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The number of shares of the registrant s common stock outstanding as of November 14, 2011 was 14,319,289 shares.
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Interim Financial Statements

COMPETITIVE TECHNOLOGIES, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets (Unaudited)

September 30, 2011
Assets
Current Assets:
Cash and cash equivalents $
34,807
Restricted cash 750,000
Receivables, net of allowance of $101,154 at September 30, 2011,
and December 31, 2010 361,190
Due from Factor 465,000
Inventory, Finished Goods 4,230,156
Prepaid expenses and other current assets 72,583
Total current assets 5,913,736
Property and equipment, net 28,855
Security deposits 17,275
TOTAL ASSETS $
5,959,866
Liabilities and Shareholders' Interest (Deficit)
Current Liabilities:
Accounts payable, general $
1,009,384
Accounts payable, GEOMC 4,081,177
Accrued expenses and other liabilities 685,952
Notes payable 150,000
Derivative liability 67,781
Preferred stock liability 375,000
Total Current Liabilities 6,369,294

Commitments and Contingencies -
Shareholders interest (Deficit):

5% preferred stock, $25 par value, 35,920 shares authorized, 2,427

shares issued and outstanding 60,675
Series B preferred stock, $0.001 par value, 20,000 shares

authorized, no shares issued and outstanding -

December 31, 2010

557,018
750,000

25,002
1,729,929
77,952
3,139,901
40,642
15,000

3,195,543

148,457
1,106,250
407,123

132,353

750,000
2,544,183

60,675
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Series C convertible preferred stock, $1,000 par value, 750 shares

authorized, 375 shares issued and outstanding at September 30,

2011, and 750 shares issued and outstanding at December 31, 2010 - -
Common stock, $.01 par value, 20,000,000 shares authorized,

14,319,289 shares issued and outstanding at September 30, 2011

and 13,824,944 shares issued and outstanding at December 31,

2010 143,192 138,249
Capital in excess of par value 44,239,818 43,484,989
Receivable from Crisnic - (22,500)
Accumulated deficit (44,853,113) (43,010,053)
Total shareholders interest (Deficit) (409,428) 651,360
TOTAL LIABILITIES AND SHAREHOLDERS' INTEREST $ $
(DEFICIT)

5,959,866 3,195,543

See accompanying notes
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PART I. FINANCIAL INFORMATION (Continued)

COMPETITIVE TECHNOLOGIES, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations

Revenue
Product sales

Cost of product sales
Gross profit from product sales

Other Revenue
Retained royalties
Investment income
Other income

Total other revenue

Expenses

Selling expenses

Personnel and consulting expenses
General and administrative expenses
Interest expense

Unrealized gain on derivative instrument
Total Expenses

Income (loss) before income taxes
Provision (benefit) for income taxes

Net income (loss)

Basic income (loss) per share

(Unaudited)

Three months ended
September 30, 2011

1,198,230
504,988
693,242

4,322

9,486
13,808

219,029
430,778
601,055
9,002
(15,149)
1,244,715

(537,665)

(537,665)

Three months ended
October 31, 2010

107,996
18,191
89,805

7,464
10
4,000
11,474

56,452
504,340
633,205

1,695

1,195,692

(1,094,413)

(1,094,413)
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0.04) (0.08)
Basic weighted average number of common shares
outstanding: 14,255,351 13,824,944
Diluted income (loss) per share $ $

0.04) (0.08)

Diluted weighted average number of common shares
outstanding: 14,255,351 13,824,944
See accompanying notes
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PART I. FINANCIAL INFORMATION (Continued)

COMPETITIVE TECHNOLOGIES, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations

Revenue
Product sales

Cost of product sales
Gross profit from product sales

Other Revenue

Gain on sale of rental assets
Retained royalties
Investment income

Other income

Total other revenue

Expenses

Selling expenses

Personnel and consulting expenses
General and administrative expenses
Interest expense

Unrealized loss on derivative instrument
Total Expenses

Income (loss) before income taxes
Provision (benefit) for income taxes

Net income (loss)

Basic income (loss) per share

(Unaudited)

