeited  (44,196)  $16.45     
Non-vested at September 30, 2011 (b)  891,532  $19.44  2.15 years  $6,892
Expected to vest  719,349  $19.64  2.01 years  $5,561

(a)  Restricted stock units granted during the nine months ended September 30, 2011 included 262,500 units that had vesting based on either market conditions or a combination of performance
and market conditions.

(b)  Non-vested restricted stock units at September 30, 2011 included 480,800 units that had vesting based on either market conditions or a combination of performance and market conditions.

The weighted-average fair value of restricted stock units granted during the nine-month period ended September 30, 2010 was $13.75.

The following table summarizes changes in the Company’s non-vested restricted stock during the nine months ended September 30, 2011:

  Non-Vested Restricted Stock

  Shares   

Weighted-
Average

Grant-Date
Fair Value  

Weighted-
Average

Remaining
Contractual

Term  

Aggregate
Intrinsic

Value
(in thousands)

Non-vested at December 31, 2010  25,000  $25.41     
          
Granted  —  —     
Vested  (18,750)  $25.41     
Forfeited  —  —     
Non-vested at September 30, 2011  6,250  $25.41  0.22 years  $48

Employee Stock Purchase Plan

The Company’s Second Amended and Restated 1996 Employee Stock Purchase Plan (the “ESPP”) offers the Company’s shares for purchase at a price equal to
85% of the closing price on the applicable offering period termination date. Shares issued under the ESPP are considered compensatory under FASB ASC
Subtopic 718-50, Compensation-Stock Compensation: Employee Stock Purchase Plans. Accordingly, the Company is required to assign fair value to, and record
compensation expense for, share purchase rights granted under the ESPP.
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The following table sets forth the weighted-average key assumptions and fair value results for share purchase rights granted under the ESPP during the nine-
month periods ended September 30, 2011 and 2010:

 
Nine Months Ended

September 30,
 2011  2010
Expected dividend yield 0.00%  0.00%
Risk-free interest rate 0.42%  1.24%
Expected volatility 42.1%  45.7%
Expected life (in years) 0.24  0.24
Weighted-average fair value per right granted $2.55  $2.19

Under the ESPP, the Company issued 67,342 shares at an average price per share of $13.46 and 78,889 shares at an average price per share of $11.33 during the
nine months ended September 30, 2011 and 2010, respectively. A total of 669,384 shares remained available for issuance under the ESPP at September 30, 2011.

Stock-Based Compensation

The Company estimates forfeiture rates at the time awards are made based on historical turnover rates and applies these rates in the calculation of estimated
compensation cost. At September 30, 2011, the Company’s annualized estimated forfeiture rates were 0% for non-employee director awards, and 10% for both
executive management and other employee awards.

Stock-based compensation was included in the following captions in the Company’s condensed consolidated statements of operations for the three- and nine-
month periods ended September 30, 2011 and 2010 (in thousands):

 
Three Months Ended

September 30,   
Nine Months Ended

September 30,
 2011    2010   2011    2010
Cost of product revenues $ 168   $ 176  $ 417   $ 562
Cost of services revenues  63    287   608    822
Research and development expenses  435    506   1,334    1,704
Marketing and selling expenses  1,051    1,078   3,625    3,153
General and administrative expenses  1,788    1,581   5,783    4,373
    Total stock-based compensation $ 3,505   $ 3,628  $ 11,767   $ 10,614

The increase in stock-based compensation expense for the nine-month period ended September 30, 2011, compared to the same period in 2010, was primarily the
result of incremental expense related to the reversal of the forfeiture rate applied to certain grant tranches recorded during the 2011 period. At September 30,
2011, the Company had $27.6 million of unrecognized compensation costs before forfeitures related to non-vested stock-based compensation awards granted
under its stock-based compensation plans.

Stock Repurchases

In April 2007, the Company initiated a stock repurchase program that ultimately authorized the repurchase of up to $200 million of the Company’s common stock
through transactions on the open market, in block trades or otherwise. At September 30, 2011, $80.3 million remained available for future stock repurchases
under the program. The stock repurchase program is funded through working capital and has no expiration date. No shares of common stock have been
repurchased under this program since March 2008.

During the nine months ended September 30, 2011, the Company acquired upon surrender 7,196 shares of restricted stock from an employee in exchange for
approximately $113 thousand for the payment of the minimum required withholding taxes upon the vesting of restricted stock.

At September 30, 2011 and December 31, 2010, treasury shares held by the Company totaled 3,798,032 shares and 4,163,765 shares, respectively.
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Comprehensive Loss

Total comprehensive loss, net of taxes, consists of net loss, net changes in the foreign-currency translation adjustment and net unrealized gains and losses on
defined benefit plans, foreign-currency derivatives and marketable securities. The following is a summary of the Company’s comprehensive loss for the three-
and nine-month periods ended September 30, 2011 and 2010 (in thousands):

  
Three Months Ended

September 30,    
Nine Months Ended

September 30,
  2011    2010    2011    2010
Net loss  $ (8,019)    $ (9,995)    $ (24,998)    $ (36,383)
Net changes in:                       
   Foreign currency translation adjustment   (8,195)     9,241     (635)     (1,012)
   Unrealized gains from defined benefit plan   —     —     445     — 
   Unrealized losses on marketable securities   —     —     —     (4)
   Unrealized losses on foreign-currency derivatives   —     (2,314)     —     (2,314)
Total comprehensive loss  $ (16,214)    $ (3,068)    $ (25,188)    $ (39,713)

 
14.    RESTRUCTURING COSTS AND ACCRUALS

2011 Restructuring Plan

On October 26, 2011, the Company committed to a restructuring plan (the “2011 Plan”) intended to improve operational efficiencies. Actions under the 2011 Plan
include a reduction in force of approximately 10% of the Company’s workforce and the closure of the Company’s facility in Irwindale, CA. In connection with
the restructuring, the Company intends to allocate additional resources to areas it believes have better opportunity for growth. Under the 2011 Plan, the Company
expects to incur total expenses related to termination benefits and facility costs of $10 million to $11 million, all of which represent cash expenditures. The
Company expects to record the majority of the charges related to the 2011 Plan during the quarter ending December 31, 2011, and anticipates that it will complete
all actions under the 2011 Plan prior to June 30, 2012. During the third quarter of 2011, the Company recorded restructuring charges of $0.6 million for severance
costs related to the 2011 Plan. At September 30, 2011, the balance of the severance charges related to the 2011 Plan was not estimable.

2010 Restructuring Plans

In December 2010, the Company initiated a worldwide restructuring plan (the “2010 Plan”) designed to better align financial and human resources in accordance
with its strategic plans for the upcoming fiscal year. In connection with the restructuring, the Company eliminated positions that were in lower growth
geographies and markets and reinvested in more strategic areas with greater opportunity for growth. The 2010 Plan also called for streamlining internal operations
while making key investments in organizational efficiencies and to close portions of certain office facilities. During the fourth quarter of 2010, the Company
recorded total restructuring charges of $13.1 million related to severance costs for the elimination of 145 positions and the partial closure of a facility. During the
first nine months of 2011, the Company revised its previously recorded estimates of the severance costs resulting in a restructuring benefit of $3.9 million and
recorded facilities restructuring charges of approximately $1.0 million related to the closure of a facility in Germany, which included non-cash amounts totaling
$0.1 million for fixed asset write offs, and $0.2 million for revised estimates of the costs associated with facilities previously closed under the 2010 Plan. The
severance revisions primarily resulted from the final severance negotiations for certain European employees, as well as the transferring of certain employees into
alternative positions at the Company. To date, total restructuring charges of approximately $10 million have been recorded under the 2010 Plan, and no further
restructuring actions are anticipated under this plan.

In the second quarter of 2010, the Company also initiated acquisition-related restructuring actions that resulted in restructuring charges of $1.8 million for the
severance costs for 24 former Euphonix employees and the closure of three Euphonix facilities. During the first nine months of 2011, the Company recorded
additional restructuring charges of approximately $0.2 million primarily resulting from revised estimates for the write-off of fixed assets related to the facilities
closures. No further restructuring actions are anticipated under this plan.
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2008 Restructuring Plan

In October 2008, the Company initiated a company-wide restructuring plan (the “2008 Plan”) that included a reduction in force of approximately 500 positions,
including employees related to product line divestitures, and the closure of all or parts of some facilities worldwide. The 2008 Plan was intended to improve
operational efficiencies and bring costs in line with expected revenues. In connection with the 2008 Plan, during the fourth quarter of 2008 the Company recorded
restructuring charges of $20.4 million related to employee termination costs, $0.5 million for the closure of three small facilities and $1.9 million in cost of
revenues related to the write-down of inventory for a divested product line.

During 2009 and 2010, the Company recorded additional restructuring charges of $30.0 million related to the 2008 Plan, including new restructuring charges of
$14.8 million related to employee termination costs for approximately 320 additional employees; $12.3 million related to the closure of all or part of fifteen
facilities; $0.8 million, recorded in cost of revenues, related to a write-down of inventory; and $2.1 million for revisions to previous estimates. The charges
resulting from the reduction in force of 320 additional employees were recorded in the third and fourth quarters of 2009 and were primarily the result of the
expanded use of offshore development resources for R&D projects and the Company’s desire to better align its 2010 cost structure with revenue expectations.

During the first nine months of 2011, the Company recorded restructuring charges of $2.2 million related to the 2008 Plan, for revised estimates of the costs
associated with previously closed facilities.

No additional actions are expected to take place under the 2008 Plan. To date, restructuring charges of approximately $55 million have been recorded under the
2008 Plan.

Restructuring and Other Costs Summary

For the three- and nine-month periods ended September 30, 2010, also included in the Company’s results of operations under the caption “restructuring and other
costs, net” were costs of $3.7 million related to the Company’s exit from its Tewksbury, Massachusetts headquarters lease. The following table summarizes
restructuring and other costs for the three and nine months ended September 30, 2011 and 2010 (in thousands):

 
 Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2011   2010  2011   2010
Non-acquisition-related restructuring charges  $ 2,707   $ 127  $ 175   $ 955 
Acquisition-related restructuring charges   —    104   153    829 
Tewksbury facility exit costs   —    (46)   —    3,748 

Restructuring and other costs, net  $ 2,707   $ 185  $ 328   $ 5,532 

Accounting for Restructuring Plans

The Company recorded the employee-related restructuring charges as an ongoing benefit arrangement in accordance with FASB ASC Topic 712, Compensation –
Nonretirement Postemployment Benefits, and the facility-related restructuring charges in accordance with the guidance of FASB ASC Topic 420, Liabilities: Exit
or Disposal Cost Obligations. Restructuring charges and accruals require significant estimates and assumptions, including sub-lease income assumptions. These
estimates and assumptions are monitored on at least a quarterly basis for changes in circumstances and any corresponding adjustments to the accrual are recorded
in the Company’s statement of operations in the period when such changes are known.

 
24



 

The following table sets forth the activity in the restructuring accruals for the nine months ended September 30, 2011 (in thousands):

  

Non-Acquisition-Related
Restructuring

Liabilities   

Acquisition-Related
Restructuring

Liabilities     

  
Employee-

Related   
Facilities-
Related   

Employee-
Related   

Facilities-
Related   Total

Accrual balance at December 31, 2010  $ 11,835    $ 6,042   $ 202   $ 883   $ 18,962  
New restructuring charges   688     1,027    —    —    1,715  
Revisions of estimated liabilities   (3,942)    2,402    12    141    (1,387)
Accretion   —     165    —    —    165  
Cash payments for employee-related charges   (7,395)    —    (178)    —    (7,573)
Cash payments for facilities, net of sublease income   —     (2,486)    —    (336)    (2,822)
Non-cash write-offs   —     (133)    —    (125)    (258)
Foreign exchange impact on ending balance   429     (53)    6    1    383  

Accrual balance at September 30, 2011  $ 1,615    $ 6,964   $ 42   $ 564   $ 9,185  

The employee-related accruals represent severance and outplacement costs to former employees that will be paid out within the next twelve months and were,
therefore, included in the caption “accrued expenses and other current liabilities” in the Company’s consolidated balance sheet at September 30, 2011.

The facilities-related accruals represent estimated losses, net of subleases, on space vacated as part of the Company’s restructuring actions. The leases, and
payments against the amounts accrued, will extend through 2017 unless the Company is able to negotiate earlier terminations. Of the total facilities-related
accruals, $3.5 million were included in the caption “accrued expenses and other current liabilities” and $4.0 million were included in the caption “long-term
liabilities” in the Company’s consolidated balance sheet at September 30, 2011.

