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EXPLANATORY NOTE

As previously disclosed on Power Solutions International, Inc.’s, a Delaware corporation (“Power Solutions,” “PSI” or the “Company”) Form 8-K filed
with the United States Securities and Exchange Commission (the “SEC”) on May 15, 2020, the filing of this Quarterly Report on Form 10-Q for the period
ended March 31, 2020 (the “Quarterly Report”) was delayed due to circumstances related to the novel coronavirus (“COVID-19”) and its impact on the
Company'’s operations. The disruptions in transportation, staffing, and technology systems to both the Company and the Company’s professional advisors
resulted in limited support from the Company’s staff and professional advisors due to the COVID-19 outbreak. In particular, COVID-19 has caused
disruptions in the Company’s day-to-day activities and impaired the Company’s ability to perform necessary work on the Quarterly Report and to file the
Quarterly Report by its original May 15, 2020 due date. The Company relied on the SEC’s Order Under Section 36 of the Securities Exchange Act of 1934,
as amended (the “Exchange Act”) Modifying Exemptions From the Reporting and Proxy Delivery Requirements for Public Companies, dated March 4,
2020 and amended March 25, 2020 (Release Nos. 34-88318 and 34-88465) (collectively, the “Order”), to delay the filing of this Quarterly Report. The
Company is relying on the Order in filing this Quarterly Report.

FORWARD-LOOKING STATEMENTS

Certain statements contained in this Quarterly Report that are not historical facts are intended to constitute “forward-looking statements” entitled to the
safe-harbor provisions of Section 21E of the Exchange Act. These statements may involve risks and uncertainties. These statements often include words
such as “anticipate,” “believe,” “budgeted,” “contemplate,” “estimate,” “expect,” “forecast,” “guidance,” “may,” “outlook,” “plan,” “projection,”
“should,” “target,” “will,” “would” or similar expressions, but these words are not the exclusive means for identifying such statements. These forward-
looking statements include statements regarding the Company’s projected sales and potential profitability, strategic initiatives, future business strategies,
warranty mitigation efforts and market opportunities, improvements in its business, remediation of internal controls, improvement of product margins, and
product market conditions and trends. These statements are not guarantees of performance or results, and they involve risks, uncertainties and
assumptions. Although the Company believes that these forward-looking statements are based on reasonable assumptions, there are many factors that
could affect the Company’s results of operations and could cause actual results, performance or achievements to differ materially from those expressed in,
or implied by, the Company’s forward-looking statements.
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The Company cautions that the risks, uncertainties and other factors that could cause its actual results to differ materially from those expressed in, or
implied by, the forward-looking statements include, without limitation, the factors discussed in the Company’s Annual Report on Form 10-K for the year
ended December 31, 2019, and from time to time in the Company’s subsequent filings with the SEC; management’s ability to successfully implement the
Audit Committee’s remedial recommendations; the timing of completion of steps to address, and the inability to address and remedy, material weaknesses;
the identification of additional material weaknesses or significant deficiencies; variances in non-recurring expenses; risks relating to the substantial costs
and diversion of personnel’s attention and resources deployed to address the financial reporting and internal control matters; the ability of the Company to
accurately forecast sales, and the extent to which sales result in recorded revenue; changes in customer demand for the Company’s products; volatility in
oil and gas prices; the impact of U.S. tariffs on imports from China on the Company’s supply chain to source product; the impact of the investigations being
conducted by the SEC, and the criminal division of the United States Attorney’s Office for the Northern District of Illinois (the “USAO”) and any related or
additional governmental investigative or enforcement proceedings; any delays and challenges in recruiting key employees consistent with the Company’s
plans; the impact the recent outbreak of a new strain of coronavirus (“COVID-19 outbreak”) could have on the Company’s business and financial results;
any negative impacts from delisting of the Company’s common stock par value $0.001 (the “Common Stock”) from the NASDAQ Stock Market
(“NASDAQ?) and any delays and challenges in obtaining a re-listing on a stock exchange.