Nine months ended
September 30, 2011

3,336,506
1,483,862
1,852,644

34,728
20,244

30,625
85,597

416,123
1,204,288
2,114,537

28,992
17,361
3,781,301

(1,843,060)

(1,843,060)

Nine months ended
October 31, 2010

1,673,671
524,767
1,148,904

38,167
35
4,800
43,002

286,920
1,498,487
1,703,388

5,229
3,494,024

(2,302,118)

(2,302,118)
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Basic weighted average number of common shares outstanding:

Diluted income (loss) per share

$

Diluted weighted average number of common shares

outstanding:

See accompanying notes
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0.13)

13,994,740

0.13)

13,994,740

(0.19)

12,232,955

(0.19)

12,232,955

11



Balance
December 31,
2010

Net income
(loss)

Common
shares issued
from the
exercise of
stock option
grants

Return of
shares issued to
Crisnic
Common
shares issued to
settle accounts
payable,
general and
accrued
expenses
Conversion of
Series C
Convertible
Preferred Stock
Common stock
issued to
directors
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PART I. FINANCIAL INFORMATION (Continued)

COMPETITIVE TECHNOLOGIES, INC. AND SUBSIDIARIES
Condensed Consolidated Statement of Changes in Shareholders' Interest (Deficit)

For the Nine Months Ended September 30, 2011

(Unaudited)
Preferred Stock Common Stock
Capital Receivable
Total
in excess from
Shares Shares Accumulated shareholders
of par Crisnic
outstanding Amount outstanding Amount  value Fund deficit  interest(deficit)
2,427% 13,824,944 $ $ $ $ $
60,675 138,249 43,484,989 (22,500) (43,010,053) 651,360
(1,843,060) (1,843,060)
- - 10,000 100 9,950 - - 10,050
- - (25,000) (250)  (22,250) 22,500 - -
- - 175,000 1,750 215,100 - - 216,850
- - 315,126 3,151 453,782 - - 456,933
- - 19,219 192 30,608 - - 30,800

12



Compensation
expense from
stock option
grants

Balance
September 30,
2011
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$ $ $ $

2,427 60,675 14,319,289 143,192 44,239,818
See accompanying notes
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(44,853,113)

$

67,639

(409,428)
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PART I. FINANCIAL INFORMATION (Continued)

COMPETITIVE TECHNOLOGIES, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows

(Unaudited)

Nine months ended
September 30, 2011

Cash flows from operating activities:
Net income (loss)

(1,843,060)
Adjustments to reconcile net income (loss) to net cash used in
operating activities:
Depreciation and amortization 17,400
Deferred rent -
Share-based compensation stock options 67,639
Share-based compensation common stock 17,800
Accrued stock contribution (directors stock exp) 7,717
Gains on sale of rental assets (34,728)
Unrealized loss on derivative instrument 17,361
Changes in assets and liabilities:
Receivables (336,188)
Due from factor (465,000)
Prepaid expenses and other current assets 5,369
Inventory (2,500,227)
Accounts payable, accrued expenses and other liabilities 4,336,816
Net cash (used in) operating activities (709,101)
Cash flows from investing activities:
Purchase of property and equipment (14,685)
Proceeds from sale of rental asset 43,800
Increase in security deposits (2,275)
Net cash provided by (used in) provided by investing 26,840
activities
Cash flows from financing activities:
Proceeds from sale of stock -
Financing costs -
Proceeds from note payable 200,000
Repayment of note payable (50,000)
Proceeds from exercise of stock options 10,050
Cash provided by financing activities 160,050

Nine months ended
October 31, 2010

(2,302,118)

40,826
(14,180)
17,887
(2,225)
9,920

(527,806)
33,012
179,074
449,260
(2,116,350)

(18,580)

(18,580)

2,066,478
(140,112)

1,926,366
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Net (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental Cash Flow Information:

Cash paid for interest

Page 7

(522,211)
557,018

34,807

19,562

(208,564)
1,081,328

872,764
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Supplemental disclosure of non-cash transactions:

During August 2011, the company issued 100,000 common shares at $1.25 per share to settle $125,000 accrued
liabilities.

