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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

leglgjixRTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
For the Quarterly Period Ended December 31, 2015

(..)};RANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
C;rgn?;:llission file number 001-33887

Orion Energy Systems, Inc.
(Exact name of Registrant as specified in its charter)

Wisconsin 39-1847269

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification number)
2210 Woodland Drive, Manitowoc, Wisconsin 54220

(Address of principal executive offices) (Zip code)

Registrant’s telephone number, including area code: (920) 892-9340

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports) and (2) has been subject to such filing requirements for the past 90

days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405) during the preceding 12 months (or for shorter period that the registrant was required to submit and post
such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “accelerated filer,” “large accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer - Accelerated filer ~

Non-accelerated filer " (Do not check if a smaller reporting company) Smaller reporting company x
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

There were 27,754,478 shares of the Registrant’s common stock outstanding on February 5, 2016.
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PART I — FINANCIAL INFORMATION

Item 1: Financial Statements

ORION ENERGY SYSTEMS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share amounts)

Assets

Cash and cash equivalents

Accounts receivable, net of allowances of $458 and $180 at March 31, 2015 and
December 31, 2015, respectively

Inventories, net

Deferred contract costs

Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Goodwill

Other intangible assets, net

Long-term accounts receivable

Other long-term assets

Total assets

Liabilities and Shareholders’ Equity

Accounts payable

Accrued expenses and other

Deferred revenue, current

Current maturities of long-term debt and capital leases
Total current liabilities

Revolving credit facility

Long-term debt, less current maturities and capital leases
Deferred revenue, long-term

Other long-term liabilities

Total liabilities

Commitments and contingencies

Shareholders’ equity:

Common stock, no par value: Shares authorized: 200,000,000 at March 31, 2015 and

March 31,
2015

$20,002
18,263

14,283
90
2,407
55,045
21,223
4,409
6,335
426

367
$87,805

$11,003
5,197
287
1,832
18,319
2,500
722
1,231
522
23,294

December 31, 2015; shares issued: 36,837,864 and 37,165,416 at March 31, 2015 and_

December 31, 2015; shares outstanding: 27,421,533 and 27,739,886 at March 31,

2015 and December 31, 2015

Additional paid-in capital

Treasury stock: 9,416,331 and 9,425,530 common shares at March 31, 2015 and
December 31, 2015

Shareholder notes receivable

Retained deficit

Total shareholders’ equity

Total liabilities and shareholders’ equity

150,516
(36,049

4
(49,952
64,511
$87,805

The accompanying notes are an integral part of these condensed consolidated statements.

December 31,
2015

$17,458
14,632

18,435
46

528
51,099
19,186
4,409
5,371
150

214
$80,429

$12,020
3,471
361
1,164
17,016
4,973
316
1,042
538
23,885

151,831
(36,075

4
(59,208
56,544
$80,429
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ORION ENERGY SYSTEMS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share amounts)

Three Months Ended December Nine Months Ended December

31, 31,

2014 2015 2014 2015
Product revenue $23,646 $16,094 $48,534 $46,872
Service revenue 2,492 657 4,309 2,195
Total revenue 26,138 16,751 52,843 49,067
Cost of product revenue 20,293 11,574 53,512 35,988
Cost of service revenue 2,021 468 3,451 1,700
Total cost of revenue 22,314 12,042 56,963 37,688
Gross (loss) profit 3,824 4,709 (4,120 ) 11,379
Operating expenses:
General and administrative 3,816 3,861 11,328 11,135
Sales and marketing 3,771 2,409 10,016 8,112
Research and development 889 381 1,874 1,244
Total operating expenses 8,476 6,651 23,218 20,491
Loss from operations (4,652 ) (1,942 ) (27,338 ) (9,112
Other income (expense):
Interest expense (62 ) (71 ) (235 ) (223
Interest income 69 27 246 107
Total other income (expense) 7 (44 ) 11 (116
Loss before income tax (4,645 ) (1,986 ) (27,327 ) (9,228
Income tax expense 18 18 41 28
Net loss $(4,663 ) $(2,004 ) $(27,368 ) $(9,256
Basic net loss per share attributable to common
shareholders $(0.21 ) $(0.07 ) $(1.26 ) $(0.34
Weighted-average common shares outstanding 21,882,741 27,671,633 21,791,184 27,584,288
Diluted net loss per share $(0.21 ) $(0.07 ) $(1.26 ) $(0.34

Weighted-average common shares and share
equivalents outstanding
The accompanying notes are an integral part of these condensed consolidated statements.