 
15.    SEGMENT INFORMATION

The Company’s evaluation of the discrete financial information that is regularly reviewed by the chief operating decision makers, which include the Company’s
chief executive officer, chief operating officer and chief financial officer, has determined that since January 1, 2010 the Company has one reportable segment. The
following table sets forth activity for the Company’s revenues by type for the three- and nine-month periods ended September 30, 2011 and 2010 (in thousands):

 
 Three Months Ended

September 30,
 

 
Nine Months Ended

September 30,  
  2011    2010   2011    2010  
Video products revenues  $ 66,615   $ 70,835  $ 198,943   $ 195,883 
Audio products revenues   65,260    63,396   199,457    201,161 
Total products revenues   131,875    134,231   398,400    397,044 
                   
Services revenues:   33,090    30,828   94,232    86,131 
                   
Total net revenues  $ 164,965   $ 165,059  $ 492,632   $ 483,175 

 
25



 

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

 
EXECUTIVE OVERVIEW

Our Company

We are a leading provider of digital media content-creation products and solutions for film, video, audio and broadcast professionals, as well as artists and
creative enthusiasts. Our mission is to inspire passion, unleash creativity and enable our customers to realize their dreams in a digital world. Anyone who enjoys
movies, television or music has almost certainly experienced the work of content creators who use our solutions to bring their creative visions to life. Around the
globe, feature films, primetime television shows, news programs, commercials, live performances and chart-topping music hits are made using one or more of our
solutions.

Corporate Strategy

We operate our business based on the following five customer-centric strategic principles:

·  Drive customer success.  We are committed to making each and every customer successful. Period. It’s that simple.

·  From enthusiasts to the enterprise.  Whether performing live or telling a story to sharing a vision or broadcasting the news – we create products to
support our customers at all stages.

·  Fluid, dependable workflows.  Reliability. Flexibility. Ease of Use. High Performance. We provide best-in-class workflows to make our customers more
productive and competitive.

·  Collaborative support.  For the individual user, the workgroup, a community or the enterprise, we enable a collaborative environment for success.

·  Avid optimized in an open ecosystem.  Our products are innovative, reliable, integrated and best-of-breed. We work in partnership with a third-party
community resulting in superior interoperability.

We routinely post important information for investors on the Investors page of our website at www.avid.com. Information contained in, or connected to, our
website is not incorporated in this quarterly report and should not be considered part of this quarterly report.
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Financial Summary

The following table sets forth certain items from our consolidated statements of operations as a percentage of net revenues for the periods indicated:

 
 For the Three Months Ended

September 30,  
For the Nine Months Ended

September 30,
  2011   2010  2011   2010
Net revenues:               

Product revenues  79.9%   81.3%  80.9%   82.2%
Services revenues  20.1%   18.7%  19.1%   17.8%
Total net revenues  100.0%   100.0%  100.0%   100.0%

               
Cost of revenues  46.8%   48.1%  47.9%   49.2%
Gross margin  53.2%   51.9%  52.1%   50.8%
Operating expenses:               

Research and development  17.6%   17.5%  18.1%   18.5%
Marketing and selling  27.5%   26.2%  27.7%   26.8%
General and administrative  8.0%   11.9%  8.8%   10.0%
Amortization of intangible assets  1.3%   1.4%  1.3%   1.5%
Restructuring and other costs, net  1.7%   0.1%  0.1%   1.1%
(Gain) loss on sales of assets  —   (0.9%)  0.1%   (0.3%)
Total operating expenses  56.1%   56.2%  56.1%   57.6%

Operating loss  (2.9%)   (4.3%)  (4.0%)   (6.8%)
Interest and other income (expense), net  (0.3%)   (0.0%)  (0.3%)   (0.0%)
Loss before income taxes  (3.2%)   (4.3%)  (4.3%)   (6.8%)
Provision for income taxes  1.7%   1.8%  0.8%   0.7%
Net loss  (4.9%)   (6.1%)  (5.1%)   (7.5%)

Our revenues for the three-month period ended September 30, 2011 were $165.0 million, a decrease of $0.1 million, or 0.1%, compared to the three-month period
ended September 30, 2010, with revenues from products decreasing by 1.8% and services revenues increasing by 7.3%. During the third quarter of 2011,
compared to the same period in 2010, audio products revenues increased by $1.9 million and services revenues increased by $2.3 million, while video products
revenues decreased by $4.2 million. Our revenues for the nine-month period ended September 30, 2011 were $492.6 million, an increase of $9.5 million, or 2.0%,
compared to the nine-month period ended September 30, 2010, with revenues from products increasing by 0.3% and services revenues increasing by 9.4%.
During the first nine months of 2011, compared to the same period in 2010, video products revenues increased by $3.1 million and services revenues increased by
$8.1 million, while audio products revenues decreased by $1.7 million. We recognized additional revenues during the first nine months of 2011 as a result of our
January 1, 2011 adoption of new revenue recognition guidance, while our revenues decreased slightly during the third quarter of 2011 due to the same adoption.
See our critical accounting policy disclosure and updated policy for “Revenue Recognition and Allowances for Product Returns and Exchanges” found in this
Item 2 under the heading “Critical Accounting Policies and Estimates” for a further discussion of the impact of adoption of this guidance. The changes in
revenues are discussed in further detail in the section titled “Results of Operations” below.

The following table sets forth the percentage of our net revenues attributable to geographic regions for the periods indicated:

 
 For the Three Months Ended

September 30,  
For the Nine Months Ended

September 30,
  2011   2010  2011   2010

Americas  53%   47%  51%   49%
EMEA  34%   39%  36%   38%
Asia-Pacific  13%   14%  13%   13%
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Americas revenues increased for both the three- and nine-month periods ended September 30, 2011, compared to the same periods in 2010. In the second quarter
of 2011, we saw a significant sequential decline in the revenues generated by our foreign regions, and revenues from foreign regions remained at somewhat
depressed levels in the third quarter of 2011. The decline, primarily in Europe, was the result of economic uncertainties in certain countries, as well as internal
challenges that led to a realignment of our sales team in Europe. Sales from foreign regions benefited from favorable foreign currency fluctuations in both the
three- and nine-month periods ended September 30, 2011, compared to the same periods in 2010.

The following table sets forth the percentage of our net revenues sold through indirect and direct sales channels for the periods indicated:

 
 For the Three Months Ended

September 30,  
For the Nine Months Ended

September 30,
  2011   2010  2011   2010

Indirect  61%   62%  61%   65%
Direct  39%   38%  39%   35%

The decrease in the percentage of revenues derived through indirect channels for the nine-month period, compared to the same 2010 period, was largely driven by
the increases in video products revenues and services revenues in the 2011 period, which have a higher percentage of sales through direct channels than audio
products.

Our gross margin percentage for the three-month period ended September 30, 2011 improved to 53.2%, compared to 51.9% for the same period in 2010. This
change was driven by an increase in products gross margin percentage to 54.5%, which was partially offset by a decrease in services gross margin percentage to
50.1%. This compares to products and services gross margin percentages of 52.0% and 54.0%, respectively, for the 2010 period. Our gross margin percentage for
the nine-month period ended September 30, 2011 improved to 52.1%, compared to 50.8% for the same period in 2010. This change was driven by an increase in
products gross margin percentage to 52.9%, which was partially offset by a decrease in services gross margin percentage to 51.0%. This compares to products and
services gross margin percentages of 51.3% and 52.0%, respectively, for the 2010 period. The increases in products gross margin percentage for both 2011
periods were the result of decreases in products costs for the 2011 periods, primarily due to shifts in product mix and the favorable impact of currency exchange
rates. The increase in revenues for the nine-month period also contributed to the increased products gross margin percentage for that period. The decreases in
services gross margin percentage for both 2011 periods were largely the result of increased professional services costs, including loss provisions recorded in the
2011 periods related to professional services contracts assumed as part of a 2010 acquisition.

For the three- and nine-month periods ended September 30, 2011, we recorded net losses of $8.0 million and $25.0 million, respectively, compared to net losses
of $10.0 million and $36.4 million for the same periods in 2010. The reduction in net loss in both periods was largely a result of our continuing focus on the
management of both costs of revenues and operating expenses. The net loss for the three-month period ended September 30, 2011 included charges of $2.8
million for acquisition-related intangible asset amortization; $2.7 million for restructuring costs; and $0.2 million for legal settlements and acquisition-related
costs. The net loss for the three-month period ended September 30, 2010 included charges of $5.7 million for a legal settlement and acquisition-related costs; $3.0
million for acquisition-related intangible asset amortization; and $0.2 million for restructuring costs, partially offset by gains from the sales of assets of $1.5
million. The net loss for the nine-month period ended September 30, 2011 included charges of $8.5 million for acquisition-related intangible asset amortization; a
loss from the sales of assets of $0.6 million; $0.6 million for legal settlements and acquisition-related costs; and $0.3 million for restructuring costs. The net loss
for the nine-month period ended September 30, 2010 included charges of $10.2 million for acquisition-related intangible asset amortization; $6.4 million for legal
settlements and acquisition-related costs; $5.5 million for restructuring and other costs, including costs of $3.7 million related to our exit from our Tewksbury,
Massachusetts headquarters lease. These 2010 costs were partially offset by a gain from the sales of assets of $1.5 million.
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During October 2011, we committed to a restructuring plan that is intended in improve operational efficiencies. Actions under the plan include a reduction in
force of approximately 10%, with the majority of the reduction expected immediately, and the closure of our facility in Irwindale, CA. These actions allow us to
continue to invest in our core businesses, as well as shift some resources into areas of the business that we believe offer us better revenue growth potential. Under
the plan, the Company expects to incur total expenses related to termination benefits and facility costs of $10 million to $11 million, all of which represent cash
expenditures. The Company expects to record the majority of the charges related to the plan during the quarter ending December 31, 2011. As a result of the
actions taken under the plan, we expect to realize annualized cost savings of approximately $25 million to $30 million.

 
CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our management’s discussion and analysis of financial condition and results of operations is based upon our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States of America. We make estimates and assumptions in the preparation of
our consolidated financial statements that affect the reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent assets
and liabilities. We base our estimates on historical experience and various other assumptions that we believe to be reasonable under the circumstances. However,
actual results may differ from these estimates.

We believe that our critical accounting policies are those related to revenue recognition and allowances for product returns and exchanges; stock-based
compensation; the valuation of business combinations, goodwill and intangible assets; and income tax assets and liabilities. We believe these policies are critical
because they most significantly affect the portrayal of our financial condition and results of operations and involve our most difficult and subjective estimates and
judgments. Our critical accounting policies may be found in our 2010 Annual Report on Form 10-K in Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” under the heading “Critical Accounting Policies and Estimates.” On January 1, 2011, we adopted Financial
Accounting Standards Board, or FASB, Accounting Standards Update, or ASU, No. 2009-13, Multiple-Deliverable Revenue Arrangements, an amendment to
Accounting Standards Codification, or ASC, Topic 605, Revenue Recognition, and ASU No. 2009-14, Certain Revenue Arrangements That Include Software
Elements, an amendment to ASC Subtopic 985-605, Software – Revenue Recognition, or the Updates. As a result, our critical accounting policy for “Revenue
Recognition and Allowances for Product Returns and Exchanges” has been updated to reflect adoption of this guidance.

Recently Adopted Accounting Pronouncements

ASU No. 2009-13 requires the allocation of revenue to each unit of accounting using the relative selling price of each deliverable for multiple-element
arrangements. ASU No. 2009-13 also amends the accounting for multiple-element arrangements to provide guidance on how the deliverables in an arrangement
should be separated and eliminates the use of the residual method by establishing a hierarchy of evidence to determine the stand-alone selling price of a
deliverable based on vendor-specific objective evidence, or VSOE, third-party evidence, or TPE, and the best estimate of selling price, or ESP. If VSOE is
available, it is used to determine the selling price of a deliverable. If VSOE is not available, the entity must determine whether TPE is available. If so, TPE would
be used to determine the selling price. If TPE is not available, then the entity is required to determine an ESP. ASU No. 2009-14 amends ASC Subtopic 985-605
to exclude from the scope of software revenue recognition requirements sales of tangible products that contain both software and non-software components that
function together to deliver the essential functionality of the tangible products. The Updates also include new disclosure requirements on how the application of
the relative selling price method affects the timing and amount of revenue recognition. The Updates must be adopted in the same period using the same transition
method and are effective prospectively, with retrospective adoption permitted. We adopted the Updates prospectively for new and materially modified
arrangements originating after December 31, 2010.
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Prior to adoption of the Updates, we generally recognized revenues using the revenue recognition criteria of FASB ASC Subtopic 985-605, Software – Revenue
Recognition. As a result of adoption of ASU No. 2009-14 on January 1, 2011, we will now typically recognize revenue using the criteria of FASB ASC Topic
605, Revenue Recognition. Historically, we were generally able to establish VSOE for undelivered elements in multiple-element arrangements as allowed by
FASB ASC Subtopic 985-605 and, therefore, could typically recognize revenues for each element of multiple-element arrangements as the element was delivered.
Under the new guidance our recognition of revenues may be recognized in an earlier period for a limited number of multiple-element arrangements for which
VSOE could not be established for all undelivered elements under the previous guidance. For those arrangements, we will now determine a relative selling price
for the undelivered elements through the use of TPE or ESP, and the recognition of certain revenues that would have been deferred under the previous guidance
will typically be recognized at the time of delivery under the new guidance, provided all other criteria for revenue recognition are met. For the nine months ended
September 30, 2011, adoption of the Updates resulted in an increase in total revenues of approximately $5.5 million. For the three months ended September 30,
2011, adoption of the Updates resulted in a decrease in total revenues of approximately $0.8 million. We cannot reasonably estimate the effect of the adoption of
these standards on future financial periods as the impact will vary depending on the nature and volume of new or materially modified arrangements in any given
period.

