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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON D.C. 20549

FORM 10-K

M  ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended: December 31, 2010
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

COMMISSION FILE NUMBER: 0-20354

Lighting Science Group Corporation

(Exact name of Registrant as specified in its @rart

Delaware 23-259671C
(State or other jurisdiction of incorporatic (I.R.S. Employer Identification Numbe

1227 South Patrick Drive, Bldg. 2A
Satellite Beach, FL 32937
(Address of principal executive offic (Zip Code)
Registrant’s telephone number, including area code(321) 779-5520
Securities registered pursuant to Section 12(b) d¢fie Exchange Act: None
Securities registered pursuant to Section 12(g) ¢fie Exchange Act:

Title of each Class:

COMMON STOCK, PAR VALUE $0.001 PER SHARE

Indicate by check mark if the registrant is a vielbwn seasoned issuer, as defined in Rule 405edB&turities Act. Yesl No M
Indicate by check mark if the registrant is notuieged to file reports pursuant to Section 13 ort®ecl5(d) of the Act. Yedd No M

Indicate by check mark whether the registrant @ filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange Act of4l88ring the preceding 12 months
(or for such shorter period that the Registrant weggsiired to file such reports), and (2) has bedajest to such filing requirements for the past@gs. Yes® No O

Indicate by check mark whether the registrant lasmtted electronically and posted on its corpokdebsite, if any, every Interactive Data File reqdito be submitted and posted
pursuant to Rule 405 of Regulation S-T (§232.408hisf chapter) during the preceding 12 monthsdostich shorter period that the registrant wasireduo submit and post such
files). YesO No O

Indicate by check mark if disclosure of delinquitiers pursuant to Item 405 of Regulation S-K (82 of this chapter) is not contained herein, wilidhot be contained, to the best
of registrant’'s knowledge, in definitive proxy eformation statements incorporated by referendesairt |1l of this Form 10-K or any amendment to theem 10-K. O

Indicate by check mark whether the registrantlaxge accelerated filer, an accelerated filer, noa-accelerated filer or a smaller reporting comyp&ee the definitions of “large
accelerated filer,” “accelerated filer,” and “snealfeporting company” in Rule 12b-2 of the ExchaAge (check one) Large accelerated filed. Accelerated filerCd Non-accelerated
filer O Smaller reporting companiy

Indicate by check mark whether the registrantsbell company (as defined by Rule 12b-2 of the Brge Act). Yesl No 4

The aggregate market value of the voting and ndmg@ommon equity of the registrant held by nofiliates, computed by reference to the closingsalgce of such stock, as of
June 30, 2010 was $25,400,000 (for purposes ofrditation of the aggregate market value, only does; executive officers and 10% or greater stolddrs have been deemed affiliates.)

The number of shares outstanding of the regissammmon stock, par value $0.001 per share, asaoftvVR5, 2011 was 186,348,442 shares, excludin@@22&hares of unvested
restricted stock that have voting rights.

DOCUMENTS INCORPORATED BY REFERENCE
The information required by Part IlI of this Annuéport on Form 10-K, to the extent not set foethein, is incorporated by reference from the reaigts definitive proxy statement

relating to the 2011 Annual Meeting of Stockhold@r&e held on April 28, 2011, which will be filedth the Securities and Exchange Commission witt#id days after the end of the fiscal
year to which this Annual Report on Form-K relates.
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The Business section and other parts of this AnReglort on Form 10-K (“Form 10-K”) contain forwarkboking statements that involve
risks and uncertainties. Many of the forward-loakstatements are located in Item 7. “Management&@ssion and Analysis of Financial
Condition and Results of Operations.” Forward-loogistatements provide current expectations of &iaments based on certain assumptions
and include any statement that does not direcigteeto any historical or current fact. Forward-lkimg statements can be identified by words
such as “anticipates,” “believes,” “estimates,” “gxects,” “intends,” “plans,” “predicts,” and similar terms. Forward-looking statements are
not guarantees of future performance and the Comwigaactual results may differ significantly fronmethesults discussed in the forwdmbking
statements. Factors that might cause such diffegiclude, but are not limited to, those discussdtem 1A. “Risk Factors”, which are
incorporated herein by reference. The Company assum obligation to revise or update any forwardkimg statements for any reason,
except as required by law.

PART |
Iltem 1. Business.
General

Lighting Science Group Corporation (“Lighting SceenGroup,” “we,” “us,” “our” or the “Company”) degns, develops, manufactures
and markets general illumination products that esigkly use light emitting diodes (“LEDs") as théght source. Our broad product portfolio
includes LED-based retrofit lamps (replacement §uthat can be used in existing light fixtures andkets as well as purpose-built LED-based
luminaires (light fixtures), for many common indard outdoor residential, commercial, industrial @anblic infrastructure lighting
applications. We manufacture and assemble our ptedioth internally and through our contract maotufieer in Asia. Our internal
manufacturing operations are currently based invbomterrey, Mexico site, which commenced productioovember 2010, and our Satellite
Beach, Florida headquarters. Our proprietary teldgyo differentiated design approach and key retethips throughout the LED lighting
supply chain position us well as general illumioattontinues its transition to the use of LEDs aspdacement for existing lighting
technologies.

We are a technology integrator with intricate kneage of each of the main component technologies imseur products. Our in-house
design and development of power supplies, thernaaagement solutions and optical systems used iproducts along with our detailed
specification of the packaged LEDs we incorporate dur products, provides us with a distinctivéighto manage the interrelationships
between these components and subsystems. Thisnslgated approach, combined with our thorough undeistg of the requirements of ec
lighting application our products are designedddrass, enables us to provide a broader and miesearg range of products that we believe
deliver industry-leading performance and offer sopayback periods relative to the products ofammpetitors. The performance advantage
of our products can be measured by the combinafidvigher efficacy, as calculated by lumens oftigalivered per watt of power consumed,
or Im/W, light quality and reliability.

Our product offering has been adopted by leaditajlezs and original equipment manufacturers (“OBEM lighting products such as
The Home Depot, Inc. and Osram Sylvania, Inc., $ke#itour products on a co-branded or private labsis, as well as by large end-users to
whom we sell directly and through distributors, sas Harrah’s Operating Company, Inc., Hilton Hotebrporation, Simon Property Group,
Inc. and Starbucks Corporation. Notably, we are fibme Depot’s preferred provider and product dgwalent partner for LED retrofit lamps
and luminaires, which are currently sold undeEiteSmart ® line on a co-branded basis. In additiemsell our luminaires for use in large-
scale infrastructure projects including, among ththose in Salt Lake City, Mexico City and Wagjton, D.C. During the second half of 2(
alone, we sold over one million LED retrofit lampghich we believe makes us one of the largest wadd suppliers of LED retrofit lamps.

Corporate Information and History

We were incorporated in the state of Delaware B81®nless expressly indicated or the context regudtherwise, the terms “Lighting
Science Group,” “we,” “us,” “our” or the “Companyi this Form 10-K refer to Lighting Science Grouprforation or, as applicable, its
predecessor entities and, where appropriate, itdlyvbwned subsidiaries. Our principal executivéiaes are located
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at 1227 South Patrick Drive, Building 2A, SatellBeach, Florida 32937, and our telephone numb@2s%) 779-5520. Our website address is
www.Isgc.com. This reference to our website isratiive textual reference only and is not a hypkrlThe contents of our website are not
of this Form 10-K.

We are controlled by affiliates of Pegasus Capithlisors, L.P., or Pegasus Capital, a U.S.-base@terequity fund manager that
provides capital and strategic solutions to middérket companies across a variety of industriestarically, Pegasus Capital has invested in
our capital stock through LSGC Holdings LLC (“LSG{ldings”), Pegasus Partners 1V, L.P. (“Pegasug Afid LED Holdings, LLC (“LED
Holdings”).

Industry Background

The U.S Department of Energy, or the DOE, estimtitatlighting accounted for 25% of U.S. electsicibnsumption in 2009.
Accordingly, adoption of energy efficient lightingincreasingly being acknowledged as a criticahnseto reduce energy consumption from an
environmental perspective and to mitigate the feethvestments in new electrical generation capaci

LEDs, which are solid state semiconductor devibas émit light when electric current is passeduliothem are, according to the DOE,
the most promising technology for reducing energlysumption by lighting. Key benefits of LED lighgiproducts relative to traditional
sources of lighting include greater energy efficigrionger lifetime, improved durability, increasedvironmental friendliness, digital
controllability, smaller size, directionality, immiate full intensity and lower heat output.

Since the development of high brightness LEDs én1890s, LED technology has continued to advanaielsa driving improvements in
both product efficacy as well as cost of manufanturLEDs have a demonstrated history of rapid &dopn various applications when their
total cost of ownership, including both purchasegand ongoing energy and maintenance costspésdid a point that warrants their use.
Reductions in total cost of ownership, which aiiengrily driven by increased product efficacy anaiéw purchase prices, improve users’ return
on investment in LED technology and shorten thebpal( period for LEDs relative to other lighting h@ologies. We expect that as payback
periods further shorten, LED adoption will acceleracross a growing range of applications in gdriémination. We believe the following
trends, in addition to improving product efficagydadeclining purchase prices, will play key roledhis industry transition:

. continuing improvements in LED technology that Vilither increase light qualit
. increasing focus on energy efficiency among indiaid as well as public and private entiti
. greater demand for lighting solutions with desidffedentiation and enhanced functionality, incluglidigital controls

. growing demand for electricity that may increasyndpive utilities and governmental agencies to e\greater financial incentiv
for energy efficient lighting technologies includibED lighting;

. government regulations worldwide effectively elimiimg incandescent bulb sales, including in theoRean Union b
December 31, 2012 and in the United States by Dbee8i, 2014; an

. government programs aimed at promoting awarenasgvgroving quality and user experience of eneiffigient products, such ¢
ENERGY STAR, which has established entefficiency accreditation and labeling guidelinesdoalified products

Our Strengths

We are a leading provider of LED retrofit lamps &mehinaires for the general illumination market dwlieve the following competitive
strengths have enabled us to achieve this position:

In-depth understanding of the lighting markets @e/e.We have a deep understanding of how multiple coraptsnand subsystems
function when integrated into LED lighting productsder actual operating conditions as well as kedgé of what attributes end-users truly
value for each application our products addresis Rimowledge is derived from the experience of management, sales and product
development
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professionals, many of whom have spent the vasinityapf their careers at traditional lighting coarpes and is solidified by our close
collaboration with customers from product developtiBrough after-market support.

Extensive proprietary technology and know-hive are a technology integrator with expertise icheaf the key technologies used in our
products including power supplies and controlstrited management solutions, optical systems and teeBnology. This expertise is
complemented by a portfolio of 121 issued and pegntll.S. patents that have been developed oveotirse of nearly a decade of operations.

Comprehensive system-based approsli¢l.are focused on the profound impact the inteticeiahips between key components and
subsystems have on the performance and cost giroducts. Accordingly, we design and develop posugplies, thermal management
solutions and optical systems used in our prodatsspecify key attributes of the packaged LEDsnwerporate into our products enabling us
to finely tune them to improve their interoperailiwe do not believe our competitors have the doatibn of capabilities and organizational
structure to duplicate our design approach.

Broad product portfolio sustained by rapid speednt@rket.Our modular approach to product development enalsés design and
develop optimized components and subsystems thase/@ multiple products while maintaining thexftality to modify key attributes of
these subsystems for the specific needs of ind@idpplications. As a result, we believe we are ablcost-effectively design and
commercialize a broader range of retrofit lamps lantinaires at a faster rate than many of our cditgus. In addition, our ability to rapidly
design key components and subsystems around netrdgluced packaged LEDs is a key contributor tospged to market with performance
leading products. Given the rapid pace of LED tedbgy improvement and inherent short product cydesed to market is a critical
competitive advantage.

Broad market reach through established chann@ls. retrofit lamp business benefits from key retaéind lighting OEM relationships,
including with The Home Depot, the largest worldevigkller of light bulbs, and with Osram Sylvaniaoag others, for the sale of our prodt
on a co-branded or private label basis. In addithem direct sales force has the knowledge of lighépplications required to sell our retrofit
lamps and luminaires directly to large end-usetsiamot impeded by conflict from legacy lightingdinesses. We also maintain an establishec
network of independent sales agents and distributat expand our geographic coverage and offgyastifor large projects in the
infrastructure and commercial and industrial endketzs.

Flexible approach to component sourcifide flexibility of our product designs and our #lito facilitate rapid design adjustments limit
our dependence on any single technology or vemdoui supply chain. This latitude in our comporsmircing, particularly for packaged
LEDs, enables us to mitigate supply risk throughudti-sourcing strategy and enhances our pricingrage. It also helps insulate us from
potential technology changes that represent saarifirisk to less adaptable competitors.

Experienced personnel with proven ability to drixe strategiesOur long-standing focus on research and commezaiédin of LED
lighting has been a guiding force in building coster of talent. As a result, our senior managergamh consists of long-tenured lighting
industry professionals as well as LED technologierans. Our research and development team inchjgfl®ximately 50 research scientists
and engineers with Ph.D.s or master’s degreesange of disciplines relevant to the developmentEi lighting products. Similarly, our
sales and marketing team has prior experiencerimaukets and channels at traditional lighting canips.

Our Strategies

Our objective is to leverage our leadership positioLED lighting products to become the leadethia overall lighting industry as LED
adoption accelerates through the following strategi

Improve our products while lowering their cost tes&in our market positioWe will continue to enhance our products by accatirg
improvements across all of our component and stsytechnologies and by availing ourselves of rrfficiencies by way of their
interoperation. These improvements will includeawations relating to new materials, designs anchods, which we believe will provide
revolutionary, rather than evolutionary, gains inquct performance and manufacturing cost.

3



Table of Contents

In addition, we will continue to rapidly optimizeiotechnologies for the most recently introduced gpically higher efficacy packaged LEDs
to which we often have early access. We also interttevelop products that incorporate the intefliggontrol enabled by solid state lighting to
offer further reductions in cost of ownership amde functionality to our customers.

Drive improvements in our manufacturing and suggblgin operations We are increasing production at our recently eplesite in
Monterrey, Mexico, as well as at our contract mantifring partner in Asia to ensure that we haveade capacity to meet future demand as
well as to capture efficiencies that we expect allbw us to materially improve our profitability ave transfer high-volume manufacturing to
these lower cost sites from our Satellite Beacbritfh facility. In addition, we are increasinglyusoing critical components and subsystems
from suppliers closer to our points of manufactwetking with our customers to develop more rolieshand forecasts and implementing r
information technology systems to reduce lead tjragpediting costs for inbound supplies and otlparational inefficiencies.

Expand our market coverag&Ve will continue to invest in our sales chanrieldrive further adoption of LED general illuminati as
well as to improve our share of the market. Thiesiment includes adding experienced lighting Esifenals to our direct sales force and
enlarging the sales team that manages our ret@iO&M partners to both help us develop new relatigrs and increase business with existing
ones. We also plan to expand the professional ssd@s that manages our growing roster of indepersidas agents and distributors for the
infrastructure and commercial and industrial meaghketorder to provide them with better sales suppe are also focused on expanding our
efforts in Europe and Asia as we introduce new petsldesigned specifically for the requirementthoge regions. In addition, we plan to take
a leadership role in the establishment of rebatgnams applicable to LED lighting, which, while mecessary for the adoption of our prodt
has the potential to meaningfully accelerate th# &hLED lighting.

Expand our product offering to target further contienal lighting applications We follow a disciplined approach to the expangibou
business, prioritizing only those applicationsvidrich we believe there are currently clear and ogliimyg reasons, from a return on investment
and total cost of ownership perspective for a piidénoustomer to adopt LED lighting. As the valueposition of LED lighting continues to
improve, we will increase the range of applicatitimest we target accordingly.

Extend our technology to non-traditional markeWe plan to continue to develop products for n@agglications beyond traditional
lighting that can benefit from the unique propestid LED lighting. We believe these potential noaditional markets help drive our culture of
innovation as well as our understanding of LED texdbgy. They may also represent a material mangpodunity in addition to their
promising social benefits.

Our Products

We have developed an extensive product portfolitiiae distinct product families (lamps; infrasture luminaires; and commercial,
architectural and residential luminaires), and @isavide custom lighting solutions. We believe purducts in each of our three families offer
the best combination of lumen output, efficacy tqEs lumen and payback period. We intend to intoeda number of new products within
each of our product families during 2011.

Lamps. We offer a broad range of LED retrofit lamps taeg designed to fit into existing light fixturesdasockets. We believe these L
retrofit lamps are economically compelling replaesnts for traditional reflector and globe incandes@ad incandescent halogen lamps. Our
range of dimmable LED retrofit lamps exhibit comesig color and deliver excellent light distributiand brightness in commercial and
residential lighting applications. Our line of i&it lamps includes DEFINITY branded retrofit lamwhich we sell directly to our customers
and through distributors under the Lighting Sciename as well as co-branded and private labelfitefmmps.

Infrastructure luminaires We offer LED luminaires that combine energy efitcy, long life and excellent light distributiowhich
makes them ideal for street lighting as well asuge in parking garages, outdoor areas, warehamemanufacturing areas. Our infrastructure
luminaire product range includes: (i) the PROLIFS€ries Roadway Luminaire; (ii) the Pyramid Low BRiat Low Bay and BAYLUME

4



Table of Contents

luminaires for use in parking garages; and (i@ 8hoeBox and WallPack luminaires for use in anebpathway and security lighting,
respectively.

Commercial, architectural and residential luminareéWe offer LED luminaires for the commercial, atelstural and residential markets.
Our SYMETRIE line of LED luminaires is designed fetail display applications and is available imi@as profiles and lengths and in color
temperatures ranging from cool to warm. This liffers excellent color control to highlight the appa&nce of high value or perishable products
without generating excessive heat and UV light thay damage these products as often happens wittertonal lighting. We also offer
LED-based spot, accent, recessed, pendant andlightkg, which offer uniform illumination and aare energy efficient alternative to
incandescent halogen lighting to commercial custem&’e are also in the process of launching adfnesidential luminaires that will give
consumers the opportunity to bring attractive amergy efficient LED lighting to their homes via jpaise-built fixtures. Our architectural
lighting products help architects, lighting designand builders enhance building structures wghtlicolor, movement and video in both
interior and exterior applications. Many of thesehitectural lighting products are offered througlr custom lighting solutions group.

Custom lighting solutionsin addition to our three product families, weoatgfer custom LED lighting solutions that combjpr®ject
management, system integration and advanced cayst#ms and software to create desired lightifegtsf for architects, lighting designers
and research projects. Solutions developed aptrese projects provide new insights into usdggbt and the basis for new lighting fixtures
for mainstream applications, in addition to genagatevenues and brand awareness. Our custom tgajeeer a wide range of specialized
applications, from the New York City Times SquarewNYear’'s Eve Ball to energy efficient lighting fthre International Space Station.

Target Markets and Customers

We target applications across several markets facwthe return on investment, total cost of owhgrsnd other benefits of LED
lighting currently present clear and compellings@ss for its use. In many instances the productsffee to our customers have less than a two
year payback depending on the cost of electrithity efficiency and useful life of the replaced langp luminaires, and other factors includ
customer-specific characteristics such as dailatitom of lighting use and ease or cost of incumitighting technology replacement. The exact
payback period required to drive LED lighting adoptvaries by application and end-user and is erfeed by the perceived value of other
benefits of LED lighting for a given applicationaegll as individual end-user willingness to invassthe higher upfront cost of LED lighting.
We expect that as payback periods further shotteéD, adoption will accelerate across a growing raobapplications and we expect to
broaden our target applications and roster of coste accordingly.

Government-owned and private infrastructufeublic and private infrastructure includes outdiagilities and spaces that are manage
government and private entities. Primary applicegtim this market include lighting for streets dmghways, parking lots, airports, ports,
railroads, utilities and other large outdoor aré&tseet and highway lighting represents the largegtment within the infrastructure market with
the number of street and area lights in the UrBades alone estimated at over 100 million fixtufdthough LED lighting currently represents
only a small part of this market, we expect it towg significantly due to increasing customer awas=nof the benefits of LED technology,
including longer lifetime, which reduces the needdostly and disruptive replacement and mainte@aaed the improving performance and
declining cost of LED lighting products. Our custers within this market include American AirlinesglSLake City, Mexico City and
Washington, D.C.

Schools and universitiesCampuses for primary, secondary and higher educegpresent a significant market opportunitydar
energy-efficient LED lighting products. Principgd@ications in this market include lighting for garg lots, large outdoor areas, streets and
building exteriors as well as indoor lighting. Abstiantial movement currently exists across colleggsuniversities to reduce energy use and
improve sustainability and switching to LED ligtgits, we believe, one of the most practical, rapatloptable, highest-return and high profile
actions campus administrators can take towardslifugfthis mandate. Our customers within this netriaclude Dallas County Schools,
Arizona State University—Tempe and Tufts University
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Retail and hospitality The market for lighting in the retail and hosfiiygenvironment is both large and varied and ines products for
malls, retail stores, hotels and resorts, cruigesséind restaurants. Our retrofit lamp and lumaaiferings for this market focus on task
lighting, down lighting, bay lighting, cove lightin accent lighting, track lighting and spot liglgtias well as retail display lighting. Several
major retailers have replaced their existing lightwith our LED retrofit lamps and luminaires, inding Starbucks, Cartier and kiosks within
shopping malls managed by Simon Property.

Residential and officeWe offer a line of retrofit lamps and luminaitesgeted to compete with traditional incandescendtiacandescent
halogen lamps and luminaires for commercial anitleegial lighting applications. Our retrofit lampad luminaires are currently sold to
leading OEMSs that resell them under their own bsabath directly to end-users and into retail chéeech as home centers. We also sell our
retrofit lamps and luminaires to The Home Depotichitoffers them to end-users under the EcoSmartchia addition, our retrofit lamps and
luminaires are sold under the Lighting Science ndmaugh distributors and directly to large custosne

Sales Channels

We employ a multi-faceted channel strategy, whittlizas co-branded and private label programs,dingct sales force, distributors and
independent sales agents to address distinct mapkettunities. Our organization of 38 sales prsifazals is divided into account-focused and
project-focused activities, each of which is suppadby our rebates team.

Our account-focused activities are conducted katesic account and national account teams. Stradegiount management focuses on
business alliances such as those with The Hometepbbranded lighting OEMs that help us accesdertal and commercial customers. In
addition to initiating new relationships, our ségit account teams also actively manage these atscby providing quality service, expertise
and support in order to expand account revenugoiNdtaccount management focuses on potentialvagie customers. This team targets the
largest national accounts within the markets forcWwlour products’ value proposition is currentlg tmost compelling, including retail,
hospitality, schools and universities, large restiate management, and ESCO, or energy service cgnepatomers.

Our project-focused activities involve supporting aetwork of independent sales agents and distnisthat pursue lighting projects in
the commercial, industrial and public infrastruetanarkets on a regional basis. Our project-focgsées team develops and manages our
network of channel partners and works with thestnpas to submit competitive bids on projects anersee the delivery and after-market
support related to such projects.

Our sales activities are also supported by cust@teocates who manage customer relationships, ic@tedproduct delivery and also
provide after-market services. We also maintaietavork of contractors that we qualify for producstallation and service within the United
States. In addition, our sales and marketing teahudes professionals that are dedicated to magagid monitoring rebate policies with third
party constituents.

We believe our products are globally competitiveywbver, our sales and marketing efforts to date teen primarily focused in North
America. We are seeking to expand our internatisabds team to service Europe and Asia and intepdrsue a multi-tiered strategy to
address these markets as we introduce new prodesigned specifically for them.

Years Ended December 31

Total Revenues by Geographical Regio 2010 2009 2008

United State! $42,223,22 $18,270,53 $10,165,47
The Netherland 8,843,89! 10,428,41 2,623,87.
Other 2,101,88! 2,677,86 7,969,24.

$53,169,01 $31,376,81 $20,758,59

Our international strategy includes selling throuligtributors under the Lighting Science brand name geographically exclusive basis,
partnering with OEMs, employing a direct sales éoirctargeted regions and licensing our final asdeno local partners so they can fulfill
regional demand in accordance with local conteqirements.

Our sales cycle varies by customer and lightindiegtion and typically takes between one and tlmeaths for commercial customers
and as long as a year or more for government iméretsire customers. Sales for large infrastructum@ commercial projects usually consist of
an initial presentation that may be followed byilatperiod, during which the proposed lightingibn is installed in a limited number of
locations to verify its performance prior to purshaFrequently throughout this process, our irdfiethnical support team collaborates with
our account- and project-focused sales represeasagind our product development staff to tailorgnaducts on an iterative basis to the
specifications and attributes required by our ausis. Sales through our retail and OEM channelsnare consistent than our project-based
sales and are forecasted on a regular basis byustomers. We generally provide a five-year
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warranty on our products, which gives our custontieesoption to repair, replace or be reimbursedterpurchase price of the product, at the
customer’s discretion.

For the year ended December 31, 2010, Osram Sgheard The Home Depot accounted for 44% and 12%rofiet sales, respectively.
As a result, our sales are materially affectedlbgtiations in the buying patterns of these custsraad such fluctuations may result from
general economic conditions or other factors.