21,882,741 27,671,633 21,791,184 27,584,288
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ORION ENERGY SYSTEMS, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating activities
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation

Amortization of long-term assets

Stock-based compensation expense

Impairment on assets

(Gain) loss on sale of property and equipment
Provision for inventory reserves

Provision for bad debts

Other

Changes in operating assets and liabilities, net of effects of acquisition:
Accounts receivable, current and long-term
Inventories

Deferred contract costs

Prepaid expenses and other assets

Accounts payable

Accrued expenses and other

Deferred revenue

Net cash used in operating activities

Investing activities

Purchase of property and equipment

Purchase of short-term investments

Additions to patents and licenses

Proceeds from sales of property, plant and equipment
Net cash used in investing activities

Financing activities

Payment of long-term debt and capital leases
Proceeds from long-term debt

Proceeds from revolving credit facility

Payment of revolving credit facility

Proceeds from issuance of common stock, net of offering costs
Proceeds from repayment of shareholder notes
Repurchase of common stock into treasury

Deferred financing costs

Net proceeds from the exercise of warrants and employee stock options
Net cash (used in) provided by financing activities
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

Nine Months Ended December

31,
2014

$(27,368

2,154
1,106
1,250
12,130
4

224
236
108

(1,856
(2,975
(80
(3,645
8,090
721
(308
(10,217

(1,647
2

(61
1,040
(670

(2,692
446

11

(75

384
(1,926
(12,813
17,568
$4,755

$147

)

~— N

2015
$(9.256 )

2,320
1,055
1,166
18

41
245
56

3,660
(4,192 )
44

1,951

1,017

(1,333 )
(117 )
(3,325 )

(302 )

(6 )

(308 )

(1,450 )
47,996

(45,523 )
(1 )

(20 )
87

1,089

(2,544 )
20,002
$17,458

$128
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Cash paid for income taxes $35
Supplemental disclosure of non-cash investing and financing activities:
Vendor financed capital lease addition $—

The accompanying notes are an integral part of these condensed consolidated statements.
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ORION ENERGY SYSTEMS, INC. AND SUBSIDIARIES

UNAUDITED NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE A — DESCRIPTION OF BUSINESS

Organization

The Company includes Orion Energy Systems, Inc., a Wisconsin corporation, and all consolidated subsidiaries. The
Company is a developer, manufacturer and seller of lighting and energy management systems to commercial and
industrial businesses, predominantly in North America.

See Note J “Segment Reporting” of these financial statements for further discussion of the Company's reportable
segments.

The Company’s corporate offices and primary manufacturing operations are located in Manitowoc, Wisconsin. The
operations facility in Plymouth, Wisconsin was classified as an asset held for sale as of March 31, 2014 and was sold
in May 2014. The Company leases office space in Jacksonville, Florida; Chicago, Illinois; and Houston, Texas.
NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The condensed consolidated financial statements include the accounts of Orion Energy Systems, Inc. and its
wholly-owned subsidiaries. All significant intercompany transactions and balances have been eliminated in
consolidation.

Reclassifications

Where appropriate, certain reclassifications have been made to prior years’ financial statements to conform to the
current year presentation.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in
accordance with accounting principles generally accepted in the United States (GAAP) for interim financial
information and with the rules and regulations of the Securities and Exchange Commission. Accordingly, they do not
include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of
management, all adjustments, consisting of normal recurring adjustments, considered necessary for a fair presentation
have been included. Interim results are not necessarily indicative of results that may be expected for the year ending
March 31, 2016 or other interim periods.

The condensed consolidated balance sheet at March 31, 2015 has been derived from the audited and adjusted
consolidated financial statements at that date but does not include all of the information required by GAAP for
complete financial statements.