Revenue Recognition Policy (as adopted January 1, 2011)

We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales price is fixed or determinable, and collection is
probable. However, determining whether and when some of these criteria have been satisfied often involves assumptions and judgments that can have a
significant impact on the timing and amount of revenues we report. For example, we often receive multiple purchase orders or contracts from a single customer or
a group of related parties that are evaluated to determine if they are, in effect, parts of a single arrangement. If they are determined to be parts of a single
arrangement, revenues are recorded as if a single multiple-element arrangement exists.

Generally, the products we sell do not require significant production, modification or customization of software. Installation of the products is generally routine,
consists of implementation and configuration and does not have to be performed by Avid. However, certain transactions for our video products, typically complex
solution sales that include a significant number of products and may involve multiple customer sites, require us to perform an installation effort that we may deem
to be complex, non-routine and essential to the functionality of the products delivered. In these situations, we do not recognize revenues for either the products
shipped or services performed until the essential services have been completed. In addition, if these orders include a customer acceptance provision, no revenues
are recognized until the customer’s formal acceptance of the products and services has been received.

In the first quarter of fiscal 2011, we adopted ASU No. 2009-13, Multiple-Deliverable Revenue Arrangements, an amendment to ASC Topic 605, Revenue
Recognition, and ASU No. 2009-14, Certain Revenue Arrangements That Include Software Elements, an amendment to ASC Subtopic 985-605, Software –
Revenue Recognition. ASU No. 2009-13 requires the allocation of revenue, based on the relative selling price of each deliverable, to each unit of accounting for
multiple-element arrangements. It also changes the level of evidence of standalone selling price required to separate deliverables by allowing a best estimate of
the standalone selling price of deliverables when more objective evidence of fair value, such as vendor-specific objective evidence or third-party evidence, is not
available. ASU No. 2009-14 amends ASC Subtopic 985-605 to exclude sales of tangible products containing both software and non-software components that
function together to deliver the tangible products essential functionality from the scope of revenue recognition requirements for software arrangements. We
adopted this accounting guidance prospectively and applied its provisions to arrangements entered into or materially modified after December 31, 2010.

We recognize revenue from the sale of non-software products, including software bundled with hardware that is essential to the functionality of the hardware,
under the general revenue recognition accounting guidance of ASC Topic 605, Revenue Recognition and ASC Subtopic 605-25 Revenue Recognition – Multiple-
Element Arrangements. We recognize revenue in accordance with ASC Subtopic 985-605, Software – Revenue Recognition for the following types of sales
transactions: (i) standalone sales of software products and related upgrades and (ii) sales of software elements bundled with non-software elements, when the
software elements are not essential to the functionality of the non-software elements.
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For 2011 and future periods, pursuant to the guidance of ASU No. 2009-13, when a sales arrangement contains multiple elements, such as non-software products,
software products, customer support services, and/or professional services, we allocate revenue to each element based on the aforementioned selling price
hierarchy. Revenue is allocated to the non-software deliverables as a group and to the software deliverables as a group using the relative selling prices of each of
the deliverables in the arrangement based on the aforementioned selling price hierarchy. If the arrangement contains more than one software deliverable, the
arrangement consideration allocated to the software deliverables as a group is then recognized using the guidance for recognizing software revenue, as amended.

The process for determining our ESP for deliverables without VSOE or TPE involves management’s judgment. We generally determine ESP based on the
following.

·  We utilize a pricing model for our products to capture the right value given the product and market context. The model considers such factors as: (i)
competitive reference prices for products that are similar but not functionally equivalent, (ii) differential value based on specific feature sets, (iii)
geographic regions where the products are sold, (iv) customer price sensitivity, (v) price-cost-volume tradeoffs, and (vi) volume based pricing.
Management approval ensures that all of our selling prices are consistent and within an acceptable range for use with the relative selling price method.

·  While the pricing model currently in use captures all critical variables, unforeseen changes due to external market forces may result in the revision of
some of our inputs. These modifications may result in consideration allocation in future periods that differs from the one presently in use. Absent a
significant change in the pricing inputs, future changes in the pricing model are not expected to materially impact our allocation of arrangement
consideration.

From time to time, we offer certain customers free upgrades or specified future products or enhancements. For software products, if elements are undelivered at
the time of product shipment and provided that we have VSOE of fair value for the undelivered elements, we defer the fair value of the specified upgrade, product
or enhancement and recognize those revenues only upon later delivery or at the time at which the remaining contractual terms relating to the elements have been
satisfied. If we cannot establish VSOE for each undelivered element, all revenue is deferred until all elements are delivered, we establish VSOE or the remaining
contractual terms relating to the undelivered elements have been satisfied. For non-software products, if elements are undelivered at the time of product shipment,
we defer the relative selling price of the specified upgrade, product or enhancement and recognize those revenues only upon later delivery or at the time at which
the remaining contractual terms relating to the elements have been satisfied.

Approximately 61% of our revenues for the first nine months of 2011 were derived from indirect sales channels, including authorized resellers and distributors.
Certain channel partners are offered limited rights of return, stock rotation and price protection. For these partners, we record a provision for estimated returns and
other allowances as a reduction of revenues in the same period that related revenues are recorded in accordance with ASC Subtopic 605-15, Revenue Recognition
– Products. Management estimates must be made and used in connection with establishing and maintaining a sales allowance for expected returns and other
credits. In making these estimates, we analyze historical returns and credits and the amounts of products held by major resellers and consider the impact of new
product introductions, changes in customer demand, current economic conditions and other known factors. While we believe we can make reliable estimates
regarding these matters, these estimates are inherently subjective. The amount and timing of our revenues for any period may be affected if actual product returns
or other reseller credits prove to be materially different from our estimates.

A portion of our revenues from sales of consumer video-editing and audio products is derived from transactions with channel partners who have unlimited return
rights and from whom payment is contingent upon the product being sold through to their customers. Accordingly, revenues for these channel partners are
recognized when the products are sold through to the customer instead of being recognized at the time products are shipped to the channel partners.
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At the time of a sales transaction, we make an assessment of the collectability of the amount due from the customer. Revenues are recognized only if it is probable
that collection will occur in a timely manner. In making this assessment, we consider customer credit-worthiness and historical payment experience. If it is
determined from the outset of the arrangement that collection is not probable based on our credit review process, revenues are recognized on a cash-collected
basis to the extent that the other criteria of ASC Topic 605, ASC Subtopic 985-605 and Securities and Exchange Commission Staff Accounting Bulletin No. 104
are satisfied. At the outset of the arrangement, we assess whether the fee associated with the order is fixed or determinable and free of contingencies or significant
uncertainties. In assessing whether the fee is fixed or determinable, we consider the payment terms of the transaction, our collection experience in similar
transactions without making concessions, and our involvement, if any, in third-party financing transactions, among other factors. If the fee is not fixed or
determinable, revenues are recognized only as payments become due from the customer, provided that all other revenue recognition criteria are met. If a
significant portion of the fee is due after our normal payment terms, which are generally 30 days, but can be up to 90 days, after the invoice date, we evaluate
whether we have sufficient history of successfully collecting past transactions with similar terms. If that collection history is sufficient, revenues are recognized
upon delivery of the products, assuming all other revenue recognition criteria are satisfied. If we were to change any of these assumptions and judgments, it could
cause a material increase or decrease in the amount of revenue reported in a particular period.

 
RESULTS OF OPERATIONS

NET REVENUES

Our net revenues are derived mainly from sales of computer-based digital, nonlinear media-editing and finishing systems and related peripherals, including
shared-storage systems, software licenses, and related professional services and maintenance contracts.

Net Revenues for the Three Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011

Net Revenues  
Change

 
2010

Net Revenues  $ %
Video products revenues $ 66,615  $ (4,220) (6.0%)  $ 70,835 
Audio products revenues  65,260   1,864 2.9%   63,396 
Total products revenues  131,875   (2,356) (1.8%)   134,231 
           
Services revenues  33,090   2,262 7.3%   30,828 
           
Total net revenues $ 164,965  $ (94) (0.1%)  $ 165,059 

Net Revenues for the Nine Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011

Net Revenues  
Change

 
2010

Net Revenues  $ %
Video products revenues $ 198,943  $ 3,060 1.6%  $ 195,883 
Audio products revenues  199,457   (1,704) (0.8%)   201,161 
Total products revenues  398,400   1,356 0.3%   397,044 
           
Services revenues  94,232   8,101 9.4%   86,131 
           
Total net revenues $ 492,632  $ 9,457 2.0%  $ 483,175 
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The $0.1 million decrease in revenues for the three-month period ended September 30, 2011 period consisted of a decrease of $4.2 million in our video products
revenues, partially offset by a $1.9 million increase in our audio products revenues and a $2.3 million increase in our services revenues. The $9.5 million increase
in revenues for the nine-month period ended September 30, 2011 period consisted of a $3.1 million increase in our video products revenues and an $8.1 million
increase in our services revenues, partially offset by a $1.7 million decrease in our audio products revenues. The increases in revenues for the three- and nine-
month periods included approximately $4.8 million and $10.4 million, respectively, for the favorable impact of currency exchange rates. Conversely, if currency
exchange rates stay at or near their September 30, 2011 levels, they may negatively impact our future revenues. During the nine-month period ended September
30, 2011, we recognized $5.5 million in products revenues as a result of our January 1, 2011 adoption of new revenue recognition guidance. During the three-
month period ended September 30, 2011, our products revenues decreased $0.8 million as a result of the same adoption. See our critical accounting policy
disclosure and updated policy for “Revenue Recognition and Allowances for Product Returns and Exchanges” found previously in this Item 2 under the heading
“Critical Accounting Policies and Estimates” for a further discussion of the impact of adoption of this guidance.

Video Products Revenues

The 6.0% decrease in our video products revenues for the three months ended September 30, 2011 was primarily the result of decreased revenues from our
professional video-editing and, to a lesser extent, consumer video-editing product lines. These decreases were partially offset by increased revenues from our
shared storage and Interplay product lines. Avid Media Composer software had strong unit sales and higher revenue, largely driven by promotions during the 2011
periods designed to encourage users of certain competitive products to switch to Avid Media Composer, but professional video-editing revenues were down due
to decreased revenues from our hardware-based video-editing solutions. Although our recent releases of Avid Studio and Pinnacle Studio version 15 have been
positively reviewed, revenues from our consumer video-editing offerings have been lower than anticipated. We believe this is the result of the effects of continued
economic uncertainty on consumer spending and transitional issues related to our introduction of the Avid Studio product brand. Video products revenues
decreased in Europe and the Asia-Pacific region and increased in the Americas during the third quarter of 2011, compared to the same period in 2010.

The 1.6% increase in our video products revenues for the nine months ended September 30, 2011 was primarily the result of increased revenues from our shared
storage and Interplay product lines, compared to the same period in 2010, partially offset by the decreased revenues from our professional video-editing and
consumer video-editing product lines as discussed above. Video products revenues increased in the Americas and decreased slightly in Europe and the Asia-
Pacific region during the first nine months of 2011, compared to the same period in 2010.

Audio Products Revenues

The 2.9% increase in our audio products revenues for the three months ended September 30, 2011 was largely the result of increased revenues from our Venue
live-sound consoles and audio control surfaces. These increases were partially offset by decreased revenues from our higher-end audio systems, including the Pro
Tools product line. Audio products revenues increased in the Americas and Asia-Pacific region and decreased slightly in Europe during the third quarter of 2011,
compared to the same period in 2010.

The 0.8% decrease in revenues from our audio products for the nine months ended September 30, 2011 was largely the result of decreased revenues from our
higher-end audio systems, partially offset by increases in revenues from our audio control surfaces, Venue live-sound consoles and speaker product lines in the
2011 period. The 2011 audio control surfaces revenues benefited from an increase in revenues attributable to the April 2010 acquisition of Euphonix. The
decrease in revenues from our higher-end audio systems was largely due to slower than anticipated market adoption of some of our Pro Tools HD hardware
products launched in the fourth quarter of 2010, as well as a shift in mix to Pro Tools software-only products. Our Pro Tools software-only products, which were
designed to provide advanced audio-editing features when installed on standard third-party hardware, experienced strong first quarter 2011 sales following the
2010 Pro Tools 9 introduction. Audio products revenues for the first half of last year also benefited from successful upgrade promotions, not present in the 2011
period, for high-end professional audio products. Audio products revenues increased in the Americas and Asia-Pacific region and decreased slightly in Europe
during the first nine months of 2011, compared to the same period in 2010.
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Services Revenues

Services revenues are derived primarily from maintenance contracts, as well as professional and integration services and training. The 7.3% and 9.4% increases in
services revenues for the three- and nine-month periods ended September 30, 2011, respectively, were primarily the result of increased maintenance revenues,
driven by new maintenance contracts and improved renewal rates for existing contracts, as well as increased revenues from professional services. Services
revenues increased in the Americas during both the third quarter and first nine months of 2011. Europe services revenues increased during the first nine months of
2011 and were relatively unchanged for the third quarter, compared to the same periods in 2010. Asia-Pacific revenues were relatively unchanged for both
periods.