Research and Development

We believe that our ongoing success depends iropastir ability to improve our current products @aodlevelop new products for both
existing and new applications. Our research anéldpment team focuses on increasing the efficiei@fl of the components and subsystems
that comprise our products including power suppliesrmal management solutions and optical systsweell as on designing these
components and subsystems for improved aesthetitsealuced total product cost. This goes beyonaiienization of existing technologies
and includes the dedication of significant resositoavard the development of new materials and nustihelated to these components and
subsystems. We also work closely with LED manufasgiand packagers to promote and drive advanddsbnpackage structures including
the application of phosphors which are requiregrtmuce white light.

We have assembled a team of approximately 50 ressaientists and engineers with Ph.D.s or Mafegrees in disciplines including
power electronics, lighting, thermal and mechanécajineering, materials science and cellular ankootar biology. These professionals
combine a thorough understanding of the scienagpsnetl to develop LED lighting products with sigo#nt lighting application experience.
Our research and engineering personnel are coeld@atour Satellite Beach, Florida headquartersgdimle our manufacturing team, both of
which are responsible for new product launchesmadufacturing process improvements. Our compressggement hierarchy enables a
high level of collaboration between these prodestelopment teams as well as our sales and markatiyanization. Our research and
development capabilities are enhanced throughlmmiédions with leaders in a wide range of fieldguding advanced material science,
semiconductor performance, medical and biologies¢arch, space exploration and military application

Our research and development expenses were $1lighnt6.6 million and $7.3 million for the yeaenided December 31, 2010, 2009
and 2008, respectively. For the year ended DeceBhet010, these expenses primarily related tih@)expansion of our product portfolio
including prototype components and tooling andré§earch into new forms and advances in powerarsion, optical materials and thermal
substrates and systems.

Suppliers and Raw Materials

The principal materials used in the manufactureass&mbly of our products are packaged LEDs amdegricircuit boards, MOSFETS,
magnetics and standard electrical components sichgacitors, resistors and diodes used in our psuglies. We also source other mate
that are manufactured to our precise specificatisnsh as aluminum heat sinks for our thermal mamagt systems, plastic optics, as well as
aluminum and plastic structural elements. We ateeammitted to, and do not favor, a single soumrepickaged LEDs and are therefore free
to select LEDs based on availability, price andgrenance. We favor suppliers on whom we can retynbely provide us with packaged LEDs
to our specifications. We presently use LEDs preslidy Citizen Electronics Co., Ltd., or Citizen &lenics, Nichia Corporation, Osram Opto
Semiconductors GmbH, Philips Lumileds Lighting Canyp, Seoul Semiconductor, Inc. and various othadees. We believe we have good
relationships with our LED suppliers and, in gehekeceive a high level of cooperation and supfrorn them. In addition, we have entered
into strategic relationships with certain key LEMppliers that currently give us access to next geiten LED technology at an early stage and
at competitive prices. We also obtain other compts)anaterials and subsystems from multiple supplieNorth America and Asia. We
continuously monitor and evaluate alternative sigpplbased on numerous attributes including quagyformance, service and price. We are
in the process of expanding our supplier basedease their proximity to our North American marmtiiaing sites to reduce our reliance on
Asian manufacturers. We believe this will help educe our lead times as well as our inbound fraghkts, including the need for and impact
of expediting supplies. In pursuit of these goa¢sake also implementing new information technolegstems, such as a new ERP system, and
working closely with our customers to develop mareust demand forecasts to improve overall suppéircmanagement.
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Manufacturing and Assembly

We manufacture and assemble our LED lighting prtslutlizing a global supply chain with a signifiden-house infrastructure. Today,
we have approximately 86,000 square feet of maturfiag facilities, including 20,000 square feebat headquarters in Satellite Beach,
Florida and 66,000 square feet at our new manufiagt@acility in Monterrey, Mexico. In addition, weave dedicated space at our contract
manufacturing partner’s location in Asia.

While we design, develop and manufacture most opower supplies in house, we use third party seppfor certain labor or capital
intensive components that we design and develois. ddst effective approach outsources certain nzanturfing steps that are not critical to
overall product quality and do not require shaidng sensitive intellectual property with third past Accordingly, a large portion of our
manufacturing activity involves final product asd@m

The vast majority of our manufacturing has tradiity been conducted at our Satellite Beach fgcili¥e are in the process of
transferring significant production to our manutaitg site in Monterrey, Mexico, which opened ingmber 2010, as well as to our contract
manufacturing partner. Our capacity migration axple@sion plans are meant to ensure that we havpiatiecapacity to meet anticipated
future demand for our products as well as to capefiiciencies that we expect will allow us to miathy improve our profitability. We will
continue to utilize our manufacturing operationsim Satellite Beach, Florida facility to suppoutr @roduct team'’s efforts to launch new
products until they reach full scale commercialwoés and to identify process improvements thaedrost reductions across the entire supply
chain.

Competition

Our industry is highly competitive. We face comtieti from both traditional lighting technologiesopided by numerous vendors as well
as from LED-based lighting products provided byr@ngng roster of industry participants. The LEDHiong industry is characterized by rapid
technological change, short product lifecycles fiaduent new product introductions, and a competigiricing environment. These
characteristics increase the need for continuavation and provide entry points for new compesitas well as opportunities for rapid share
shifts.

Relative to traditional lighting technologies, wnparily compete on the basis of the numerous benef LED lighting technology, such
as greater energy efficiency, longer lifetime, ioyed durability, increased environmental friendiisiedigital controllability, smaller size,
directionality and lower heat output. As compamdther providers of LED lighting, we compete priityaon the basis of our product
performance as measured by efficacy, light qualitgt reliability, as well as on product cost. Initidd to the aforementioned factors which
generally contribute to total cost of ownership anoduct quality, we also compete on the basisuotbooad product portfolio and strong
channel relationships. We believe our differentigteoduct design approach, proprietary technologydeep understanding of the lighting
applications we address enable us to compete falyooa all of these factors.

Currently, we view our primary competition to bege, established companies in the traditional garigthting industry such as Acuity
Brands, Cooper Industries, General Electric Comp@syam Sylvania, Panasonic Corporation, Koningli#ilips Electronics N.V., or Philig
and Zumtobel Lighting GmbH. Certain of these conmgsualso provide, or have undertaken initiativeddeelop, LED lighting products as w
as other energy efficient lighting products. Addlitally, we face competition from a fragmented urseeof dedicated smaller niche as well as
low-cost offshore providers of LED lighting prodsctWe also anticipate that packaged LED suppliecfiiding some of those that currently
supply us, may seek to compete with us by intraaycetrofit lamps or luminaires of their own. Foaenple, Cree, Inc., which is primarily a
manufacturer of LEDs, also offers LED retrofit lasrgind luminaires. Similarly, affiliates of both @sr Sylvania and Philips are among the
larger packaged LED chip providers. We also exp#wr large technology players with LED technoldlggt are currently focused on other
markets for LEDs, such as backlighting for LCD dégg, to increasingly focus on the general illuntima market as their existing markets
saturate and LED use in general illumination growsaddition, we may compete in the future with ders of new technological solutions for
energy efficient lighting.

Some of our current and future competitors areclacgmpanies with greater resources to devotesgareh and development,
manufacturing and marketing, as well as greaterdreame recognition and
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channel access. Some of our more diversified custerould also compete more aggressively with usulmgidizing losses in their LED
lighting businesses with profits from other lindasiness. Moreover, if one or more of our contpetior suppliers were to merge with one
another, the change in the competitive landscapkl @alversely affect our customer, channel or dapptlationships, and, as a result, our
competitive position. Additionally, any loss of aykchannel partner, whether to a competitor orretise, could severely and rapidly damage
our competitive position.

Intellectual Property

The creation and use of proprietary intellectualpgrty is a key aspect of our strategy to difféegatourselves in the marketplace. We
seek to protect our proprietary technologies byiolitg patents and licenses, retaining trade seared defending, enforcing and utilizing our
intellectual property rights, where appropriate. Wédieve this strategy allows us to preserve theathges of our products and technologies,
and helps us to improve the return on our investrimeresearch and development.

As of December 31, 2010, we had filed 140 U.S.qgaeplications, of which 85 U.S. patents wereassand 36 were pending approval
and 19 were no longer active. When we believeapisropriate and cost effective, we make corresipgridternational, regional or national
filings to pursue patent protection in other paftthe world. In some cases, we rely on confiddityiagreements and trade secret protectio
protect our proprietary technology. In addition, keense and have cross-licensing arrangementsresthect to third-party technologies that
are incorporated into some elements of our desigwites, products and manufacturing processesablg, we acquired license rights to a
portfolio of patents and patent applications, alt agcertain registered trademarks and servicésrfar discrete product offerings, from
Philips in connection with a settlement that wechesad with Philips in August 2009. Historically,dieses of the thirgarty technologies used
us have been available to us on acceptable terms.

The LED industry is characterized by the existeofca significant number of patents and other ietglial property, and by the vigorous
pursuit, protection and enforcement of intellectu@perty rights. As is customary in the indusimgny of our customer agreements require us
to indemnify our customers for third-party intelieal property infringement claims. Claims of thistscould harm our relationships with our
customers and might deter future customers fromgibusiness with us. With respect to any intellacpuoperty rights claims against us or
customers or distributors, we may be required sseamanufacture of the infringing product, pay dagesaexpend resources to defend against
the claim and/or develop non-infringing technologgek a license or relinquish patents or otheléui®al property rights. We believe our
extensive intellectual property portfolio, alonghvour license arrangements, provide us with carallle advantage relative to new entrants to
the industry and smaller LED providers in servioglsisticated customers.

Regulations, Standards and Conventions

Our products are generally required to meet thetdal codes of the jurisdictions in which they @old. Meeting the typically more
stringent codes established in the United Statddl@European Union usually allows our productsieet the codes in other geographic
regions.

Many of our customers require our products to siedi by Underwriters’ Laboratories, Inc. (“UL”"). Uk a United States independent,
nationally recognized testing laboratory, thirdtparoduct safety testing and certification orgatian. UL develops standards and test
procedures for products, materials, componentgnasiges, tools and equipment, chiefly dealing vaitbduct safety. UL evaluates products,
components, materials and systems for complianspéoific requirements, and permits acceptableymtsdo carry a UL certification mark, as
long as they remain compliant with the standardsofflers several categories of certification. Prodithat are “UL Listed,” are identified by
the distinctive UL mark. We have undertaken to halvef our products meet UL standards and be Wiled. There are alternatives to UL
certifications but we believe that customers anttesers tend to favor UL listing. Because LED ligbtproducts are relatively new in the
market, UL specifications and standards for LED lightingdarcts such as ours are not well established anpribeestablished specificatio
and standards for traditional lighting products sometimes difficult to achieve for LED lighting\dees.

Certain of our products must meet industry stargladch as those set by the llluminating EngingeBiaciety of North America, or IES,
and government regulations for their intended aagilon.
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For example, street lights must meet certain atratstandards and must also deliver a certain atafuight in certain positions relative to t
installed luminaire. In the United States, our Waltk luminaires must meet standards and regulatistablished in the Americans with
Disabilities Act. We specifically develop and enggn our products to meet the standards and regusasipplicable to the lighting applications
they address.

Many of our customers and end-users also expegtrogiucts to meet the applicable ENERGY STAR rezuegnts. ENERGY STAR is
an international standard for energy efficient econsr products. To qualify for ENERGY STAR certifiican, LED lighting products must pass
a variety of tests to prove that the products haar&ain characteristics.

Employees

As of December 31, 2010, we had 152 employeesittiited States and 91 employees outside the USita@s, primarily in Mexico
and The Netherlands. We also utilized 357 contraads of December 31, 2010, all of which were elttnited States. We are not currently
subject to any collective bargaining agreementd,va@ believe that our relationship with our emplesyés good.

Item 1A. Risk Factors.
Risks Related to Our Business and Industry

We have a limited amount of revenues and a histofyosses and may be unable to continue operatiangess we can generate
sufficient operating income from the sale of our galucts.

We have sustained operating losses since our iocefor the years ended December 31, 2010 and, 2898ad revenues of $53.2
million and $31.4 million, respectively, and asDEcember 31, 2010 and 2009, we had accumulateditdedf $443.1 million and $148.0
million, respectively. As evidenced by these finahtesults, we may not be able to achieve or naainprofitability on a consistent basis.
Continuing losses may exhaust our capital resowanddorce us to discontinue our operations.

We have yet to achieve positive cash flow, and abitity to generate positive cash flow is uncertailfiwe are unable to obtain
sufficient capital when needed, our business andufie prospects will be adversely affected and weldde forced to suspend or discontin
operations.

Our operations have not generated positive cashfflo any reporting period since our inception, arelhave funded our operations
primarily through the issuance of common and preféstock and short-term debt. Our limited opetgliistory makes an evaluation of our
future prospects difficult. The actual amount aids that we will need to meet our operating nedtidesdetermined by a number of factors,
many of which are beyond our control. These fadtmkide the timing and volume of sales transastidine success of our marketing strategy,
market acceptance of our products, the successrahanufacturing and research and developmentteffirciuding any unanticipated delays),
the costs associated with obtaining and enforcimgrdellectual property rights, regulatory changasmpetition, technological development
the market, evolving industry standards and thewarhof working capital investments we are requieedhake.

Our ability to continue to operate until our cakiwf from operations turns positive will depend arr ability to continue to raise funds
through public or private sales of shares of opitehstock or through debt. We currently have ssettbased lending facility with Wells Fargo
Bank, N.A. which we refer to as the Wells Fargoiltgcwhich provides us with borrowing capacity @ to a maximum of $15.0 million
calculated as up to 85% of our applicable and@kginventory and accounts receivable plus qualiiash. The Wells Fargo Facility has an
initial term that expires in November 2013. As afdd@mber 31, 2010, the balance outstanding on this Wargo Facility was approximately
$4.7 million and we had approximately $9.5 milliohadditional borrowing capacity. In addition, wave a working capital facility with IFN
Finance B.V., or IFN Finance, and a revolving logferedit with ABN AMRO Bank N.V., or ABN AMRO, thgprovide up to $2.0 million and
$265,000, respectively, to our Netherlands basedations. As of December 31, 2010, the outstandatgnces on the IFN Finance and ABN
AMRO facilities were $1.2 million and $226,000, pestively. Other than these facilities, we do reténany committed sources of outside
capital at this time.
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During the recent economic downturn, we experiericeied access to the capital and credit marlaats, it remains uncertain whether
we will be able to obtain outside capital when veead it or on terms that would be acceptable tdruthe past we have primarily relied on, and
currently rely on, financing or guaranties fromiléfes of Pegasus Capital. There are no assurahaesuch related parties will continue to
provide financing on terms that are acceptablestorwat all. If we raise funds by selling additibglaares of our common stock or securities
convertible or exercisable into our common stobk, dwnership interest of our existing stockholdeitsbe diluted. If we are unable to obtain
sufficient outside capital when needed, our busirmesl future prospects will be adversely affectedivae could be forced to suspend or
discontinue operations.

If we are unable to manage any future growth effaaly, our profitability and liquidity could be adrsely affected.

Our growth is expected to place significant sti@inour limited research and development, salesvar#eting, operational and
administrative resources. To manage any future tirowe must continue to improve our operational famahcial systems and expand, train
and manage our employee base. We also need tovepto supply chain management and quality coofpelations and hire and train new
employees, including sales and customer serviageseptatives and operations managers. If we afg@eit@mmanage our growth effectively,
our profitability and liquidity could be adversaljfected.

If the transition we are currently making to Enterjse Resource Planning systems encounters delaydifficulties, similar to those
encountered by other companies, the resulting perbk could negatively affect our business.

We are increasingly dependent on information teldgyg including an ongoing transition to Enterpridesource Planning, or ERP,
systems, to enable us to improve the effectiveakesr operations and to maintain financial accyraied efficiency. A number of other
companies have experienced delays and difficultigs the implementation of ERP systems that havkedaegative effect on their business. If
we do not allocate and effectively manage the nessunecessary to build, implement and sustaiprhyger technology infrastructure, or if our
ERP transition encounters delays or difficulties, @ould be subject to transaction errors, procgdeifficiencies, loss of customers, business
disruptions or loss of or unauthorized access tdrdallectual property through security breaches.

If our developed technology or technology under dipment does not achieve market acceptance, prasgder our growth and
profitability would be limited.

Our future success depends on market acceptarmg 6ED technology and the technology currentlyemdevelopment. Although
adoption of LED lighting has grown in recent yeadoption of LED lighting products for general itfination has only recently begun, is still
limited and faces significant challenges. Potertistomers may be reluctant to adopt LED lightimgdpcts as an alternative to traditional
lighting technology because of its higher initiakt or perceived risks relating to its noveltyjability, usefulness, light quality and cost-
effectiveness when compared to other establisigéditig sources available in the market. Changesdmomic and market conditions may also
affect the marketability of some traditional lighgitechnologies such as declining energy pricesfélvar existing lighting technologies that «
less energy efficient. Moreover, if existing sowoé light other than LED lighting products achiexremaintain greater market adoption, or if
new sources of light are developed, our currentlyets and technologies could become less compettiwbsolete. Even if LED lighting
products continue to achieve performance improvesnamd cost reductions, limited customer awareagtige benefits of LED lighting
products, lack of widely accepted standards gowgrhED lighting products and customer unwillingnéssdopt LED lighting products in
favor of entrenched solutions could significantiyit the demand for LED lighting products and achety impact our results of operations.

Lighting products, particularly emerging LED lightig products, are subject to rapid technological ctges. If we fail to accurately
anticipate and adapt to these changes, the produatssell will become obsolete, causing a declineum sales and profitability.

LED lighting products are subject to rapid techigadal changes that often cause product obsolesc@uwrepanies within the LED
lighting industry are continuously developing nessgucts with heightened performance and functityalihis puts pricing pressure on
existing products and constantly threatens to ntladsn, or causes them to be, obsolete. Our typicalyzt's life cycle is extremely short,
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generating lower average selling prices as theeayatures. If we fail to accurately anticipate ititeoduction of new technologies, we may
possess significant amounts of obsolete inventaay¢dan only be sold at substantially lower priged profit margins than we anticipated. In
addition, if we fail to accurately anticipate throduction of new technologies or are unable teettgp the planned new technologies, we may
be unable to compete effectively due to our faiboreffer products most demanded by the marketplaegy of these failures occur, our sales,
profit margins and profitability will be adversedjfected.

If we are unable to increase production capacity four products in a cost effective and timely mannae may incur delays in
shipment and our revenues and reputation in the rkatplace could be harmes

An important part of our business plan is the espamof production capacity for our products. Iderto fulfill anticipated demand for
our products, we invest in capacity in advancectdia customer orders, typically based on preliminaon-binding indications of future
demand. As customer demand for our products chamgemust be able to adjust our production capdoitpeet demand while keeping costs
down. We intend to expand our operations by inéngggroduction at our recently opened manufactufaggity in Monterrey, Mexico, which
may subject us to additional risks as we firstesthése operations. We also expect to rely moreillgean international contract manufacturir
Uncertainty is inherent within our facility and @ity expansion, and unforeseen circumstances aifddt the anticipated benefits, disrupt
ability to provide products to our customers angact product quality.

Our ability to successfully increase productionamfy in a cost effective and timely manner wilbéad on a number of factors, includ
the following:

. our ability to successfully scale our recently ogemanufacturing facility in Monterrey, Mexic

. our ability to transition production between marutfaing facilities;

. the ability of contract manufacturers to allocaterenof their existing capacity to us or their abitio add new capacity quickl
. the ability of any future contract manufacturerstecessfully implement our manufacturing proces

. the availability of critical components and subsyss used in the manufacture of our prodt

. our ability to effectively establish adequate mamagnt information systems, financial controls amgipty chain management and
quality control procedures; al

. the occurrence of equipment failures, power outagi@gronmental risks or variations in the manufao process

If we are unable to increase production capacityfo products in a cost effective and timely manmiile maintaining adequate quality,
we may incur delays in shipment or be unable totimeeeased demand for our products which couldnhaur revenues and operating margins
and damage our reputation and our relationshigs euitrent and prospective customers. Conversely talthe proportionately high fixed cost
nature of our business (such as facility expaneasts), if demand does not increase at the ragedisted, we may not be able to reduce
manufacturing expenses or overhead costs at the stmas demand decreases, which could also resoMer margins and adversely impact
our business and results of operations.

We rely on our relationships with The Home Depotd®sram Sylvania, and the loss of a material retatship with either of them
would have a material adverse effect on our resudfsoperations, our future growth prospects and aalility to distribute our products.

We form business relationships and strategic aléarwith retailers and other lighting companiemtoket our products under private or
co-branded labels. In certain cases, such reldtipasire important to our introduction of new produand services, and we may not be able to
successfully collaborate or achieve expected syeemgith these retailers or lighting companies. #denot control these retailers or lighting
companies and they may make decisions regardimglthsiness undertakings with us that may be
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contrary to our interests, or may terminate thel@tfonships with us altogether. In addition, iésle retailers or lighting companies change their
business strategies, we may fail to maintain theksionships.

For the year ended December 31, 2010, Osram Sgheard The Home Depot accounted for 44% and 12%rofiet sales, respectively.
Our Master Supply Agreement with Osram Sylvaniadragitial term that expires in April 2013 but miag terminated earlier by Osram
Sylvania in certain instances, including upon angeaof control or in the event of a default by @sr contractual commitment with The Home
Depot is also not long term in nature. Specificatlyr Strategic Purchasing Agreement with The H&rapot has an initial term that expires in
July 2013 but may be terminated by The Home Depoaifiy reason upon 180 days written notice to he.Home Depot has required, and we
expect will continue to require, increased serand order accommodations as well as incrementah@iional investments. We may face
increased expenses to meet these demands, whidt reoluce our margins. In addition, we generallyehiittle or no influence on The Home
Depot’s promotional or pricing policies, which miaypact our sales volume to them. In addition, rexithur Master Supply Agreement with
Osram Sylvania nor our Strategic Purchasing Agreenvéh The Home Depot requires either party tochase a minimum quantity of
products from us, although we issued a Warranti® Hlome Depot that included incentive-based vestinglitions through 2015 based on
annual 20% increases in product purchases made the8trategic Purchasing Agreement. Our salematerially affected by fluctuations in
the buying patterns of these customers and suctufitions may result from general economic condlitior other factors. A loss of Osram
Sylvania or The Home Depot as a customer or afgignt decline in their purchases would have a neltadverse effect on our results of
operations, our future growth prospects and ouitylbd distribute our products.

We assemble and manufacture certain of our produatsl our sales, results of operations and reputaticould be materially adversely
affected if there is a disruption at our assemblgcamanufacturing facilities.

Our assembly and manufacturing operations for ooaycts are based in Satellite Beach, Florida andtbtrey, Mexico. The operation
of these facilities involves many risks, includieguipment failures, natural disasters, industigal@ents, power outages and other business
interruptions. We could incur significant costsnaintain compliance with, or due to liabilities @ndenvironmental laws and regulations, the
violation of which could lead to significant finesd penalties. Although we carry business interaghsurance and third-party liability
insurance to cover certain claims in respect ofqeal injury or property or environmental damagsifag from accidents on our properties or
relating to our operations, our existing insuraocceerage may not be sufficient to cover all risksagiated with our business. As a result, we
may be required to pay for financial and otherdgsslamages and liabilities, including those cabyesatural disasters and other events
beyond our control, out of our own funds, which Idduave a material adverse effect on our busirfgsmcial condition and results of
operations. Additionally, any interruption in owilgty to assemble, manufacture or distribute otoduicts could result in lost sales, limited
revenue growth and damage to our reputation imrtaket, all of which would adversely affect our imess.

Additionally, we rely on arrangements with indepentshipping companies, such as United Parcel &erlric. and Federal Express
Corp., for the delivery of certain components anlsystems from vendors and products to our customeroth the United States and abroad.
The failure or inability of these shipping companie deliver components, subsystems or productdyiror the unavailability of their shipping
services, even temporarily, could have a matedaéese effect on our business. We may also be selyeaffected by an increase in freight
surcharges due to rising fuel costs or added ggcuri

We utilize a contract manufacturer to manufactureain of our products and any disruption in thigtationship may cause us to fail
to meet our customers’ demands and may damage aistamer relationships.

Although we assemble and manufacture certain opoetiucts, we currently depend on Citizen Electsi@o., Ltd., or Citizen
Electronics, as a contract manufacturer to manufac portion of our products in Asia. This manuiaer provides the necessary facilities and
labor to manufacture these products, which aregmilynhigh volume products and components thatmtend to distribute to customers in
regions outside of North America. Our reliance aoatract manufacturer involves certain risks, udahg the following:
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. lack of direct control over production capacity atedivery schedules
. risk of equipment failures, natural disasters, stdal accidents, power outages and other businessuptions;
. lack of direct control over quality assurance arahuafacturing yield; an

. risk of loss of inventory while in trans

If our contract manufacturer were to terminataitsngements with us or fail to provide the reqiicepacity and quality on a timely
basis, we would experience delays in the manufaaod shipment of our products until alternativenafacturing services could be contracted
or offsetting internal manufacturing processes @¢dnd implemented. For example, our contract manufecproduces certain of our product
Japan, which recently experienced a significarthegaake and tsunami. As a result, one of the matwfiag facilities used to manufacture our
products has been shut down temporarily, and ootract manufacturer has been forced to make aligenarrangements to manufacture such
products. Any significant shortages or interruptinay cause us to be unable to timely deliver sigfficquantities of our products to satisfy our
contractual obligations and particular revenue etgqi®ns. Moreover, even if we timely locate subgsi products and their price materially
exceeds the original expected cost of such prodtieta our margins and results of operations wbelddversely affected.