The accompanying unaudited condensed consolidated financial statements should be read in conjunction with the
audited consolidated financial statements and footnotes thereto included in the Company’s Annual Report on Form
10-K for the fiscal year ended March 31, 2015 filed with the Securities and Exchange Commission on June 12, 2015.
Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities
at the date of the financial statements and reported amounts of revenues and expenses during that reporting period.
Areas that require the use of significant management estimates include revenue recognition, inventory obsolescence
and bad debt reserves, accruals for warranty expenses, income taxes and certain equity transactions. Accordingly,
actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid, short-term investments with original maturities of three months or less to be
cash equivalents.
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Fair Value of Financial Instruments

The Company’s financial instruments consist of cash, accounts receivable, accounts payable, accrued expenses and
other and long-term debt. The carrying amounts of the Company’s financial instruments approximate their respective
fair values due to the relatively short-term nature of these instruments, or in the case of long-term, because of the
interest rates currently available to the Company for similar obligations. Valuation techniques used to measure fair
value must maximize the use of observable inputs and minimize the use of unobservable inputs. GAAP describes a
fair value hierarchy based on the following three levels of inputs, of which the first two are considered observable and
the last unobservable, that may be used to measure fair value:

Level 1 — Valuations are based on unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 — Valuations are based on quoted prices for similar assets or liabilities in active markets, or quoted prices in
markets that are not active for which significant inputs are observable, either directly or indirectly.

Level 3 — Valuations are based on prices or valuation techniques that require inputs that are both unobservable and
significant to the overall fair value measurement. Inputs reflect management's best estimate of what market
participants would use in valuing the asset or liability at the measurement date.

Accounts Receivable

Substantially all of the Company’s accounts receivable are due from companies in the commercial, industrial and
agricultural industries, as well as wholesalers. Credit is extended based on an evaluation of a customer’s financial
condition. Generally, collateral is not required for end users; however, the payment of certain trade accounts
receivable from wholesalers is secured by irrevocable standby letters of credit and/or guarantees. Accounts receivable
are generally due within 30-60 days. Accounts receivable are stated at the amount the Company expects to collect
from outstanding balances. The Company provides for probable uncollectible amounts through a charge to earnings
and a credit to an allowance for doubtful accounts based on its assessment of the current status of individual accounts.
Balances that are still outstanding after the Company has used reasonable collection efforts are written off through a
charge to the allowance for doubtful accounts and a credit to accounts receivable.

Also included in current receivables are amounts due from a third party finance company to which the Company has
sold, without recourse, the future cash flows from its Orion Throughput Agreements, or OTAs, entered into with
customers. Such receivables are recorded at the present value of the future cash flows discounted between 8.8% and
11%. As of December 31, 2015, the following amounts were due from the third party finance company in future
periods (in thousands):

Fiscal 2016 $247
Fiscal 2017 9

Total gross financed receivable $256
Less: amount representing interest &) )
Total net financed receivable $251

Financing Receivables

The Company considers its lease balances included in consolidated current and long-term accounts receivable from

OTA sales-type leases to be financing receivables. Additional disclosures on the credit quality of the Company’s

financing receivables are as follows:

Aging Analysis as of December 31, 2015 (in thousands):

Not Past Due 1-90 days Greater than 90 Total past due Total sales-type
past due days past due leases

Lease balances included in

consolidated accounts $542 $18 $2 $20 $562

receivable—current

Lease balances included in

consolidated accounts 141 — — — 141
receivable—long-term
Total gross sales-type leases 683 18 2 20 703