 
COST OF REVENUES, GROSS PROFIT AND GROSS MARGIN PERCENTAGE

Cost of revenues consists primarily of costs associated with:

·  the procurement of components;
·  the assembly, testing and distribution of finished products;
·  warehousing;
·  customer support costs related to maintenance contract revenues and other services;
·  providing professional services and training;
·  royalties for third-party software and hardware included in our products; and
·  amortization of technology.

The amortization of technology, which represents the amortization of developed technology assets acquired in business combinations, is described further in the
“Amortization of Intangible Assets” section below.

Costs of Revenues for the Three Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011
Costs  

Change
 

2010
Costs  $ %

Cost of products revenues $ 60,048  $ (4,373)  (6.8%)  $ 64,421  
Cost of services revenues  16,497   2,303  16.2%   14,194  
Amortization of intangible assets  685   (60)  (8.1%)   745  
    Total cost of revenues $ 77,230  $ (2,130)  (2.7%)  $ 79,360  
           
Gross profit $ 87,735  $ 2,036   2.4%  $ 85,699  

Costs of Revenues for the Nine Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011
Costs  

Change
 

2010
Costs  $ %

Cost of products revenues $ 187,663  $ (5,864)  (3.0%)  $ 193,527  
Cost of services revenues  46,196   4,823  11.7%   41,373  
Amortization of intangible assets  2,036   (621) (23.4%)   2,657  
    Total cost of revenues $ 235,895  $ (1,662)  (0.7%)  $ 237,557  
           
Gross profit $ 256,737  $ 11,119   4.5%  $ 245,618  

Gross Margin Percentage

Gross margin percentage fluctuates based on factors such as the mix of products sold, the cost and proportion of third-party hardware and software included in the
systems sold, the offering of product upgrades, price discounts and other sales-promotion programs, the distribution channels through which products are sold, the
timing of new product introductions, sales of aftermarket hardware products such as disk drives, and currency exchange-rate fluctuations.
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Gross Margin %
 Three Months Ended September 30, 2011 and 2010  Nine Months Ended September 30, 2011 and 2010

 
2011 Gross
Margin %  

Increase
(Decrease)
In Gross

Margin %  
2010 Gross
Margin %  

2011 Gross
Margin %  

Increase
(Decrease)
In Gross

Margin %  
2010 Gross
Margin %

Products 54.5%  2.5%  52.0%  52.9%  1.6%  51.3%
Services 50.1%  (3.9%)  54.0%  51.0%  (1.0%)  52.0%
            
Total 53.2%  1.3%  51.9%  52.1%  1.3%  50.8%

For the three- and nine-month periods ended September 30, 2011, decreased products costs in both periods, as well as increased revenues in the nine-month
period, resulted in improved products gross margin percentage compared to the same periods in 2010. Gross margins for both 2011 periods also benefited from
favorable currency exchange rates. Increased revenues from higher-margin products such as Avid Studio, Media Composer software and Pro Tools software were
a factor in our improved margins for the nine-month period. The gross margin percentage for the nine-month period was negatively impacted by certain unusual
charges recorded in the 2011 period, including a charge related to a change in our third-party logistics provider in North America.

The decreases in services gross margin percentage for the three- and nine-month periods were the largely result of increased costs to provide professional services
during the 2011 periods. The professional services costs for the 2011 periods included loss provisions related to professional services contracts assumed as part of
a 2010 acquisition.

 
OPERATING EXPENSES AND OPERATING LOSS

Operating Expenses and Operating Loss for the Three Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011

Expenses  
Change

 
2010

Expenses  $ %
Research and development expenses $ 28,960  $ 31 0.1%  $ 28,929  
Marketing and selling expenses  45,411   2,212 5.1%   43,199  
General and administrative expenses  13,240   (6,458) (32.8%)   19,698  
Amortization of intangible assets  2,159   (124) (5.4%)   2,283  
Restructuring and other costs, net  2,707   2,522 (1363.2%)   185  
Gain on sales of assets  —   1,527 100.0%   (1,527)  
    Total operating expenses $ 92,477  $ (290) (0.3%)  $ 92,767  
           
Operating loss $ (4,742)  $ (2,326) (32.9%)  $ (7,068)  

Operating Expenses and Operating Loss for the Nine Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011

Expenses  
Change

 
2010

Expenses  $ %
Research and development expenses $ 89,386  $ 38 0.0%  $ 89,348  
Marketing and selling expenses  136,273   6,854 5.3%   129,419  
General and administrative expenses  43,458   (4,721) (9.8%)   48,179  
Amortization of intangible assets  6,465   (1,092) (14.5%)   7,557  
Restructuring and other costs, net  328   (5,204) (94.1%)   5,532  
Loss (gain) on sales of assets  597   2,124 139.1%   (1,527)  
    Total operating expenses $ 276,507  $ (2,001) (0.7%)  $ 278,508  
           
Operating loss $ (19,770)  $ (13,120) (39.9%)  $ (32,890)  

 
35



 

Research and Development

Research and development, or R&D, expenses include costs associated with the development of new products and the enhancement of existing products, and
consist primarily of employee salaries and benefits; facilities costs; depreciation; costs for consulting and temporary employees; and prototype and other
development expenses.

Year-Over-Year Change in Research and Development Expenses for the Three and Nine Months Ended September 30, 2011
(dollars in thousands)

 

Three Months Ended
September 30, 2011 (Decrease)

Increase From 2010 Period  

Nine Months Ended
September 30, 2011 (Decrease)

Increase From 2010 Period
 $ %  $ %
Personnel-related expenses $ (590) (3.3%)  $ (3,848) (6.6%)
Consulting and outside services expenses  499 12.6%   2,004  18.4%  
Computer hardware and supplies expenses  627 83.5%   1,709 78.5% 
Facilities and information technology infrastructure costs  45  (1.0%)   835  6.1% 
Other expenses  (550) (32.2%)   (662) (15.5%)
    Total research and development expenses increase $ 31  0.1%  $ 38  0.0% 

The decreases in personnel-related expenses and the partially offsetting increases in consulting and outside services costs for both 2011 periods primarily resulted
from our increased use of offshore third-party development resources. The increases in computer hardware and supplies expenses for both periods and the
increase in facilities and information technology infrastructure costs expenses for the nine-month period were related to new product development initiatives
started in 2010 and the first quarter of 2011. R&D expenses as a percentage of revenues were 17.6% and 18.1% for the three- and nine-month periods ended
September 30, 2011, respectively, compared to 17.5% and 18.5% in the same 2010 periods. These changes were primarily the result of the decrease and increase
in revenues for the three- and nine-month periods, respectively, on relatively unchanged R&D expenses.

Marketing and Selling

Marketing and selling expenses consist primarily of employee salaries and benefits for selling, marketing and pre-sales customer support personnel; commissions;
travel expenses; advertising and promotional expenses; and facilities costs.

Year-Over-Year Change in Marketing and Selling Expenses for the Three and Nine Months Ended September 30, 2011
(dollars in thousands)

 

Three Months Ended
September 30, 2011 Increase
(Decrease) From 2010 Period  

Nine Months Ended
September 30, 2011 Increase
(Decrease) From 2010 Period

 $ %  $ %
Consulting and outside services $ 3,241 109.7%  $ 5,669 61.1%
Tradeshow and other promotional expenses  32 0.9%   2,320 25.4%
Personnel related expenses  1,789 4.7%   2,629 2.2%
Bad debt expenses  (220) (74.4%)   249 87.2%
Facilities and information technology infrastructure costs  (662) (7.4%)   (1,543) (6.0%)
Foreign exchange gains  (795) (236.7%)   (1,054) (1916.4%)
Other expenses  (1,173) (10.8%)   (1,416) (4.1%)
    Total marketing and selling expenses increase $ 2,212 5.1%  $ 6,854 5.3%
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The higher consulting and outside services costs and personnel-related expenses for both 2011 periods and increased tradeshow and other promotional expenses in
the nine-month period resulted from our increased investment in marketing activities designed to capture incremental revenues, while the increase in bad debt
expenses for the nine-month period was largely the result of allowances required for write-offs recorded during the first and second quarters of 2011. During the
nine months ended September 30, 2011, net foreign exchange gains (specifically, foreign exchange transaction and remeasurement gains and losses on net
monetary assets denominated in foreign currencies, offset by non-designated foreign currency hedging gains and losses), which are included in marketing and
selling expenses, were $1.0 million, compared to losses of $0.1 million in the 2010 period, resulting in a $1.1 million change in the offset to expense. The
decreases in facilities and information technology infrastructure costs for both 2011 periods were largely the result of our continued efforts to reduce overhead,
while the decreases in other expenses for both 2011 periods were primarily related to increased services costs that are billable to customers and, therefore,
allocated to cost of services. Marketing and selling expenses as a percentage of revenues increased to 27.5% and 27.7% for the three- and nine-month periods
ended September 30, 2011, respectively, from 26.2% and 26.8% for the same 2010 periods, primarily as a result of the increased marketing investments in the
2011 periods as described above.

General and Administrative

General and administrative expenses consist primarily of employee salaries and benefits for administrative, executive, finance and legal personnel; audit, legal
and strategic consulting fees; and insurance, information systems and facilities costs. Information systems and facilities costs reported within general and
administrative expenses are net of allocations to other expenses categories.

Year-Over-Year Change in General and Administrative Expenses for the Three and Nine Months Ended September 30, 2011
(dollars in thousands)

 

Three Months Ended
September 30, 2011 Increase
(Decrease) From 2010 Period  

Nine Months Ended
September 30, 2011 Increase
(Decrease) From 2010 Period

 $ %  $ %
Personnel-related expenses $ (309) (4.1%)  $ 1,367 6.0%
Consulting and outside services expenses  (82) (13.2%)   720 47.9%
Legal settlement expenses and mergers and acquisitions costs  (5,492) (97.1%)   (5,869) (91.3%)
Facilities and information technology infrastructure costs  (228) (7.6%)   (374) (4.3%)
Other expenses  (347) (12.0%)   (565) (6.5%)
    Total general and administrative expenses increase $ (6,458) (32.8%)  $ (4,721) (9.8%)

The higher personnel-related expenses for the nine-month period was largely the result of increased stock-based compensation expenses recorded during the first
half of 2011, while the increased consulting and outside services costs were primarily the result of recruiting costs related to our business realignment initiated in
the fourth quarter of 2010. The decrease in legal settlement expenses and mergers and acquisitions costs for both 2011 periods was primarily the result of a $5.6
million legal settlement agreement reached during the third quarter of 2010. The lower facilities and information technology infrastructure costs for both 2011
periods were primarily the result of our continued efforts to reduce overhead. General and administrative expenses as a percentage of revenues decreased to 8.0%
and 8.8%, respectively, for the three- and nine-month periods ended September 30, 2011 from 11.9% and 10.0%, respectively, for the 2010 periods, largely as a
result of the large legal settlement in the 2010 periods.

Amortization of Intangible Assets

Intangible assets result from acquisitions and include developed technology, customer-related intangibles, trade names and other identifiable intangible assets with
finite lives. With the exception of developed technology, these intangible assets are amortized using the straight-line method. Developed technology is amortized
over the greater of (1) the amount calculated using the ratio of current quarter revenues to the total of current quarter and anticipated future revenues over the
estimated useful life of the developed technology, and (2) the straight-line method over each developed technology’s remaining useful life. Amortization of
developed technology is recorded within cost of revenues. Amortization of customer-related intangibles, trade names and other identifiable intangible assets is
recorded within operating expenses.
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Year-Over-Year Change in Amortization of Intangible Assets for the Three and Nine Months Ended September 30, 2011
(dollars in thousands)

 

Three Months Ended
September 30, 2011 Decrease

From 2010 Period  

Nine Months Ended
September 30, 2011 Decrease

From 2010 Period
 $ %  $ %
Amortization of intangible assets recorded in cost of revenues $ (60)  (8.1%)  $ (621)  (23.4%)
Amortization of intangible assets recorded in operating expenses  (124)  (5.4%)   (1,092)  (14.5%)
    Total amortization of intangible assets decrease $ (184)  (6.1%)  $ (1,713)  (16.8%)

The decreases in amortization of intangible assets recorded in cost of revenues during the three- and nine-month periods ended September 30, 2011, compared to
the same 2010 periods, were primarily the result of the completion during 2010 of the amortization of developed technologies related to our 2006 acquisition of
Sibelius. The decreases in amortization recorded in operating expenses for the same periods were primarily the result the completion during 2010 of the
amortization of intangible assets related to our past acquisitions of M-Audio, Pinnacle and MaxT. The decreases for the nine-month period were partially offset by
higher amortization in the 2011 period related to our April 2010 acquisition of Euphonix.

Restructuring and Other Costs, Net

 2011 Restructuring Plan

On October 26, 2011, we committed to a restructuring plan, or the 2011 Plan, intended to improve operational efficiencies. Actions under the 2011 Plan include a
reduction in force of approximately 10% of our workforce and the closure of our facility in Irwindale, CA. In connection with the restructuring, we intend to
allocate additional resources to areas we believe have better opportunity for growth. Under the 2011 Plan, we expect to incur total expenses related to termination
benefits and facility costs of $10 million to $11 million, all of which represent cash expenditures. We expect to record the majority of these charges during the
quarter ending December 31, 2011 and anticipate that we will complete all actions under the 2011 Plan prior to June 30, 2012. During the third quarter of 2011,
we recorded restructuring charges of $0.6 million for severance costs related to the 2011 Plan. At September 30, 2011, the balance of the severance charges
related to the 2011 Plan was not estimable.