To qualify a new contract manufacturer, familiarizevith our products, quality standards and otteguirements and commence volume
production may be a costly and time-consuming @eck we are required or choose to change comtmaaufacturers for any reason, our
revenue, gross margins and customer relationsbiglsl e adversely affected.

Our industry is highly competitive and if we are hable to compete effectively, including againstdar lighting manufacturers with
greater resources, our prospects for future succeds be jeopardized

Our industry is highly competitive. We face comtieti from both traditional lighting technologiesopided by numerous vendors as well
as from LED-based lighting products provided byr@ngng roster of industry participants. The LEDHimg industry is characterized by rapid
technological change, short product lifecycles fitaduent new product introductions, and a competifiricing environment. These
characteristics increase the need for continualvation and provide entry points for new compesitas well as opportunities for rapid share
shifts.

Currently, we view our primary competition to berfr large, established companies in the traditigeakral lighting industry. Certain of
these companies also provide, or have undertakiatives to develop, LED lighting products as wedl other energy efficient lighting
products. Additionally, we face competition fronfragmented universe of smaller niche or low-cofthadre providers of LED lighting
products. We also anticipate that larger LED chgnofacturers, including some of those that curyesupply us, may seek to compete with us
by introducing more complete retrofit lamps or lnaires. We also expect other large technology ptayéth packaged LED chip technology
that are currently focused on other end market& Edds, such as backlighting for LCD displays, torgasingly focus on the general
illumination market as their existing markets saterand LED use in general illumination grows. didiion, we may compete in the future w
vendors of new technological solutions for enerffigient lighting.

Some of our current and future competitors areclacgmpanies with greater resources to devotestareh and development,
manufacturing and marketing, as well as greatercreame recognition. Some of our more diversifiehpetitors could also compete more
aggressively with us by subsidizing losses in th&D lighting businesses with profits from otherds of business. Moreover, if one or mor
our competitors or suppliers were to merge with anether, the change in the competitive landscap&l@dversely affect our customer,
channel or supplier relationships, or our compsatipiosition. Additionally, any loss of a key chahpartner, whether to a competitor or
otherwise, could severely and rapidly damage ouorpagditive position. To the extent that competitiorour markets intensifies, we may be
required to reduce our prices in order to remaimpetitive. If we do not compete effectively, omié reduce our prices without making
commensurate reductions in our costs, our net sal@profitability, and our future prospects focsess, may be harmed.
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If we do not properly anticipate the need for cdél raw materials, components and subsystems, wg bgunable to meet the demar
of our customers and end-users, which could redueeg competitiveness, cause a decline in our margeare and have a material adverse
effect on our results of operations.

The lighting industry is subject to significantdtuations in the availability of raw materials, quonents and subsystems. We depend on
our suppliers for certain standard electronic congmbs as well as custom components critical tartaeufacture of our lighting devices. The
principal raw materials and components used intthaufacture of our products are packaged LEDs &nte circuit boards, MOSFETS,
magnetic and standard electrical components suchpesitors, resistors and diodes, wire, plasticeptical systems and aluminum for
housings and heat sinks. We currently rely on ecselumber of suppliers for packaged LEDs usetemtroduction of our products. From til
to time, packaged LEDs and electronic componente baen in short supply due to demand and productiostraints. We depend on our
vendors to supply in a timely manner critical comg@uts and subsystems in adequate quantities asitstant quality and at reasonable costs.
Certain of these vendors operate out of Japanaadresult of the effects of the earthquake amtarsi that recently occurred in Japan, these
vendors may be unable to deliver sufficient quaegiof components or subsystems or may be unaldelitcer components or subsystems in a
timely manner, which could have a material adveféect on our results of operations. Finding aahlé alternate supply of required
components and subsystems that meet our stricifispéions and obtaining them in needed quantitiesy be a time-consuming process, and
we may not be able to find an adequate alternativece of supply at an acceptable cost. Any sicguifi interruption in the supply of these raw
materials, components and subsystems could haweziad adverse effect on our results of operations

Our financial results may vary significantly fromgriod-toperiod due to unpredictable sales cycles in certafrthe markets into whic
we sell our products, and changes in the mix of guets we sell during a period, which may lead tdatdity in our stock price.

The size and timing of our revenue from sales tocogtomers is difficult to predict and is markepéndent. Our sales efforts often
require us to educate our customers about thengsbenefits of our products, including their tectahiand performance characteristics. We
spend substantial amounts of time and money osaas efforts and there is no assurance that thesstments will produce any sales within
expected time frames or at all. Given the potelgtlatge size of purchase orders for our prodyssticularly in the infrastructure market, the
loss of or delay in the signing of a customer oirrld significantly reduce our revenue in any @eriOur revenues in each period may also
vary significantly as a result of purchases, ok ldereof, by The Home Depot, Osram Sylvania oeog#fignificant customers. Because most of
our operating and capital expenses are incurregidoas the estimated number of product purchasethaidiming, they are difficult to adjust
in the short term. As a result, if our revenuesfélélow our expectations or is delayed in any gerce may not be able to proportionately
reduce our operating expenses or manufacturing ¢osthat period, and any reduction of manufaoidapacity could have long-term
implications on our ability to accommodate futuesraand.

Our profitability from period-to-period may alsoryasignificantly due to the mix of products that sl in different periods. As we
expand our business we expect to sell more retesfips and luminaires into additional target mask&hese products are likely to have
different cost profiles and will be sold into matkgoverned by different business dynamics. Corexattyy sales of individual products may
necessarily be consistent across periods, whicld @fect product mix and cause gross and opergtiofits to vary significantly. As a result
these factors, we believe that quarter-to-quadergarisons of our operating results are not nedgssaeaningful and that these comparisons
cannot be relied upon as indicators of future pertoce.

Our products may contain defects that could redwsades, result in costs associated with the recélhmse items and result in claims
against us.

The manufacture of our products involves highly ptew processes. Despite testing by us and our imesty defects have been and could
be found in our existing or future products. Thdstects may cause us to incur significant warrasupport and repair costs, and costs
associated with recall may divert the attentioowwf engineering personnel from our product develapnefforts and harm our relationships
with customers and our reputation in the marketpl&¢e generally provide a five year warranty on our
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products, and such warranty may require us to repgilace or reimburse the purchaser for the @mselprice of the product, at the customer’s
discretion. Moreover, even if our products meetd#ad specifications, our customers may attempséour products in applications they w
not designed for or in products that were not desigor manufactured properly, resulting in prodaittires and creating customer
dissatisfaction. These problems could result ingrgrother things, a delay in the recognition oslokrevenues, loss of market share or failure
to achieve market acceptance. Defects, integré&res or other performance problems in our preademtild also result in personal injury or
financial or other damages to our customers forctvitiiey might seek legal recourse against us. Welraahe target of product liability
lawsuits and could suffer losses from a signifiqanaiduct liability judgment against us if the ugeor products at issue is determined to have
caused injury. A significant product recall or puatlliability case could also result in adverseljmitly, damage to our reputation and a loss of
customer confidence in our products and adverdédgteour results of operations.

If we are unable to obtain and protect our intellerl property rights, our ability to commercializeur products could be substantially
limited.

As of December 31, 2010, we had filed 140 U.S.gadeplications covering various inventions relaiethe design and manufacture of
LED lighting technology. From these applications,\8.S. patents had been issued, 36 were pendimg\a@nd 19 were no longer active.
When we believe it is appropriate and cost effective make corresponding international, regionalational filings to pursue patent
protection in other parts of the world. Our patgmplications may not be granted. Because patewtdvien complex legal, technical and factual
guestions, the issuance, scope, validity and ee#dnitity of patents cannot be predicted with cattaiCompetitors may develop products
similar to our products that do not conflict withrgpatent rights. Others may challenge our patemts as a result, our patents could be
narrowed or invalidated. In some cases, we mayaelgonfidentiality agreements or trade secretqutadns to protect our proprietary
technology. Such agreements, however, may not berbd and particular elements of our proprietacht®logy may not qualify as protecta
trade secrets under applicable law. In additionest may independently develop similar or supggohnology, and in the absence of
applicable prior patents, we would have no recoagsgnst them.

Our business may be impaired by claims that wepar customers, infringe intellectual property rightof others.

Our industry is characterized by vigorous protectad pursuit of intellectual property rights. Taésaits have resulted in significant and
often protracted and expensive litigation. In additwe may inadvertently infringe on patents ghts owned by others and licenses might not
be available to us on reasonable or acceptablesterrat all. Litigation to determine the validitfmatents or claims by third parties of
infringement of patents or other intellectual pnapeights could result in significant legal experend divert the efforts of our technical
personnel and management, even if the litigatisnlte in a determination favorable to us. Thirdtiparhave and may in the future attempt to
assert infringement claims against us, or our eusts, with respect to our products. In the everarofdverse result in such litigation, we cc
be required to pay substantial damages; stop tmeifaeture, use and sale of products found to béngihg; incur asset impairment charges;
discontinue the use of processes found to be gifrig) expend significant resources to develop mfiiAging products or processes; or obta
license to use third party technology and whetherod the result is adverse to us, we may havedemnify our customers if they were brou
into the litigation.

Failure to achieve and maintain effective internabntrols could have a material adverse effect orr operations and our stock price.

We are subject to Section 404 of the Sarbanes-OXéewf 2002, which requires an annual managemssgssment of the effectiveness
of our internal control over financial reportingféctive internal controls are necessary for uprteduce reliable financial reports, and failure to
achieve and maintain effective internal controlsrdinancial reporting could cause investors t@lognfidence in our operating results, and
could have a material adverse effect on our busiaed on the price of our common stock. Becauseio$tatus as a smaller reporting comg
registrant as defined in Rule 12b-2 of the Se@gikxchange Act of 1934, as amended, or the Exehaag the independent registered public
accounting firm auditing our financial statemerds not been required to attest to, and reportheneffectiveness of our internal control over
financial reporting. After the consummation of greposed
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offering, we believe our filing status will changed that our independent registered public accogritim will be required to attest to, and
report on, the effectiveness of our internal cdntker financial reporting in our Form 10-K for tigear ending December 31, 2011.

During the evaluation of disclosure controls andcpdures for the years ended December 31, 2010, &@02008, we concluded that
disclosure controls and procedures were not effedti reaching a reasonable level of assurancetoéging management’s desired controls
and procedures objectives in our internal contv@rdinancial reporting. We believe that many of thserved material weaknesses result from
our transition from a small company with immaturegesses and inadequate staffing in our financiedanting and reporting functions to one
that is growing rapidly and must now enhance oporéng and control standards to accommodate tioiip.

Although we have not yet remediated all of the tifidl weaknesses, the following are among thedaions taken:

. the hiring of a corporate controller with SEC rejpay experience in August 2009 and a Chief Findr@fficer with SEC reporting
experience in August 201

. the initiation of an ongoing process to develofdgies and procedures over all critical financigloging and accounting cycle

. the completion of the first phase of implementattdmew ERP system including the financials andet-to-cash modules designec
automate and systemize certain internal contros trmancial reporting

. the standardization of the U.S. chart of accouhtsuo general ledger across different locationst
. the implementation of a management system designadtomate and systemize internal control oveeriory.

Additional measures will be necessary to completerémediation of our internal controls. We plaicadatinue to assess our internal
controls and procedures and intend to take fudb&on as necessary or appropriate to addressthay matters we identify. The process of
designing and implementing effective internal colstand procedures is a continuous effort, howetet,requires us to anticipate and react to
changes in our business and economic and reguletiyonments. Additionally, we or our independesgistered public accounting firm may
identify additional weaknesses. The steps we halent, or may subsequently take, may not have belee sufficient to fully remediate the
material weakness identified or ensure that owriratl controls are effective. Complying with thesgquirements may place a strain on our
personnel, information technology systems and megsuand divert managemesdttention from other business concerns. We may teehire
at a material expense to us, additional accourdimyfinancial staff with appropriate public compaxperience and technical accounting
knowledge as part of the remediation of our malteré&akness or otherwise.

Certification and compliance are important to adaph of our lighting products, and failure to obtaiisuch certification or compliance
would harm our business.

We are required to comply with certain legal regoients governing the materials used in our prodéddtisough we are not aware of any
efforts to amend existing legal requirements orlengent new legal requirements in a manner with tvlkie cannot comply, our revenue might
be materially harmed if such changes were to oddareover, although not legally required to dowse,strive to obtain certification for
substantially all of our products. In the Unite@t®s, we seek, and to date have obtained, cetitfictor substantially all of our products from
UL. We design our products to be UL/cUL and Fed@minmunications Commission, or FCC, compliant. Ve also obtained ENERGY
STAR qualification for 90 of our products as of Miar25, 2011. Although we believe that our broadwedge and experience with electrical
codes and safety standards have facilitated aatifin approvals, we cannot be certain that welwlable to obtain any such certifications for
our new products or that, if certification standaade amended, we will be able to maintain any sectifications for our existing products,
especially since virtually all existing codes atehslards were not created with LED lighting produntmind. The failure to obtain such
certifications or compliance would harm our busges
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The reduction or elimination of investments in, amcentives to adopt, LED lighting or the eliminatioof, or changes in, policies,
incentives or rebates in certain states or counsrihat encourage the use of LEDs over some traditiblighting technologies could cause
the growth in demand for our products to slow, whicould materially and adversely affect our reversygrofits and margins.

We believe the near-term growth of the LED mark#itlve accelerated by government policies in cartauntries that either directly
promote the use of LEDs or discourage the useraggoaditional lighting technologies. Today, thdrapt cost of LED lighting exceeds the
upfront cost for some traditional lighting techngikes that provide similar lumen output in many &gilons. However, some governments
around the world have used policy initiatives toederate the development and adoption of LED ligh&nd other non-traditional lighting
technologies that are seen as more environmeritedhydly compared to some traditional lighting taologies. Reductions in (including as a
result of any budgetary constraints), or the elation of, government investment and favorable gnpdidicies could result in decreased
demand for our products and decrease our revepredgs and margins. Further, if our products faigualify for any financial incentives or
rebates provided by governmental agencies oriasilfor which our competitorgroducts qualify, such programs may diminish améiate ou
ability to compete by offering products at loweicps than our competitors.

We rely upon key members of our management team atiner key personnel and a loss of key personnelldgrevent or significantly
delay the achievement of our goals.

Our success will depend to a large extent on tligied and continued services of key members afrnanagement team including
Richard Weinberg, John Stanley, Frederic Maxik @nelg Kaiser, as well as other key personnel. The &6 these key members of our
management team or other key personnel could prevesignificantly delay the implementation of dursiness plan, research and
development and marketing efforts. In particulaederic Maxik is critical to our research and depehent efforts. If we continue to grow, we
will need to add additional management and othesqrael. Zachary Gibler, our former Chairman anée€CBExecutive Officer, passed away
January 2, 2011, and this loss heightened thefsignce of our remaining executive team. Mr. Wengbagreed to serve as Chief Executive
Officer on an interim basis, and we are currengigrehing for a permanent Chief Executive Officesnmetition for experienced executives
employees in our industry can be intense. Our siscedl depend on our ability to attract and refaiighly skilled personnel, including a
permanent Chief Executive Officer, and our efféot®btain or retain such personnel may not be ssfak

Our international operations are subject to leggiolitical and economic risks.

Our financial condition, operating results and faetgrowth could be significantly affected by risdssociated with our international
activities, including economic and labor conditippslitical instability, laws (including U.S. taxes foreign subsidiaries), changes in the value
of the U.S. dollar versus foreign currencies, diffg business cultures, foreign regulations thay eanflict with domestic regulations,
intellectual property protection and trade sedsist, differing contracting process including thuglisy to enforce agreements, increased
dependence on foreign manufacturers, shippersiatribdtors and import and export restrictions &amiffs.

Compliance with U.S. and foreign laws and regufeithat apply to our international operations,udatg import and export
requirements, anti-corruption laws, including treedign Corrupt Practices Act, tax laws (includingsUtaxes on foreign subsidiaries), foreign
exchange controls, anti-money laundering and oaghtriation restrictions, data privacy requiremglatisor laws and anti-competition
regulations, increases the costs of doing busiinefegeign jurisdictions, and any such costs, whitdly rise in the future as a result of changes
in these laws and regulations or in their intergien. We have not implemented formal policies pratedures designed to ensure compliance
with these laws and regulations. Any such violaioould individually or in the aggregate materiatjversely affect our reputation, financial
condition or operating results.

Our debt obligations contain restrictions that impgour business and expose us to risks that couddexrsely affect our liquidity and
financial condition.

On November 22, 2010, we entered into the Wellgdé-&acility. The Wells Fargo Facility has a terntlokee years and provides us with
borrowing capacity of up to a maximum of $15.0 rail| calculated as up to 85% of our applicable aligible inventory and accounts
receivable plus qualified
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cash. As of December 31, 2010, the balance outistguath the Wells Fargo Facility was approximatedy@million and we had approximately
$9.5 million of additional borrowing capacity. Undée facility, we are required to pay certain fee¥Vells Fargo, including an unused line
ranging from 0.375% to 1.0% of the unused portibthe facility. Outstanding loans may be prepaithaut penalty or premium, except that
we are required to pay a termination fee rangingnf575,000 to $300,000 (depending on the daterofibation) if the facility is terminated by
us prior to the scheduled maturity date or by Wedsgo during a default period.

Borrowings under the Loan Agreement are securesubgtantially all of our assets other than equigraed real property.

All of our existing and future domestic subsidiarage required to guaranty our obligations andg®ettieir assets to secure the repayr
of our obligations under the Wells Fargo Facilifhe Wells Fargo Facility contains customary coveésamhich limit our and certain of our
subsidiaries’ ability to, among other things:

. incur additional indebtedness or guarantee indelgtesiof others

. create liens on our asse

. enter into mergers or consolidatiol

. dispose of asset

. prepay indebtedness or make changes to our gogetloicuments and certain of our agreeme

. pay dividends or make other distributions on oupiteh stock, redeem or repurchase our capital st
. make investments, including acquisitions; i

. enter into transactions with affiliate

We are also required to maintain minimum excessoong availability of $4.0 million and would beqeired to comply with certain
specified EBITDA requirements in the event thathaee less than $6.0 million available for borroworgthe Wells Fargo Facility. The Wells
Fargo Facility also contains customary events fdueand affirmative covenants.

If we are unable to generate sufficient cash flowtherwise obtain the funds necessary to makenedjpayments under the Wells Fargo
Facility, or if we fail to comply with the requireants of our indebtedness, we could default undeiells Fargo Facility. Any default that is
not cured or waived could result in the acceleratibthe obligations under the Wells Fargo Fagciléy increase in the applicable interest rate
under the Wells Fargo Facility and a requiremeat tlur subsidiaries that have guaranteed the Walgo Facility pay the obligations in full,
and would permit our lender to exercise remedigb wespect to all of the collateral securing thellgieargo Facility, including substantially
of our and our subsidiary guarantors’ assets. Airch slefault could have a material adverse effeduwrliquidity and financial condition.
Additionally, the covenants in such agreement turkidebt agreements may restrict the conduct obosiness, which could adversely affect
our business by, among other things, limiting cuility to take advantage of financings, mergersjugitions and other corporate opportunities
that may be beneficial to the business.

The process of integrating businesses we acquir@ar inability to successfully integrate businessee acquire could have adverse
consequences on our business.

Acquisitions may result in greater administrativedens and operating costs and, to the extentdethwith debt, additional interest
costs. We may not be able to manage or integrat@eguired companies or businesses successfuleypiidtess of integrating acquired
businesses may be disruptive to our business agcaese an interruption of, or a loss of momentuyour business as a result of the
following factors, among others:

. the loss of key employees or custom:
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. the possible inconsistencies in standards, confoteedures and policies among the combined compand the need to impleme
compan-wide financial, accounting, information and othgstems;

. the failure to coordinate sales, distribution aratketing functions and geographically diverse oizgtions; anc

. the diversion of management’s attention from ow-ttaday business as a result of the need to asldm@sdisruptions and
difficulties.

These disruptions and difficulties, if they ocamay cause us to fail to realize the cost savirggenue enhancements and other benefits
that we may expect from such acquisitions and naage material adverse short- and long-term effactsur operating results and financial
condition.

Risks Related to Ownership of Our Common Stock
Our common stock has been thinly traded and an aettrading market may not develop.

The trading volume of our common stock has histdijdoeen low, partially because we are not lisiachn exchange and our common
stock is only traded on the over-the-counter binllbbard, or the OTC Bulletin Board. In additiomrgublic float has been further limited due
to the fact that approximately 88.8% of our outdtag common stock was beneficially owned by affdmof Pegasus Capital as of March 25,
2011. We recently filed a registration statemetaitireg to a proposed underwritten public offerirfgpar common stock, and we intend to apply
for listing on the NASDAQ stock market in conjuretiwith such offering. The offering and proposestitig remain subject to a number of
conditions and may not occur. If they do occur,@eractive trading market for our common stock maydevelop, or if developed, may not
continue, and a holder of any of our securities firay it difficult to dispose of, or to obtain agewe quotations as to the market value of, our
common stock.

We intend to elect to be a “controlled companytider the NASDAQ Marketplace Rules, controlled bgdasus Capital, whose intere
in our business may be different from yours.

Affiliates of Pegasus Capital beneficially ownegepximately 88.8% of our common stock as of MarBh2011. As a result of this
ownership, Pegasus Capital has a controlling infteeon our affairs and its voting power constitwtegiorum of our stockholders voting on
any matter requiring the approval of our stockhdd&uch matters include the nomination and eleafairectors, the issuance of additional
shares of our capital stock or payment of dividettus adoption of amendments to our certificatenobrporation and bylaws and approval of
mergers or sales of substantially all of our asSéts concentration of ownership may also haveefifect of delaying or preventing a chang:
control of our company or discouraging others froeking tender offers for our shares, which coulevpnt stockholders from receiving a
premium for their shares. In addition, Richard Weirg, our Chairman and Chief Executive Officethis Co-Managing Director of Pegasus
Capital. Pegasus Capital may cause corporate adtidpe taken even if the interests of Pegasug&@apinflict with the interests of our other
stockholders.

Because of the equity ownership of Pegasus Capitaintend to elect to be considered a “controtlechpany” for purposes of the
NASDAQ Marketplace Rules. As such, we will be exéfnpm the NASDAQ corporate governance requirentieat a majority of our board «
directors meet the specified standards of indepereland exempt from the requirement that we ha@ensation and governance
committee made up entirely of directors who meehdndependence standards. The NASDAQ independsandards are intended to ensure
that directors who meet the independence standarfilese of any conflicting interest that could ughce their actions as directors. It is possible
that the interests of Pegasus Capital may in saroerastances conflict with our interests and theriests of our other stockholders, including
you.

Because our stock price is volatile, it can be difflt for stockholders to predict the value of oshares at any given time.

The price of our common stock has been and mayregnto be highly volatile, which makes it diffitdbr stockholders to assess or
predict the value of their shares. A number ofdextnay affect the market price of our common stoududing, but not limited to:
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. changes in expectations as to our future finarpeaformance
. announcements of technological innovations or nemdycts by us or our competito

. announcements by us or our competitors of significantracts, acquisitions, strategic partnershgist ventures or capit:
commitments

. changes in laws and government regulati

. developments concerning our proprietary rig

. public perception relating to the commercial vabneeliability of any of our lighting product

. future sales of our common stock or issues of atleity securities convertible into or exercisdblethe purchase of common sto
. our involvement in litigation

. the acquisition or divestiture by Pegasus Capitéisaaffiliates of part or all of its holdings; @

. general stock market conditior

In addition, in recent years, the U.S. securitieskats have experienced significant price and velfioctuations. This volatility has has
significant impact on the market price of secusitiesued by many companies, including companiesiinndustry. The changes frequently
appear to occur without regard to the operatindoperance of the affected companies. Thereforeptte® of our common stock could fluctu.
based upon factors that have little or nothingdavith our company, and these fluctuations couldemally reduce our share price.

Securities analysts may not provide coverage of common stock or may issue negative reports, whitdty have a negative impact on
the market price of our common stock.

Securities analysts have not historically provideskarch coverage of our common stock and may mb¢¢o do so in the future. If
securities analysts do not cover our common stitieklack of research coverage may cause the mariketof our common stock to decline.
The trading market for our common stock may becadfe in part by the research and reports that inglos financial analysts publish about
business. If one or more of the analysts who etect®ver us downgrades our stock, our stock priceld likely decline substantially. If one or
more of these analysts ceases coverage of us, e loge visibility in the market, which in turnwol cause our stock price to decline. In
addition, rules mandated by the Sarba®etey Act of 2002 and a global settlement reacime2i003 between the SEC, other regulatory age
and a number of investment banks have led to a augftfundamental changes in how analysts are wedeand compensated. In particular,
many investment banking firms are required to @mwttwith independent financial analysts for théack research. It may be difficult for
companies such as ours, with smaller market cagtains, to attract independent financial analytsés will cover our common stock. This
could have a negative effect on the market priceunfstock.

We do not intend to pay cash dividends and, consetly, your ability to achieve a return on your iegtment will depend on
appreciation in the price of our common stock.

We have never declared or paid cash dividends ooa@uamon stock and we do not anticipate payingaash dividends in the
foreseeable future. We have a history of lossescangéntly intend to retain all available funds amy future earnings for use in the operation
and expansion of our business. In addition, thasesf the Wells Fargo Facility restrict our abilitypay dividends and any future credit
facilities and loan agreements may further restristability to pay dividends. As a result, capappreciation, if any, of our common stock will
be your sole source of potential gain for the feeable future.