The Company’s forward-looking statements are presented as of the date hereof. Except as required by law, the Company expressly disclaims any intention
or obligation to revise or update any forward-looking statements, whether as a result of new information, future events or otherwise.

AVAILABLE INFORMATION

The Company is subject to the reporting and information requirements of the Exchange Act, and as a result, it is obligated to file annual, quarterly and
current reports, proxy statements and other information with the SEC. The Company makes these filings available free of charge on its website
(http://'www.psiengines.com) as soon as reasonably practicable after it electronically files them with, or furnishes them to, the SEC. Information on the
Company’s website does not constitute part of this Quarterly Report on Form 10-Q. In addition, the SEC maintains a website (http://www.sec.gov) that
contains the annual, quarterly and current reports, proxy and information statements, and other information the Company electronically files with, or
furnishes to, the SEC.



PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.

POWER SOLUTIONS INTERNATIONAL, INC.

CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

See Notes to Consolidated Financial Statements

(in thousands, except par values) As of March 31, 2020 As of December 31, 2019
ASSETS
Current assets:
Cash and cash equivalents 816 $ 3
Accounts receivable, net of allowances of $3,252 and $3,561 as of March 31, 2020 and December 31, 58,956 104,515
2019, respectively
Income tax receivable 3,808 1,055
Inventories, net 125,600 108,839
Prepaid expenses and other current assets 12,231 8,110
Total current assets 201,411 222,522
Property, plant and equipment, net 22,711 23,194
Intangible assets, net 12,608 13,372
Goodwill 29,835 29,835
Other noncurrent assets 23,470 24,749
TOTAL ASSETS 290,035 $ 313,672
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable 67,313 § 75,835
Current maturities of long-term debt 55,158 195
Revolving line of credit 16,829 39,527
Other accrued liabilities 75,598 66,030
Total current liabilities 214,898 181,587
Deferred tax liabilities 714 1,105
Long-term debt, net of current maturities 896 55,657
Noncurrent contract liabilities 16,695 17,998
Other noncurrent liabilities 28,891 28,828
TOTAL LIABILITIES 262,094 $ 285,175
STOCKHOLDERS’ EQUITY
Preferred stock — $0.001 par value. Shares authorized: 5,000. No shares issued and outstanding at all dates. — 3 —
Common stock — $0.001 par value; 50,000 shares authorized; 23,117 and 23,117 shares issued; 22,858 and 23 23
22,857 shares outstanding at March 31, 2020 and December 31, 2019, respectively
Additional paid-in capital 165,691 165,527
Accumulated deficit (127,624) (126,912)
Treasury stock, at cost, 259 and 260 shares at March 31, 2020 and December 31, 2019, respectively (10,149) (10,141)
TOTAL STOCKHOLDERS’ EQUITY 27,941 28,497
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY 290,035 $ 313,672




(in thousands, except per share amounts)

Net sales
Cost of sales
Gross profit

Operating expenses:

Research, development and engineering expenses

Selling, general and administrative expenses

Amortization of intangible assets
Total operating expenses
Operating loss
Other expense (income):
Interest expense
Gain from change in fair value of warrants
Other income, net
Total other expense (income)
Loss before income taxes
Income tax benefit

Net loss

Weighted-average common shares outstanding:

Basic
Diluted

Loss per common share:
Basic

Diluted

See Notes to Consolidated Financial Statements

POWER SOLUTIONS INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

For the Three Months Ended March 31,

2020 2019

105,097 115,787
87,383 98,083
17,714 17,704
6,752 6,299
13,890 16,060
763 910
21,405 23,269
(3,691) (5,565)
1,274 2,113
— (4,400)
(211) (106)
1,063 (2,393)
(4,754) (3,172)
(4,042) (586)
(712) (2,586)
22,858 18,639
22,858 22,635
(0.03) (0.14)
(0.03) (0.31)