During August 2011, the company issued 9,219 common shares at $1.4103 per share to two of its directors in lieu of
$13,000 of directors' fees.

During June 2011, the Company converted 375 shares of Class C Convertible Preferred Stock to 315,126 shares of
common stock at the conversion price of $1.19 per share of common stock. In addition, $81,933 of derivative liability
was reclassified to equity upon conversion.

During May 2011, the Company issued 50,000 common shares at $1.31 per share to settle $65,600 of accrued
liabilities.

During February 2011, the Company canceled 10,000 common shares previously issued to Crisnic and canceled the
related $9,000 receivable.

During February 2011, the Company issued 10,000 common shares at $0.99 per share to settle $9,900 of deferred
payroll.

During January 2011, the Company canceled 15,000 common shares previously issued to Crisnic and canceled the
related $13,500 receivable.

During January 2011, the Company issued 15,000 common shares at $1.09 per share to settle $16,350 of accrued
liabilities.

During the nine months ended October 31, 2010, we incurred $140,112 of costs (including legal and auditing fees,
exchange listing fees, and due diligence costs) related to our equity financing agreement with Crisnic Fund S.A. which
were charged to Capital in Excess of Par Value.

16
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During the nine months ended October 31, 2010, we amortized $137,134 of deferred financing costs related to our
equity financing agreement against Capital in Excess of Par Value.

See accompanying notes

Page 8
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PART I. FINANCIAL INFORMATION (Continued)

COMPETITIVE TECHNOLOGIES, INC. AND SUBSIDIARIES

Notes to Condensed Consolidated Interim Financial Statements

(Unaudited)

1.

BASIS OF PRESENTATION

The interim condensed consolidated financial information presented in the accompanying condensed consolidated
financial statements and notes hereto is unaudited.

Competitive Technologies, Inc. ("CTTC") and its majority-owned subsidiary, Vector Vision, Inc. ("VVI"),
(collectively, "we" or "us") provide patent and technology licensing and commercialization services throughout the
world, with concentrations in the U.S., Europe and Asia, with respect to a broad range of life and physical sciences,
electronics, and nanotechnologies originally invented by individuals, corporations and universities.

On November 15, 2010, the Board of Directors of CTTC approved a fiscal year-end change from October 31 to
December 31, in order to align its fiscal periods with the calendar year. We filed a Transitional Report on Form 10-Q
for the two and five months ended December 31, 2010, and began a new fiscal year on January 1, 2011. CTTC will
subsequently file its quarterly and annual reports for the new fiscal years ending December 31. CTTC s annual report
on Form 10-K for the fiscal year ending December 31, 2011 will include separate audited financial statements for the
five-month transitional period.

During the transitional period ended December 31, 2010, the Company dissolved its wholly owned subsidiary, CTT
Trading Company, LLC and absorbed all of its functions. These consolidated financial statements include the
accounts of CTTC and VVI. Inter-company accounts and transactions have been eliminated in consolidation.

We believe we made all adjustments necessary, consisting only of normal recurring adjustments, to present the
unaudited condensed consolidated financial statements in conformity with accounting principles generally accepted in
the U.S. The results for the three and nine months ended September 30, 2011 are not necessarily indicative of the
results that can be expected for the next full fiscal year ending December 31, 2011.

18
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The interim unaudited condensed consolidated financial statements and notes thereto, should be read in conjunction
with our Annual Report on Form 10-K for the year ended July 31, 2010, filed with the Securities and Exchange
Commission ("SEC") on October 27, 2010.

During the three and nine months ended September 30, 2011, and the three and nine months ended October 31, 2010,
we had a significant concentration of revenues from our Calmare® pain therapy medical device. The percentages of
gross revenue attributed to sales and rentals of Calmare® devices were 98% and 98% in the three and nine months
ended September 30, 2011, respectively. The percentages of gross revenue attributed to sales and rentals of Calmare®
devices were 94% and 97% in the three and nine months ended October 31, 2010, respectively. We continue to
expand our sales activities for the Calmare® device and expect the majority of our revenues to come from this
technology for at least the next two fiscal years. However, we continue to seek revenue from new or existing
technologies or products to mitigate the concentration of revenues, and replace revenues from expiring licenses and
patents on other technologies.