Anti-takeover provisions in our amended and restatedifieate of incorporation and amended and restatbglaws, and Delaware lav
contain provisions that could discourage a takeover

Anti-takeover provisions of our amended and restatddicate of incorporation and amended and resthidaws and Delaware law mi
have the effect of deterring or delaying attemptelbxr stockholders to remove or replace managersaggge in proxy contests and effect
changes in control. The provisions of our chartauents include:
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. procedures for advance notification of stockholieminations and proposa

. the inability of less than a majority of our stookdfers to call a special meeting of the stockhalr

. the ability of our board of directors to create raivectorships and to fill any vacancies on thertad directors
. the ability of our board of directors to amend bylaws without stockholder approval; a

. the ability of our board of directors to issue gsanf preferred stock without stockholder apprayadn the terms and conditions and
with the rights, privileges and preferences asbmard of directors may determir

In addition, as a Delaware corporation, we areexlip Delaware law, including Section 203 of theddwvare General Corporation Law.
In general, Section 203 prohibits a Delaware cation from engaging in any business combinatiom &ity interested stockholder for a pe
of three years following the date that the stocleobecame an interested stockholder unless ceytaiific requirements are met as set for
Section 203. These provisions, alone or togetlmrdchave the effect of deterring or delaying chemnip incumbent management, proxy
contests or changes in control.

Future sales or the possibility of future sales @fsubstantial amount of our common stock may deprése price of shares of our
common stock.

Future sales or the availability for sale of subtth amounts of our common stock in the public kearcould adversely affect the
prevailing market price of our common stock andldarnpair our ability to raise capital through futusales of equity securities. We may issue
shares of our common stock or other securities fiora to time pursuant to the exercise of outstagditock options or warrants or as
consideration for future acquisitions and investtaelf any such acquisition or investment is sigaifit, the number of shares of our common
stock, or the number or aggregate principal amasthe case may be, of other securities that weissae may in turn be substantial. We may
also grant registration rights covering those shafeour common stock or other securities in cotineavith any such acquisitions and
investments.

We cannot predict the size of future issuancesiotommon stock or the effect, if any, that futisguances and sales of our common
stock will have on the market price of our commuotk. Sales of substantial amounts of our commockstincluding shares of our common
stock issued in connection with an acquisitionypPlegasus Capital or its affiliates), or the pefiogpthat such sales could occur, may
adversely affect prevailing market prices for oomenon stock.

Item 2. Properties.

Our principal administrative, sales and marketind eesearch and development operations, and ceftar assembly and
manufacturing activities are located at our SateBieach, Florida headquarters. We also maintaiarufacturing facility in Monterrey,
Mexico. Our European operations are based in GdesNetherlands, and we also maintain a saleseoffi@dustralia.

We currently occupy leased office and industriacgpin the following locations:

Location Estimated Monthly Rental Cos! Expiration date
Satellite Beach, Florid $ 68,70( September 20:
Monterrey, Mexicc $ 23,00( December 201
Goes, The Netherlan: $ 2,80( December 201
Castle Hill, Australic $ 4,10( February 201:

Item 3. Legal Proceedings.

We are from time to time subject to claims andjéition arising in the ordinary course of busin@$gese claims may include assertions
that our products infringe existing patents andhtéethat the use of our products has caused pdrsgmaes. We intend to defend vigorously
any such litigation that
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may arise under all defenses that would be availbus. At this time, there are no proceedingsfo€h management is aware that is expected
to have a material adverse effect on our finarmiaition or results of operations.

PART Il
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.

Our common stock is currently quoted on the OTA& i Board under the symbol “LSCG.OB.” Our comnstack last traded at $4.00
on March 25, 2011, and there were approximatelys3é&kholders of record of our common stock on tfze. We believe the number of
beneficial owners is greater than the number adnebolders because beneficial owners of our oudétg common stock hold shares of rec
in broker “street names” for the benefit of indival investors. As of March 25, 2011, there were, 388,442 shares of our common stock
outstanding.

The following table provides the high and low chasbid price information for our common stock faich quarterly period within the tv
most recent fiscal years as reported by: (i) th&€®lletin Board from January 1, 2009 through M&y 2009 and from August 31, 2010
through December 31, 2010 and (ii) the pink shigeta May 19, 2009 through August 30, 2010. The gtiohs reflect inter-dealer prices,
without retail mark-up, mark-down or commissionsl amay not represent actual transactions.

Common Stocl

HIGH LOW

2010
Fourth Quarte $ 3.7C $1.7¢
Third Quartel $ 2.3C $1.1¢
Second Quarte $ 2.5C $0.81
First Quarte $ 1.0t $0.6(C

2009
Fourth Quarte $ 1.9C $0.7¢
Third Quartel $ 1.0C $0.3¢
Second Quarte $ 0.9C $0.4C
First Quarte| $ 0.9C $0.52

Dividend Policy

We have not paid any dividends on our common ssmbe our inception and do not intend to pay arshaividends on our common
stock in the foreseeable future. We currently @pdite that we will retain all of our available caghany, for use as working capital and for
other general corporate purposes, including toisemur debt and to fund the operation of our bessn Payment of future dividends, if any,
will be at the discretion of our board of directared will depend on many factors, including generainomic and business conditions, our
strategic plans, our financial results and condijtlegal requirements and other factors our bo&directors deems relevant. Certain of our
financing agreements also impose restrictions grability to pay dividends.

Employee Benefit Plans
Amended and Restated Equ-Based Compensation Plan

On July 6, 2005, our board of directors adopted._igating Science Group Corporation 2005 Equity-8hicentive Compensation Plan
(the “2005 Plan”), and a proposal to implement spieim was approved at the annual stockholders’ingeét August 2005. In April 2008, our
board of directors amended, restated and renanee2DBb Plan (the “Equity Plan”), and a proposapprove the Equity Plan was approved at
the annual stockholders’ meeting in October 2008 ADgust 31, 2009, the board of directors appreavedmendment to the Equity Plan that,
among other things, increased the total numbeharfes of common stock available for issuance tmeteufrom 5,000,000 shares to
20,000,000 shares. Such amendment was subsequently
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approved at the annual stockholders meeting in 20y0. On February 10, 2011, the board of direcd@poved an additional amendment to
the Equity Plan that increased the total numbeshafes of common stock available for issuance timeier from 20,000,000 shares to
28,000,000 shares. The board of directors intemdsihmit this Equity Plan amendment to the Compaatdckholders for approval at its next
annual meeting.

Awards granted under the Equity Plan may includemmive stock options, which are qualified undest®a 422 of the Internal Revenue
Code (the “Code”), stock options other than inognstock options, which are not qualified undert®ec422 of the Code, stock appreciation
rights, restricted stock, phantom stock, bonuskséoa awards in lieu of obligations, dividend e@liénts and other stock-based awards.
Awards may be granted to employees, members didhel of directors, and consultants. The Equity agenerally administered by the
Compensation Committee of the board of directoestig periods and terms for awards are deterntigete plan administrator. The exercise
price of each stock option or stock appreciatightris equal to or greater than the market priceusfcommon stock on the date of grant, and
no stock option or stock appreciation right grantead/ have a term in excess of ten years.

2008 Employee Stock Purchase Plan

On December 23, 2008, our board of directors adbfhte Lighting Science Group Corporation 2008 EmgéStock Purchase Program
(the “2008 ESPP”). The purpose of the 2008 ESPPtavpsovide a means through which employees coewlyicould purchase shares of
common stock on an after-tax basis through pagexductions. All Company employees were eligiblpddicipate and amounts credited to a
participant’s account during each payroll periodeveutomatically used to purchase a whole shardbas the fair market value of the
common stock on the date the shares are purchBiserk was no limit on the number of shares that beagurchased under the 2008 ESPF
February 10, 2011, in conjunction with the boardlioéctors’ adoption of the Lighting Science Grdbiprporation 2011 Employee Stock
Purchase Plan (the “2011 ESPP”), the 2008 ESPRamasded, effective as of March 1, 2011, to proftgividuals who are eligible to
participate in the 2011 ESPP from participatinghia 2008 ESPP.

2011 Employee Stock Purchase Plan

All employees of the Company and any designatedidigry are eligible to participate in the 2011 PSBubject to certain exceptions.
The total number of shares of common stock that beagurchased by eligible employees under the HEAP is 2,000,000 shares, subject to
adjustment. The 2011 ESPP is intended to be afepebdimployee stock purchase plan under Sectiorod#3% Code. To qualify as an
employee stock purchase plan under Section 4280€bde, the stockholders must approve the 201 PE&Rin 12 months of its adoption.
The board of directors intends to submit this 2BEPP to the Company’s stockholders for approvis atext annual meeting.

The purpose of the 2011 ESPP is to provide emptogéthe Company and designated subsidiaries withp@ortunity to acquire a
proprietary interest in the Company. Accordinghe 2011 ESPP offers eligible employees the oppityttm purchase shares of common stock
of the Company at a discount to the market valoeuh voluntary systematic payroll deductions. therinitial offering under the 2011 ESPP,
a participant may elect to use up to 30% of hisezrcompensation to purchase whole shares of constogk of the Company, but may not
purchase more than 2,000 shares per year. Thegagghice for each purchase period will be 85%heffair market value of a share of
common stock of the Company on the purchase daieded up to the nearest whole cent. Unless sdaemamated by the board of directors,
the 2011 ESPP will remain in effect until Decem®#&y 2020.
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The following table sets forth information as ofd@enber 31, 2010, with respect to compensation pladsr which shares of our
common stock could have been issued.

Number of Number of
Securities Weighted Securities
to be Issuec Average Remaining
Upon Exercise Available for
Exercise of Price of Future
Outstanding Outstanding Issuance
Under Equity
Options, Options, Compensatior
Warrants Warrants
and Rights and Rights Plans
Equity Compensation Plans Approved by Sect
Holders- Amended and Restated P 12,930,42 $ 1.4:Z 6,473,91.
Equity Compensation Plans Not Approved by Sect
Holders- 2008 Employee Stock Purchase F 14,15%1) $ 1.1€(2) - (3

(1) Represents shares of common stock issued pursuthe 2008 ESPP.
(2) Represents the average purchase price forshsged pursuant to the 2008 ESPP.
(3) There is currently no limit on the number oésks of Common Stock that may be issued pursuahetd008 ESPP.

Recent Sales of Unregistered Securities

Set forth below is information regarding all unsggred securities sold by us within the past yieatrwere not otherwise disclosed by us
during the year on Form 10-Q or a FornK8Also included is the consideration, if any, reeel by us for such shares, options and warrara:
information relating to the section of the Secastict, or rule of the SEC, under which exemptiamf registration was claimed.

On January 1, 2010, we issued a total of 149,73afestof our common stock to our outside directoigeittiement of director fees for the
fourth quarter of 2009. These shares were issueslipnt to the exemption from registration provitdgdSection 4(2) of the Securities Act and
the safe harbors for sales provided by Regulatigrdnulgated thereunder.

On April 23, 2010, we issued a total of 640,000reb&f our common stock to our outside directorseitiiement of director fees for 20:
These shares were issued pursuant to the exenfiiarregistration provided by Section 4(2) of thecBrities Act and the safe harbors for
sales provided by Regulation D promulgated thereund

On July 14, 2010, we issued 50,000 shares of aanuan stock to a consultant in accordance witheh@$ of our consulting agreement.
These shares were issued pursuant to the exenfiiarregistration provided by Section 4(2) of thecBrities Act.

On July 19, 2010, we issued 16,000 shares of aunuan stock to Huibrecht Kodde. These shares weteésin connection with the
Company'’s previous acquisition of Lighting PartBeY., in 2008 and specifically in considerationMf. Kodde’s termination of the United
States distributorship of certain products of LightPartner B.V. These shares were issued pursodné exemption from registration provic
by Section 4(2) of the Securities Act.

On December 21, 2010, we issued 17,333 shares @boumon stock to one of our outside directorsrasrata settlement of directors
fees for 2010. These shares were issued pursuirg exemption from registration provided by Satdg2) of the Securities Act and the safe
harbors for sales provided by Regulation D promteldahereunder.

During 2010, we issued 6,047 shares of our comnmk o certain employees under the 2008 ESPR@Egranging from $0.82 to
$3.28 per share. These shares were issued putsuhetexemption from registration provided by 8et#(2) of the Securities Act.
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Item 6. Selected Historical Consolidated FinancidData.

The following table presents our selected histdéiocasolidated financial data as of the dates andhfe periods indicated. Our historical
results are not necessarily indicative of the tedol be expected in any future period.

On October 4, 2007, we entered into an ExchangeCamtribution Agreement (the “Exchange Agreemeniith LED Holdings, a privat
holding company that was formed in June 2007 ferpthirpose of acquiring 100% of the assets of LEfedEs, Inc. (“LED Effects”) on
June 14, 2007. Pursuant to the Exchange Agreemventj) acquired substantially all of the assete BD Holdings and (ii) issued in exchange
for these assets 2,000,000 shares of our SerigsfBrRed Stock and 15,928,734 shares of our constawrk to LED Holdings (collectively, the
“Acquisition”). As a result of the Acquisition andpecifically, LED Holdings’ acquisition of appramately a 70% participating interest and an
80% voting interest in the company, we became aritgjowned subsidiary of LED Holdings as of Octode 2007.

We accounted for the Acquisition as a reverse nmieAgrordingly, for accounting and financial repog purposes, Lighting Science
Group was treated as the acquired company, andHi&Bings was treated as the acquiring company.&fheg, the historical financial data
presented below for the period beginning on Jun@@7 and ending on December 31, 2007 includepleeations of LED Holdings from
June 14, 2007 through October 4, 2007 and the ddased operations of LED Holdings and Lighting &ue Group from October 4, 2007
through December 31, 2007. Because LED Holdingsieaaperations prior to its acquisition of the assé LED Effects, the historical
financial data included below for periods prioidtme 14, 2007 are those of LED Effects, which lehbdentified as the predecessor entity to
LED Holdings.
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The selected historical consolidated financial ga&sented below is only a summary. You should te&sdselected historical
consolidated financial data in conjunction withnft&. “Management’s Discussion and Analysis of FaianCondition and Results of
Operations” and the consolidated financial statamand related notes thereto included in Item 8hisfForm 10-K to fully understand factors
that may affect the comparability of the informatijoresented below.

LED Effects Inc. and

Subsidiary
Consolidated
Statement of

Lighting Science Group
Corp and Subsidiaries

LED Effects Inc.
Consolidated

For the Years Ended December 31, fConsoli_date? Statement Operations from Statgmer;t ofh
of Operations from June 14 January 1, 2007 thrt Operations for the
2007 thru Year Ended
2010 2009 2008 December 31, 2007 June 13, 2007 December 31, 20C
Consolidated Statements of
Operations Data:
Revenue $ 53,169,01 $ 31,376,81 $ 20,758,59 $ 4,616,11. $ 3,675,13 $ 8,858,06!
Cost of goods sol 59,021,85 24,754,81 16,688,60 3,526,75! 2,606,44! 6,061,92;
Gross margin (deficit (5,852,83) 6,621,99 4,069,99. 1,089,36 1,068,68 2,796,14i
Operating expense
Sales and marketir 11,107,37 7,200,32: 5,847,83. 962,59° 107,70t -
Operations 4,834,59; 8,165,06! 6,453,86' 2,396,35! 127,57: -
Research and developme 10,246,51 6,600,35:; 7,332,291 - - -
General and administratiy 17,753,65 20,753,51 23,224,56 2,875,07! 330,26¢ 997,49«
Restructuring expensi 1,101,99: 1,111,18 - - - -
Impairment of goodwill and oth
long-lived asset: 11,548,65 - 53,110,13 - - -
Depreciation and amortizatic 2,867,861 5,327,03. 4,354,02! 669,86 6,691 25,96¢
Total operating expens: 59,460,64 49,157,47 100,322,71 6,903,88! 572,24. 1,023,46:
(Loss) income from operatiol (65,313,48) (42,535,47) (96,252,72) (5,814,52i) 496,44! 1,772,68:
Total other income (expens (230,948,56) (6,014,45() (918,23f) 915,46 (34,406 (1,167%)
(Loss) income before income tax
expense (benefi (296,262,04) (48,549,92) (97,170,96) (4,899,06) 462,03¢ 1,771,511
Income tax expense (benel (1,123,10) (413,00:) (2,207,50) - 172,24« 666,66!
(Loss) income before minority
interest in subsidiar (295,138,93) (48,136,92) (94,963,45) (4,899,06) 289,79 1,104,85
Minority interest in subsidiar - - - (3,907) (2,587) (84,527)
Net (loss) incomi (295,138,93) (48,136,92) (94,963,45) (4,902,969 287,21 1,020,32:
Dividend requirement
6% return on Series B Preferred
Stock 784,14 1,217,64. - - - -
8% return on Series C Preferred
Stock 213,61 266,40( - - - -
Net (loss) income attributable
common stocl $(296,136,69) $(49,620,96) $(94,963,45) $ (4,902,96) $ 287,21. $ 1,020,32:
Basic and diluted net loss per
weighted average common sh $ (6.65) $ (1.69) $ (3.55) $ (0.2¢)
Basic and diluted weighted averag
number of common shares
outstanding 44,274,07 29,352,58 26,781,43 17,419,95
Net (loss) incomi $(295,138,93) $(48,136,92) $(94,963,45) $ (4,902,969 $ 287,21 $ 1,020,32!
Foreign currency translation (loss)
gain (912,29¢) (849,69Y) (1,886,54) 10,28: (82,135 (8,977)
Comprehensive (loss) incor $(296,051,23) $(48,986,62) $(96,850,00) $ (4,892,68) $ 205,07 $ 1,011,35
As of December 31
Consolidated Balance Sheet Data: 2010 2009 2008 2007 2006
Cash and cash equivalel 14,489,70 267,04¢ 254,53¢ 11,399,42 1,828,771
Working capital 11,178,92 (54,703,74) (14,869,03) 11,732,98 3,254,99
Total asset 72,493,36 38,468,81 49,553,26  73,586,25 3,953,67
Total liabilities 47,811,85 72,132,66 38,298,87 7,033,10: 908,91:
6% convertible preferred stoi - 585,54¢ 459,53: 364,89! -
Total shareholde’ equity (deficit) 24,681,51 (34,249,40) 10,794,85 66,188,25 3,044,76
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.
CAUTIONARY STATEMENTS REGARDING FORWARD LOOKING STAEMENTS

This section and other parts of this Form 10-K eimforward-looking statements that involve riskslaincertainties. Forward-looking
statements can be identified by words such as Cgrdtes,” “believes,” “estimates” “expects,” “intens” “plans,” “predicts,” and similar
terms. Forward-looking statements are not guarasigefuture performance and the Company’s actusiiites may differ significantly from the
results discussed in the forward-looking statemedrastors that might cause such differences inglibdé are not limited to, those discussed in
Item 1A.Risk Factors” which are incorporated herein by ezénce. The Company assumes no obligation to revigpdate any forward-
looking statements for any reason, except as requiy law. The following discussion should be rigagbnjunction with the consolidated
financial statements and related notes theretauidet! in Item 8. of this Form -K.

Overview

We design, develop, manufacture and market geileraination products that exclusively use LEDstlasir light source. Our product
portfolio includes LED-based retrofit lamps (re@aent bulbs) that can be used in existing lightifes and sockets as well as purpose built
LED-based luminaires (fixtures), for many commoddar and outdoor residential, commercial, induktmal public infrastructure lighting
applications.

Our revenues are primarily derived from sales ofldtD-based retrofit lamps and luminaires. Retriaditp sales have grown
significantly over the past year and currently es@nt the majority of our revenues. Our finan@alits are dependent upon the mix and
guantity of products sold, the operating costs @ased with our supply chain, including materidddor and freight, and the level of selling,
general and administrative, compensation and a@perating expenses.

We experienced substantial sales growth during 28&d0iting from our launch of multiple new prodiines and the addition or
expansion of relationships with several key custemEhese developments occurred as the acceptdh&bdighting for general illumination
generally became move widespread, but we beliéeeshains in its early stages.

Our gross margin in 2010 reflects the impact ohbigthan normal costs for the initial launch of mawducts and inefficiencies related to
our efforts to meet accelerated production schedagsociated with faster than anticipated growtteimand for our products. These increased
costs were driven primarily by our need to expeditderials delivery by means of premium freight &mdchake spot purchases of long lead-
time materials at higher than our normal contragiéckes. In addition, we experienced labor ineffigies and higher than expected wages due
to the rapid expansion of our labor force and delayestablishing lower cost internal and thirdtpa@ontract manufacturing and assembly
capacity. We are addressing our operational anglgghain challenges and are experiencing gradoptavement.

For the Years Ended December 31

2010 2009 2008
Revenue $53,169,01 $31,376,81 $20,758,59
Cost of goods sol 59,021,85 24,754,81 16,688,60
Gross margir $(5,852,83) $ 6,621,99 $ 4,069,99
Gross margin percentag -11.0% 21.1% 19.6%

Our efforts to consolidate and restructure our afi@ns following several acquisitions in 2007 af@& have been significant and we
continued with these efforts to effectively manage operating expenses in 2010. Excluding restrirgiexpenses and non-cash expenses for
stock based compensation, impairment of goodwdl @ther long-lived assets and depreciation and @aation, total operating expenses
increased by 1.0% for the year ended December®N,2lespite a 69.5% increase in revenues andsexpes 73.7% of revenues as compared
to 123.6% of revenues for the year ended Decemhe2@®9. These expenses for the year ended Decé&hp2010 were 12.5% higher than
the year ended December 31, 2008 despite a 156di#aise in revenues over this period.

Years Ended December 31

2010 2009 2008

Revenue $ 53,169,01 $31,376,81 _20,758,59
Total operating expens 59,460,64 49,157,47 100,322,71
Less:

Restructuring expens: (1,101,99) (1,111,18) -

Stock based compensati (4,767,95) (3,936,38) (8,038,81)

Impairment of goodwill and other lo-lived asset: (11,548,65) - (53,110,13)

Depreciation and amortizatic (2,867,861 (5,327,03) (4,354,02)
Total operating expenses, excluding restructurkpgeeses, stock based

compensation, impairment of goodwill and other ldingd assets and

depreciation and amortizatic 39,174,17 38,782,87 34,819,74

Percentage of revenu 73.7% 123.6% 167.7%



We believe the foregoing non-GAAP financial meaqu@vides additional information that is usefuthe assessment of our operating performance andsr&his non-GAAP
financial measure is not in accordance with, ndtr assubstitute for, the comparable GAAP finanaigasure. This non-GAAP financial measure is inéein supplement our financial
results that are prepared in accordance with GAAP.

Our performance for 2010 reflects the results af laas shaped many of the key aspects of the stratleg we implemented during the
year. This plan includes initiatives related toirfiproving operating expense efficiency, (ii) depmhg and commercializing ground break
products and technologies, (iii) capturing sigrifit sales and distribution channel access, andhwoving global supply chain optimization
to meet growing demand for our products.

The initial phase of our strategic plan includestmgcturing our operations to better align our dixaperating expenses with our business
needs while increasing investment in our reseancheagineering resources. During 2010 we execyted this plan by exiting our Japanese
operations, consolidating our California-based afiens to our headquarters in Satellite Beach,iddaoand restructuring our European
operations. These activities followed similar iaitves in 2009 including the closing of our Newsdgrfacility and our former headquarters
office in Texas, which significantly reduced ouadeount as well as overhead costs. We also suladianéduced the number of employees at
our Netherlands location in 2009 in order to reddgplication in engineering efforts and focus monesales and distribution across Europe as
well as reducing our headcount at our Californ@litg. As of December 31, 2010, our U.S. operagiovere consolidated in our Satellite Be:
Florida headquarters.

Another aspect of our strategic plan includes deia and bringing to market ground breaking prasland technologies. We are
successfully executing on this initiative as evickmhby the launch of our next generation LED réttafmps during 2010. These products, we
believe, deliver the highest lumens per watt pdladourrently available in the market and provajgroximately 50% more lumens than
comparable LED lamps. Our new product pipeline iemeobust entering 2011 and our track record wbducing new, higher performance
and more economically compelling products is daaitfactor in our customers’ decisions to partwéh us.

A third aspect of our strategic plan entails captysignificant sales and distribution channel asdacluding by securing agreements
with large, strategic customers. In the retail etedrluring 2010, we successfully entered into at8¢fic Purchasing Agreement with The Hc
Depot, which positions us as their preferred prewihd product development partner for LED lampslaminaires. We were also successful
in establishing supply agreements with severaliteplighting original equipment manufacturers, dE@s, for private label sales of our
products through their distribution channels. Iditidn, we significantly increased the roster aftdbutors and independent sales agents that
sell our products and added experienced profedsibmaur direct sales force to increase the vefamd impact of our activities with key
national accounts that are large targets for pateadoption of LED lighting.

The fourth aspect of our strategic plan includgsaexiing and optimizing our global supply chain teetngrowing market demand for our
products while addressing the inefficiencies thegatively impacted our gross margin performancéndu2010. We expect continued
improvement as we gain efficiencies with volume anpply chain optimization through the qualificatiof additional suppliers closer to our
production sites, implementation of our new ERReysand other initiatives led by our operationsitéhat has been enhanced through the
addition of experienced personnel. We also increéése scale of our North American manufacturing assembly operations with the
expansion of our production capacity at our SaéeBieach facility and the addition of significaotd-cost capacity at our facility in Monterrey,
Mexico, which opened in November 2010. We also sssfully established low-cost production capagitpsia through our contract
manufacturing partner. We anticipate these actigtigesult in improved forecasting and planningppbcurement and manufacturing as well a
more optimized production and supplier footprint.