10
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)
$702

11
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Allowance for Credit Losses on Financing Receivables
The Company’s allowance for credit losses is based on management’s assessment of the collectability of customer
accounts. A considerable amount of judgment is required in order to make this assessment, including a detailed
analysis of the aging of the lease receivables and the current credit worthiness of the Company’s customers and an
analysis of historical bad debts and other adjustments. If there is a deterioration of a major customer’s credit worthiness
or if actual defaults are higher than historical experience, the estimate of the recoverability of amounts due could be
adversely affected. The Company reviews, in detail, the allowance for doubtful accounts on a quarterly basis and
adjusts the allowance estimate to reflect actual portfolio performance and any changes in future portfolio performance
expectations. The Company believes that there is no impairment of the receivables for the sales-type leases. The
Company incurred no write-offs against its OTA sales-type lease receivable balances in fiscal 2015 and $177
thousand for the three and nine months ended December 31, 2015.
Inventories
Inventories consist of raw materials and components, such as ballasts and drivers, light emitting diode (LED) chips,
metal sheet and coil stock and molded parts; work in process inventories, such as frames and reflectors; and finished
goods, including completed fixtures and accessories, such as lamps, sensors and power supplies. All inventories are
stated at the lower of cost or market value with cost determined using the first-in, first-out (FIFO) method. The
Company reduces the carrying value of its inventories for differences between the cost and estimated net realizable
value, taking into consideration usage in the preceding 9 to 24 months, expected demand, and other information
indicating obsolescence. The Company records as a charge to cost of product revenue the amount required to reduce
the carrying value of inventory to net realizable value. As of March 31, 2015 and December 31, 2015, the Company
had inventory obsolescence reserves of $1.6 million and $1.9 million, respectively.
Costs associated with the procurement and warehousing of inventories, such as inbound freight charges and
purchasing and receiving costs, are also included in cost of product revenue.
Inventories were comprised of the following as of the dates set forth below (in thousands):

March 31, December 31,

2015 2015
Raw materials and components $8,474 $10,265
Work in process 1,588 1,546
Finished goods 4,221 6,624

$14,283 $18,435
Deferred Contract Costs
Deferred contract costs consist primarily of the costs of products delivered, and services performed, that are subject to
additional performance obligations or customer acceptance. These deferred contract costs are expensed at the time the
related revenue is recognized. Current deferred costs amounted to $0.1 million and $46 thousand as of March 31, 2015
and December 31, 2015, respectively.
Prepaid Expenses and Other Current Assets
Prepaid expenses and other current assets consist primarily of prepaid insurance premiums, prepaid license fees,
purchase deposits, advance payments to contractors, unbilled revenue, prepaid taxes and miscellaneous receivables.
Prepaid expenses and other current assets included $1.7 million and $55 thousand of unbilled revenue as of March 31,
2015 and December 31, 2015, respectively.
Long-Lived Assets
The Company evaluates the recoverability of long-lived assets with finite lives in accordance with Accounting
Standards Codification, or ASC, Subtopic 360-10-35 which requires recognition of impairment of long-lived assets
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
When events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable based
on estimated undiscounted cash flows, the impairment loss would be measured as the difference between the carrying
amount of the assets and its fair value based on the present value of estimated future cash flows. The Company's
long-lived assets include property, plant and equipment and intangible assets. For the three months ended December

12
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31, 2015, the Company determined that events and circumstances indicated that the assets might be impaired due to
the current period operating cash flow and a history of operating cash flow losses. The Company performed a
quantitative assessment of these assets for all business units and its

8
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estimated undiscounted cash flows indicated that such carrying amounts were expected to be recovered. However, it is
reasonably possible that the estimate of undiscounted cash flows may change in the near term resulting in the need to
write down the long-lived assets to fair value.
Property and Equipment
The Company periodically reviews the carrying values of property and equipment for impairment in accordance with
ASC 360, Property, Plant and Equipment, if events or changes in circumstances indicate that the assets may be
impaired. The estimated future undiscounted cash flows expected to result from the use of the assets and their eventual
disposition are compared to the assets' carrying amount to determine if a write down to market value is required.
Property and equipment were comprised of the following as of the dates set forth below (in thousands):

March 31, December 31,

2015 2015
Land and land improvements $1,511 $1,515
Buildings 14,441 14,443
Furniture, fixtures and office equipment 8,600 8,676
Leasehold improvements 148 148
Equipment leased to customers under Power Purchase Agreements 4,997 4,997
Plant equipment 11,084 11,077
Construction in progress 379 118

41,160 40,974
Less: accumulated depreciation and amortization (19,937 ) (21,788 )
Net property and equipment $21,223 $19,186

Equipment included above under capital leases was as follows (in thousands):
March 31, December 31,

2015 2015
Equipment $— $389
Less: accumulated depreciation and amortization — (46 )
Net Equipment $— $343

Depreciation expense related to capital leased equipment was $20 thousand and $46 thousand for the three and nine
months ended December 31, 2015, respectively.