The Company incurred operating losses for the past two quarters, having produced marginal net income in the first
quarter of 2011, after having incurred operating losses each quarter since fiscal 2006. The Company has taken steps
to significantly reduce its operating expenses going forward and expects revenue from sales of Calmare® medical
devices to grow. During the five month transitional period ended December 31, 2010; the Company undertook a
major reduction of its operating expenses through staff reductions and reduced office space costs. The reduction
continues to be implemented partially offset by certain legal costs. However, even at the reduced spending levels,
should the anticipated increase in revenue from sales of Calmare® devices not occur the Company may not have
sufficient cash flow to fund

Page 9
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operating expenses beyond the first quarter of calendar 2012. These conditions raise substantial doubt about the
Company s ability to continue as a going concern. The financial statements do not include adjustments to reflect the
possible future effect of the recoverability and classification of assets or amounts and classifications of liabilities that
may result from the outcome of this uncertainty.

The Company's continuation as a going concern is dependent upon its developing recurring revenue streams sufficient
to cover operating costs. The company does not have any significant individual cash or capital requirements in the
budget going forward. If necessary, CTTC will meet anticipated operating cash requirements by further reducing
costs, and/or pursuing sales of certain assets and technologies while we pursue licensing and distribution opportunities
for our remaining portfolio of technologies. There can be no assurance that the Company will be successful in such
efforts. Failure to develop a recurring revenue stream sufficient to cover operating expenses would negatively affect
the Company s financial position.

Our liquidity requirements arise principally from our working capital needs, including funds needed to sell our current
technologies and obtain new technologies or products, and protect and enforce our intellectual property rights, if
necessary. We fund our liquidity requirements with a combination of cash on hand, cash flows from operations, if
any, including royalty legal awards, short term borrowing, and sales of common stock. At September 30, 2011, we
had no outstanding long-term debt.

During the three months ended September 30, 2011, the Company entered into a Factoring Agreement with Versant
Funding, LLC ("Versant") to accelerate receivable collection and better manage cash flow. Under the Factoring
Agreement the Company will sell to Versant certain of the Company's accounts receivables. For those accounts
receivable the Company tenders to Versant and Versant chooses to purchase, Versant will advance 75% of the face
value to the Company, and will submit a percentage of the remainder to the Company upon collection on the account.
The percentage is based on the time it takes Versant to collect on the account. As part of the Factoring Agreement,
the Company and Versant entered into a Security Agreement whereby the Company granted Versant a security
interest in certain of the Company s assets to secure the Company s performance of the representations made with
respect to the purchase of the accounts receivable. At September 30, 2011, due from factor of $465,000 is made up of
$615,000 assigned to the factor and $150,000 advances from the factor.

Sales of our Calmare® pain therapy medical device continue to be the major source of revenue for the Company. The
Company acquired the exclusive, worldwide rights to the "Scrambler Therapy" technology in 2007. The Company's
agreement with Giuseppe Marineo, the inventor of "Scrambler Therapy" technology, and Delta Research and
Development ("Delta"), authorizes CTTC to manufacture and sell worldwide the device developed from the patented
"Scrambler Therapy" technology. The "Scrambler Therapy™" technology is patented in Italy and applications for
patents have been filed in the U.S. and internationally and are pending approval. The Calmare® device has CE Mark
certification from the European Union as well as U.S. FDA 510(k) clearance.

The agreement with Professor Marineo and Delta enabled the Company to establish an agreement with GEOMC Co.,
Ltd. ("GEOMC", formerly Daeyang E & C Co., Ltd.) of Seoul, South Korea, to manufacture the Calmare® pain
therapy medical device, based on Prof. Marineo's "Scrambler Therapy™" technology. The GEOMC agreement is for a

20
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period of ten (10) years and outlines each company's specific financial obligations.