 2010 Restructuring Plans

In December 2010, we initiated a worldwide restructuring plan, or the 2010 Plan, designed to better align financial and human resources in accordance with its
strategic plans for the upcoming fiscal year. In connection with the restructuring, we eliminated positions that were in lower growth geographies and markets and
reinvested in more strategic areas with greater opportunity for growth. The 2010 Plan also called for streamlining internal operations while making key
investments in organizational efficiencies and to close portions of certain office facilities. During the fourth quarter of 2010, we recorded total restructuring
charges of $13.1 million related to severance costs for the elimination of 145 positions and the partial closure of a facility. During the first nine months of 2011,
we revised our previously recorded estimates of severance costs resulting in a restructuring benefit of $3.9 million and recorded facilities restructuring charges of
approximately $1.0 million related to the closure of a facility in Germany, which included non-cash amounts totaling $0.1 million for fixed asset write offs, and
$0.2 million for revised estimates of the costs associated with previously closed facilities. The severance revisions primarily resulted from the final severance
negotiations for certain European employees, as well as the transferring of certain employees into alternative positions at Avid. To date, total restructuring charges
of approximately $10 million have been recorded under the 2010 Plan, and no further restructuring actions are anticipated under this plan.

In the second quarter of 2010, we also initiated acquisition-related restructuring actions that resulted in restructuring charges of $1.8 million for the severance
costs for 24 former Euphonix employees and the closure of three Euphonix facilities. During the first nine months of 2011, we recorded additional restructuring
charges of approximately $0.2 million primarily resulting from revised estimates for the write-off of fixed assets related to the facilities closures. No further
restructuring actions are anticipated under this plan.
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2008 Restructuring Plan

In October 2008, we initiated a company-wide restructuring plan, or the 2008 Plan, that included a reduction in force of approximately 500 positions, including
employees related to product line divestitures, and the closure of all or parts of some facilities worldwide. The 2008 Plan was intended to improve operational
efficiencies and bring costs in line with expected revenues. In connection with the 2008 Plan, during the fourth quarter of 2008 we recorded restructuring charges
of $20.4 million related to employee termination costs, $0.5 million for the closure of three small facilities and $1.9 million in cost of revenues related to the
write-down of inventory for a divested product line.

During 2009 and 2010, we recorded additional restructuring charges of $30.0 million related to the 2008 Plan, including new restructuring charges of $14.8
million related to employee termination costs for approximately 320 additional employees; $12.3 million related to the closure of all or part of fifteen facilities;
$0.8 million, recorded in cost of revenues, related to a write-down of inventory; and $2.1 million for revisions to previous estimates. The charges resulting from
the reduction in force of 320 additional employees were recorded in the third and fourth quarters of 2009 and were primarily the result of the expanded use of
offshore development resources for R&D projects and our desire to better align our 2010 cost structure with revenue expectations.

During the first nine months of 2011, we recorded restructuring charges of $2.2 million related to the 2008 Plan for revised estimates of the costs associated with
previously closed facilities.

No additional actions are expected to take place under the 2008 Plan. To date, restructuring charges of approximately $55 million have been recorded under the
2008 Plan.

Restructuring and Other Costs Summary

For the three- and nine-month periods ended September 30, 2010, also included in our results of operations under the caption “restructuring and other costs, net”
were costs of $3.7 million related to the exit from our Tewksbury, Massachusetts headquarters lease. The following table summarizes our restructuring and other
costs for the three and nine months ended September 30, 2011 and 2010 (in thousands):

 
 Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2011   2010  2011   2010
Non-acquisition-related restructuring charges  $ 2,707   $ 127  $ 175   $ 955 
Acquisition-related restructuring charges   —    104   153    829 
Tewksbury facility exit costs   —    (46)   —    3,748 

Restructuring and other costs, net  $ 2,707   $ 185  $ 328   $ 5,532 

Gain (Loss) on Sales of Assets

During the second quarter of 2011, we recorded a loss on the sales of assets of $0.6 million resulting from the write-off of receivables related to the sale of
inventory related to our 2008 divestiture of the PCTV product line.

During the third quarter of 2010, we recorded a gain on the sales of assets of $1.5 million. $1.0 million of the gain related to our sale of certain intangible assets
and $0.5 million related to our sale of PCTV inventory to the purchaser of the PCTV product line.

 
39



 

 
INTEREST AND OTHER INCOME (EXPENSE), NET

Interest and other income (expense), net, generally consists of interest income and interest expense.

Interest and Other Income (Expense) for the Three Months Ended September 30, 2011 and 2010
(dollars in thousands)

 

2011
Income

(Expense)  

Change

 

2010
Income

(Expense)$ %
Interest income $ 10  $ (72) (87.8%)  $ 82  
Interest expense  (556)   (381) 217.7%   (175) 
Other income (expense), net  43   (20) (31.7%)   63  
    Total interest and other income (expense), net $ (503)  $ (473) (1576.7%)  $ (30)  

Interest and Other Income (Expense) for the Nine Months Ended September 30, 2011 and 2010
(dollars in thousands)

 

2011
Income

(Expense)  

Change

 

2010
Income

(Expense)$ %
Interest income $ 78  $ (144)  (64.9%)  $ 222  
Interest expense  (1,695)   (1,059) 166.5%   (636) 
Other income (expense), net  46   (236) (83.7%)   282  
    Total interest and other income (expense), net $ (1,571)  $ (1,439) (1090.2%)  $ (132)  

The changes in total interest and other income (expense), net for the three- and nine-month periods ended September 30, 2011, compared to the same 2010
periods, were primarily the result of increased interest expense related to our revolving credit facilities. We expect our interest expense to increase for the
remainder of 2011, compared to 2010, as a result of the costs of our credit facilities. The magnitude of the increase will largely depend on the level of our
borrowings.

 
PROVISION FOR INCOME TAXES, NET

Provision for Income Taxes, Net for the Three Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011

Provision  
Change

 
2010

Provision  $ %
Provision for income taxes, net $ 2,774  $ (123) (4.2%)  $ 2,897  

Provision for Income Taxes, Net for the Nine Months Ended September 30, 2011 and 2010
(dollars in thousands)

 
2011

Provision  
Change

 
2010

Provision  $ %
Provision for income taxes, net $ 3,657  $ 296 8.8%  $ 3,361  

Our effective tax rate, which represents our tax provision as a percentage of loss before tax, was 17% and 10%, respectively, for the nine months ended September
30, 2011 and 2010. Although we reported worldwide pre-tax losses for both nine-month periods, we generated taxable profits in certain foreign jurisdictions. Our
tax provision is primarily attributable to taxes payable on the income earned by these profitable foreign subsidiaries. The increases in both our tax provision and
effective tax rate for the 2011 period were primarily the result of changes in the jurisdictional mix of earnings and fewer favorable discrete tax benefits for the
nine-month period ended September 30, 2011, compared to the same period in 2010. Contributing to the increases were favorable discrete tax benefits of $1.1
million from the release of tax reserves and a valuation allowance, as well as favorable provision to return adjustments recorded during the nine-month period
ended September 30, 2010, compared to a discrete tax charge of $0.6 million related to a tax reserve established for a position taken in a prior period recorded
during the nine-month period ended September 30, 2011. No benefit is provided for losses generated in the United States due to the full valuation allowance on
our U.S. deferred tax assets. Additionally, no benefit is provided for losses generated in certain foreign jurisdictions.
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The tax rate in each period is affected by net changes in the valuation allowance against our deferred tax assets. Excluding the impact of our valuation allowance,
our effective tax rates would have been 12% and 36%, respectively, for the nine-month periods ended September 30, 2011 and 2010. These rates differ from the
Federal statutory rate of 35% primarily due to the mix of income and losses in foreign jurisdictions, which have tax rates that differ from the statutory rate.

We have significant net deferred tax assets as a result of tax credits and operating loss carryforwards. The realization of the net deferred tax assets is dependent
upon the generation of sufficient future taxable income in the applicable tax jurisdictions. We regularly review our deferred tax assets for recoverability with
consideration for such factors as historical losses, projected future taxable income and the expected timing of the reversals of existing temporary differences.
FASB ASC Topic 740, Income Taxes, requires us to record a valuation allowance when it is more likely than not that some portion or all of the deferred tax assets
will not be realized. Based on our level of deferred tax assets at September 30, 2011 and our level of historical U.S. losses, we have determined that the
uncertainty regarding the realization of these assets is sufficient to warrant the need for a full valuation allowance against our U.S. net deferred tax assets. We
have also determined that a valuation allowance is warranted on a portion of our foreign deferred tax assets.

 
LIQUIDITY AND CAPITAL RESOURCES

Liquidity and Sources of Cash

We have generally funded our operations in recent years through the use of existing cash balances, which we have supplemented in recent quarters with
borrowings under our credit facilities. At September 30, 2011 and December 31, 2010, our principal sources of liquidity included cash and cash equivalents
totaling $33.7 million and $42.8 million, respectively, and available borrowings under our credit facilities as discussed below.

On October 1, 2010, we entered into a Credit Agreement with Wells Fargo Capital Finance LLC, or Wells Fargo, which established two revolving credit facilities
with combined maximum borrowings of up to $60 million. The actual amount of credit available to us will vary depending upon changes in the level of the
respective accounts receivable and inventory, and is subject to other terms and conditions which are more specifically described in the Credit Agreement. The
credit facilities have a maturity date of October 1, 2014, at which time Wells Fargo’s commitments to provide additional credit shall be terminated and all
outstanding borrowings must be repaid. Prior to the maturity of the credit facilities, any amounts borrowed may be repaid and, subject to the terms and conditions
of the Credit Agreement, reborrowed in whole or in part without penalty.

The Credit Agreement contains customary representations and warranties, covenants, mandatory prepayments, and events of default under which our payment
obligations may be accelerated, including guarantees and liens on substantially all of our assets to secure their obligations under the Credit Agreement. The Credit
Agreement requires that Avid Technology, Inc., our parent company, maintain liquidity (comprised of unused availability under its portion of the credit facilities
plus certain unrestricted cash and cash equivalents) of $10 million, at least $5 million of which must be from unused availability under its portion of the credit
facilities, and our subsidiary, Avid Technology International B.V., or Avid Europe, is required to maintain liquidity (comprised of unused availability under the
Avid Europe portion of the credit facilities plus certain unrestricted cash and cash equivalents) of $5 million, at least $2.5 million of which must be from unused
availability under the Avid Europe portion of the credit facilities. Interest accrues on outstanding borrowings under the credit facilities at a rate of either LIBOR
plus 2.75% or a base rate (as defined in the Credit Agreement) plus 1.75%, at the option of Avid Technology, Inc. or Avid Europe, as applicable. We must also
pay Wells Fargo a monthly unused line fee at a rate of 0.625% per annum.

During the first nine months of 2011, our U.S. operations borrowed funds under our revolving credit facilities to meet short-term cash requirements, of which
$13.0 million was outstanding at September 30, 2011 and the date of this report. The weighted-average interest rate on the outstanding balance at September 30,
2011 was 3.02%. At September 30, 2011, we were in compliance with all debt agreement covenants, and Avid Technology, Inc. and Avid Europe had additional
available borrowings under the credit facilities of approximately $18.2 million and $17.1 million, respectively, after taking into consideration the related liquidity
covenant. Although we expect our net cash balance to increase during the fourth quarter of 2011, we may borrow against the line of credit above the current
outstanding borrowings to cover cash requirements as may be required to meet the short-term funding needs of the business.
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Our cash requirements vary depending on factors such as the growth of our business, changes in working capital, capital expenditures, our acquisition of
businesses or technologies and obligations under restructuring programs. We believe that we have sufficient cash, cash equivalents, funds generated from
operations and funds available under the credit facilities to meet our operational and strategic objectives for at least the next twelve months.

The following table summarizes our cash flows for the nine months ended September 30, 2011 and 2010 (in thousands):

  Nine Months Ended September 30,
  2011   2010
Net cash used in operating activities  $ (13,557)   $ (20,554 )
Net cash used in investing activities   (9,831)    (34,661 )
Net cash provided by (used in) financing activities   14,753    (61 )
Effect of foreign currency exchange rates on cash and cash equivalents   (495)    (1,880 )
Net decrease in cash and cash equivalents  $ (9,130)   $ (57,156 )

Cash Flows from Operating Activities

For the nine months ended September 30, 2011, net cash used in operating activities primarily reflected changes in working capital items, in particular an increase
in inventories and decreases in accounts payable and accrued liabilities, partially offset by an increase in deferred revenues. These changes were also partially
offset by the positive impact of our net loss after adjustment for non-cash items, in particular depreciation and amortization and stock-based compensation
expense. For the nine months ended September 30, 2010, net cash used in operating activities primarily reflected changes in working capital items, in particular a
decrease in accrued liabilities and an increase in inventories, partially offset by an increase in accounts payable.