Depreciation is provided over the estimated useful lives of the respective assets, using the straight-line method.
Depreciable lives by asset category are as follows:

Land improvements 10-15 years

Buildings and building improvements 3-39 years

Furniture, fixtures and office equipment 2-10 years

Leasehold improvements Shorter of asset life or life of lease
Equipment leased to customers under Power Purchase Agreements 20 years

Plant equipment 3-10 years

9
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Goodwill and Other Intangible Assets

The costs of specifically identifiable intangible assets that do not have an indefinite life are amortized over their
estimated useful lives. Goodwill and intangible assets with indefinite lives are not amortized and are reviewed for
impairment annually, as of January 1, or more frequently if impairment indicators arise. During the quarter ended
December 31, 2015, the Company determined that a triggering event occurred due to the decline in the Company's
share price when compared to the share price as of March 31, 2015 and due to the Company's history of operating
losses. The Company performed a qualitative assessment of Goodwill and determined that no impairment had
occurred.

Amortizable intangible assets are amortized over their estimated economic useful life to reflect the pattern of
economic benefits consumed based upon the following lives and methods:

Patents 10-17 years Straight-line
Licenses 7-13 years Straight-line
Customer relationships 5-8 years Accelerated based upon the pattern of economic benefits consumed
Developed technology 8 years Accelerated based upon the pattern of economic benefits consumed
Non-competition agreements 5 years Straight-line

Indefinite lived intangible assets are evaluated for potential impairment whenever events or circumstances indicate

that the carrying value may not be recoverable based primarily upon whether expected future undiscounted cash flows

are sufficient to support the asset recovery. If the actual useful life of the asset is shorter than the estimated life
estimated by us, the asset may be deemed to be impaired and accordingly a write-down of the value of the asset
determined by a discounted cash flow analysis or shorter amortization period may be required.

There was no change in the carrying value of goodwill during fiscal 2015 or for the nine months ended December 31,
2015.

Goodwill is allocated to each operating segment during the nine months ended December 31, 2015 as follows (in
thousands):

Orion Orion Corporate and
U.S. Markets  Engineered Distribution b Total
. Other
Systems Services
Goodwill at December 31, 2015 $2,371 $2,038 $— $— $4,409

The components of, and changes in, the carrying amount of other intangible assets were as follows as of the dates set
forth below (in thousands):

March 31, 2015 December 31, 2015
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Patents $2,447 $(906 ) $2,456 $(1,010
Licenses 58 (58 ) 58 (58
Trade name and trademarks 1,958 — 1,956 —
Customer relationships 3,600 (1,620 ) 3,600 (2,357
Developed technology 900 (109 ) 900 (224
Non-competition agreements 100 (35 ) 100 (50
Total $9,063 $(2,728 ) $9,070 $(3,699

As of December 31, 2015, the weighted average useful life of intangible assets was 6.35 years. The estimated
amortization expense for each of the next five years is shown below (in thousands):

10
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Fiscal 2016 $257
Fiscal 2017 883
Fiscal 2018 608
Fiscal 2019 432
Fiscal 2020 346
Fiscal 2021 271
Thereafter 618
Total $3,415