The Company has entered into a number of international distribution agreements, at one time covering nearly 40
countries. The Company conducted a review of its distribution partners during the five-month period ending
December 31, 2010, leading to the termination of CTTC's agreement with Life Epistéme Group, srl ("LEG"). LEG
had the distribution rights in 34 countries, but had not met its minimum obligations to CTTC, and the Company had
no indication that LEG would meet its commitments in the foreseeable future.

Following the Company's termination of the LEG distribution agreement, the Company took possession of 55
Calmare® devices which LEG had purchased in fiscal 2010 but had not paid for. The receivable associated with the
fiscal 2010 sales was written off as uncollectible and those 55 devices were brought into the Company s inventory at
cost. Further review of the Company's receivables found several other small receivables, which were deemed
uncollectible and were also cancelled and included as a bad debt expense in the transitional period ended December

Page 10
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31, 2010. In the same period, the Company reversed previously accrued commissions associated with a cancelled
consulting contract relating to the sales of these devices.

Following the Company's termination of the LEG distribution agreement, the Company also revoked LEG's
distribution rights in all 34 countries previously assigned to LEG. LEG has no further right to sell or distribute
Calmare® devices in any location. During the nine months ended September 30, 2011, CTTC contracted a new
Managing Director for International Business Development, to take more active control of its international sales.
CTTC currently has international distribution agreements covering 21 countries, with other distribution agreements in
various stages of negotiation.

During the quarter ended March 31, 2011, CTTC negotiated a new distribution agreement with Life Episteme Italia
("LEI") for the countries of Italy and Malta. As a part of that agreement, LEI purchased 53 of the 55 devices CTTC
had taken back into inventory from LEG. Payments for those sales were to be made in accordance with the schedule
incorporated into the agreement, with the final payment to be made in the second quarter of CTTC's 2011 fiscal year,
but not later than June 30, 2011. All payments from LEI have been received, with the exception of payment for four
(4) devices which were found to have been damaged in shipment and are being replaced. Payment for those devices
will be completed upon LEI's receipt of the replacement devices, which were shipped to LEI and are being analyzed.
In addition to the purchase of the 53 devices previously described, the distribution agreement with LEI contained
quarterly and annual marketing and sales requirements which LEI must meet in order to retain continued exclusivity
within LEI's territory.

In 2010, the Company became its own distributor in the U.S, contracting with over 20 commissioned sales
representatives. During the nine months ended September 30, 2011, the Company conducted a review of its sales
representatives. The Company and its representatives have developed plans to increase awareness of the Calmare
device among critical medical specialties and will be targeting specific customers and locations in the next fiscal
quarter and into fiscal 2012.

Over the past 18 months, the Company entered into several sales agreements for the Calmare® device. Additional U.S.
sales agreements were finalized during the nine months ended September 30, 2011, including sales to U.S.
government entities within the U.S. Department of Defense and the U.S. Department of Veterans Affairs. Sales to
these physicians and medical practices and to others with whom the Company had existing sales agreements are
generating revenue for the Company.

Prior to 2011, we earned revenue in three ways, retained royalties from licensing our clients' and our own technologies
to our customer licensees, product sales fees in a business model that allows us to share in the profits of distribution of
finished products, and sales of inventory. We recorded revenue when the terms of the sales arrangement were
accepted by all parties, including a fee that was fixed or determinable, delivery had occurred and our customer had
taken title, and collectability was reasonably assured.
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Prior to 2011, the Company accounted for revenue from device sales in two ways, depending on the nature of the sale.

§

Sale of inventory shipped directly from the manufacturer in Korea

The Company recorded revenue net because the manufacturer, GEOMC, was responsible for maintaining control of
the inventory, shipping the device(s), had inventory credit risk and we earned a fixed amount.

§

Sale of inventory located in the United States

The Company recorded gross revenue, because it was responsible for the inventory and for shipping the device(s).

Beginning in 2011, we earn revenue in two ways: retained royalties from licensing our clients' and our own
technologies to our customer licensees, and sales of finished products. We record revenue when the terms of the sales
arrangement are accepted by all parties including a fee that is fixed and determinable, delivery has occurred and our
customer has taken title, and collectability is reasonably assured.