Accounts receivable decreased by $8.3 million to $92.9 million at September 30, 2011 from $101.2 million at December 31, 2010. These balances are net of
allowances for sales returns, bad debts and customer rebates, all of which we estimate and record based primarily on historical experience. Days sales outstanding
in accounts receivable, or DSO, was 51 days at September 30, 2011, compared to 47 days at December 31, 2010. Our accounts receivable aging at September 30,
2011 is within historical ranges, and we believe the increase in our DSO is the result of the timing of revenue recognition and customer receipts, as well as the
impact of foreign currency translation on our accounts receivables balances.

Inventories increased by $17.7 million to $126.0 million at September 30, 2011 from $108.4 million at December 31, 2010. These balances included stockroom,
spares and demonstration equipment inventories at various locations, as well as inventory at customer sites related to shipments for which we had not yet
recognized revenue. The increase in inventories at September 30, 2011 was the result of increased stocking levels during the first half of 2011 related to lower
than expected revenues, as well as a buildup of inventory related to new product introductions. During parts of 2010, we experienced certain supply chain
shortages that impacted our ability to meet the demand for certain of our products. Based on our current product forecasts, we believe we will be able to meet
product demand for the remainder of 2011, including demand for our products using components sourced from suppliers impacted by the recent flooding in
Thailand, based on our current inventory levels and anticipated component purchases. Our inventories decreased during the third quarter of 2011, and we expect
the levels to decrease modestly during the fourth quarter of 2011 as we continue to work to better optimize our supply chain. We review all inventory balances
regularly for excess quantities or potential obsolescence and make appropriate adjustments as needed to write down the inventories to reflect their estimated
realizable value. We source inventory products and components pursuant to purchase orders placed from time to time.
 
Accounts payable decreased by $12.3 million to $35.1 million at September 30, 2011 from $47.3 million at December 31, 2010. This decrease is primarily the
result of the timing of cash payments to our vendors.
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Accrued liabilities, including accrued payroll and benefits, decreased by $21.3 million to $60.8 million at September 30, 2011 from $82.1 million at December
31, 2010. This decrease in accrued liabilities was largely the result of decreased accruals for payroll and other compensation, primarily due to the payment in 2011
of 2010 bonuses accrued at December 31, 2010, and payment in 2011 for restructuring-related obligations incurred in connection with restructuring activities
during 2010 and prior periods. At September 30, 2011, we had restructuring accruals of $1.7 million and $7.5 million related to severance and lease obligations,
respectively, including $4.0 million in lease obligations recorded as long-term liabilities. Our future cash obligations for leases for which we have vacated the
underlying facilities totaled approximately $10.7 million at September 30, 2011. The lease accruals represent the present value of the excess of our lease
commitments on the vacated space over expected payments to be received on subleases of the relevant facilities. The lease payments will be made over the
remaining terms of the leases, which have varying expiration dates through 2017, unless we are able to negotiate earlier terminations. The severance payments
will be made during the next twelve months. Cash payments resulting from restructuring obligations totaled approximately $10.4 million during the first nine
months of 2011. All payments related to restructuring actions are expected to be funded through working capital. See Note 14 of the unaudited condensed
consolidated financial statements in Item 1 of this report for the restructuring costs and accruals activity for the nine months ended September 30, 2011.

Deferred revenues, including long-term amounts, increased by $16.5 million to $66.0 million at September 30, 2011, from $49.5 million at December 31, 2010.
This increase was largely the result of an increase in deferrals related to maintenance obligations, resulting from an increase in new maintenance contracts,
improved renewal rates for existing contracts and the timing of contract renewals, as well as deferrals for other maintenance obligations. Deferrals related to large
deals for which revenue will be recognized upon later delivery or upon meeting other contractual terms also increased during the first nine months of 2011.

Cash Flows from Investing Activities

For the nine months ended September 30, 2011, the net cash flow used in investing activities primarily reflected $8.9 million used for the purchase of property
and equipment. For the nine months ended September 30, 2010, the net cash flow used in investing activities primarily reflected $27.0 million paid to acquire
Blue Order and Euphonix and $25.9 million used for the purchase of property and equipment, partially offset by net proceeds of $17.4 million resulting from the
timing of the sale and purchase of marketable securities.

While our purchases of property and equipment typically consist of computer hardware and software to support our R&D activities and information systems, the
significant decrease in property and equipment purchases in the 2011 period primarily reflected our increased costs in 2010, which were not present in 2011, for
leasehold improvements, furniture and equipment associated with the relocation of our corporate offices to Burlington, Massachusetts in June 2010. During the
nine months ended September 30, 2010, leasehold improvements, furniture and equipment related to this relocation were placed in service and resulted in fixed
asset additions of approximately $31.7 million, of which $15.7 million represented cash expenditures during the period. During the same period, we wrote off
fixed assets with gross book values and net book values of approximately $22.7 million and $0.1 million, respectively, that were related to the closure of our
former headquarters facility.

Cash Flows from Financing Activities

For the nine months ended September 30, 2011, the net cash flow provided by financing activities primarily reflected borrowings under our revolving credit
facilities that had not been repaid at September 30, 2011, as well as proceeds from the issuance of common stock related to the exercise of stock options and
purchases under our employee stock purchase plan, partially offset by costs associated with tax withholding obligations related to the issuance of common stock
under the plans. During the first nine months of 2011, our U.S. operations borrowed funds under our revolving credit facilities to meet certain short-term cash
requirements, of which $13.0 million was outstanding at September 30, 2011. At September 30, 2011, we were in compliance with all debt agreement covenants,
and Avid Technology, Inc. and Avid Europe had additional available borrowings under the credit facilities of approximately $18.2 million and $17.1 million,
respectively, after taking into consideration the related liquidity covenant. For the nine months ended September 30, 2010, the cash used in financing activities
reflected costs associated with tax withholding obligations resulting from the issuance of common stock under employee stock plans, partially offset by proceeds
from the issuance of common stock under employee stock plans.
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Fair Value Measurements

We value our cash and investment instruments using quoted market prices, broker or dealer quotations, or alternative pricing sources with reasonable levels of
price transparency. See Notes 3 and 4 to our unaudited condensed consolidated financial statements included in Item 1 of this report for the disclosure of the fair
values and the inputs used to determine the fair values of our financial assets and financial liabilities.

Goodwill Impairment Testing

We perform our annual goodwill impairment analysis in the fourth quarter of each year. In accordance with ASC Subtopic 350-20, Intangibles – Goodwill and
Others – Goodwill, a two-step process is used to test for goodwill impairment. The first step determines if there is an indication of impairment by comparing the
estimated fair value of our single reporting unit to its carrying value including existing goodwill. Upon an indication of impairment from the first step, a second
step is performed to determine if goodwill impairment exists.

To estimate the fair value of our single reporting unit for step one, we utilize a combination of market and income approaches. Since we have one reporting unit,
we believes that the direct market capitalization approach, which considers our market capitalization including an implied control premium, is the most relevant
measure and is weighted most heavily. We also use other market approaches including the guideline public company market approach, under which we identify
similar public companies and derive estimated market multiples of revenue and earnings before interest, taxes, depreciation, and amortization, or EBITDA, and
apply those multiples to our historical and forecasted results to estimate the fair value of our single reporting unit, and the guideline transaction market approach,
under which we identify recent sale transactions involving similar companies and derive estimated transaction multiples of revenue and EBITDA and apply those
multiples to our historical and forecasted results to estimate the fair value of our single reporting unit. The income approaches, specifically discounted cash flow
methodologies, include assumptions for, among others, forecasted revenues, gross profit margins, operating profit margins, working capital cash flows, capital
expenditures, growth rates, income tax rates, expected tax benefits, terminal values and long term discount rates, all of which require significant judgments by
management.
 
Goodwill is also tested for impairment when events and circumstances occur that indicate that the recorded goodwill may be impaired. At September 30, 2011, as
a result of a decline in our stock price since our fourth quarter 2010 goodwill impairment testing, lower than expected year-to-date 2011 revenues and operating
results, and a reduction in forecasted 2011 results, we performed an interim step one goodwill impairment test. The interim step one test at September 30, 2011
indicated that the estimated fair value of our single reporting unit (approximately $530 million) exceeded the carrying value of $414.9 million by approximately
28%. Therefore, no goodwill impairment existed at September 30, 2011, and we were not required to perform step two. In connection with our interim goodwill
step one impairment test at September 30, 2011, we weighted the direct market capitalization approach at 67%, the income approaches at 11%, the guideline
public company market approaches at 11%, and the guideline transaction market approaches at 11%. The estimated fair value under the direct market
capitalization approach was calculated by applying control premiums of approximately 45% to our market capitalization. Our market capitalization was calculated
using the average stock price of our common stock for the 20 trading days prior to September 30, 2011 ($8.73 per share). If we used the closing stock price of our
common stock on September 30, 2011 ($7.74 per share) in the direct market capitalization approach described above and applied similar weightings described
above, the estimated fair value of our single reporting would have exceeded its carrying value by approximately 20%.

At September 30, 2011, our market capitalization based on the closing stock price of $7.74 per share at that date was approximately $298.6 million compared to
the carrying value of our single reporting unit of $414.9 million.  This implies a control premium of approximately 39%. Subsequent to September 30, 2011, the
volatility of the price of our stock has continued. On November 8, 2011, the closing price of the Company’s common stock was $7.15 per share.

We will perform our annual goodwill impairment test during the fourth quarter of 2011. Given the recent decline and continued volatility in the price of our
common stock, it is possible that we will fail the step one goodwill impairment test and will be required to perform step two of the goodwill impairment test. Step
two would require us to perform a hypothetical purchase price allocation for our single reporting unit, allocating the reporting unit’s estimated fair value to its
assets and liabilities, and to determine the implied fair value of goodwill. If the implied fair value of goodwill is less than the carrying amount of goodwill, an
impairment loss would be recognized for the difference. While we cannot make a determination at this time, it is possible that a goodwill impairment loss will be
recorded in the fourth quarter of 2011.
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RECENT ACCOUNTING PRONOUNCEMENTS

 

See Note 1 to our unaudited condensed consolidated financial statements included in Item 1 of this report for disclosure of the impact that recent accounting
pronouncements have had or may have on our consolidated financial statements.

 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK.

Foreign Currency Exchange Risk

We have significant international operations and, therefore, our revenues, earnings, cash flows and financial position are exposed to foreign currency risk from
foreign-currency-denominated receivables, payables, sales transactions and net investments in foreign operations. We derive more than half of our revenues from
customers outside the United States. This business is, for the most part, transacted through international subsidiaries and generally in the currency of the end-user
customers. Therefore, we are exposed to the risks that changes in foreign currency could adversely affect our revenues, net income and cash flow.

We may use derivatives in the form of foreign currency forward contracts to manage certain short-term exposures to fluctuations in the foreign currency exchange
rates that exist as part of our ongoing international business operations. We do not enter into any derivative instruments for trading or speculative purposes. The
success of our hedging programs depends on forecasts of transaction activity in the various currencies and contract rates versus financial statement rates. To the
extent these forecasts are overstated or understated during periods of currency volatility, we could experience unanticipated currency gains or losses.

As required by FASB ASC Topic 815, Derivatives and Hedging, we record all derivatives on the balance sheet at fair value. The accounting for changes in the
fair value of derivatives depends on the intended use of the derivative, whether we have elected to designate a derivative in a hedging relationship and apply
hedge accounting, and whether the hedging relationship has satisfied the criteria necessary to apply hedge accounting. Derivatives designated and qualifying as
hedges of the exposure to changes in the fair value of an asset, liability or firm commitment attributable to a particular risk are considered fair value hedges.
Derivatives designated and qualifying as hedges of the exposure to variability in expected future cash flows, or other types of forecasted transactions, are
considered cash flow hedges. Derivatives may also be designated as hedges of the foreign currency exposure of a net investment in a foreign operation. Hedge
accounting generally provides for the matching of the timing of gain or loss recognition on the hedging instrument with the recognition of the changes in the fair
value of the hedged asset or liability that are attributable to the hedged risk in a fair value hedge or the earnings effect of the hedged forecasted transactions in a
cash flow hedge. We may enter into derivative contracts that are intended to economically hedge certain of its risks, even though we elect not to apply hedge
accounting under ASC Topic 815.

From time to time, we may execute foreign currency forward contracts to hedge the foreign exchange currency risk associated with certain forecasted euro-
denominated sales transactions. These contracts are designated and intended to qualify as cash flow hedges under the criteria of ASC Topic 815. The effective
portion of the changes in the fair value of derivatives designated and qualifying as cash flow hedges is initially reported as a component of accumulated other
comprehensive income (loss) in stockholders’ equity and subsequently reclassified into revenues at the time the hedged transactions affect earnings. The
ineffective portion of the change in fair value is recognized directly into earnings. During the three months ended September 30, 2010, we executed forward
contracts to hedge the foreign exchange currency risk associated with its forecasted euro-denominated sales transactions for the first time. No such foreign
currency forward contracts were executed during the three- or nine-month periods ended September 30, 2011, and no such contracts existed at either September
30, 2011 or December 31, 2010.
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In an effort to hedge against the foreign exchange exposure of certain forecasted receivables, payables and cash balances, we enter into short-term foreign
currency forward contracts. There are two objectives of this foreign currency forward-contract program: (1) to offset any foreign exchange currency risk
associated with cash receipts expected to be received from our customers and cash payments expected to be made to our vendors over the next 30-day period and
(2) to offset the impact of foreign currency exchange on our net monetary assets denominated in currencies other than the functional currency of the legal entity.
These forward contracts typically mature within 30 days of execution. We record gains and losses associated with currency rate changes on these contracts in
results of operations, offsetting gains and losses on the related assets and liabilities.