LED Lighting Industry Trends
There are a number of industry factors that affectbusiness and results of operations includingpreg others:

. Rate and extent of adoption of LED lighting prodt. Our potential for growth will be driven by theeaand extent of adoption
LED lighting within the general illumination markeand our ability to affect this rate of adoptioriti®ugh LED lighting is relatively
new and faces significant challenges before achiewidespread adoption, it has grown in recentsidanovations and
advancements in LED lighting technology that imprg@voduct performance and reduce product costragstio enhance the value
proposition of LED lighting for general illuminaticand expand its potential commercial applicatir

. External legislation and subsidy programs concegremergy efficienc. Many countries in the European Union and the &gt
States, among others, have already institutedawe Announced plans to institute, government régakand programs designed to
encourage or mandate increased energy efficienlighiting. These actions include in certain casasning the sale aft
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specified dates of certain forms of incandescefitiing, which is advancing the adoption of morergpefficient lighting solution:
such as LEDs. In addition, the growing demand fecteicity is increasingly driving utilities and gernmental agencies to provide
financial incentives such as rebates for energgiefit lighting technologies in an effort to mitigathe need for investments in new
electrical generation capaci

. Intellectual property. LED market participants rely on patented and patented proprietary information relating to praduc
development, manufacturing capabilities and otloee competencies of their business. Protectiorlieedsing of intellectual
property is critical. Therefore, LED lighting indug participants often take steps such as additipagent applications, confidential
and non-disclosure agreements as well as otherisemeasures. To enforce or protect intellectualerty rights, market
participants commonly commence or threaten litaya!

Recapitalization

On September 30, 2010, we entered into a StockBse; Exchange and Recapitalization AgreementRbeapitalization Agreement”)
with Pegasus IV, LSGC Holdings and LED Holdingstdant to the Recapitalization Agreement, LSGC khgisl purchased $25.0 million of
our common stock and Pegasus IV and LED Holdingsefjto participate in a recapitalization of thenpany (the “Recapitalization”).
Specifically, LSGC Holdings purchased 15,625,008ref of our common stock at a price per share @0$1n conjunction with the
Recapitalization, we exchanged all of our outstagdihares of Series B Preferred Stock (the “S&iRseferred Stock”), Series C Preferred
Stock (the “Series C Preferred Stock”), Series BIonvertible Preferred Stock (the “Series E Pref#Stock”) and the warrant issued in
conjunction with the Series E Preferred Stock {Beries E Warrant”) for a total of 32,612,249 sisaséour common stock. In addition, the
holders of our outstanding shares of Series C RegfeéStock elected to exercise all of their relatedrants (“Series C Warrants”) on a cashless
basis for 1,937,420 shares of our common stock.

On December 22, 2010 and in conjunction with thedRéalization Agreement, we amended our Certiéiadtincorporation to provide
for the automatic conversion of all of our outstagdshares of Series D Non-Convertible PreferretiS{the “Series D Preferred Stoclifo a
total of 44,072,123 shares of our common stock.ithaithlly, on December 30, 2010, we entered inWarrant Agreement (the “Warrant
Agreement”) with American Stock Transfer & Trustr@gany, LLC, as warrant agent (the “Warrant Agergfjective as of December 22,
2010. The Warrant Agreement governs the termseofudirrants (the “Series D Warrants”) previously posing part of the units (the “Units”),
which were separated pursuant to the automaticersion of our Series D Preferred Stock. Each Uauit heen composed of one share of S
D Preferred Stock and one Series D Warrant.

The Warrant Agreement provides each holder of &S& Warrant with an exercise price reduction agdgrom $0.08 to $0.10
(depending on the date of issuance) per sharenofmam stock issuable upon exercise of such Seridd&bant. The Warrant Agreement also
provides each Series D Warrant holder with a creégistered with the Warrant Agent in the naméhefholder, which ranges from
approximately $4.85 to $4.88 (depending on the daissuance) for each share of common stock idsugion exercise of a Series D Warrant
(the “Accrual Credit”). The Accrual Credit may orthg used to fund the payment of the exercise pified! or a portion of such holder’s Series
D Warrants and cannot be used until the earlieijothe passage of eight years from the datesafasce of each Series D Warrant or (ii) a
Liquidation Event (as defined in the Warrant Agrea) of the company. After application of the AcrCredit, the remaining exercise price
of each Series D Warrant, following a Liquidationelat or the eighth anniversary of its issuance,ld/be between $1.04 to $1.05 per share of
common stock (depending on the date of issuankeg¢pe in the case of the Series D Warrants hellddninklijke Philips Electronics N.V.
(“Philips”), whose remaining exercise price woulkl dpproximately $7.05 per share of common stock.

Recent Events
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On January 13, 2011, we issued a warrant to TheeHoeapot pursuant to which The Home Depot may pwehg to 5.0 million shares
of our common stock at an exercise price of $2&0spare, subject to certain vesting condition® Warrant was issued in connection with
our Strategic Purchasing Agreement with The Hompdbenhich we entered into on July 23, 2010 andspant to which we supply The Hor
Depot with LED retrofit lamps and luminaires. Theakkant provides that 1.0 million shares of commimals will be eligible for vesting
following each fiscal year ending December 31, 20ttugh December 31, 2015, if The Home Depot'sgaroduct orders from us, in dollar
terms, are at least 20% more than the gross praddets in the immediately preceding fiscal year. the shares underlying the Warrant to be
eligible for vesting following the fiscal years eng December 31, 2014 and 2015, The Home DepotdMoellrequired to extend the Strategic
Purchasing Agreement for additional one-year parimelyond its initial term of three years. Each egstortion of the Warrant will expire on
the third anniversary following the vesting of symrtion. The $2.00 exercise price was establidtase:d upon the market price of our com
stock during negotiations with The Home Depot ity 2010 when we entered into the Strategic Purcigg8greement. The fair value of these
warrants will be adjusted at each reporting daté they have been earned for each year and thdjastenents will be recorded as a reduction
in the related revenues from The Home Depot.

On January 26, 2011, we raised $18.0 million imizape placement pursuant to which we issued 55#&ishares of our common stocl
an affiliate of Pegasus Capital, Michael Kempneaih Wagner, certain other operating advisors o&B&g Capital, and certain trusts affiliated
with, and business associates of, Mr. Wagner. Mminer and Mr. Wagner serve on our board of directo

On February 9, 2011, we entered into an Exchangeekgent with LSGC Holdings pursuant to which weeagrto issue 54,500,000
shares of our common stock in exchange for: (i) C3®ldings’ Series D Warrant to purchase 60,758 st¥afes of our common stock and
(i) the warrant to purchase 942,857 shares oftourmon stock, which was issued to Pegasus IV imection with its guaranty of our former
line of credit with the Bank of Montreal (“BMO”).

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caadiind consolidated results of operations is baget our consolidated financial
statements, which have been prepared in accordetitgenerally accepted accounting principles i thnited States of America, or GAAP.
The preparation of our consolidated financial stegnts requires us to make estimates and assum{ianaffect the reported amounts of
assets, liabilities, revenue and expenses anedethsclosure of contingent assets and liabilit@s: actual results may differ from these
estimates. On an on-going basis, we evaluate ¢innaes based upon historical experience and vaathier assumptions that we believe to be
reasonable under the circumstances, the resulthioh form the basis for making judgments aboutdfeying values of assets and liabilities
that are not readily apparent from other sourcees& estimates may change as new events occuipadtinformation is obtained and our
operating environment changes. We believe thevatig critical accounting policies reflect our maignificant estimates and assumptions
used in the preparation of our financial statements

Accounts Receivable

We record accounts receivable at the invoiced ameben our products are shipped to customers dhertase of certain custom
lighting projects, upon the completion of specifidestone billing requirements. Our accounts reglei® balance is recorded net of allowances
for amounts not expected to be collected from ostamers. This allowance for doubtful accounts is
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our best estimate of probable credit losses ireaisting accounts receivable. Estimates used ieroéning the allowance for doubtful accou
are based on historical collection experience,@giireceivables and known collectability issue® Wfite off accounts receivable when it
becomes apparent, based upon age or customer staners that such amounts will not be collectedr&Veew our allowance for doubtful
accounts on a quarterly basis. Recovery of badalabunts previously written off are recorded asduction of bad debt expense in the period
the payment is collected. Generally, we do notireqeollateral for our accounts receivable and weandt regularly charge interest on past due
amounts.

Inventories

Inventories, which consist of raw materials andchased components and subsystems, wogtacess and finished lighting products,
stated at the lower of cost or market. Cost of maaterials is primarily determined using a weighdedrage method. Slow product adoption,
rapid technological changes and new product intttidns and enhancements could result in excesbamiete inventory. We evaluate
inventory levels and expected usage on a periabsbto specifically identify obsolete, slow-mayior non-salable inventory.

Revenue Recognition

Product sales are recorded when our products gpexhand title passes to customers. Where sal@odfict are subject to certain
customer acceptance terms, revenue from the sedeagnized once these terms have been met. Wgniegeaevenue on certain long-term,
fixed price, custom lighting projects using theqeertage of completion method measured by the o&ttosts incurred in a period to the
estimated total costs to be incurred for each eshtContract costs include all direct materialedi labor and other indirect costs related to
contract performance. Provisions for estimateddssm uncompleted contracts are made in the periatiich such losses are determined.
Changes in job performance, job conditions, estahatofitability and final contract settlements nmagult in revisions to costs and income
are recognized in the period in which such revisiare determined.

For smaller or shorter term custom lighting pragemt projects where estimated total costs canndebermined, revenue is recognized
using the completed contract method and reventez@gnized upon substantial completion and accepthy the customer of each project.
Amounts received as deposits against future coipleff projects are recorded as unearned reventilesuoh projects are completed and title
passes to the customer.

Product Warranties

We provide a limited warranty covering defectivetenels and workmanship. We generally provide a fpear warranty on our products,
and such warranty may require us to repair, repd@ceimburse the purchaser for the purchase pfitiee product. The estimated costs related
to warranties are accrued at the time productsaltebased on various factors, including our statadanty policies and practices, the
historical frequency of claims and the cost to nepareplace the products under warranty.

Income Taxes

We employ the asset and liability method in accimgntor income taxes. Under this method, defereedassets and liabilities are
determined based on temporary differences betweefirtancial reporting and tax bases of assetdiabitities and net operating loss
carryforwards, and are measured using enactectes and laws that are expected to be in effechwhedifferences are reversed.

We record a valuation allowance to reduce our defetax assets to the amount which, we estimataoie likely than not to be realized.
Our ability to realize our deferred tax assetseisegally dependent on the generation of taxablenecduring the future periods in which the
temporary differences are deductible and the netadjimg losses can be offset against taxable incmes were to determine that we would be
able to realize deferred tax assets in the futuexcess of the net recorded amount, the resudtipgstment to deferred tax assets would
increase net earnings in the period such a detatimimwas made.
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Impairment of Long-Lived Assets

Long-lived assets such as property, equipment afidité lived intangible assets are reviewed fopainment when events and
circumstances indicate that the carrying amoumtnoisset may not be recoverable. In making thasendi@ations, we use certain assumptit
including, but not limited to: (i) estimations dfet fair market value of the assets and (ii) esimnatof the future cash flows expected to be
generated by these assets, which are based oibadtlidassumptions such as asset utilization, leafjfervice the asset will be used in our
operations and estimated salvage values. Recoligraifiassets to be held and used is measureddoyrgoarison of the carrying value of the
assets to the estimated undiscounted future casls #xpected to be generated by the assets. ¢htinging value of the assets exceeds the
estimated future cash flows, an impairment chasgedognized in the amount by which the carryingamt of the assets exceeds fair value.

Intangible Assets and Goodwill

We record the assets acquired and liabilities asgimbusiness combinations at their respectivevidues at the date of acquisition, v
any excess purchase price recorded as goodwillid#iah of intangible assets entails significanineates and assumptions including, but not
limited to, estimating future cash flows from preotigales, developing appropriate discount ratesjrugation of customer relationships and
renewal of customer contracts and approximatingitiedul lives of the intangible assets acquired.

Intangible assets with estimable useful lives anergized over their respective useful lives. Weargently amortizing our acquired
intangible assets with definite lives over periogisging from three to twenty years. Goodwill is aatortized, but instead we perform a
goodwill impairment analysis, using the twtep method at the end of our third quarter, ornelrer events or changes in circumstances inc
that the carrying value of goodwill may not be remxable.

The recoverability of goodwill is measured at thparting unit level. The fair value of each repagtunit is estimated using a discounted
cash flow methodology. This analysis requires sigant judgments, including estimation of futureslksdlows, which is dependent on internal
forecasts, estimation of the long-term growth fatehe business, the useful life over which cdstv$ will occur and the determination of the
weighted average cost of capital. The internaldasés used in the 2010 testing were based on grexeed impact of our continued sales
channel expansion, roll-out of our new LED produrgds for which increasing demand is expected basecklevant thirgparty industry studie
and the anticipated improvement in our gross araifmg margins as we gain efficiencies with voluand supply chain optimization
including the impact of our low-cost manufacturifgstrategy. Should the global demand for LED lightproducts be slower to develop, or if
we are unable to successfully execute our strateijiatives with respect to our target markets anafitability improvement, the actual
operating results could be materially differenttioar internal forecasts. If the fair value of poging unit is less than the carrying amount,
goodwill of the reporting unit is considered impairand the second step is performed. The secopaftee impairment test, when required,
compares the implied fair value of the reporting goodwill with the carrying amount of that goodiwif the carrying amount of the reporting
unit goodwill exceeds the implied fair value oftig@odwill, an impairment charge is recognizedtfa amount equal to that excess.
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Results of Operations

The following table sets forth statement of operadidata expressed as a percentage of total ref@ntie periods indicated (some items
may not add due to rounding):

Year Ended December 31, 2010 Compared to Year Erdecember 31, 2009

For the Years Ended December 31, Variance Percentage of Revenue
2010 2009 $ % 2010 2009
Revenue $ 53,169,01 $ 31,376,81 21,792,19 69.5% 100.0% 100.0%
Cost of goods sol 59,021,85 24,754,81 34,267,03 138.4% 111.0% 78.9%
Sales and marketir 11,107,37 7,200,32: 3,907,05! 54.3% 20.9% 22.9%
Operations 4,834,59: 8,165,061 (3,330,47)  -40.8% 9.1% 26.0%
Research and development 10,246,51 6,600,35:; 3,646,15! 55.2% 19.3% 21.0%
General and administratiy 17,753,65 20,753,51 (2,999,85) -14.5% 33.4% 66.1%
Restructuring expens: 1,101,99: 1,111,18! (9,199 -0.8% 2.1% 3.5%
Impairment of goodwill and other lo-lived asset: 11,548,65 - 11,548,65 * 21.7% 0.0%
Depreciation and amortizatic 2,867,86! 5,327,03: (2,459,16) -46.2% 5.4% 17.0%
Interest incomt 3,45( 1,10¢ 2,34¢ 212.5% 0.0% 0.0%
Interest expense, including related p: (3,501,051 (6,058,69) 2,557,63 -42.2% -6.6% -19.3%
(Increase) decrease in fair value of derivativaficial instrument (150,557,52) 2,731  (150,560,26) * -283.2% 0.0%
Dividends on preferred sto¢ (3,534,79) (37,35¢) (3,497,43) & -6.6% -0.1%
Accretion of preferred stoc (73,077,28) (126,01)  (72,951,26) * -137.4% -0.4%
Other income (expense), r (281,357) 203,73: (485,13) -238.1% -0.5% 0.6%
Income tax benef (1,123,10) (413,00 (710,109  171.9% -2.1% -1.3%
Net loss $ (295,138,93) $ (48,136,92) (247,002,01) 513.1% -555.1% -153.4%

* Variance is not meaningft
(1) During 2010, we modified the presentation of operating expenses to separately convey reseactkevelopment and restructuring expenses inangatidated statement of
operations and comprehensive loss. This tableatsfleanageme’s modified presentation for all periods presen

Revenue

Revenues increased $21.8 million, or 69.5%, toZ&dllion for the year ended December 31, 2010 f&8th.4 million for the year ended
December 31, 2009. The increase in revenues wamaply a result of our introduction of new LED refit lamps and luminaires for general
illumination during 2010 and the addition or expganf relationships with key customers for retr¢édimps including The Home Depot and
branded lighting OEMs. The increase in sales ad$ffied lighting products was partially offset bywetions in sales of light engines and
components, which we previously produced and sotbour New Jersey facility prior to its closunethe third quarter of 2009, and a
reduction in custom lighting projects, which cobtried to the decision to close our California @fiélthough we continued to sell these
products in 2010, our sales and marketing effo#d@cused on LED lamps and luminaires.

Cost of Goods Sold

Cost of goods sold increased $34.3 million, or 438.to $59.0 million for the year ended December2Ri0 from $24.8 million for the
year ended December 31, 2009. The increase iro€gstods sold was primarily due to the correspogdicrease in sales during the y
ended December 31, 2010.

Cost of goods sold as a percentage of revenuesaised for the year ended December 31, 2010 to%l(bOa negative gross margin of
11.0%) as compared to 78.9% (or a gross margil d2) for the year ended December 31, 2009. Thease in cost of goods sold as a
percentage of revenue was primarily the resulbefficiencies related to our efforts to meet fas@n expected growth in demand for our
products and included:

» Expedited materials delivery by means of premiugight;
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* spot purchases of long le-time materials at higher than our normal contragiecks;

» labor inefficiencies due to reduced throughput essalt of our newly developed supply chain andrégpd expansion and
training of our labor force; ar

» delays in establishing lower cost internal andd-party contract manufacturing and assembly cape

In addition, gross margin was impacted by the niigroducts sold in the current year compared tcstirae period in 2009 and an
increase in the provision for excess and obsofeteritory incurred for products to be phased oubdryEuropean operations and our California
operations as part of our restructuring efforts.

Sales and Marketing

Sales and marketing expenses increased $3.9 midid¥.3%, to $11.1 million for the year ended &aber 31, 2010 from $7.2 million
for the year ended December 31, 2009. The inclieasaes and marketing expenses was primarily drbyean increase in variable costs
resulting from the corresponding increase in sdletg the period. Specifically, freight not billéal customers and commissions increased
million and $533,000, respectively. In additionrgmnnel expenses increased due to the expansmur shles and marketing group.

Operations

Operations expenses decreased $3.3 million, of4,0@$4.8 million for the year ended DecemberZ1,0 from $8.2 million for the
year ended December 31, 2009. The decrease intimmsraxpense was primarily due to a decreasetimfagility and personnel costs result
from to the closing of both our Texas and New Jefaeilities in the second and third quarters 020

Research and Developme

Research and development expenses increased 3$Bod noir 55.2%, to $10.2 million for the year eddeecember 31, 2010 from $6.6
million for the year ended December 31, 2009. Tioedase in research and development expenses iwasifyr due to costs related to the
introduction and launch of multiple new product fées during the current year as well as costs@ased with the development of new
technologies and new products to be launched icdh@ng year.

General and Administrative

General and administrative expenses decreasedv#fidh, or 14.5%, to $17.8 million for the yeardsd December 31, 2010 from $20.8
million for the year ended December 31, 2009. Téerelse in general and administrative expensegprvaarily due to: (i) a decrease in legal
fees of $1.7 million as a result of the resolutidrour litigation with Philips and its affiliates iAugust 2009, (ii) a $1.1 million reversal of non-
vested restricted stock expense due to the foredtiawards upon the termination or resignationesfain employees and (iii) reductions in
personnel and overhead costs of $1.1 million &salt of the closing our Texas and New Jerseyifasilin the second and third quarters of
2009, respectively. The decreases in general amihé&lrative expenses were partially offset by reréase in professional and legal fees of
$162,000 related to the Recapitalization, as welirmincrease in consulting fees of $431,000 aatsztivith improving our internal controls
and procedures framework.

Restructuring Expenst

Restructuring expenses decreased $9,000 or 0.%% tamillion for the year ended December 31, 20@f$1.1 million for the year
ended December 31, 2009. Restructuring expenseldgrear ended December 31, 2010 consisted ofrillidn in expenses that included
severance and termination benefits
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and accrued rent costs related to the closing p€California office and restructuring of our Netlzerds office. These expenses were partially
offset by a $601,000 gain on the exit of our Japargperations in July 2010. Restructuring expefwsebe year ended December 31, 2009
consisted of severance and termination benefitsaandied rent costs related to headcount reductésudting from the closing of our Texas
and New Jersey facilities and the initial restruicty of our California operations.

Impairment of Goodwill and Other Lo-Lived Assets

Due to on-going negative cash flows and other fadtoour Netherlands based operations, we perfdr@mempairment analysis of the
assets of Lighting Science Group B.V. (“LSGBV")determine whether any goodwill or intangible assetse impaired as of June 30, 2010.
This review included an assessment of industrnyofactontract retentions, cash flow projections atier factors we believed were relevant.
The result of this valuation was that material impa&nts were identified in the LSGBV assets. Theggairments resulted in new fair values
for the goodwill and other intangible assets.

We also performed an impairment analysis of therigible assets related to LED Effects as of Dece®bg?2010 due to the greater than
anticipated headcount reductions associated wihebtructuring of our California based operatidree result of this assessment was that
material impairments were identified in the LED égffs trademarks and customer relationships inténgisets.

The following table summarizes the total impairmemrges recorded in 2010:

Goodwill arising on the acquisition of LSGE $ 3,529,60!
Trademarks acquired on the acquisition of LSC 191,50(
Customer relationships acquired on the acquisifddSGBV 1,967,401
License agreements acquired on the acquisitiorS@RV 4,766,501
Trademarks acquired on the acquisition of LED Bf: 533,97!
Customer relationships acquired on the acquisiionlED Effects 559,66¢

Total impairment charg $11,548,65

Depreciation and Amortizatio

Depreciation and amortization expense decreasé&dniiflion, or 46.2%, to $2.9 million for the yeamded December 31, 2010 from $5.3
million for the year ended December 31, 2009. Téerelse in depreciation and amortization expensedwa to a change in the estimated
useful lives of certain intangible assets that ommiduring 2009 and 2010. As a result, amortiratiopense for the year ended December 31,
2010 was significantly lower as compared to theesponding period in 2009. In addition, the closifighe New Jersey facility in the third
quarter of 2009 resulted in the disposal of cet@@sehold improvements and production equipmehiciweduced depreciation expense for
the year ended December 31, 2010 as compared fodh@us year.

Interest Income

Interest income increased $2,000 to $3,000 foyé&ae ended December 31, 2010 from $1,000 for the geded December 31, 2009. For
both periods, interest income was primarily duenterest earned by our interest bearing bank addoukustralia.

Interest Expense, Including Related Pe

Interest expense decreased $2.6 million, or 42t8%3.5 million for the year ended December 31,@20&m $6.1 million for the year
ended December 31, 2009. The decrease in inteqeshge was primarily due to the conversion of thiecfpal and accrued interest amounts
underlying the convertible notes issued to PegasdsPhilips in 2009, which converted into Seriediits in March 2010 and the payment in
full of the
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outstanding principal balance on our BMO facilityApril 2010 and again in June 2010, which resuiltesinaller outstanding debt balances
during the year ended December 31, 2010 as compathd year ended December 31, 2009. Interestaepfer the year ended December 31,
2010 consisted primarily of $53,000 of interestenge and fees related to our Wells Fargo Faci2$,7,000 of interest expense related to our
BMO facility, $906,000 of guaranty fees relatecbta BMO facility, $955,000 of interest expense ba tonvertible notes payable to Pegasus
and Philips, $133,000 of interest expense relatad5iGBV'’s notes payable, and a $1.0 million acadlen of prepaid fees related to the
issuance of the Series D and Series E Units ifiitstehalf of 2010. These fees were being amortiaeer the life of the shares of Series D and
Series E Preferred Stock underlying the SeriesdSsries E Units, but were fully expensed in 2046 t the conversion of the underlying
shares of Series D and Series E Preferred Stoglkcarhmon stock. Interest expense for the year eBadegmber 31, 2009 consisted primarily
of $848,000 of interest expense related to the Batity, $1.9 million of guaranty and transactifees related to the BMO facility, $2.8
million of interest expense on the convertible sqtayable to related parties and $259,000 of istengoense related to LSGBV's notes
payable.

(Increase) Decrease in Fair Value of Derivative &igial Instruments

Prior to the Recapitalization, the Series D Waamd Series E Warrant underlying the Series DSmnis E Units were accounted fol
liabilities and their fair values were determinesing the Monte Carlo Model. The fair value of treri€s D Warrants increased by $155.5
million from March 3, 2010, the initial issuanceelaf the Series D Warrants, through December @10 2primarily due to an increase in the
price of our common stock during this period. Thie ¥alue of the Series E Warrant decreased by $8l@n from June 23, 2010, the issuance
date, through September 30, 2010, primarily duee decrease in the price of our common stock dufirggperiod. For the year ended
December 31, 2009, the decrease in fair value w¥atéve financial instruments of $4,000 was prifhyadue to a decrease in the price of our
common stock during this period.