Page 11
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In 2011 the Company has taken greater control of the sales process, worldwide. We are the primary obligor,
responsible for delivering devices as well as for training our customers in the proper use of the device. We deal
directly with customers, setting pricing and providing training; work directly with the inventor of the technology to
develop specifications and any changes thereto and to select and contract with manufacturing partners; and retain
significant credit risk for amounts billed to customers. Therefore, all product sales are now recorded following a gross
revenue methodology.

2.

NET INCOME (LOSS) PER COMMON SHARE

The following sets forth the denominator used in the calculations of basic net income (loss) per share and net income
(loss) per share assuming dilution:

Three months Nine months Three months Nine months
ended ended ended ended
September 30, September 30, October 31, October 31,
2011 2011 2010 2010
Denominator for basic net
income (loss) per share, weighted
average shares outstanding 14,255,351 13,994,740 13,824,944 12,232,955
Dilutive effect of common stock
options N/A N/A N/A N/A
Dilutive Effect of Series C
convertible preferred stock N/A N/A N/A N/A
Denominator for diluted net
income (loss) per share, weighted
average shares outstanding 14,255,351 13,994,740 13,824,944 12,232,955

Options to purchase 320,000 and 309,000 shares of our common stock at September 30, 2011 and October 31, 2010,
respectively, were outstanding and 375 shares of convertible preferred stock at September 30, 2011 were not included
in the computation of diluted net income (loss) per share because they were anti-dilutive.

3.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS
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Fair Value Disclosures. In January 2010, the FASB issued an accounting standards update that requires new
disclosures for transfers in and out of Levels 1 and 2 fair value measurements, and roll forward of activity in Level 3
fair value measurements. The new disclosures are effective for reporting periods beginning after December 15, 2009,
except for the roll forward of activity in Level 3 fair value measurements. Those disclosures are effective for fiscal
years beginning after December 15, 2010. Upon adoption, this standard did not have a material impact on the
financial statements.

No other new accounting pronouncements issued or effective during the three and nine months ended September 30,
2011 has had or is expected to have a material impact on the consolidated financial statements.

Page 12
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4.

RECEIVABLES

Receivables consist of the following:

September 30, December 31,
2011 2010

Calmare® Sales Receivable $ $

350,458 -
Other Receivable 10,732 7,048
Royalties, net of allowance of $101,154
at September 30, 2011 and December 31, 2010 - 17,954
Total receivables $ $

361,190 25,002

S.

AVAILABLE-FOR-SALE AND EQUITY SECURITIES

The fair value of the equity securities we held were categorized as available-for-sale securities, which were carried at
a fair value of zero, consisted of shares in Security Innovation and Xion Pharmaceutical. We own 223,317 shares of
stock in the privately held Security Innovation, an independent provider of secure software located in Wilmington,
MA.

In September 2009 we announced the formation of a joint venture with Xion Corporation for the commercialization of
our patented melanocortin analogues for treating sexual dysfunction and obesity. CTTC currently owns 60 shares of
common stock or 33% of the outstanding stock of privately held Xion Pharmaceutical Corporation.

6.

FAIR VALUE MEASUREMEMENTS
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The Company measures fair value in accordance with Topic 820 of the FASB Accounting Standards Codification
("ASC"), "Fair Value Measurements and Disclosures" ("ASC 820"), which provides a fair value hierarchy that
prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy under ASC 820
are described as follows:

Level 1 -

Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in active markets
that the Plan has the ability to access.

Level 2 -
Inputs to the valuation methodology include:

Quoted prices for similar assets or liabilities in active markets;

Quoted prices for identical or similar assets or liabilities in inactive markets;

Inputs other than quoted prices that are observable for the asset or liability;
Inputs that are derived principally from or corroborated by observable market data by correlation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for substantially the full
term of the asset or liability.

Level 3 -

Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest level of any
input that is significant to the fair value measurement. Valuation techniques used need to maximize the use of
observable inputs and minimize the use of unobservable inputs.
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The Company values its derivative liability associated with the variable conversion feature on its Series C Convertible
Preferred Stock (Note 11) based on the market price of its common stock. For each reporting period the Company
calculates the amount of potential common stock that the Series C Preferred Stock could convert into based on the
conversion formula (incorporating market value of our common stock) and multiplies those converted shares by the
market price of its common stock on that reporting date. The total converted value is subtracted by the consideration

paid to determine the fair value of the derivative liability.