At September 30, 2011, we had foreign currency forward contracts outstanding with an aggregate notional value of $58.5 million, denominated in the euro,
British pound, Japanese yen, Canadian dollar, Singapore dollar and Danish kroner, as a hedge against actual and forecasted foreign-currency-denominated
receivables, payables and cash balances. At September 30, 2011, the fair value of the foreign currency forward contracts was $3.5 million, representing a net
unrealized loss consisting of a net unrealized loss of $3.4 million from contracts that matured on, but were unsettled at, September 30, 2011, and a mark-to-market
net unrealized loss of $0.1 million from contracts with maturity dates after September 30, 2011. For the nine months ended September 30, 2011, net gains of $6
thousand resulting from forward contracts and $1.0 million of net transaction and remeasurement gains on the related assets and liabilities were included in our
marketing and selling expenses.

As it relates to our use of foreign currency forward contracts, a hypothetical 10% change in foreign currency rates would not have a material impact on our
financial position, results of operations or cash flows, assuming the above-mentioned forecasts of foreign currency exposure are accurate, because the impact on
the forward contracts as a result of a 10% change would at least partially offset the impact on the revenues and asset and liability positions of our foreign
subsidiaries.

Interest Rate Risk

At September 30, 2011, we held $33.7 million in cash and cash equivalents. Due to the short maturities on any instruments held, a hypothetical 10% increase or
decrease in interest rates would not have a material impact on our financial position, results of operations or cash flows. In 2010, we established revolving credit
facilities that allow us to borrow up to $60 million. A hypothetical 10% increase or decrease in interest rates paid on outstanding borrowings under the credit line
would not have a material impact on our financial position, results of operations or cash flows.

 
ITEM 4. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of our disclosure controls and
procedures as of September 30, 2011. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means
controls and other procedures of a company that are designed to ensure that information required to be disclosed by a company in the reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange Commission’s
rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated and communicated to the company’s management, including
its principal executive and principal financial officers, as appropriate, to allow timely decisions regarding required disclosure.

Based on the evaluation of our disclosure controls and procedures as of September 30, 2011, our chief executive officer and chief financial officer concluded that,
as of that date, our disclosure controls and procedures were effective at the reasonable assurance level.

Changes in Internal Control Over Financial Reporting

No change in our internal control over financial reporting occurred during the fiscal quarter ended September 30, 2011 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.
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Inherent Limitations of Internal Controls

Our management, including the chief executive officer and chief financial officer, does not expect that our disclosure controls or our internal control over
financial reporting will prevent or detect all error and all fraud. A control system, no matter how well designed and operated, can provide only reasonable, not
absolute, assurance that the control system’s objectives will be met. The design of any control system reflects the fact that there are limited resources, and the
benefits of controls must be considered relative to their costs. Further, because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, have been detected.
These inherent limitations include the realities that judgments in decision-making can be faulty and that breakdowns can occur due to human error or mistake.
Additionally, controls can be circumvented by collusion of two or more people. The design of any system of controls is based in part on certain assumptions about
the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions.
Projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.
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PART II.   OTHER INFORMATION

 
ITEM 1. LEGAL PROCEEDINGS.

We are involved in legal proceedings from time to time arising from the normal course of business activities, including but not limited to claims of alleged
infringement of intellectual property rights and commercial, employment, piracy prosecution and other matters. We do not believe these matters will have a
material adverse effect on our financial position, results of operations or cash flows. However, our financial position, results of operations or cash flows may be
negatively affected by the unfavorable resolution of one or more of these proceedings.
 
ITEM 1A. RISK FACTORS.

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and uncertainties described in Part I - Item 1A under the
heading “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2010 in addition to the other information included or incorporated
by reference in this quarterly report before making an investment decision regarding our common stock. If any of these risks actually occurs, our business,
financial condition or operating results would likely suffer, possibly materially, the trading price of our common stock could decline, and you could lose part or all
of your investment.

The risk factor below updates, and should be read in connection with, the risk factors and information disclosed in the Annual Report on Form 10-K for the year
ended December 31, 2010.

Our business may be adversely affected by a shortage of disk drives.

The recent flooding in Thailand has affected certain of our suppliers, which could negatively impact the supply of disk drives used in some of our products.
Disruption in supply resulting from the flooding in Thailand may result in certain of our suppliers being unable to deliver sufficient quantities of disk drives or
being unable to deliver disk drives in a timely manner. Such a shortage or delay could result in insufficient inventory of certain of our products and delays in the
manufacturing of certain of our products, which may prevent us from making scheduled shipments to customers. Our inability to make scheduled shipments could
cause us to experience a reduction in sales and related operating results and could adversely affect our relationships with existing and prospective customers. A
disk drive shortage may also increase our cost of goods sold because we may be required to pay higher prices for the drives we are able to procure. As a result,
such a shortage could adversely affect our operating results.
 
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

Issuer Purchases of Equity Securities

The following table is a summary of our stock repurchases during the three months ended September 30, 2011:

Period

 

Total Number
of Shares

Repurchased(a)  
Average Price
Paid Per Share  

Total Number of
Shares Repurchased

as Part of the
Publicly Announced

Program  

Dollar Value of
Shares That May
Yet be Purchased

Under the Program(b)
July 1 – July 31, 2011  –  $ –  –  $ 80,325,905
August 1 – August 31, 2011  –   –  –   80,325,905
September 1 – September 30, 2011  2,606   9.09  –   80,325,905
  2,606  $ 9.09  –  $ 80,325,905

(a)  In September 2011, we acquired upon surrender 2,606 shares of restricted stock from an employee to pay required withholding taxes upon the vesting of
restricted stock.

(b)  In April 2007, we initiated a stock repurchase program that ultimately authorized the repurchase of up to $200 million of our common stock through
transactions on the open market, in block trades or otherwise. At September 30, 2011, $80.3 million remained available for future stock repurchases
under the program. The stock repurchase program is funded through working capital and has no expiration date. The last repurchase of shares of our
common stock under this program was in March 2008.
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ITEM 6. EXHIBITS.

The list of exhibits, which are filed or furnished with this report or which are incorporated herein by reference, is set forth in the Exhibit Index immediately
preceding the exhibits and is incorporated herein by reference.
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SIGNATURE

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.

 AVID TECHNOLOGY, INC. 
(Registrant)

 
Date:  November 9, 2011

 
By:

 
/s/ Ken Sexton                               

  Ken Sexton
Executive Vice President, Chief Financial Officer and Chief
Administrative Officer
(Principal Financial Officer)
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EXHIBIT INDEX

      Incorporated by Reference

Exhibit
No.

 

Description

 Filed with
this Form

10-Q

 
Form or
Schedule  

SEC Filing
Date  

SEC File
Number

           
   3.1  Amended and Restated By-Laws of Avid Technology, Inc.

 
   8-K  October 21, 2011  000-21174

  10.1  Amendment No. 1 to Credit Agreement dated as of August 16, 2011, by and
among Avid Technology, Inc., Avid Technology International B.V., Pinnacle
Systems, Inc., Avid General Partner B.V., each of the lenders party thereto,
and Wells Fargo Capital Finance, LLC, as agent for the lenders.
 

 X       

  10.2#  Letter Agreement between Avid Technology, Inc. and Ronald S. Greenberg
dated September 23, 2011.
 

 X       

  31.1  Certification of Principal Executive Officer pursuant to Rules 13a-14 and
15d-14 under the Securities Exchange Act of 1934, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002
 

 X       

  31.2  Certification of Principal Financial Officer pursuant to Rules 13a-14 and
15d-14 under the Securities Exchange Act of 1934, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002
 

 X       

  32.1  Certifications pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
 

 X       

           

  101##  Interactive DATA FILES PURSUALT TO rULE 405 OF rEGUALTION s-t
 

        

__________________________________________________________________
    #  Management contract or compensatory plan identified pursuant to Item 15(a)(3)
   
  ##  To be filed via amendment.  IN ACCORDANCE WITH THE TEMPORARY HARDSHIP EXEMPTION PROVIDED BY RULE 201 OF

REGULATION S-T, THE DATE BY WHICH THE INTERACTIVE DATA FILE IS REQUIRED TO BE SUBMITTED HAS BEEN EXTENDED
BY SIX BUSINESS DAYS.
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EXHIBIT 10.1
 
 

AMENDMENT NO. 1 TO CREDIT AGREEMENT
 

AMENDMENT NO. 1 TO CREDIT AGREEMENT (this “Amendment”), dated as of August 16, 2011, by and among AVID
TECHNOLOGY, INC., a Delaware corporation (“Avid”), AVID TECHNOLOGY INTERNATIONAL B.V., a Netherlands private limited liability
company, acting through its duly established Irish branch (“Avid Ireland” and together with Avid, each individually a “Borrower” and collectively,
“Borrowers”), PINNACLE SYSTEMS, INC., a California corporation (“Pinnacle”), AVID GENERAL PARTNER B.V., a Netherlands private
limited liability company (besloten vennootschap) acting for itself and in its capacity as general partner (beherend vennoot) of Avid Technology
C.V. (“Avid GP” and together with Pinnacle, each individually a “Guarantor” and collectively, “Guarantors”), the lenders identified on the
signature pages hereto (together with their respective successors and assigns, each a “Lender” and collectively, the “Lenders”), and WELLS
FARGO CAPITAL FINANCE, LLC, a Delaware limited liability company, as agent for the Lenders (in such capacity, together with its successors
and assigns in such capacity, “Agent”).
 

W I T N E S S E T H:
 

WHEREAS, Agent, Lenders, Borrowers and Guarantors have entered into financing arrangements pursuant to which Lenders (or Agent on
behalf of Lenders) have made and provided and may hereafter make and provide loans, advances and other financial accommodations to Borrowers
as set forth in the Credit Agreement, dated October 1, 2010, by and among Agent, Lenders, Borrowers and Guarantors (as the same may hereafter
be further amended, modified, supplemented, extended, renewed, restated or replaced, the “Credit Agreement”), and the other agreements,
documents and instruments referred to therein or at any time executed and/or delivered in connection therewith or related thereto (all of the
foregoing, together with the Credit Agreement and this Amendment, as the same now exist or may hereafter be amended, modified, supplemented,
extended, renewed, restated or replaced, being collectively referred to herein as the “Loan Documents”);
 

WHEREAS, Borrowers have requested that Agent and Lenders make certain amendments to the Credit Agreement, and Agent and Lenders
are willing to make such amendments, subject to terms and conditions set forth herein; and
 

WHEREAS, by this Amendment, Borrowers, Guarantors, Agent and Lenders desire and intend to evidence such amendments;
 

NOW THEREFORE, in consideration of the foregoing, and the respective agreements and covenants contained herein, the parties hereto
agree as follows:
 

1. Definitions.
 

(a)      Interpretation.  Capitalized terms used herein which are not otherwise defined herein shall have the respective meanings
ascribed thereto in the Credit Agreement.
 
 
 

 



 
 

(b)      Amendments to Definitions.  The definition of “Interest Period” set forth in Schedule 1.1 to the Credit Agreement is
hereby amended by deleting such definition in its entirety and replacing it with the following:
 

“ ‘Interest Period’ means, with respect to each LIBOR Rate Loan, a period commencing on the date of the making of such
LIBOR Rate Loan (or the continuation of a LIBOR Rate Loan or the conversion of a Base Rate Loan to a LIBOR Rate Loan) and
ending one (1), two (2) or three (3) months thereafter; provided, however, that, (a) interest shall accrue at the applicable rate based
upon the LIBOR Rate from and including the first (1st) day of each Interest Period to, but excluding, the day on which any Interest
Period expires, (b) any Interest Period that would end on a day that is not a Business Day shall be extended to the next succeeding
Business Day unless such Business Day falls in another calendar month, in which case such Interest Period shall end on the next
preceding Business Day, (c) with respect to an Interest Period that begins on the last Business Day of a calendar month (or on a
day for which there is no numerically corresponding day in the calendar month at the end of such Interest Period), the Interest
Period shall end on the last Business Day of the calendar month that is one (1), two (2) or three (3) months after the date on which
the Interest Period began, as applicable, and (d) Borrowers may not elect an Interest Period which will end after the Maturity
Date.”

 
2. Exhibits to Credit Agreement.  Exhibit L-1 to the Credit Agreement is hereby deleted in its entirety and replaced with the form

attached hereto as Annex A.
 

3. Conditions Precedent.  This Amendment shall become effective on the first date upon which each of the following conditions
precedent has been satisfied in a manner satisfactory to Agent:
 

(a) Agent shall have received this Amendment, duly authorized, executed and delivered by Borrowers, Guarantors and the
Required Lenders; and
 

(b) on the date of this Amendment and after giving effect hereto, no Default or Event of Default shall exist or shall have occurred
and be continuing.
 