Dividends on Preferred Stor

Dividends on preferred stock increased $3.5 milfmnthe year ended December 31, 2010 to $3.5anifiiom $37,000 for the year enc
December 31, 2009. For the year ended Decemb@030, $3.5 million of dividend expense was incumedhe outstanding shares of Serit
Preferred Stock and Series E Preferred Stock widgrthe Series D and Series E Units, which wesedd during the year. For the year ended
December 31, 2009, we only paid dividends on otstanding shares of 6% Convertible Preferred Stattloutstanding shares of 6%
Convertible Preferred Stock were redeemable on MayY010. As of December 31, 2010, 186,528 shdrgwe®% Convertible Preferred
Stock had been redeemed for $597,000. Upon presentoy the holders thereof, an additional 10,3 &tehof 6% Convertible Preferred St
will be redeemed for $33,000.

Accretion of Preferred Stoc

Accretion of preferred stock increased $73.0 millfor the year ended December 31, 2010 to $73.liomifrom $126,000 for the year
ended December 31, 2009. For the year ended Dec&hb2010, $73.0 million of accretion expense wasirred on the outstanding shares of
Series D Preferred Stock and Series E Preferrezk $taderlying the Series D and Series E Units, Wiwere issued earlier that year. The
preferred stock was being accreted over the lifth@fSeries D and Series E Preferred Stock, bufuligsexpensed as of December 31, 2010
due to the conversion of the Series D and E PeleBtock into common stock pursuant to the Red&azitaon Agreement. For the year ended
December 31, 2009, $126,000 in accretion expensdnearred on our outstanding shares of 6% CorblerRBreferred Stock.

Other Income (Expense), Net

Other income (expense), net decreased by $484¢00bd year ended December 31, 2010 to other erpar®281,000 from other
income of $203,000 for the year ended Decembe2@19. The net income (expense) for the years eDéedmber 31, 2010 and 2009 was
primarily due to the effect of foreign exchangensiations at LSGBV.

Income Tax Benef

Income tax benefit increased $710,000 for the geded December 31, 2010, to $1.1 million from $@QG,for the year ended
December 31, 2009. The income tax benefit recodnilzging the year ended December 31, 2010 was yndird to the establishment of an
additional valuation allowance of $1.1
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million for deferred tax liabilities recorded by GBV. For the year ended December 31, 2010, thetdfeetax rate of 0.4% differs from the
federal statutory rate of 34% due to an anticip&ted for fiscal 2010. Pursuant to the requiremehtSASB ASC Topic 740, tax benefits are
not recognized on anticipated losses.

Because of our history of operating losses, managedeemed it more-likely-than-not that we would m@ognize a significant portion
of these deferred tax assets and the tax benefésng to our losses were fully offset by a vailomiallowance as of December 31, 2010.

Year Ended December 31, 2009 Compared to Year Erdecember 31, 2008

Years Ended December 3. Variance Percentage of Revenu
2009 2008 $ % 2009 2008

Revenue $31,376,81 $20,758,59 10,618,22 51.2% 100.0% 100.0%
Cost of goods sol 24,754,81 16,688,60 8,066,21! 48.3% 78.9% 80.4%
Sales and marketir 7,200,32: 5,847,83 1,352,491 23.1% 22.9% 28.2%
Operations 8,165,06! 6,453,86 1,711,19! 26.5% 26.0% 31.1%
Research and development 6,600,35; 7,332,291 (731,949 -10.0% 21.0% 35.3%
General and administratiy 20,753,51 23,224,56 (2,471,04) -10.6% 66.1% 111.9%
Restructuring expens: 1,111,18! - 1,111,18! * 3.5% 0.0%
Impairment of goodwill and other lo-lived asset: - 53,110,13  (53,110,13) * 0.0% 255.8%
Depreciation and amortizatic 5,327,03. 4,354,02! 973,00! 22.3% 17.0% 21.0%
Interest incomt 1,10¢ 188,46( (187,35f)  -99.4% 0.0% 0.9%
Interest expense, including related p: (6,058,69) (1,425,44)  (4,633,24) 325.0% -19.3% -6.9%
Decrease in fair value of derivative financial mstents 2,731 415,62¢ (412,89) -99.3% 0.0% 2.0%
Dividends on preferred sto« (37,35¢) (539) (36,829 * -0.1% 0.0%
Accretion of preferred stoc (126,01) (94,607 (31,41() 33.2% -0.4% -0.5%
Other income (expense), r 203,78: (1,740 205,52: * 0.6% 0.0%
Income tax benef (413,00:) (2,207,50) 1,794,500 -81.3% -1.3% -10.6%
Net loss $(48,136,92) $(94,963,45) 46,826,52  -49.3% -153.4% -457.5%

* Variance is not meaningft

(1) During 2010, we modified the presentation of operating expenses to separately convey reseactkdevelopment and restructuring expenses inangatidated statement of
operations and comprehensive loss. This tableatsfleanageme’s modified presentation for all periods presen

Revenue

For the year ended December 31, 2009, revenuesaised $10.6 million, or 51.2%, to $31.4 milliorrfr $20.8 million for the year
ended December 31, 2008. Revenues consisted gsimfsales to OEMs in the general illuminationpgag and retail display sectors and the
delivery of four major custom projects in Asia, Bpe and North America. This increase in revenuesprianarily due to our acquisition of
Lighting Partners, B.V (the operations of which ev@uded for eight months in fiscal 2008 compat@tivelve months in fiscal 2009) and the
purchase of the net assets of Lamina (the opesatibwhich are included for five months in fisc@B compared to twelve months in fiscal
2009).

Cost of Goods Sold

Cost of goods sold increased $8.1 million, or 48.8%%24.8 million for the year ended DecemberZIQ9 from $16.7 million for the
year ended December 31, 2008. The increase waalilsirdue to an increase in revenues from largéotngrojects and the acquisitions
LSGBYV and Lamina.

Cost of goods sold as a percentage of revenuesatat for the year ended December 31, 2009 to 7@©&ogross margin of 21.1%) as
compared to 80.4% (or a gross margin of 19.6%jHeryear ended
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December 31, 2009. The decrease in cost of goddss@ percentage of revenue was primarily thaéltresthe higher margins recognized on
the custom projects completed in 2008.

Sales and Marketing

Sales and marketing expenses increased $1.4 midia28.1%, to $7.2 million for the year ended Dmber 31, 2009 from $5.8 million
for the year ended December 31, 2008. The inclieasaes and marketing expense was primarily dubd@cquisitions of LSGBV and
Lamina and the effect of a full year of combineeigtions in 2009 compared to a partial year of dagtoperations in 2008, increases in
samples and other marketing costs related to nedupts launched in the second half of 2008 comptaredull year of expenses for 2009 and
an increase in commissions expense due mainletotitease in revenues.

Operations

Operations expenses increased $1.7 million, or926t6 $8.2 million for the year ended DecemberZ)9 from $6.5 million for the ye
ended December 31, 2008. The increase in operaipenses was primarily due to our acquisition ®GBV and Lamina and the effect of a
full year of combined operations in 2009 compared partial year of combined operations in 2008.

Research and Developme

Research and development expenses decreased $7,32,00.0%, to $6.6 million for the year ended €maber 31, 2009 from $7.3
million for the year ended December 31, 2008. Téerebse in research and development expense was thgi a reduction in contract labor
costs.

General and Administrative

General and administrative expenses decreasedv#fidn, or 10.6%, to $20.8 million for the yeardad December 31, 2009 compared
$23.2 million for the year ended December 31, 200 decrease in general and administrative exgaaggimarily due to reduced legal
expenses and the results of our consolidationidesyincluding the closing of our New Jersey dmkas facilities undertaken by management
during the second half of 2009. This decreaseriigliy offset by increases resulting from the aisgtions of LSGBV and Lamina and the eff
of a full year of combined operations in 2009 coregéao a partial year of combined operations in@00

Restructuring Expenst

Restructuring expenses for the year ended DeceB1h&009 consisted of $1.1 million in severance @nahination benefits and accrued
rent costs related to the closing of the New Jeasely Texas facilities and the initial restructurafgur California operations.

Impairment of Goodwill and Other Lo-Lived Assets

As of September 30, 2009, we completed our anrasgssment of the carrying value of goodwill aneéieined that no impairment had
occurred and therefore no impairment expense wasded for the year ended December 31, 2009.

During the fourth quarter of 2008, we completed assessment of the carrying value of the goodwdl iatangible assets that we
previously recorded and determined that it was se&amy to record an impairment charge of $53.1 anilin 2008. A number of factors that
occurred in 2008 gave rise to the impairment ofddueying value of the goodwill and intangible d@ssencluding: (i) delays in the development
and launch of several new products, (ii) produittifes, (iii) customer delays on custom projedts), the lack of the availability of financing f
customers to complete significant projects andalfegions, (v) the general slowdown in constructipending, and (vi) the reduction in the
market price of our common stock. As a result ekthfactors, we reviewed and amended our cashpflojgctions for our business and
products. Generally, we reduced the sales foretiastsve had otherwise relied on for our interdahping and forecasting. This reduction in
the future cash flows of the business along witaduction in the total enterprise value of the Campresulted in the significant impairment
charge in 2008.
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The following table summarizes the total impairmemarge recorded in 2008:

Goodwill arising on the acquisition of Lighting 8aice Group Cor $42,605,55
Technology and patents acquired on the acquisitidrighting Science Group Col 2,419,98.
Goodwill arising on the acquisition of LSGE 6,159,00!
Trademarks acquired on the acquisition of LSC 796,74
Technology and patents acquired on the acquisiidtSGBV 322,85¢
Customer relationships acquired on the acquisifdndSGBV 806,00(

Total impairment charg $53,110,13

Depreciation and Amortizatio

Depreciation and amortization expense increase8,990, or 22.3%, to $5.3 million for the year endetember 31, 2009 from $4.4
million for the year ended December 31, 2008. Toedase in depreciation and amortization expensegmwaarily due to: (i) $600,000
increase in the amortization expense for certditwsne assets during 2009 due to a reduction irethienated useful life of such software,

(i) $711,000 increase in amortization expensecéatain intangible assets during 2009 as comparttdtiae corresponding period in 2008 due
to a reduction in the estimated useful life of saskets and (iii) an increase in the amortizatigreese related to technology, tooling and m:
and other production assets purchased in the sdwihdf 2008.

Interest Income

Interest income decreased $187,000 to $1,000 éoyehar ended December 31, 2009 from $188,000 éopttior year period due to a
decrease in cash balances during 2008. At DeceBihe@008 and for all of 2009 there were limiteddsmvailable for interest bearing
investments.

Interest Expense, Including Related Pz

Interest expense increased $4.6 million, or 3251@9%6.1 million for the year ended December 30®fJom $1.4 million for the year
ended December 31, 2008. The increase in intexpsihse was primarily due to: (i) interest expenseuwr BMO line of credit that we began
incur in August 2008, (i) interest expense on LSGBABN AMRO ten-year term facility and line of até, (iii) the amortization of the BMO
guarantee fees payable to Pegasus IV, (iv) intesgstnse on promissory notes issued to Pegasusd¢eatain executives in December 2008
and the first six months of 2009, (v) interest exgeeon the Original Pegasus Convertible Note issu@gasus IV in May 2009 and the
Pegasus Convertible Note issued to Pegasus IV gusti?009 and (vi) interest expense on the Philipsvertible Note issued to Philips in
August 2009. Interest expense for the year endegmber 31, 2008 consisted of interest incurrecherlihe of credit and term debt facility
that were owed by LSGBYV, interest expense on ouBMe of credit, which we started incurring in Awgg 2008, and interest expense on
promissory notes issued to Pegasus IV and cerxaicugives in December 2008.

Decrease in Fair Value of Derivative Financial Ingnents

Decrease in fair value of derivative financial mshents is the result of change in fair value oframats issued to certain directors and
officers of a predecessor company. These warragts accounted for as liabilities and recorded iatv&lue using the Black Scholes valuation
method. The decrease in fair value for the yeade@mecember 31, 2009 and 2008 is due primarighémges in the price of our common
stock and the expected life of these warrants dufiese periods.

Dividends on Preferred Stor

Dividends on preferred stock increased by $37,00@he year ended December 31, 2009 to $37,000 000 in the year ended
December 31, 2008. During the year ended Decenthe2(®9, dividends were incurred on the 6% ConblertPreferred Stock. All outstandi
shares of 6% Convertible Preferred Stock were medéé& on May 10, 2010.
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Accretion of Preferred Stoc

Accretion of preferred stock increased by $31,a8GHe year ended December 31, 2009 to $126,000 $26,000 in the year ended
December 31, 2008. During the years ended Dece&Ihe2009 and 2008, the accretion expense was et the 6% Convertible Preferred
Stock.

Other Income (Expense), Net

Other income, net increased $205,000 to other ircoh$203,000 for the year ended December 31, 266%pared to other expense of
$2,000 for the year ended December 31, 2008. Thmoeme (expense) for the year ended Decembe2@19 was primarily due to the effect
of foreign exchange translations at LSGBV.

Income Tax Benetf

The income tax benefit decreased $1.8 million 02&ito $413,000 for the year ended December 319 200n $2.2 million for the year
ended December 31, 2008. The income tax benefigrézed during the year ended December 31, 2009weaady due to the valuation
allowance of $40.5 million recorded against thedeferred tax assets. Due to our history of netdesmanagement deemed it more-likely-
than-not that we would not recognize a signifiqamittion of our deferred tax assets as of DecembgP@09.

Liquidity and Capital Resources

We have experienced significant net losses asagatlegative cash flows from operations since awegtion. Our cash outflows primar
relate to procurement of materials, componentssaihdystems used in the manufacture and assembiy giroducts and payment of salaries,
benefits and other operating costs. Our anticipgtedith is expected to significantly increase owrking capital needs during 2011, and
meeting these needs will be an ongoing challendgssnwe timely complete the planned underwrittellipwffering of our common stock. O
primary sources of liquidity have been sales ofgsred and common stock to, and short-term loaors fiaffiliates of Pegasus Capital and, to a
lesser extent, borrowings under our credit faesiti

We have historically been dependent on affiliateBegasus Capital for our liquidity needs becaukerasources of liquidity have been
insufficient or unavailable to meet our needs.

On October 4, 2010, we terminated our revolving lif credit with the Bank of Montreal and the rethguaranty agreement pursuant to
the terms of the Recapitalization Agreement. Onéalber 22, 2010, we entered into an asset-baseihgefatility with Wells Fargo Bank,
N.A. that provides us with borrowing capacity ofte@B5% of our applicable and eligible inventoryatcounts receivable plus qualified ce
up to a maximum of $15.0 million. As of December 2@10, we had approximately $4.7 million outstagdiinder the Wells Fargo line of
credit and additional borrowing capacity of approately $9.5 million.

LSGBYV has negotiated short and long term debtifeeglwith ABN AMRO Bank. Our long-term debt fa¢yliwith ABN AMRO matured
on December 15, 2010. As of December 31, 2010,adeb226,000 outstanding under the short-term ABNREMine of credit. LSGBV also
has an asset-based lending facility with IFN Firatiat provides us with borrowing capacity of u@#36 of LSGBV'’s trade receivable
invoices, up to a maximum of €1.5 million. As of @enber 31, 2010, we had approximately $1.2 milbatstanding under the IFN Finance
line of credit.

As of December 31, 2010, we had cash and cashadgqote of approximately $14.5 million. We may néedaise additional capital
through the issuance of equity, equity-relatededtdecurities or through additional borrowingsyfriinancial institutions. We cannot be
certain that these additional funds will be avd#adn terms satisfactory to us or at all. In Janp2&x11, we received approximately $18.0
million from a private placement of our common &téed by our affiliates, including Pegasus Capatiadl two of our directors, and expect to
receive $7.0 million in life insurance proceedsidg2011 from a keynan life insurance policy issued on Zachary Gitder, former Chairma
and Chief Executive Officer. We also recently fikedegistration statement relating to a proposettumritten public offering of up to $150.0
million of our common stock, but such offering rensasubject to a number of conditions. Upon
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receipt of the proceeds from such life insurandepand the proposed offering of our common staek,believe we will be able to fund our
operations for at least the next 12 months.

Contractual Obligations

As of December 31, 2010, payments to be made puirsoigignificant contractual obligations are afofos:

Payments Due By Perioc

Less Than On¢ One to Three Three to Five
Total Year Years Years
Operating lease obligatiol $3,118,86: $ 1,273,00: $ 1,195,05! $ 650,80:
Purchase obligatior 2,489,23! 2,489,23! - -
Other lon¢-term liabilities - - - -
Total $5,608,10. $ 3,762,24. $ 1,195,05 $ 650,80:

Operating lease obligations include rental amodotson leases of certain office and manufactunpages under the terms of non-
cancelable operating leases. These leases expiagiats times through December 2015. All of treeskeagreements provide for adjustments
for increases in base rent (up to specific limipspperty taxes and general property maintenaratentbuld be recorded as rent expense, if
applicable.

Purchase obligations generally relate to the pwelvd goods and services in the ordinary courdmisiness such as raw materials,
supplies and capital equipment. Our purchase dibigairepresent authorizations to purchase rattger binding agreements.

Cash Flows

The following table summarizes our cash flow atitéa for the years ended December 31, 2010, 2002608.

For the Years Ended December 31

Cash flow activities: 2010 2009 2008
Net cash used in operating activit $(45,390,60)  $(31,159,32)  $(28,792,90)
Net cash used in investing activiti (6,597,09) (1,111,65) (12,624,68)
Net cash provided by financing activiti 66,321,18 31,978,37 30,726,26

Operating Activities

Cash used in operating activities is net loss ae§ufor certain non-cash items and changes ininaatsets and liabilities. Net cash used
in operating activities was $45.4 million, $31.2lrah and $28.8 million for the years ended Decengie 2010, 2009 and 2008, respectively.
Net Cash used in operating activities increasedh®ryear ended December 31, 2010 as compared fetr ended December 31, 2(
primarily due to a higher year over year net legsich included certain non-cash reconciliation isecomprised primarily of a $150.6 million
increase in fair value of warrants, $73.1 milliatietion of preferred stock, $3.5 million in acatwdividends on preferred stock, $11.5 million
in goodwill and other long-lived assets impairmé&.,9 million in depreciation and amortization &8 million of stock-based compensation.
For the year ended December 31, 2009, non-cashc#ietion items included $129,000 for an increas&ir value of warrants and accretion
of preferred stock, $5.3 million in depreciatiordaamortization and $3.9 million of stock-based cemgation. The increase in net loss for the
year ended December 31, 2010, excluding thes-cash reconciliation items was primarily a restilhigher than normal costs for the initial
launch of our new products and supply chain in&fficies associated with faster than anticipatedtjrin demand for our products. For the
year ended December 31, 2008, -cash reconciliation items included $53.1 milliongoodwill and other long-lived assets impairmét3
million in depreciation and amortization and $8.@0lion of stock-based compensation, which was pdiytioffset by a $300,000 net benefit for
a decrease in fair value of warrants and accretigmeferred stock. The increase in net loss fenytar ended December 31, 2009, excluding
non-cash reconciliation items was primarily a resfihigher operating expenses following our acitjoiss in 2008 and higher interest expense
on increased borrowings.

Net cash used in operating activities, driven byt losses, was partially offset by improvemeémtsorking capital. For the year ended
December 31, 2010, accounts receivable increas&d @y million due to the growth in our revenuesgintories increased $14.6 million du
the build-up of materials and components and fedsproducts to support near-term demand for owtyms and prepaid expenses increased
$4.0 million. These uses of cash were offset b2@aZ& million increase in accounts payable as weessed our procurement activities to
support anticipated growth and a $2.5 million irs®in accrued expenses and other liabilities. Workapital items were also a source of «
for the year ended December 31, 2009 as accowgiable, inventories and prepaid expenses decfiaegimillion, $4.1 million and
$300,000, respectively, and accounts payable acrdied expenses and other liabilities increased &dllibn and $2.1 million, respectively.
For the year ended December 31, 2008, net changesounts receivable, inventories, prepaid expgem@aeounts payable and accrued
expenses and other liabilities was a $2.2 millioarse of cash.
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Investing Activitie:

Cash used in investing activities primarily relaieshe purchase of property and equipment and cassideration for strategic
acquisitions. Net cash used in investing activitias $6.6 million, $1.1 million and $12.6 millioarfthe years ended December 31, 2010, 2009
and 2008, respectively. The increase in cash usgw/ésting activities for the year ended Decen#igr2010 as compared to the year ended
December 31, 2009 was primarily due to an incrgaserr capital expenditures as we continued to eapaur production capacity at our
headquarters in Satellite Beach, FL and our newufa@turing facility in Monterrey, Mexico.

The decrease in cash used in investing actividethe year ended December 31, 2009 as compatkd eear ended December 31, 2008
was due to a modest decrease in capital expenslitu2009 and the absence of strategic acquisitioB809. Cash used in acquisitions for the
year ended December 31, 2008 included $6.2 mifbothe purchase of LSGBV and $4.8 million usedtfa purchase of the net asset
Lamina.

Financing Activities

Cash from financing activities has historically be®mposed of net proceeds from various debt f@sland the issuance of common and
preferred stock. Net cash provided by financingviis was $66.3 million, $32.0 million and $30mllion for the years ended December 31,
2010, 2009 and 2008, respectively. The increasash provided by financing activities for the yeaded December 31, 2010 as compared to
the year ended December 31, 2009 was a resulboépds from the issuance of mandatorily redeentdalies D and Series E Preferred Stock
and the issuance of common stock for $25.4 millg80.0 million and $25.0 million, respectively i010. These proceeds were partially offset
by $13.8 million in net repayments of short- andgderm borrowings. For the year ended Decembe?@19, cash provided by financing
activities included $35.8 million in net proceedsr the issuance of promissory notes which wasagtigroffset by $3.8 million in net
repayments of short- and long-term borrowings.tReryear ended December 31, 2008, cash providéidduycing activities included $20.0
million in proceeds from net short- and long-terarrbwings and $10.7 million in proceeds from a ptévplacement of our common stock and
the exercise of common stock warrants.

Item 8. Financial Statements.
The financial statements required by this itemiacuded in Part IV, Item 15 of this Annual Report.
Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure.
None
Item 9A (T). Controls and Procedures.
Evaluation of Disclosure Controls and Procedur

We maintain disclosure controls and proceduresiéfised in Rules 13a-15(e) and 15d-15(e) undeB#wurities Exchange Act of 1934,
as amended (the “Exchange Act”)) that are desigogulovide reasonable assurance that the informagiguired to be disclosed by us in
reports filed under the Exchange Act is recorded¢c@ssed, summarized and reported within the tiem®gs specified in the rules and forms of
the SEC.

We carried out an evaluation subsequent to th@gedvered by this form 10-K, under the supervigiad with the participation of our
management, including our Chief Executive Officed &hief Financial Officer, of the effectivenessoof disclosure controls and procedures
as of the end of the period covered by this ForaK1Based on that evaluation and the identificatibthe material weaknesses in internal
control over financial reporting described belowr €hief Executive Officer and Chief Financial @#r, concluded that our disclosure cont
and procedures as of December 31, 2010 were reuttiok.

Managemen’'s Annual Report on Internal Control over FinanciaReporting

Our management is responsible for establishingnagidtaining adequate internal control over finah@gorting for the Company.
Internal control over financial reporting (as defihin Rule 13a-15(f) under the Exchange Act) istao$ processes designed by, or under the
supervision of, our Chief Executive Officer and €ftfrinancial Officer, to provide reasonable asscearegarding the reliability of our
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financial reporting and the preparation of our ficial statements for external purposes in accomariihh GAAP. Our internal control over
financial reporting includes those policies andgaedures that:

. Pertain to the maintenance of records that in regsle detail accurately and fairly reflect our sactions and dispositions of ¢
assets

. Provide reasonable assurance that our transaetiengcorded as necessary to permit preparatioardfnancial statements
accordance with GAAP, and that our receipts anaedjtures are being made only in accordance withasizations of our
management and directors; ¢

. Provide reasonable assurance regarding preventiomely detection of unauthorized acquisition, vsaisposition of our asse
that could have a material effect on our finanstatements

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dét@l misstatements. Thus, any system
of internal control, however well designed and apedl, can provide only reasonable, and not absasgeirance that the objectives of the
system will be met. In addition, projections of awaluation of effectiveness to future periodssargject to the risk that controls may become
inadequate because of changes in conditions, bthtealegree of compliance with the policies orcpdures may deteriorate.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we conducted an assessment of the effectivenems afiternal control over financial reporting basetcriteria established in “Internal
Control-Integrated Framework” issued by the Comeeitbf Sponsoring Organizations of the Treadway Cimsion (the “COSO Framework”),
as of December 31, 2010.

A material weakness in internal control is defired‘a deficiency, or combination of deficienciesiriternal control over financial
reporting, such that there is a reasonable poggitiiat a material misstatement of the compararinual or interim financial statements, will
be prevented or detected on a timely basis.” Imeation with the assessment described above, wéfidd the following control deficiencies
that represent material weaknesses at Decemb&030Q;

(1) Segregation of Duties and IT Application AccesSkere are significant system limitations within @uocurement and inventory
management application, which may impact purchaaiminventory accounting to a level of materiatstétement that could potentially go
undetected. Specifically:

. Access cannot be appropriately restricted to aigddrindividuals:

. Because we have not yet completed the final phisarwsitioning to our new ERP, Microsoft AX Dynarsj we are current

required to set up vendors in two applications [#gacy system for purchasing and receipt of inmgnéand the new ERP system
payment);

. Purchase orders may be edited or deleted duringainy of the purchasing process, which can ultétyalead to issues with
inventory costing

. Formalized procedures and controls are not in gi@o®@mmunicate access needs for new hires, tetimitsa and transfers to I
. There is no periodic review of user access righitthb business users to ensure that all applicaens are appropriate; a
. No backup records could be obtained for the legmogurement and inventory management applicatignaoe.