The method described above may produce a fair value calculation that may not be indicative of net realizable value or
reflective of future fair values. Furthermore, while the Company believes its valuation method is appropriate and
consistent with other market participants, the use of different methodologies or assumptions to determine the fair

value could result in a different fair value measurement at the reporting date.

The Company classified the derivative liability of $67,781 and $132,353 at September 30, 2011 and December 31,
2010, respectively, in Level 2 of the fair value hierarchy.

The carrying amounts reported in our Condensed Consolidated Balance Sheet for Cash and Cash Equivalents,
Accounts Receivable, Due From Factor, Accounts Payable, Notes Payable, Accrued Expenses and Other Liabilities
and Preferred Stock Liability approximate fair value due to the short-term maturity of those financial instruments.

7.

PREPAID EXPENSES AND OTHER CURRENT ASSETS

Prepaid expenses and other current assets consist of the following:

September 30, 2011 December 31, 2010

Prepaid insurance $ $

18,638 30,081
Prepaid investor relations service - 20,000
Travel advances 30,000 -
Other 23.945 7.871
Prepaid expenses and other current assets $ $

72.583 77.952
8.
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PROPERTY AND EQUIPMENT

Property and equipment, net, consist of the following:

September 30, 2011 December 31, 2010

Property and equipment, gross 227,646 225,057
Accumulated depreciation and amortization (198,791) (184,415)
Property and equipment, net $ $

28,855 40,642

Depreciation and amortization expense was $3,910 during the three months ended September 30, 2011, and $14,473
during the three months ended October 31, 2010. Depreciation and amortization expense was $17,400 during the nine
months ended September 30, 2011, and $40,826 during the nine months ended October 31, 2010.
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9.

ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities consist of the following:

September 30, 2011 December 31, 2010

$ $
Royalties payable 339,712 41,394
Deferred compensation 13,438 93,167
Accrued legal fees 66,251
Accrued accounting fees 84,279 54,170
Deferred Revenue 87,800 -
Other accrued liabilities 160,723 152,141

$ $
Accrued Expenses and Other Liabilities 685,952 407,123

Deferred revenue includes 16 training days which were purchased but not conducted during the quarter ended
September 30, 2011. Deferred revenue also includes sale of five (5) Calmare devices to an international distributor
initiated but not completed during the quarter ended September 30, 2011. Fifty percent (50%) of the funds for the sale
were received in the quarter ended September 30, 2011, but the devices have not yet been shipped per the customer's
request.

10.

NOTES PAYABLE

In March 2011, the Company issued a 90-day note payable to borrow $50,000. The proceeds were used for general
corporate purposes. The full amount of principal and 5.00% simple interest per annum was paid during the quarter
ended June 30, 2011. In the quarter ended September 30, 2011, two notes payable were issued to borrow $50,000 and
$100,000. The proceeds were used for general corporate purposes. At September 30, 2011, the full amount of the
principal and 6.00% simple interest per annum were still outstanding; however as of November 14, 2011, the date of
this report, both notes and interest owed have been paid in full.

11.
SHAREHOLDERS INTEREST
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On August 18, 2011 the Company filed a Form S-8 Registration Statement to register 109,219 common shares,
issuable in lieu of directors fees and for legal services. During August 2011, the company issued 100,000 common
shares to attorneys to settle $125,000 accrued liabilities. Also during August 2011, the company issued 9,219
common shares to two of its directors in lieu of $13,000 of accrued directors fees.

On May 2, 2011 the Company adopted and executed the Employees Directors and Consultants Stock Option Plan (the
Plan ). In addition on May 2, 2011 we granted each Director 10,000 options (40,000 in total) as prescribed by the plan.