4. Representations, Warranties and Covenants.  Each Borrower and Guarantor hereby represents and warrants to the Lender Group the
following (which shall survive the execution and delivery of this Amendment), the truth and accuracy of which representations and warranties are a
continuing condition of the making of Advances and providing Letters of Credit to Borrowers:
 

(a) each Loan Party (i) is duly organized and existing and in good standing (or the applicable equivalent under local law) under
the laws of the jurisdiction of its organization, and in the case of Avid Ireland, is a duly established branch of a Netherlands private limited liability
company pursuant to and in accordance with the European Communities (Branch Disclosures) Regulations 1993 of Ireland, (ii) is qualified to do
business in any state or other jurisdiction where the failure to be so qualified could reasonably be expected to result in a Material Adverse Change,
and (iii) has all requisite power and authority to own and operate its

 
 

 



 
 
properties, to carry on its business as now conducted and as proposed to be conducted, to enter into this Amendment and to carry out the
transactions contemplated hereby.
 

(b) this Amendment has been duly executed and delivered by each Loan Party and is the legally valid and binding obligation of
such Loan Party, enforceable against such Loan Party in accordance with its terms, except as enforcement may be limited by equitable principles or
by bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or limiting creditors’ rights generally;
 

(c) the execution, delivery, and performance by each Loan Party of this Amendment has been duly authorized by all necessary
action on the part of such Loan Party;
 

(d) as to each Loan Party, the execution, delivery, and performance by such Loan Party of this Amendment do not and will not (i)
violate any material provision of federal, state, or local law or regulation applicable to such Loan Party, the Governing Documents of such Loan
Party, or any order, judgment, or decree of any court or other Governmental Authority binding on such Loan Party, (ii) conflict with, result in a
breach of, or constitute (with due notice or lapse of time or both) a default under any Material Contract of such Loan Party except to the extent that
any such conflict, breach or default could not individually or in the aggregate reasonably be expected to have a Material Adverse Change, (iii)
result in or require the creation or imposition of any Lien of any nature whatsoever upon any assets of such Loan Party, other than Permitted Liens,
or (iv) require any approval of such Loan Party’s interestholders or any approval or consent of any Person under any Material Contract of such
Loan Party, other than consents or approvals that have been obtained and that are still in force and effect and except, in the case of Material
Contracts, for consents or approvals, the failure to obtain could not individually or in the aggregate reasonably be expected to cause a Material
Adverse Change;
 

(e) the execution, delivery, and performance by each Loan Party of this Amendment and the consummation of the transactions
contemplated hereby do not and will not require any registration with, consent, or approval of, or notice to, or other action with or by, any
Governmental Authority, other than registrations, consents, approvals, notices, or other actions that have been obtained and that are still in force
and effect;
 

(f) the representations and warranties of the Loan Parties contained in the Credit Agreement and the other Loan Documents are
true and correct in all material respects (except, that, such materiality qualifier shall not be applicable to any representations and warranties that
already are qualified or modified by materiality in the text thereof) on and as of the date hereof as though made on and as of the date hereof (except
to the extent that such representations and warranties relate solely to an earlier date); and
 

(g) as of the date hereof, no Default or Event of Default exists or has occurred and is continuing.
 

5. Effect of this Agreement.  Except as expressly amended pursuant hereto, no other changes, waivers or modifications to the Loan
Documents are intended or implied, and in all other respects the Loan Documents are hereby specifically ratified and confirmed by all parties
hereto as of the date hereof.  To the extent that any provision of the Credit Agreement or any of

 
 

 



 
 
the other Loan Documents are inconsistent with the provisions of this Amendment, the provisions of this Amendment shall control.
 

6. Further Assurances.  Borrowers and Guarantors shall execute and deliver such additional documents and take such additional action as
may be reasonably requested by Agent to effectuate the provisions and purposes hereof.
 

7. Governing Law.  The validity of this Amendment, the construction, interpretation and enforcement hereof, and the rights of the parties
hereto with respect to all matters arising hereunder or related hereto shall be determined under, governed by, and construed in accordance with the
laws of the State of New York but excluding any principles of conflicts of law or other rule of law that would cause the application of the law of
any jurisdiction other than the laws of the State of New York.
 

8. Binding Effect.  This Amendment shall bind and inure to the benefit of the respective successors and assigns of each of the parties
hereto.
 

9. Counterparts; Electronic Execution.  This Amendment may be executed in any number of counterparts and by different parties on
separate counterparts, each of which, when executed and delivered, shall be deemed to be an original, and all of which, when taken together, shall
constitute but one and the same agreement.  Delivery of an executed counterpart of this Amendment by telefacsimile or other electronic method of
transmission shall be equally as effective as delivery of an original executed counterpart of this Amendment.  Any party delivering an executed
counterpart of this Amendment by telefacsimile or other electronic method of transmission also shall deliver an original executed counterpart of
this Amendment but the failure to deliver an original executed counterpart shall not affect the validity, enforceability, and binding effect of this
Amendment.
 
 
 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]

 
 



 

IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be executed on the day and year first above written.
 
 BORROWERS:
 
 AVID TECHNOLOGY, INC.
 
 By: /s/ Ken Sexton
 Name: Ken Sexton
 Title: Chief Financial Officer
 
 AVID TECHNOLOGY INTERNATIONAL B.V.
 
 By: /s/ Ken Sexton
 Name: Ken Sexton
 Title: Managing Director
 
 GUARANTORS:
 
 PINNACLE SYSTEMS, INC.
 
 By: /s/ Ken Sexton
 Name: Ken Sexton
 Title: President
 
 AVID GENERAL PARTNER B.V. acting for itself and in its capacity of general partner (beherend vennoot) of

Avid Technology C.V.
 
 By: /s/ Ken Sexton
 Name: Ken Sexton
 Title: Managing Director
 
 AGENT:
 
 WELLS FARGO CAPITAL FINANCE, LLC, as Agent
 
 By: /s/ Marc E. Swartz
 Name: Marc E. Swartz
 Title: SVP
 
 LENDERS:
 
 WELLS FARGO CAPITAL FINANCE, LLC, as a Lender
 
 By: /s/ Marc E. Swartz
 Name: Marc E. Swartz
 Title: SVP

 
 



 

Annex A
 

EXHIBIT L-1
to

CREDIT AGREEMENT
 

Form of LIBOR Notice
 

[Date]
 
 
Wells Fargo Capital Finance, LLC, as Agent
as Agent under the Credit Agreement referenced below
One Boston Place, 18th Floor
Boston, Massachusetts  02102
Attention:  Portfolio Manager
 
Ladies and Gentlemen:
 

Reference is hereby made to that certain Credit Agreement, dated October 1, 2010 (as the same now exists or may hereafter be amended,
amended and restated, modified, supplemented, extended, renewed, restated or replaced, the “Credit Agreement”), by and among AVID
TECHNOLOGY, INC., a Delaware corporation (“Avid”), AVID TECHNOLOGY INTERNATIONAL B.V., a Netherlands private limited liability
company, acting through its duly established Irish branch (“Avid Ireland”; and together with Avid, each individually a “Borrower” and collectively,
“Borrowers”), PINNACLE SYSTEMS, INC., a California corporation (“Pinnacle”), AVID GENERAL PARTNER B.V., a Netherlands private
limited liability company (“Avid GP; and together with Pinnacle, each individually a “Guarantor” and collectively, “Guarantors”), the parties to the
Credit Agreement as lenders (individually, each a “Lender” and collectively, “Lenders”), and Wells Fargo Capital Finance, LLC, a Delaware
limited liability company, in its capacity as agent (in such capacity, together with its successors and assigns, “Agent”) pursuant to the Credit
Agreement for the Lender Group and the Bank Product Providers (as each such term is defined in the Credit Agreement).  Capitalized terms used
herein but not specifically defined herein shall have the meanings ascribed to them in the Credit Agreement.
 

This LIBOR Notice represents the undersigned Administrative Loan Party’s request to elect the LIBOR Option with respect to (check one
only):
 

[__]  A Borrowing
 

[__]  A Conversion or Continuation of Advances
 
on ___________________ (a Business Day) in the amount of $________ with an Interest Period of [1] [2] [3] month[s] for [name of relevant
Borrower].
 
 
 

 



 
 
The undersigned Administrative Loan Party represents and warrants that (i) as of the date hereof, each representation or warranty contained

in or pursuant to any Loan Document or any agreement, instrument, certificate, document or other writing furnished at any time under or in
connection with any Loan Document, and as of the effective date of any advance, continuation or conversion requested above, each representation
or warranty contained in or pursuant to any Loan Document is and shall be true and correct in all material respects (except to the extent any
representation or warranty expressly related to an earlier date), (ii) each of the covenants and agreements contained in any Loan Document have
been performed (to the extent required to be performed on or before the date hereof or each such effective date), and (iii) no Default or Event of
Default has occurred and is continuing on the date hereof, nor will any thereof result from or exist immediately after giving effect to the request
above.
 

Dated:  __________ __, 20__
 

AVID TECHNOLOGY, INC., as Administrative
Loan Party

 
By: ___________________________________
Name:
Title:

 
Acknowledged by:
 
WELLS FARGO CAPITAL FINANCE, LLC,
as Agent
 
By: _________________________________
Name:
Title:

 
 



 



EXHIBIT 10.2

 

 
September 15, 2011
 
Ron Greenberg
Senior Vice President of WW Marketing
Avid Technology, Inc.
75 Network Drive
Burlington, MA  01803
 
Re:           Flexible Work Arrangement
 
Dear Ron:
 
We have recently discussed your plans to not relocate your family to Massachusetts.  Per our discussion, you do not intend to establish a primary
residence in Massachusetts by October 1, 2011, as agreed to in your Employment Agreement.
 
If this summary accurately reflects your understanding of the flexible work arrangement, please sign and date this letter agreement where indicated
below.
 

·  You agree to establish a residence in the Greater Boston area no later than October 31, 2011.   
 

·  You may work remotely from your home in New York up to one business day per month for a trial period beginning approximately September
15, 2011 and ending March 1, 2012.

 
·  You will be responsible for all relocation, commuting, housing and other expenses incurred in connection with this flexible work arrangement.

 
·  During the month of March 2012, Avid will evaluate the flexible work arrangement to determine whether or not to continue the arrangement.

 
·  If, after the trial period, Avid determines that your flexible work arrangement is preventing you from successfully performing your executive

duties and responsibilities at Avid, Avid may terminate your employment upon thirty days prior written notice.  Should Avid terminate your
employment for this reason, you agree that you will not be entitled to receive severance benefits set forth in your Amended and Restated
Executive Employment Agreement dated December 22, 2010 between you and Avid (the “Executive Employment Agreement”).

 
 
 

 



 

 
·  If Avid is satisfied with your flexible work arrangement after the trial period, Avid will extend the term of your flexible work arrangement, and

the terms of your Executive Employment Agreement shall govern the respective rights and obligations of you and Avid with respect to your
severance benefits.

 
Except as set forth above, this letter agreement does not modify or affect the rights and obligations of either you or Avid under the Executive
Employment Agreement.
 
Please indicate your acknowledgement and agreement to the terms of this letter by countersigning below and returning a fully executed copy of the
letter to me.  Avid is willing to accommodate this flexible work arrangement subject to the terms and conditions outlined above because you are a
valuable member of our executive team.  We appreciate your contributions to date and we look forward to your continued commitment to Avid.
 
 
 
Sincerely,
 
/s/ Kirk Arnold                                
Kirk Arnold
Executive Vice President, Chief Operating Officer
Avid Technology, Inc.
 
 
Acknowledged and Agreed by:
 
/s/ Ron Greenberg                           
Ron Greenberg
 
9/23/11                                               
Date
 

 

 
 



 



EXHIBIT 31.1

CERTIFICATION

 I, Gary G. Greenfield, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Avid Technology, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

 a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

 b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

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

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

  
Date:  November 9, 2011 /s/ Gary G. Greenfield                      
 Gary G. Greenfield

Chairman of the Board of Directors,
Chief Executive Officer and President
(Principal Executive Officer)



EXHIBIT 31.2

CERTIFICATION

 I, Ken Sexton, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Avid Technology, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

 a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

 b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

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

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

  
Date:  November 9, 2011 /s/ Ken Sexton                                      
 Ken Sexton

Executive Vice President, Chief Financial Officer
and Chief Administrative Officer
(Principal Financial Officer)



EXHIBIT 32.1  

 
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 

In connection with the Quarterly Report on Form 10-Q of Avid Technology, Inc. (the “Company”) for the quarter ended September 30, 2011 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, Gary G. Greenfield, Chairman of the Board of Directors, Chief
Executive Officer and President of the Company, and Ken Sexton, Executive Vice President, Chief Financial Officer and Chief Administrative Officer of the
Company, each hereby certifies, pursuant to 18 U.S.C. Section 1350, that:

      (1)   The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
      (2)   The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

  
Date:  November 9, 2011 /s/ Gary G. Greenfield                     
 Gary G. Greenfield

Chairman of the Board of Directors, Chief 
Executive Officer and President
(Principal Executive Officer)

 

  
Date:  November 9, 2011 /s/ Ken Sexton                   
 Ken Sexton

Executive Vice President, Chief Financial
Officer and Chief Administrative Officer
(Principal Executive Officer)

 
 
 
 