(in thousands)

Balance at December 31, 2019
Net loss
Stock-based compensation expense

Payment of withholding taxes for net settlement of
stock-based awards

Balance at March 31, 2020

Balance at December 31, 2018
Net loss
Stock-based compensation expense

Payment of withholding taxes for net settlement of
stock-based awards

Balance at March 31, 2019

See Notes to Consolidated Financial Statements

POWER SOLUTIONS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)
(UNAUDITED)

Total
Additional Paid-in Accumulated Stockholders’

Common Stock Capital Deficit Treasury Stock Equity (Deficit)

$ 23§ 165,527 $ (126,912) (10,141) 28,497
— — (712) — (712)

— 165 — ®) 157
(€] — — (€]

$ 23 $ 165,691 $ (127,624) (10,149) 27,941
$ 19 $ 126,412  $ (135,160) (9,849) (18,578)
— — (2,586) — (2,586)

= 911 = (376) 535
(346) — — (346)
$ 19 $ 126,977 $ (137,746) (10,225) (20,975)




(in thousands)

Cash provided by (used in) operating activities

Net loss

POWER SOLUTIONS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

For the Three Months Ended March 31,

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Amortization of intangible assets
Depreciation
Change in value of warrants
Stock-based compensation expense
Amortization of financing fees
Deferred income taxes
Other non-cash adjustments, net
Changes in operating assets and liabilities:
Accounts receivable, net
Inventory, net
Prepaid expenses and other assets
Accounts payable
Accrued expenses
Other noncurrent liabilities
Net cash provided by (used in) operating activities
Cash used in investing activities
Capital expenditures
Other investing activities, net
Net cash used in investing activities
Cash (used in) provided by financing activities
Proceeds from revolving line of credit
Repayments of revolving line of credit
Other financing activities, net
Net cash (used in) provided by financing activities
Net increase (decrease) in cash and restricted cash
Cash at beginning of the period
Cash at end of the period

See Notes to Consolidated Financial Statements

2020 2019
$ (712) $ (2,586)
763 910
1,296 1,343
— (4,400)
157 535
116 179
(390) (641)
(162) 349
45,585 16,635
(16,811) (12,475)
(5,530) (6,542)
(8,586) (104)
9,694 12,719
(1,116) (6,623)
24,304 (701)
(779) (816)
7 R
(772) (816)
127,560 137,298
(150,258) (135,086)
(1) (748)
(22,719) 1,464
813 (53)
3 54
$ 816 $ 1




POWER SOLUTIONS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies and Other Information
Nature of Business Operations

Power Solutions International, Inc. (“Power Solutions,” “PSI” or “the Company”), a Delaware corporation, is a global producer and distributor of a broad
range of high-performance, certified, low-emission power systems, including alternative-fueled power systems for original equipment manufacturers
(“OEMs”) of off-highway industrial equipment and certain on-road vehicles and large custom-engineered integrated electrical power generation systems.

The Company’s customers include large, industry-leading and multinational organizations. The Company’s products and services are sold predominantly to
customers throughout North America as well as to customers located throughout the Pacific Rim and Europe. The Company’s power systems are highly
engineered, comprehensive systems which, through the Company’s technologically sophisticated development and manufacturing processes, including its
in-house design, prototyping, testing and engineering capabilities and its analysis and determination of the specific components to be integrated into a given
power system (driven in large part by emission standards and cost considerations), allow the Company to provide its customers with power systems
customized to meet specific OEM application requirements, other technical customers’ specifications and requirements imposed by environmental
regulatory bodies.

The Company’s power system configurations range from a basic engine integrated with appropriate fuel system components to completely packaged power
systems that include any combination of cooling systems, electronic systems, air intake systems, fuel systems, housings, power takeoff systems, exhaust
systems, hydraulic systems, enclosures, brackets, hoses, tubes and other assembled componentry. The Company also designs and manufactures large,
custom-engineered integrated electrical power generation systems for both standby and prime power applications. The Company purchases engines from
third-party suppliers and produces internally designed engines, all of which are then integrated into its power systems.