We estimated the fair value of each option on the grant date using a Black-Scholes option-pricing model with the
following weighted average assumptions:

Nine Months Ended September 30, 2011
Dividend yield (1)
0.0%
Expected volatility (2)
89.95%
Risk-free interest rates (3)
1.96%
Expected lives (2)

5 YEARS

(1)

We have not paid cash dividends on our common stock since 1981, and currently do not have plans to pay or declare
cash dividends. Consequently, we used an expected dividend rate of zero for the valuations.

2

Estimated based on our historical experience. Volatility was based on historical experience over a period equivalent to
the expected life in years.
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3)

Based on the U.S. Treasury constant maturity interest rate with a term consistent with the expected life of the options
granted.

During the three months and nine months ended September 30, 2011, the Company recognized expense of $6,866 and
$67,639, respectively, for stock options issued to employees and directors. During the three and nine months ended
October 31, 2010, the Company recognized expense of $8,972 and $17,887, respectively, for stock options issued to
employees and directors.

On June 2, 2010, we entered into an agreement with Crisnic Fund, S.A. ("Crisnic") to sell up to two million shares of
our common stock to Crisnic at a 15% discount from the volume weighted average price on the date the SEC declared
our registration statement effective.

Following the closing date for the sale, the stock price went down rapidly, to the point where Crisnic was unable to
complete the funding for the transaction. Because the stock was trading below the discounted price of $2.04, portions
of the shares could not be sold to third parties at the agreed-upon price, as had been planned by Crisnic. Shares were
sold in several traunches, initially at the agreed upon price per share of $2.04, and as market conditions worsened, at
lower prices which would still enable the Company to receive the necessary financing. No shares were sold below
$0.90.

The Company ultimately received approximately $1.6 million for the sale of 1,447,867 shares of common stock
(including 75,000 shares given to Crisnic as a fee). These shares were sold between July 14, 2010, which was the date
the registration statement was declared effective by the Securities and Exchange Commission, and September 15,
2010. The remaining 627,133 shares of stock were outstanding and were reflected as a receivable reducing equity in
our financial statements for the quarter ended October 31, 2010. These shares were valued at $0.90. Plans to sell
these shares had been halted due to market conditions. In November 2010, the Company and Crisnic agreed to cancel
602,133 common shares previously issued on subscription and canceled the related $541,920 receivable. During
January 2011 the Company and Crisnic canceled 15,000 additional shares previously issued on subscription and
canceled the related $13,500 receivable. During February 2011 the Company and Crisnic canceled 10,000 additional
shares previously issued on subscription and canceled the related $9,000 receivable.

The 627,133 shares were reissued. In November 2010, the Company issued 69,528 shares to attorneys and the
contractor where the CEO is employed to settle $85,900 of accounts payable. In December 2010, an additional
532,605 shares were sold for approximately $505,000. In January 2011 the Company issued 15,000 shares to
attorneys to settle $16,350 of accrued liabilities. In February 2011 the Company issued 10,000 shares to the Company
Executive Vice President to settle $9,900 of deferred payroll.
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At its December 2, 2010 meeting, the CTTC Board of Directors declared a dividend distribution of one right (each, a
Right ) for each outstanding share of common stock, par value $0.01, of the Company (the Common Shares ). The
dividend is payable to holders of record as of the close of business on December 2, 2010 (the Record Date ). Issuance

of the dividend may be triggered by an investor purchasing more than 20% of the outstanding shares of common
stock. This shareholder rights plan and the subsequent authorization of 20,000 shares of Class B Preferred Stock were
announced with a Form 8-K filing on December 15, 2010, following CTTC's finalization of the Rights Agreement
with CTTC's Rights Agent, American Stock Transfer & Trust Company, LLC. The Rights Agreement was filed with
the December 15, 2010, Form 8-K. It is intended to provide the CTTC Board of Directors with time for proper
valuation of the Company should other entities attempt to purchase a controlling interest of CTTC shares.

On December 15, 2010 the Company issued a $400,000 promissory note. The promissory note was scheduled to
mature on December 31, 2012 with an annual interest rate of 5%.

On December 15, 2010, the Company's Board of Directors authorized the issuance of 750 shares of Series C
Convertible Preferred Stock ($1,000 par value) with a 5% cumulative dividend to William R. Waters, Ltd. of Canada.
On December 30, 2010, 750