Long-Term Receivables
The Company records a long-term receivable for the non-current portion of its sales-type capital lease OTA contracts.
The receivable is recorded at the net present value of the future cash flows from scheduled customer payments. The
Company uses the implied cost of capital from each individual contract as the discount rate.
Other Long-Term Assets
Other long-term assets include long-term security deposits, deferred costs for a long-term contract and deferred
financing costs. Deferred financing costs as of March 31, 2015 and December 31, 2015 were $202 thousand and $120
thousand, respectively. Deferred financing costs related to debt issuances are amortized to interest expense over the
life of the related debt issue (1 to 3 years) using the effective interest rate method.
Accrued Expenses and Other
Accrued expenses include warranty accruals, accrued wages and benefits, accrued vacation, accrued legal costs,
accrued commissions, customer deposits, accrued project costs, sales tax payable and other various unpaid expenses.
Accrued expenses include $1.3 million and $0.2 million of accrued project costs as of March 31, 2015 and
December 31, 2015, respectively.
The Company generally offers a limited warranty of one year on its high intensity fluorescent (HIF) lighting products
and a one-to ten-year limited warranty on its LED lighting products in addition to those standard warranties offered by
major original equipment component manufacturers. The manufacturers’ warranties cover lamps, ballasts, drivers and
LED chips, which are significant components in the Company’s lighting products. Included in other long-term
liabilities is $0.3 million for warranty reserves related to solar operating systems. These warranties vary in length,
with the longest coverage extended until 2030. Due to the limited warranty data available for solar operating systems
of this nature, actual warranty claims may differ from the Company's estimate of these warranties.
Changes in the Company’s warranty accrual were as follows (in thousands):

Three Months Ended December Nine Months Ended December

31, 31,

2014 2015 2014 2015
Beginning of period $466 $1,043 $263 $1,015
Provision to product cost of revenue 685 (1 ) 718 88
Charges 35 ) (104 ) 135 (165 )
End of period $1,116 $938 $1,116 $938

Revenue Recognition

Revenue is recognized on the sales of our lighting and related energy efficiency systems and products when the
following four criteria are met:

persuasive evidence of an arrangement exists;

delivery has occurred and title has passed to the customer;

the sales price is fixed and determinable and no further obligation exists; and

collectability is reasonably assured.

11
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These four criteria are met for the Company’s product-only revenue upon delivery of the product and title passing to
the customer. At that time, the Company provides for estimated costs that may be incurred for product warranties and
sales returns. Revenues are presented net of sales tax and other sales related taxes.

For sales of the Company’s lighting and energy management technologies, consisting of multiple elements of revenue,
such as a combination of product sales and services, the Company determines revenue by allocating the total contract
revenue to each element based on their relative selling prices in accordance with ASC 605-25, Revenue Recognition -
Multiple Element Arrangements. In such circumstances, the Company uses a hierarchy to determine the selling price
to be used for allocating revenue to deliverables: (1) vendor-specific objective evidence (VSOE) of fair value, if
available, (2) third-party evidence (TPE) of selling price if VSOE is not available, and (3) best estimate of the selling
price if neither VSOE nor TPE is available (a description as to how the Company determined estimated selling price is
provided below).

The nature of the Company’s multiple element arrangements for the sale of its lighting and energy management
technologies is similar to a construction project, with materials being delivered and contracting and project
management activities occurring according to an installation schedule. The significant deliverables include the
shipment of products and related transfer of title and the installation.

To determine the selling price in multiple-element arrangements, the Company establishes the selling price for its
lighting and energy management system products using management's best estimate of the selling price, as VSOE or
TPE does not exist. Product revenue is recognized when products are shipped. For product revenue, management's
best estimate of selling price is determined using a cost plus gross profit margin method. In addition, the Company
records in service revenue the selling price for its installation and recycling services using management’s best estimate
of selling price, as VSOE or TPE does not exist. Service revenue is recognized when services are completed and
customer acceptance has been received. Recycling services provided in connection with installation entail the disposal
of the customer’s legacy lighting fixtures. The Company’s service revenues, other than for installation and recycling
that are completed prior to delivery of the product, are included in product revenue using management’s best estimate
of selling price, as VSOE or TPE does not exist. These services include comprehensive site assessment, site field
verification, utility incentive and government subsidy management, engineering design, and project management. For
these services, along with the Company's installation and recycling services, under a multiple-element arrangement,
management’s best estimate of selling price is determined by considering several external and internal factors
including, but not limited to, economic conditions and trends, customer demand, pricing practices, margin objectives,
competition, geographies in which the Company offers its products and services and internal costs. The determination
of estimated selling price is made through consultation with and approval by mana