Of the other components that the Company integrates into its power systems, a substantial portion consist of internally designed components and
components for which it coordinates significant design efforts with third-party suppliers, with the remainder consisting largely of parts that are sourced off-
the-shelf from third-party suppliers. Some of the key components (including purchased engines) embody proprietary intellectual property of the Company’s
suppliers. As a result of its design and manufacturing capabilities, the Company is able to provide its customers with a power system that can be
incorporated into a customer’s specified application. In addition to the certified products described above, the Company sells diesel, gasoline and non-
certified power systems and aftermarket components.

Stock Ownership and Control

Weichai America Corp., a wholly-owned subsidiary of Weichai Power Co., Ltd. (HK2338, SZ000338) (herein collectively referred to as “Weichai”),
currently owns a majority of the outstanding shares of the Company’s Common Stock. As a result, Weichai is able to exercise control over matters
requiring stockholders’ approval, including the election of the directors, amendments to the Company’s Charter and approval of significant corporate
transactions. This control could have the effect of delaying or preventing a change of control of the Company or changes in management and will make the
approval of certain transactions impractical without the support of Weichai.

Weichai currently has three representatives on the Company’s Board of Directors (the “Board”). Under the Investor Rights Agreement (the “Rights
Agreement”) between Weichai and the Company, since Weichai became the majority owner of the Company’s outstanding shares of Common Stock, the
Company became required to appoint to the Board an additional individual designated by Weichai, or such additional number of individuals so that Weichai
designees constitute the majority of the directors serving on the Board. As of the date of this filing, Weichai has not designated an additional representative
to the Board. According to the Rights Agreement, during any period when the Company is a “controlled company” within the meaning of the NASDAQ
Stock Market (“NASDAQ”) Listing Rules, it will take such measures as to avail itself of the “controlled company” exemptions available under Rule 5615
of the NASDAQ Listing Rules of Rules 5605(b), (d) and (e).

Going Concern Considerations

On April 2, 2020, the Company closed on its new senior secured revolving credit facility pursuant to that certain credit agreement, dated as of March 27,
2020, between the Company and Standard Chartered Bank (“Standard Chartered”), as administrative agent (the “Credit Agreement”). The Credit
Agreement, which allows the Company to borrow up to $130.0 million, matures on March 26, 2021 with an optional 60-day extension, subject to certain
conditions and payment of a 0.25% extension fee.

Significant uncertainties exist about the Company’s ability to refinance, extend, or repay its outstanding indebtedness, maintain sufficient liquidity to fund
its business activities, and maintain compliance with the covenants and other requirements under the Credit Agreement. Based on the Company’s current
forecasts, without additional financing, the Company anticipates that it will



not have sufficient cash and cash equivalents to repay the Credit Agreement by March 26, 2021. Management plans to seek additional liquidity from its
current or other lenders before March 26, 2021. There can be no assurance that the Company’s management will be able to successfully complete a
financing on acceptable terms or repay this outstanding indebtedness, when required or if at all. The consolidated financial statements included in this
Quarterly Report do not include any adjustments that might result from the outcome of the Company’s efforts to address these issues.

Furthermore, if the Company cannot raise capital on acceptable terms, it may not, among other things, be able to do the following:

+  continue to expand the Company’s research and product investments and sales and marketing organization;
+ expand operations both organically and through acquisitions; and
+ respond to competitive pressures or unanticipated working capital requirements.