The legacy procurement and inventory managemedicagipn is expected to be replaced with the Miofo®ynamics AX procurement
and inventory management module during the secaader of 2011.

(2) Purchasing and Inventory Accounting Buring 2010, we improved our internal controls owefentory quantity specific to physical
counts. Additionally, policies and procedures sfietd inventory
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costing and quantity are now in place. Analytias @so being performed specific to cost of goodd and gross margin by product line and

entity.

Although inventory accounting controls have imprdvee identified material internal control weakressspecific to purchasing and
inventory accounting driven by the underlying liatibns and minimal reliance placed on the perpetwantory data provided in our legacy
procurement and inventory management system. S$gatyif internal control improvement opportuniti@ere identified around the following:

Consistency in executing material, labor and ovadheariance calculations on a monthly ba

Consistency in operations management review oftisé accounting worksheets (cost rolls) to caleufaaterial, labor, an
overhead variance

Analytics specific to rollin-forward inventory balances from quarter to qual
Consistent application of inventory costing pol

Work in process accountin

Reconciliation of the perpetual inventory recomlshte general ledger; a

Legacy procurement and inventory management syateess rights to control vendor-up, purchase orders adjustmel
inventory costs, and inventory quantiti

Management is aware of the need for a reliablegiegb inventory system that will yield more accaregsults and is in the process of
implementing the inventory management applicatidhiw our new ERP system to address this issueitibdélly, management is currently
evaluating the cost accounting and assumption rdetbgy for variance calculations.

(3) Equity Accounting— We identified internal control weaknesses spetifiour equity accounting that led to significanagend
adjustments to our financial statements. Specificale identified opportunities to improve:

. Spreadsheet controls specific to our warrant anide-related compensation expense and ves

. Analytics specific to inputs into equity accounticgculations. Specifically, opportunities existréview fair market valu
inputs (at the time of option grant) and to propedtimate and include stock option forfeituresdmpensation expense
vesting schedules; at

. Internal resources necessary to accurately cakcthatfair market value of complex stock warrastrimments

As a result of the material weaknesses describedealmanagement has concluded that, as of Dece3ib@010, we did not maintain
effective internal control over financial reportjrigvolving the preparation and reporting of ounsolidated financial statements presented in
conformity with GAAP.

Since December 31, 2009, we have made progressiimeplting certain remediation plans to address titenial weaknesses describet
our 2009 Annual Report. Specifically during the iyeaded December 31, 2010, we implemented or biegalementing the following
important measures, which have materially affectedre reasonably likely to materially affect, anternal control over financial reporting:

the initiation of an ongoing process to develofdgies and procedures over all critical financigloging and accounting cycle
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. the completion of the first phase of implementatidMicrosoft Dynamics AX, our new ERP system irdihg the financials an
orderto-cash modules designed to automate and systemizéncieiternal controls over financial reportir

. the standardization of the U.S. chart of accouhtsuo general ledger across different locatic
. the implementation of a management system designadtomate and systemize internal control oveerory;
. the implementation of controls over the purchasifispventory component:

. the drafting and implementation of a methodologgrawe evaluation of inventory reserve requiremeantsthe associated approval
of such results

. the initiation of an ongoing process to develofdgies and procedures over all critical financigloging and accounting cycle
. the implementation of an inventory management systesigned to automate and systematize internalataver inventory

. the implementation of a whistleblower hotline tpag suspicion of unethical or illegal condu

. the implementation of controls with respect to appfs and documentation support for inven-related purchase

. the implementation of segregation of duties witspert to the purchasing of inventory, physical @dgtof assets, and inventc
counts; anc

. the implementation of an approval/authority mataalign roles and key processes supporting firdmeporting objectives

We believe these measures have strengthened ewmahtontrol over financial reporting and discl@soontrols and procedures. Our
leadership team, together with other senior exeestand our Board of Directors, is committed toi@dhg and maintaining a strong control
environment, high ethical standards and finan@pbrting integrity. This commitment has been anla@intinue to be communicated to, and
reinforced with, our employees. Under the directiboour Board of Directors, management will conérto review and make changes to the
overall design of our internal control environmeag,well as policies and procedures to improveothezall effectiveness of our internal control
over financial reporting and our disclosure corgrhd procedures.

Other than the measures discussed above, thereneetganges in our internal control over finanoggdorting that occurred during the
guarter ended December 31, 2010 that have mayeaifiicted, or are reasonably likely to materiaffect, our internal control over financial
reporting.

Item 9B. Other Information.

None.

PART IlI
Item 10. Directors, Executive Officers and Corpora¢ Governance.

The information required in response to this Itedrislincorporated herein by reference to our diéfi@iproxy statement to be filed with
the SEC pursuant to Regulation 14A promulgated utideExchange Act, not later than 120 days aftereind of the fiscal year covered by
Annual Report.

ltem 11. Executive Compensation.
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The information required in response to this Itelrislincorporated herein by reference to our defi@iproxy statement to be filed with
the SEC pursuant to Regulation 14A promulgated utideExchange Act not later than 120 days afteretid of the fiscal year covered by this
Annual Report.
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Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Mattest

Certain information regarding securities authorifmdssuance under our equity compensation pkunsciuded under the captioEquity
Compensation Plan Information” in Part Il, Itemabove, of this Annual Report and is incorporateddfgrence herein. Other information
required in response to this Item 12 is incorpatdterein by reference to our definitive proxy statat to be filed with the SEC pursuant to
Regulation 14A promulgated under the Exchange Attater than 120 days after the end of the figeak covered by this Annual Report.

Item 13. Certain Relationships and Related Transaans, and Director Independence.

The information required in response to this Ite3rislincorporated herein by reference to our diéfi@iproxy statement to be filed with
the SEC pursuant to Regulation 14A promulgated utideExchange Act not later than 120 days afteretid of the fiscal year covered by this
Annual Report.

Item 14. Principal Accounting Fees and Services.

The information required in response to this Itefrislincorporated herein by reference to our diéfi@iproxy statement to be filed with
the SEC pursuant to Regulation 14A promulgated utideExchange Act not later than 120 days afteretind of the fiscal year covered by this
Annual Report.

PART IV
Item 15. Exhibits and Financial Statement Schedules

The following documents are filed as part of thisr® 10-K:

1. Index to Consolidated Financial Staats, Reports of Independent Registered Publioéating Firm, Consolidated Balance
Sheets as of December 31, 2010 and 2009, Consadi®&atements of Operations and Comprehensivefopfise years ended December 31,
2010, 2009 and 2008, Consolidated Statements df Elasvs for the years ended December 31, 2010, 2662008 and Consolidated
Statements of Stockholders’ Equity (Deficit) foethears ended December 31, 2010, 2009 and 2008.

2. The financial statement scheduleghmen omitted because they are not applicableeaeqjuired information is shown in the
Consolidated Financial Statements or the NotesotasGlidated Financial Statements.

Exhibits: The exhibits required to be filed by thism 15 are set forth in the Index to Exhibits@opanying this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this Form 10-K
to be signed on its behalf by the undersignedeti@o duly authorized.

L IGHTING ScIENCE G ROUP C ORPORATION

/ s/ RicHARD W EINBERG
Richard Weinber
Chief Executive Officer and Chairman of the Bo
(Principal Executive Officer

April 1, 2011 By:

/' s/ GREGORYT. K AISER
Gregory T. Kaise
Chief Financial Office
(Principal Financial and Accounting Office

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed belpthe following persons on behalf
of the registrant and in the capacities and ord#ites as indicated.

Signature Capacity in which Signe Date
6/ RICHARD W EINBERG Chief Executive Officer and April 1, 2011
Richard Weinberg Chairman of the Board
(Principal Executive Officer
£/ G REGORYT. K AISER Chief Financial Officer April 1, 2011
Gregory T. Kaise (Principal Financial and Accounting Office
s/ CHARLESD ARNELL Vice Chairman and Directt April 1, 2011
Charles Darne
/5/ D ONALD R. H ARKLEROAD Vice Chairman and Director April 1, 2011
Donald R. Harkleroad
s/ R OBERTE. B ACHMAN Director April 1, 2011
Robert E. Bachme
s/Davip B ELL Director April 1, 2011
David Bell
5/ M 1IcHAEL W. K EMPNER Director April 1, 2011
Michael W. Kempne
s/ T. M ICHAEL M OSELEY Director April 1, 2011

T. Michael Moseler
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s/ L EONW AGNER Director April 1, 2011
Leon Wagne
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INDEX TO EXHIBITS

EXHIBIT
NUMBER DESCRIPTION

3.1 Amended and Restated Certificate of Incorporatibhighting Science Group Corporation (previouslgdi as Exhibit 3.1 t
the Quarterly Report on Form-Q filed on October 14, 2009, File Nc-20354, and incorporated herein by referen

3.2 Amended and Restated Bylaws of Lighting Scienceu@©@orporation (previously filed as Exhibit 3.1the Current Report
on Form K filed on December 28, 2010, File Nc-20354, and incorporated herein by referen

4.1 Form of Warrant A, dated March 9, 2007 (previoud#ld as Exhibit 10.2 to the Current Report on F&K filed on
March 12, 2007, File No.-20354, and incorporated herein by referen

4.2 Certificate of Designation of Series B Stock (poasly filed as Exhibit 4.2 to the Current Reportform ¢-K filed on
October 11, 2007, File No-20354, and incorporated herein by referen

4.3 Amended and Restated Registration Rights Agreerdated April 22, 2008, by and among Lighting Sceeroup
Corporation, C. van de Vrie Holding B.V., W. vandee Holding B.V., R.Q. van de Vrie Holding B.Vnd Q. van de Vrie J
Holding B.V., Y.B. van de Vrie Holding B.V. and LEBoldings, LLC (previously filed as Exhibit 4.1 the Current Report
on Form K filed on April 24, 2008, File No-20354, and incorporated by referenc

4.4 Certificate of Designation of Series C Preferredcgtof Lighting Science Group Corporation (previguded as Exhibit 4.1
to the Current Report on Forr-K filed on January 7, 2009, File Nc-20354, and incorporated herein by referen

4.5 Amended and Restated Registration Rights Agreerdated as of January 23, 2009, by and betweenihigBicience Grou
Corporation and Pegasus Partners IV, L.P. (prelydiled as Exhibit 4.1 to the Current Report orrird8-K filed on January
30, 2009, File No.-20354, and incorporated herein by referen

4.6 Certificate of Designation of Series D M-Convertible Preferred Stock of Lighting Science @r&orporation (previousl|
filed as Exhibit 4.1 to the Current Report on F@+K filed on September 8, 2009, File No. 0-2035# acorporated herein
by reference)

4.7 Specimen Common Stock Certificate (previously fiesdExhibit 4.14 to Amendment No. 1 to the RedigtraStatement on
Form ¢-1 filed on January 12, 2010, File No. -162966, and incorporated herein by referer

4.8 Certificate of Designation of Series E MConvertible Preferred Stock (previously filed asbit 4.1 to the Current Repc
on Form K filed on June 29, 2009, File No-20354, and incorporated herein by referen

4.9 Warrant Agreement, dated as of December 22, 20Hhbdyamong Lighting Science Group Corporation anteAcan Stocl

Transfer & Trust Company, LLC (previously filed Eghibit 4.1 to the Current Report on Form 8-K filed January 4, 2011,
File No. (-20354, and incorporated herein by referen
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EXHIBIT
NUMBER

DESCRIPTION

4.10

411

10.1

10.2

10.3

10.4

105

10.6

10.7

10.8

10.9

Warrant to Purchase Common Stock of Lighting S@eBooup Corporation, dated January 13, 2011 aneédst The Home
Depot, Inc. (previously filed as Exhibit 4.1 to tBerrent Report on Form 8-K filed on January 20, 20~ile No. 020354, an
incorporated herein by referenc

Registration Rights Agreement, dated January 18] 2@tween Lighting Science Group Corporation ahe fiome Depot,
Inc. (previously filed as Exhibit 4.2 to the Curtéeport on Form 8-K filed on January 20, 2011e Rb. 0-20354, and
incorporated herein by referenc

Employment Agreement, dated as of October 4, 200and between Lighting Science Group Corporatiwh redric Maxik
(previously filed as Exhibit 10.6 to the CurrentgRe on Form 8-K filed on October 11, 2007, File.l9e20354, and
incorporated herein by referenc

Amended and Restated Equity Based Compensationpaviously filed as Appendix A to the Proxy Statnt on
Schedule 14A filed on September 18, 2008, File0-20354 and incorporated herein by referen

Amendment to the Lighting Science Group Corporafiomended and Restated EquBgsed Compensation Plan dated Au
21, 2009 (previously filed as Exhibit 10.4 to therf@nt Report on Form 8-K filed on August 27, 20Be No. 0-20354, and
incorporated herein by referenc

Amendment to the Lighting Science Group Corporafiomended and Restated Equity-Based Compensationdatad
February 10, 2011 (previously filed as Exhibit 4t@@he Registration Statement on Form S-8 filedrehruary 25, 2011, File
No. 33:-172461, and incorporated herein by referer

Form of Lighting Science Group Corporation 2005 iBgBased Compensation Plan Stock Option Agreertetviously
filed as Exhibit 4.13 to the Registration Staten@mmform S-8 filed on May 5, 2008, File No. 0-203&4d incorporated
herein by reference

Form of Lighting Science Group Corporation 2005 iBgBased Compensation Plan Employee IncentivelS@jation
Agreement, (previously filed as Exhibit 4.14 to fRegistration Statement on Form S-8 filed on Mag®)8, File No. 0-
20354, and incorporated herein by referen

Form of Lighting Science Group Corporation 2005 i&-Based Compensation Plan Restricted Stock Award ékgeat
(previously filed as Exhibit 4.15 to the RegistoatiStatement on Form S-8 filed on May 5, 2008, Rite 0-20354, and
incorporated herein by referenc

Form of Lighting Science Group Corporation Amended Restated Equ-Based Compensation Plan Nonqualified St
Option Agreement (previously filed as Exhibit 1@5he Current Report on Form 8-K filed on August 2009, File No. 0-
20354, and incorporated herein by referen

Form of Lighting Science Group Corporation Amended Restated Equ-Based Compensation Incentive Stock Op
Agreement (previously filed as Exhibit 10.6 to tberrent Report on Form 8-K filed on August 27, 20B%e No. 0-20354,
and incorporated herein by referenc
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EXHIBIT
NUMBER

DESCRIPTION

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

21.1*

23.1*

Lighting Science Group Corporation 2011 Employescitfurchase Plan (previously filed as Exhibitté.&he Registration
Statement on Form-8 filed on February 5, 2011, File No. 172466, and incorporated herein by referer

Governing Agreement and Complete Releases, datgdsh27, 2009, among Lighting Science Group CotpmralLED
Holdings, LLC, LED Effects, Inc., Pegasus Capitalvisors, L.P., Pegasus Partners IV, L.P., PhililestEonics North
America Corporation, Philips Solid-State Lightingl&ions, Inc. and Koninklijke Philips ElectronibksV. (previously filed as
Exhibit 10.1 to the Current Report on Form 8-Kdilen August 28, 2009, File No. 0-20354, and incaafex herein by
reference)

Employment Letter, dated April 7, 2010, betweenhtiigg Science Group Corporation and John T. Stafdegviously filed a:
Exhibit 10.2 to the Current Report on For-K filed on May 6, 2010, File No.-20354, and incorporated herein by referer

Support Services Agreement, dated as of June 2B, 2@tween Lighting Science Group Corporation Ragasus Capital
Advisors, L.P. (previously filed as Exhibit 10.3ttee Current Report on Form 8-K filed on June Z8,® File No. 0-20354,
and incorporated herein by referenc

Employment Letter, dated July 14, 2010 but effectig of July 28, 2010, between Lighting Scienceu@i@orporation an
Gregory Kaiser (previously filed as Exhibit 10.1the Current Report on Form 8-K filed on July 301, File No. 0-20354,
and incorporated herein by referenc

Stock Purchase, Exchange and Recapitalization Awgat dated as of September 30, 2010, by and atrighting Science
Group Corporation and Pegasus Partners 1V, L.RG@ &loldings LLC, and LED Holdings, LLC. (previoudiled as Exhibit
10.1 to the Current Report on Fori-K filed on October 6, 2010, File No-20354, and incorporated herein by referen

Loan and Security Agreement, dated as of NovembgP@10, by and among Lighting Science Group Catan, Biological
lllumination, LLC, LSGC, LLC and Wells Fargo Bar¥,A., in its capacity as issuing bank and agerg\(jmusly filed as
Exhibit 10.1 to the Current Report on Form 8-Kdilen November 29, 2010, File No. 0-20354, and ipacated herein by
reference)

Subscription Agreement, dated as of January 261 28dtween Lighting Science Group Corporation aacheof the
Purchasers (previously filed as Exhibit 10.1 toGerent Report on Form 8-K filed on January 28, 2(File No. 0-20354,
and incorporated herein by referenc

Exchange Agreement, dated as of February 4, 2@tWeen Lighting Science Group Corporation and L3@@lings LLC.
(previously filed as Exhibit 10.1 to the CurrentgRe on Form 8-K filed on February 10, 2011, File.l9-20354, and
incorporated herein by referenc

Subsidiaries of Lighting Science Group Corporat

Consent of McGladrey & Pullen, LLP, Independent Beged Public Accounting Fir
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EXHIBIT
NUMBER DESCRIPTION
31.1* Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002
31.2* Certification of Vice President and Chief Accouti®fficer pursuant to Section 302 of the Sarb-Oxley Act of 2002
32.1* Certification of Chief Executive Officer and Viced3ident and Chief Accounting Officer pursuant8\LS.C. Section 135!
as adopted pursuant to Section 906 oiSarbane-Oxley Act of 2002
* Filed herewitt

53



Table of Contents

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
Report of Independent Registered Public Accourfimg — McGladrey & Pullen, LLF
Consolidated Balance Sheets as of December 31, &0d200¢
Consolidated Statements of Operations and Compséteehoss for the years ended December 31, 20103 a0d 200t
Consolidated Statements of Stockhol’ Equity (Deficit) for the years ended December 311,® 2009 and 20C
Consolidated Statements of Cash Flows for the yeradled December 31, 2010, 2009 and 2

Notes to the Consolidated Financial Statem

F-3

F-4

F-5

F-6

F-7



Table of Contents

Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders of
Lighting Science Group Corporation and Subsidiaries

We have audited the accompanying consolidated balgineets of Lighting Science Group Corporation@ulosidiaries as of
December 31, 2010 and 2009, and the related coiasedl statements of operations and comprehensgedtockholders’ equity (deficit), and
cash flows for the years ended December 31, 200@ 2nd 2008. These financial statements are fponsibility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on olitsaud

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamliogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. The Company is not required to hawewere we engaged to perform an audit of itgriratiecontrol over financial reporting. C
audit included consideration of internal controéofinancial reporting as a basis for designingitqudcedures that are appropriate in the
circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An autfibancludes examining, on a test basis, evideopparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Lighting Science Group Corporation and Subsidiagesf December 31, 2010 and 2009, and the redulteir operations and their cash flows
for each of the years ended December 31, 2010, 2082008 in conformity with U.S. generally accepaecounting principles.

/sl McGladrey & Pullen, LLP
Orlando, FL
April 1, 2011
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LIGHTING SCIENCE GROUP CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

As of December 31

2010
Assets
Current assett
Cash and cash equivalel $ 14,489,70
Accounts receivable, net of allowance for doub#ittounts 15,722,76
Inventories, net of allowanci 23,046,91
Deferred income tax, n -
Prepaid expense 5,239,66.
Other current asse _ 485,23¢
Total current asse 58,984,27
Property and equipment, r 7,830,34.
Other asset
Intangible assets, n 3,952,92
Goodwill 1,626,48
Other lon¢-term asset 99,34(
Total other assel 5,678,74!
Total asset $ 72,493,36
Liabilities, Redeemable Convertible Preferred Stockand Stockholder? Equity (Deficit)
Current liabilities:
Shor-term debt (includes $0 and $32,846,619 of relattypoans in 2010 and 20C
respectively’ $ 6,075,67
Current portion of lon-term debt 93,19:
Accounts payabl 37,236,52
Accrued expense 4,267,94.
Unearned revent _132,01(
Total current liabilities 47,805,35
Long-term debt, less current porti 6,501
Deferred income ta -
Total other liabilities 6,501
Total liabilities 47,811,85
Commitments and contingenci
6% Redeemable, Convertible Preferred Stock, $.@@¥g@lue, authorized 2,656,250 shares, issued
and outstanding 196,902 shares in 2009. Liquidatadae of $630,086 in 200 -
Stockholder equity (deficit):
Series B Preferred Stock, $.001 par value, autbdrizssued and outstanding 2,000,000 shares in
20009. Liquidation value $17,127,642 in 20 -
Series C Preferred Stock, $.001 par value, authdrizsued and outstanding 251,739 shares i
2009. Liquidation value $3,476,066 in 20! -
Common stock, $.001 par value, authorized 400,@@0sBares, issued and outstanc
125,595,418 and 29,873,846 shares in 2010 and 28§®ctively 125,59!
Additional paic-in-capital 471,255,91
Accumulated defici (443,141,59)
Accumulated other comprehensive I (3,558,41)
Total stockholder equity (deficit) 24,681,51
Total liabilities, redeemable convertible preferstdck and stockholde’ equity (deficit) $ 72,493,36

The accompanying notes are an integral part o€timsolidated financial statements.