Additionally, as discussed further below, in January 2020, the World Health Organization (“WHO”) announced a global health emergency because of a new
strain of coronavirus (the “COVID-19 outbreak”) and the risks to the international community as the virus spreads globally. In March 2020, the WHO
classified the COVID-19 outbreak as a global pandemic (the “COVID-19 pandemic”), based on the rapid increase in exposure globally. The potential
impact of future disruptions to the Company, continued economic uncertainty, and continued depressed crude oil prices and declining rig count levels may
have a material adverse impact on the results of operations, financial position, and liquidity of the Company.

The Company’s management has concluded that, due to uncertainties surrounding the Company’s future ability to refinance, extend, or repay its
outstanding indebtedness, maintain sufficient liquidity to fund its business activities, and maintain compliance with the covenants and other requirements
under the Credit Agreement, substantial doubt exists as to its ability to continue as a going concern within one year after the date that these financial
statements are issued. The Company’s plans to alleviate the substantial doubt about its ability to continue as a going concern may not be successful, and it
may be forced to limit its business activities or be unable to continue as a going concern, which would have a material adverse effect on its results of
operations and financial condition.

The consolidated financial statements included herein have been prepared assuming that the Company will continue as a going concern and contemplating
the realization of assets and the satisfaction of liabilities and commitments in the normal course of business. The Company’s ability to continue as a going
concern is dependent on generating profitable operating results, having sufficient liquidity, maintaining compliance with the covenants and other
requirements under the Credit Agreement and refinancing or repaying the indebtedness outstanding under the Credit Agreement.

Recent COVID-19 Outbreak and Oil and Gas Market Price Volatility

As a result of the COVID-19 pandemic, the global economy has experienced substantial turmoil including impacts from the world financial markets which
have experienced a period of significant volatility and overall declines. In addition, due to unprecedented decreases in demand, an oil price war, and
economic uncertainty resulting from the COVID-19 pandemic, crude oil prices have declined precipitously as compared to prices at the end of 2019. A
significant portion of the Company’s sales and profitability is derived from the sale of products that are used within the oil and gas industry.

The Company performs its annual goodwill impairment test as of October 1, or more frequently if an event occurs or circumstances change that would
more likely than not reduce the fair value of a reporting unit below its carrying value. The Company considered the significant changes in the market due to
the COVID-19 pandemic and the oil and gas market price volatility in performing its assessment of whether an interim impairment review was required for
any reporting units and determined that a triggering event had occurred for both reporting units as of March 31, 2020. The Company considered both
qualitative and quantitative factors in its assessment including the significant amount of headroom resulting from the prior fiscal year’s impairment test and
potential changes in key assumptions, including discount rates, expected profitability and long-term growth rates, used in the last fiscal year’s impairment
analysis that may have been impacted by the recent market conditions and economic events. Based on this interim assessment, the Company concluded that
goodwill was not impaired as of March 31, 2020.

The Company has yet to experience significant supply chain interruptions or material cancellations of orders; however, the potential impact of future
disruptions, continued economic uncertainty, and continued depressed crude oil prices and declining rig count levels may have a significant adverse impact
on the timing of delivery of customer orders and the levels of future customer orders. Accordingly, these adverse impacts may significantly impact the
Company’s results of future operations, financial position, and liquidity. Further, it is reasonably possible that these potential adverse impacts may result in
the recognition of material impairments or other related charges in future periods as the extent and duration of the impact of the COVID-19 pandemic and
resulting effect on the Company’s operations continues to evolve and remains uncertain.

The Company has initiated certain contingency actions as a result of the expected significant negative impacts of these factors. As of the date of this
Quarterly Report, the Company’s production facility workforce has been reduced to more closely align with current volume trends. In addition, the
Company implemented various temporary cost reduction measures, including reduced pay for salaried employees, suspension of the 401(k) match program,
and deferred spending on certain R&D programs, among others. The measures with regard to pay for employees and the Company’s 401(k) plan match are
anticipated to run through September



30, 2020, at which time the Company will assess market conditions. The Company continues to review operating expenses as part of the contingency
planning process.

Basis of Presentation and Consolidation

The Company is filing this Form 10-Q for the three months ended March 31, 2020, which contains unaudited consolidated financial statements as of and
for the three months ended March 31, 2020 and 2019.

The consolidated financial statements include the accounts of Power Solutions International, Inc. and its wholly-owned subsidiaries and majority-owned
subsidiaries in which the Company exercises control. The foregoing financial information was prepared in accordance with generally accepted accounting
principles in the United States (“U.S. GAAP”) and rules and regulations of the U.S. Securities and Exchange Commission (“SEC”) for interim financial
reporting. All intercompany balances and transactions have been eliminated in consolidation.

Certain information and note disclosures normally included in the Company’s annual financial statements prepared in accordance with U.S. GAAP have
been condensed or omitted. The accompanying consolidated financial statements should be read in conjunction with, and have been prepared in accordance
with accounting policies reflected in, the consolidated financial statements and related notes, included in the Company’s Annual Report on Form 10-K for
the year ended December 31, 2019 (“the 2019 Annual Report”), which should be read in conjunction with the disclosures therein. The Company’s
significant accounting policies are described in the aforementioned 2019 Annual Report. Included below are certain updates to those policies. The
accompanying interim financial information is unaudited; however, the Company believes the financial information reflects all adjustments (consisting of
items of a normal recurring nature) necessary for a fair presentation of financial position, results of operations and cash flows in conformity with U.S.
GAAP. Operating results for interim periods are not necessarily indicative of annual operating results.

The Company operates as one business and geographic operating segment. Operating segments are defined as components of a business that can earn
revenue and incur expenses for which discrete financial information is available that is evaluated on a regular basis by the chief operating decision maker
(“CODM”). The Company’s CODM is its principal executive officer, who decides how to allocate resources and assess performance. A single management
team reports to the CODM, who manages the entire business. The Company’s CODM reviews consolidated statements of operations to make decisions,
allocate resources and assess performance, and the CODM does not evaluate the profit or loss from any separate geography or product line.

Concentrations

The following table presents customers individually accounting for more than 10% of the Company’s net sales:

For the Three Months Ended March 31,

2020 2019
Customer A 15% 17%
Customer B 10% Hok
Customer C 14% oot

The following table presents customers individually accounting for more than 10% of the Company’s accounts receivable:

As of March 31, 2020 As of December 31, 2019
Customer A 16% Hok
Customer B 17% ok
Customer C Hk 49%

The following table presents suppliers individually accounting for more than 10% of the Company’s purchases:

For the Three Months Ended March 31,
2020 2019
Supplier A 11% 16%

Supplier B Hok 12%
**  Less than 10% of the total

10



Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires that management make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenue and expenses during the reporting period. Significant estimates and assumptions include the valuation of allowances for
uncollectible receivables, inventory reserves, warranty reserves, stock-based compensation, evaluation of goodwill, other intangibles, plant and equipment
for impairment, and determination of useful lives of long-lived assets. Actual results could materially differ from those estimates.

Research and Development

Research and development (“R&D”) expenses are expensed when incurred. R&D expenses consist primarily of wages, materials, testing and consulting
related to the development of new engines, parts and applications. These costs were $6.4 million and $5.8 million for the three months ended March 31,
2020 and 2019, respectively.

Inventories

The Company’s inventories consist primarily of engines and parts. Engines are valued at the lower of cost plus estimated freight-in or net realizable value.
Parts are valued at the lower of cost or net realizable value. Net realizable value approximates replacement cost. Cost is principally determined using the
first-in, first-out method and includes material, labor and manufacturing overhead. It is the Company’s policy to review inventories on a continuing basis
for obsolete, excess and slow-moving items and to record valuation adjustments for such items in order to eliminate non-recoverable costs from inventory.
Valuation adjustments are recorded in an inventory reserve account and reduce the cost basis of the inventory in the period in which the reduced valuation
is determined. Inventory reserves are established