F-3

2009

$ 267,04¢
5,020,22
8,064,62:
682,22
1,220,44!
251,57
15,506,14
3,291,291

13,482,73
5,770,24!
418,39:
19,671,37

$ 38,468,81

$ 56,400,17
110,32:
7,496,63:
6,190,12!
12,63
70,209,88
117,44°
1,805,33
1,922,78.
72,132,66

585,54¢

2,00(
252

29,87«
116,447,08
(148,002,65)
(2,725,95)
(34,249,40)

$ 38,468,81
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LIGHTING SCIENCE GROUP CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE LOSS

Revenue
Cost of goods sol
Gross margin (deficit

Operating expense

Sales and marketing (includes related party exmeos$379,000 for

2010)
Operations
Research and developm

General and administrative (includes related paxpenses of $1.

million for 2010 and $400,000 for 200
Restructuring expens:
Impairment of goodwill and other lo-lived asset:
Depreciation and amortizatic
Total operating expens:
Loss from operation

Other income (expense
Interest incom
Interest expens
Related party interest exper

(Increase) decrease in fair value of liabilitieslenderivative

contracts
Dividends on preferred stot
Accretion of preferred stoc
Other income (expense), r

Total other expens
Loss before income tax bene
Income tax benef
Net loss

Dividend requirement
6% return on Series B Preferred St
8% return on Series C Preferred St

Net loss attributable to common stc

Basic and diluted net loss per weighted averagenuamshare

Basic and diluted weighted average number of comsiaines outstandir

Net loss

Foreign currency translation lo

Comprehensive los

For the Years Ended December 31

2010 2009 2008
$ 53,169,01 31,376,81 20,758,59
59,021,85 24,754,81 16,688,60
(5,852,83) 6,621,99 4,069,99.
11,107,37 7,200,32: 5,847,83;
4,834,59, 8,165,06! 6,453,86
10,246,51 6,600,35: 7,332,291
17,753,65 20,753,51 23,224,56
1,101,99; 1,111,18" -
11,548,65 - 53,110,13
2,867,86! 5,327,03: 4,354,02
59,460,64 49,157 47 100,322,71
(65,313,48) (42,535,47) (96,252,72)
3,45( 1,10¢ 188,46(
(616,541 (2,378,54) (1,365,29)
(2,884,51) (3,680,14)) (60,15:)
(150,557,52) 2,731 415,62
(3,534,79) (37,35) (539)
(73,077,28) (126,01) (94,60°)
(281,35:) 203,78: (1,740)
(230,948,56) (6,014,45)) (918,23
(296,262,04) (48,549,92) (97,170,96)
(1,123,10) (413,00) (2,207,50)
(295,138,93) (48,136,92) (94,963,45)
784,14 1,217,64: -
213,61 266,40 -

$ (296,136,69) $  (49,620,96) (94,963,45)
$ (669 % (1.6S) (3.55)
44.274,07 29,352,58 26,781,43

$ (295,138,93) $ (48,136,92) (94,963,45)
(912,29) (849,699 (1,886,54)

$ (296,051,23) $  (48,986,62) $  (96,850,00)

The accompanying notes are an integral part o€timsolidated financial statements.
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LIGHTING SCIENCE GROUP CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DE FICIT)

Accumulated
Other

Series B Preferred Stoc/ Series C Preferred Stoc Common Stock Additional Accumulated ~ Comprehensive
Shares Amount Shares Amount Shares Amount  Paid In Capital Deficit Income (Loss) Total
Balance at December 31, 2C 2,000,000 $ 2,00C - $ - 2195848 $ 21,95¢ $ 71,056,28 $ (4,902,269 $ 10,28 $ 66,188,25
Sale of common stock to
related party - - - - 2,083,33 2,08 9,997,91 - - 10,000,00
Common stock issued for
acquisition of Lighting
Science Group B\ - - - - 4,632,001 4,632 22,228,96 - - 22,233,60
Preferred stock issued for
payment of operating
expense! - - 251,73¢ 252 - - 3,209,41 - - 3,209,66!
Stock based compensatic
expense - - - - 62,50( 63 2,712,62: - - 2,712,68
Fair value of warrants
issued in connection
with debt guarant - - - - - - 1,476,46. - - 1,476,46.
Common stock issued up
exercise of warrant - - - - 101,39: 101 693,42! - - 693,52t
Director and other
compensation paid in
common stocl - - - - 138,19: 13¢ 639,86 - - 640,00(
Fair value of derivatives
exercised or converte - - - - 10,00( 1C 492,44° - - 492,45
Repurchase of common
stock pursuant to
reverse stock spl - - - - - - (1,796 - - (1,79¢)
Net loss - - - - - - - (94,963,45) - (94,963,45)
Foreign currency
translation adjustment,
net - - - - - - - - (1,886,54) (1,886,54-)
Balance December 31, 20 2,000,000 $ 2,00C 251,73¢ $ 25z 2898589 $ 28,98t $ 112,505,600 $ (99,865,72) $  (1,876,26) $ 10,794,85
Director compensation pe
in common stocl - - - 817,34 817 559,18 - - 560,00(
Stock based compensatic
expense - - - - 62,50( 63 3,376,31! - - 3,376,38:
Stock issued per 2008
Employee Stock
Purchase Pla - - - - 8,10¢ 8 5,971 - - 5,97¢
Net loss - - - - - - - (48,136,92) - (48,136,92)
Foreign currency
translation adjustmel - - - - - - - - (849,699 (849,69
Balance December 31, 20 2,000,000 $ 2,00C 251,73¢ $ 25z 29,87384 $ 29,87: $ 116,447,08 $ (148,002,65) $  (2,725,95) $ (34,249,40)
Director compensation pe
in common stocl - - - - 807,07( 807 785,01t - - 785,82:
Stock issued for settleme
of service fee: - - - - 66,00( 67 144,31: - - 144,37¢
Stock based compensation
expense - - - - - - 3,837,75 - - 3,837,75
Stock issued for vested
restricted stocl - - - - 237,49¢ 237 (237) - - -
Stock issued per 2008
Employee Stock
Purchase Pla - - - - 6,047 6 10,387 - - 10,39:
Stock issued per exercise
stock options - - - - 358,16 35¢ 351,80¢ - - 352,16
Sale of common stock per
Purchase Agreeme - - - - 15,625,00 15,62 24,984,37 - - 25,000,00
Exchange of Series B
Preferred Stock, Serie
C Preferred Stock anc
Series E Units for
common stocl (2,000,001 (2,000 (251,739 (252) 32,612,24 32,61% 49,718,43 - - 49,748,79
Exchange of Series C
Warrants for common
stock - - - - 1,937,42! 1,937 (1,937) - - -
Exchange of Series D
Preferred Stock for
common stocl - - - - 44,072,12 44,07: 88,790,46 - - 88,834,53
Reclassification of Series
Warrants to equit - - - - - - 186,188,46 - - 186,188,46
Net loss - - - - - - - (295,138,93) - (295,138,93)
Foreign currency
translation adjustment,
net - - - - - - - - (832,45) (832,45
Balance December 31, 20 - % o - $ - 12559541 $ 125,590 $ 471,25591 $ (443,141,5%) $ (3,5658,41) $ 24,681,51

The accompanying notes are an integral part of theonsolidated financial statements.
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LIGHTING SCIENCE GROUP CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31

2010 2009 2008
Cash flows from operating activitie
Net loss $ (295,138,99) $ (48,136,92) $ (94,963,45)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 2,867,86! 5,327,03: 4,354,02!
Impairment of goodwill and other lo-lived asset: 11,548,65 - 53,110,13
Expenses paid by issuance of common stock and ma 930,20: 560,00( 5,326,13!
Non-cash stock option and restricted stock compensatipens¢ 3,837,75 3,376,38. 2,712,68
Accretion of preferred stock redemption va 73,077,28 126,01 94,607
Increase (decrease) in fair value of warr: 150,557,52 2,731 (415,629
Dividends on preferred sto« 3,534,79! - -
Loss on disposal of asst 1,198,84 143,84t -
Deferred income ta (1,123,10) (413,00:) (2,207,50)
Changes in operating assets and liabilit
Accounts receivabl (10,663,15) 1,613,66. 258,75:
Inventories (14,565,64) 4,074,09! 320,76t
Prepaid expens¢ (4,016,82i) 297,24! 865,17¢
Other current and long term ass 754,48 (280,859 -
Accounts payabl 29,222,47 1,077,38! 1,123,06!
Accrued expenses and other liabilit 2,467,80: 2,062,13 (373,359
Unearned revent 119,37¢ (989,077) 1,001,70.
Net cash used in operating activit (45,390,60) (31,159,32) (28,792,90)
Cash flows from investing activitie
Purchase of property and equipm (6,651,59) (1,111,65i) (1,671,30))
Proceeds from sale of property and equipn 54,50( - -
Acquisition of Lighting Science Group B. - - (6,190,001
Acquisition of Lamina Lighting , Inc - - (4,763,38)
Net cash used in investing activiti (6,597,09) (1,111,651 (12,624,68)
Cash flows from financing activitie
Proceeds from draws on lines of credit and othert-term borrowings 29,545,06 29,550,00 21,073,24
Payment of amounts due under line of credit andrathor-term borrowings (41,250,26) (31,950,00) -
Proceeds from issuance of promissory n - 35,896,61 -
Payment of amounts due under promissory n - (50,000 -
Payment of short and lo-term debt (2,101,42) (1,436,33) (1,038,709
Proceeds from issuance of common stock for ESPRsertise of option 362,55 5,97¢ -
Redemption of 6% Convertible Preferred St (596,89() - -
Payment of 6% Convertible Preferred Stock divide (17,11¢) (37,889 -
Proceeds from issuance of manditorily redeemabie$P Preferred Stoc 25,379,14 - -
Proceeds from issuance of manditorily redeemahieSE Preferred Stoc 30,000,11 - -
Proceeds from issuance of common stock per Purdkgr&emen 25,000,00 - -
Repurchase of common stock pursuant to reversk spic - - (1,79¢)
Proceeds form exercise of common stock warr - - 693,52t
Proceeds from private placement of common s - - 10,000,00
Net cash provided by financing activiti 66,321,18 31,978,37 30,726,26
Effect of exchange rate fluctuations on c (110,839 305,12: (453,56%)
Net increase in cash and cash equival 14,222,65 12,51( (11,144,89)
Cash and cash equivalents balance at beginningriafd: 267,04 254,53t 11,399,42
Cash and cash equivalents balance at end of ¢ $ 14,489,70 $ 267,044 $ 254,53
Supplemental disclosure
Interest paid during the peric $ 565,78t $ 1,222,43! $ 468,08
Income taxes paid during the peri $ - $ - $ -
Non-cash investing and financing activiti¢
Conversion of notes payable and accrued intereSeties D Unitt $ 40,590,24 $ - $ -
Conversion of accrued guaranty fees and intereSeti@s D Unit: $ 1,694,48. $ - $ o
Conversion of Series E Units to common st $ 49,748,79 $ - $ -
Conversion of Series D Preferred Stock to commook: $ 275,022,99 $ - $ o
Value of common stock issued in connection withuigition of Lighting Science Group B $ - $ - $ 22,233,60

The accompanying notes are an integral part ofdinsolidated financial statements.
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LIGHTING SCIENCE GROUP CORPORATION AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

N oTE 1. D ESCRIPTION OF B USINESS ANDB ASIS OF P RESENTATION
Overview

Lighting Science Group Corporation (the “Companygs incorporated in Delaware in 1988 and it desigaselops, manufactures and
markets general illumination products that exclakiwse light emitting diodes (“LEDs”) as theirtigsource. The Comparsyproduct portfolic
includes LED-based retrofit lamps (replacement guthat can be used in existing light fixtures andkets as well as purpose built LED-based
luminaires (light fixtures) for many common indand outdoor residential, commercial, industrial andlic infrastructure lighting
applications. The Company assembles and manufadtarproducts both internally and through its cactt manufacturer in Asia.

Basis of Financial Statement Presentatic

The accompanying consolidated financial statemiesne been prepared in accordance with accountingiples generally accepted in
the United States and the rules of the Securitieh&nge Commission (“SEC”). The consolidated finalnstatements include the accounts of
the Company and its wholly-owned subsidiaries.sidhificant intercompany accounts and transactieng been eliminated in the
accompanying consolidated financial statements.

N OTE 2: SUMMARY OF SIGNIFICANT A CCOUNTING P OLICIES
Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosureafingent assets and liabilities at the dates
of the financial statements and the reported ansoofntevenue and expenses during the reportinggerictual results could differ from these
estimates.

Foreign Currency Translation

The functional currency for the foreign operatiofithe Company is the local currency of the regpedbreign subsidiary. For Lighting
Science Group B.V. (“LSGBV"), the Company’s Netlzrtls based operation, the functional currencyeistiro. The translation of foreign
currencies into U.S. dollars is performed for baaeheet accounts using exchange rates in effdut dalance sheet dates and for revenue anc
expense accounts using the average exchange raadio period during the year. Any gains or losssaslting from the translation are incluc
in accumulated other comprehensive loss in theatmlzged statements of stockholders’ equity (défiand are excluded from net loss.

Cash and Cash Equivalents

The Company considers all highly liquid investmenith original maturities of three months or lessghee date of purchase to be cash
equivalents. As of December 31, 2010 and 2009Ctrapany had $286,000 and $0, respectively, in egsivalents. The Company regularly
maintains cash balances in excess of federallyr@aslimits. To date, the Company has not experigeeg losses on its cash and cash
equivalents. As of December 31, 2010, the Compay$#i4.5 million in cash and cash equivalents lrelthnks in the United States in excess
of the federally insured limits.

Accounts Receivabl

The Company records accounts receivable at thedes@amount when its products are shipped to custer upon the completion of
specific milestone billing requirements. The Compameceivable balance is recorded net of allowarioeamounts not expected to be
collected from our customers. This allowance faulatéul accounts is the Company’s best estimate@bgble credit losses in the Company’s
existing accounts receivable. Estimates used ierohéhing the allowance for doubtful accounts areelieon historical collection experience,
aging of receivables and known collectability issuehe Company writes off accounts receivable whbacomes
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apparent, based upon age or customer circumst#metesuch amounts will not be collected. The Comgpaniews its allowance for doubtful
accounts on a quarterly basis. Recovery of badalmbunts previously written off is recorded asdurdion of bad debt expense in the period
the payment is collected. Generally, the Compargsdmt require collateral for its accounts recdamd does not regularly charge interest on
past due amounts. As of December 31, 2010 and 2@@8Lnts receivable of the Company are reflecte¢dihan allowance for doubtful
accounts of $851,000 and $655,000, respectively.

As of December 31, 2010 and 2009, there were $hil®n and $1.5 million, respectively of accouméxeivable pledged as collateral
the Company'’s lines of credit with Wells Fargo BaNkA. (“Wells Fargo”) and IFN Finance.

Inventories

Inventories, which consist of raw materials andchased components and subsystems, wogtacess and finished lighting products,
stated at the lower of cost or market. Cost of maaterials is determined using a weighted averagaadeWork in process and finished
lighting products include raw materials, labor atfidcated overhead. Slow product adoption, rapitiielogical changes and new product
introductions and enhancements could result inssxoe obsolete inventory. The Company evaluatemnitory levels and expected usage on a
periodic basis to specifically identify obsoletkve-moving or non-salable inventory.

Property and Equipmen

Property and equipment are stated at cost lessradated depreciation. Equipment under capital leésstated at the present value of
future minimum lease payments. Depreciation is il using the straight-line method over the egah@&conomic lives of the assets, as
follows:

Estimated
Useful Lives
Leasehold improvemen 1-5 years
Office, furniture and equipme 2-5 years
Tooling, production and test equipm:e 4 years

Leasehold improvements and equipment under cdpéaks are amortized on a straight-line basis theeshorter of the minimum lease
term or the estimated useful life of the assetpeBxitures for repairs and maintenance are chdogexpense as incurred. The costs for major
renewals and improvements are capitalized and depeel over their estimated useful lives.

Intangible Assets and Goodwi

The Company records the assets acquired and fiebiissumed in business combinations at theieatise fair values at the date of
acquisition, with any excess purchase price reabadegoodwill. Valuation of intangible assets datsignificant estimates and assumptions
including, but not limited to, estimating futuresteflows from product sales, developing appropriteount rates, continuation of customer
relationships and renewal of customer contractsagpdoximating the useful lives of the intangibdsets acquired.

Intangible assets with estimable useful lives ameréized over their respective useful lives. Therpany is currently amortizing its
acquired intangible assets with definite lives gueriods ranging from three to twenty years. Godldevhot amortized, but instead the
Company performs a goodwill impairment analysisngishe two-step method at the end of the Compatiyrd quarter, and whenever events
or changes in circumstances indicate that the iceymalue of goodwill may not be recoverable.

The recoverability of goodwill is measured at tBparting unit level. The fair value of each repagtunit is estimated using a discounted
cash flow methodology. This analysis requires sigant judgments, including estimation of futuresksdlows, which is dependent on internal
forecasts, estimation of the long-term growth fatehe business, the useful life over which cdetv$ will occur and the determination of the
weighted average cost of capital. If the fair vadfi@ reporting unit is less than the carrying ampgoodwill of the reporting unit is considered
impaired and the second step is performed.
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The second step of the impairment test, when requsompares the implied fair value of the repgrtinit goodwill with the carrying amount
of that goodwill. If the carrying amount of the oeping unit goodwill exceeds the implied fair valokthat goodwill, an impairment charge is
recognized for the amount equal to that excess.

The Company completed its annual goodwill impairtrieat as of September 30, 2010, 2009 and 2008stAnas completed as of
June 30, 2010 for the intangible assets and gobrkiéited to LSGBV due to a triggering event, calsg on-going negative cash flows and
other factors. In addition, the Company performednapairment analysis of the intangible assetged|#o the acquisition of LED Effects, Inc.
(“LED Effects”) as of December 31, 2010 due to gineater than anticipated headcount reductionsg@etring event in the fourth quarter of
2010, associated with the restructuring of the Camyfs California based operations, including thesate of the California location and
subsequent move of the business to the Comp&a®atellite Beach, FL headquarters. As of Decer@beP008, due to changes in circumstar
in the fourth quarter of 2008, an additional teasweompleted for the intangible assets and goodséted to the acquisitions completed in
2008. Impairment charges related to goodwill arahtified intangible assets of $11.5 million, $0 &%8.1 million were recorded for the years
ended December 31, 2010, 2009 and 2008, respsctivel

Impairment of Lonc-lived Assets

The Company reviews long-lived assets such as prgpguipment and definite lived intangible asgetdmpairment when events and
circumstances indicate that the carrying amoumtnodsset may not be recoverable. In making thesendi@ations, the Company uses certain
assumptions, including but not limited to: (i) estitions of the fair market value of the assets(@ndstimations of the future cash flows
expected to be generated by these assets, whittasee on additional assumptions such as asdeatitih, length of service the asset will be
used in the Company’s operations and estimate@galvalues. Recoverability of assets to be helduaed is measured by a comparison of the
carrying value of the assets to the estimated oodiged future cash flows expected to be genefatede assets. If the carrying value of the
assets exceeds their estimated future cash flowispyairment charge is recognized in the amounvbigh the carrying amount of the assets
exceeds their fair value.

Derivatives

All derivatives are recorded at fair value on tbesolidated balance sheets and changes in theafaie of such derivatives are measured
in each period and are reported in other incompegese).

Fair Value of Financial Instruments

The Fair Value Measurements and Disclosures TdptioeoFinancial Accounting Standards Board (“FASB8counting Standards
Caodification defines fair value as the price atethan asset could be exchanged in a current trémisdoetween knowledgeable, willing parti
A liability’s fair value is defined as the amouhgt would be paid to transfer the liability to amebligor, not the amount that would be paid to
settle the liability with the creditor.

Assets and liabilities measured at fair value ategorized based upon the level of judgment assaligith the inputs used to measure
their fair value. Hierarchical levels are direatblated to the amount of subjectivity associateith Wie inputs to a fair valuation of these assets
and liabilities and are as follows:

Level 1 — Unadjusted quoted prices that are avilabactive markets for the identical assetsatilities at the measurement date.

Level 2 — Other observable inputs available attisasurement date, other than quoted prices includieevel 1, either directly or
indirectly, including:

. Quoted prices for similar assets or liabilitiesagtive markets
. Quoted prices for identical or similar assets in-active markets
. Inputs other than quoted prices that are obsenfablihe asset or liability; an

. Inputs that are derived principally from or corrolted by other observable market d
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Level 3 — Unobservable inputs that cannot be carated by observable market data and reflect theofisignificant management

judgment. These values are generally determinetyysicing models for which the assumptions utitz@nagemers estimates of market
participant assumptions.

Revenue Recognitio

The Company records revenues when its productshépped and title passes to customers. When shfgsducts are subject to certain
customer acceptance terms, revenue from suchisalesognized once these terms have been met. 8Weedvide our customers with limited
rights of return for non-conforming shipments ooguict warranty claims.

The Company recognizes revenue on certain long;tixed price, custom lighting design projects gsihe percentage of completion
method measured by the ratio of costs incurredgarad to the estimated total costs to be incufoe@ach contract. Contract costs include all
direct material, direct labor and other indirecstsarelated to contract performance. Provisiong$timated losses on uncompleted contract
made in the period in which such losses are detesthiChanges in job performance, job conditiontimesed profitability and final contract
settlements may result in revisions to costs andrite and are recognized in the period in whichrélresions are determined.

For smaller or shorter term custom lighting degignjects or projects where estimated total costectbe determined, revenue is
recognized using the completed contract method-@enehue is recognized upon substantial completimhazceptance by the customer of the
project. Amounts received as deposits againstéutompletion of completed contract method projactsrecorded as unearned revenue until
such projects are completed and title passes toustemer.

Shipping and Handling Fees and Cos

Shipping and handling fees billed to customersrasteided in revenue. Shipping and handling coste@iated with in-bound freight are
recorded in cost of goods sold. Other shippinglamtlling costs are included in sales and marketpgnses and totaled $2.1 million,
$149,000, and $264,000 for the years ended DeceBih@010, 2009 and 2008, respectively.

Research and Developme

The Company expenses all research and developmstst including amounts for design prototypes andifitations made to existing
prototypes, as incurred, except for prototypes hiaat alternative future uses. All costs incurradofuilding of production tooling and molds
are capitalized and amortized over the estimatetuubfe of the tooling set or mold.

Product Warranties

The Company provides a limited warranty coverinfpdéve materials and workmanship. The Company gglyeprovides a five year
warranty on its products and such warranty mayiregbhe Company to repair, replace or reimburseptivehaser for the purchase price of the
product. The estimated costs related to warraatiesccrued at the time products are sold basedrigus factors, including the Company’s
stated warranty policies and practices, the hisébfrequency of claims and the cost to repaireptace its products under warranty. The
following table summarizes warranty provision atyivduring the years ended December 31, 2010 af8:20

Warranty provision at December 31, 2( $ 302,17
Additions to provisior 628,00(
Less warranty cos (486,180
Warranty provision at December 31, 2( 443,98
Additions to provisior 749,32
Less warranty cos (582,42)
Warranty provision at December 31, 2( $ 610,88



Table of Contents

Share Based Compensatic

As of December 31, 2010, the Company had two ghesed compensation plans. The fair value of shesedcompensation awards,
which historically have included stock options aestricted stock awards, is recognized as compensatpense in the statement of operat
The fair value of stock options is estimated ondhage of grant using the Black-Scholes option pganodel. Option valuation methods require
the input of highly subjective assumptions, inchglthe expected stock price volatility. Measurethpensation expense related to such option
grants is recognized ratably over the vesting jgegitthe related grants. Restricted stock awardvalued on the date of grant.

Income taxes

The Company employs the asset and liability methatcounting for income taxes. Under this mettuederred tax assets and liabilities
are determined based on temporary differences leettte financial reporting and tax bases of asseddiabilities and net operating loss
carryforwards, and are measured using enactecétes and laws that are expected to be in effechwhedifferences are reversed.

Valuation Allowance — Deferred Tax Assets

The Company records a valuation allowance to redaaeferred tax assets to the amount which, thra@any estimates, is more likely
than not to be realized. The Compangbility to realize its deferred tax assets isegalty dependent on the generation of taxable irecdnring
the future periods in which the temporary differemare deductible and the net operating lossebeaffset against taxable income. The
Company increased its valuation allowance in 20idDkelieves the increase is appropriate basedsqmettax losses in the past several years
and accounting guidelines that provide that cunwddbsses in recent years provide significant ena that a company should not recognize
tax benefits that depend on the generation of taxabome from future operations. If the Companyew® determine that it would be able to
realize deferred tax assets in the future in exoé#®e net recorded amount, the resulting adjustritedeferred tax assets would increase net
earnings in the period in which such a determimatias made.

Earnings (Loss) Per Shar

Basic earnings per share is computed by dividiridnoeme (loss) available to common stockholdershieyweighted average number of
common shares outstanding for the applicable peBddted earnings per share is computed in theesax@nner as basic earnings per share
except the number of shares is increased to asexeneise of potentially dilutive stock options, ested restricted stock and contingently
issuable shares using the treasury stock methégssithe effect of such increases would be dihttive. In periods in which a net loss has b
incurred, all potentially dilutive common shares aonsidered anti-dilutive and thus are excludethfthe calculation. The incremental shares
from the assumed conversion of the Company’s pialesdammon stock, such as stock options and havéesn used in the calculation of
diluted net loss per share because to do so waulthb-dilutive.

Advertising

Advertising costs, included in sales and markegingenses, are expensed when the advertisingdkss place. The Company primarily
promotes its product lines through print media ttade shows, including trade publications and pritonal brochures. Advertising expenses
were $548,000, $564,000 and $583,000 for the yeyaded December 31, 2010, 2009 and 2008, respsactivel

Segment Reportin

The Company operates as a single segment undeuaiicg Standard Codification (“ASC”) 280-10-50, ‘deiosures about Segments of
an Enterprise and Related Information”. The CompmaRief operating decision maker reviews finangiébrmation at the enterprise level and
makes decisions accordingly.
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Reclassification

Certain prior period amounts in the accompanyingsotidated financial statements have been reciadgsid conform to the current year
presentation. These reclassifications had no effegreviously reported net loss or shareholdesti.

New Accounting Pronouncemen

The Company has reviewed all recently issued adsawypronouncements and does not believe the amtopfiany of these
pronouncements has had or will have a material aingia the Companyg’ consolidated financial condition or the resuftgoperations or cas
flows.

N oTE 3: L 1QuiDITY

As shown in the consolidated financial statemehts Company has experienced significant net loasegell as negative cash flows from
operations since 2007. The Company'’s anticipated/ris expected to significantly increase its wiogkcapital needs during 2011, and
meeting these needs will be an ongoing challenje.dompany’s primary sources of liquidity have diigtally been sales of common stock
and preferred stock to, and short-term loans fraffiliates of Pegasus Capital Advisors, L.P. (“PagaCapital”), including Pegasus Partners
IV, L.P. (“Pegasus IV") and LSGC Holdings, LLC (“IG8C Holdings”), which together with its affiliateis,the Company’s controlling
stockholder and, to a lesser extent, draws frodinis of credit with Bank of Montreal (“BMQO”), ABMMRO, IFN Finance, Wells Fargo and
other short-term loans.

The Company has historically been dependent olieédfs of Pegasus Capital for its liquidity needsduse other sources of liquidity h
been insufficient or unavailable to meet its ap@ated working capital needs. Cash outflows prigaglate to procurement of inventory and
payment of salaries, benefits and other operatisgsc As of December 31, 2010, the Company hadaditash equivalents of approximately
$14.5 million.

On September 30, 2010, the Company entered intock $urchase, Exchange and Recapitalization Ageeé(the “Recapitalization
Agreement”) with Pegasus IV, LSGC Holdings, and LHB&Idings, LLC (“LED Holding”). Pursuant to the Regutalization Agreement, LSGC
Holdings purchased $25.0 million of the Compangdmmon stock and Pegasus IV and LED Holdingsealgie participate in a recapitalizati
of the Company (the “Recapitalization”).

On October 4, 2010, the Company terminated its BlgNdlving line of credit and the related guarargyement pursuant to the terms of
the Recapitalization Agreement. On November 2202@1e Company entered into an asset-based lefatifligy with Wells Fargo that
provides it with borrowing capacity of up to a nraxim of $15.0 million, up to 85% of its applicabledeeligible inventory and accounts
receivable plus qualified cash. As of December2®1,0, the Company had approximately $4.7 milliotstanding under this facility and
additional borrowing capacity of approximately $nflion.

LSGBYV has also negotiated short and long term figdilities with ABN AMRO and a working capital fdity with IFN Finance B.V. As
of December 31, 2010, the ABN AMRO facility had aximum availability of €200,000 and on DecemberZ110, the total amount
outstanding under the ABN AMRO facilities was €000, or $226,000. The IFN Finance facility is aseahased facility with a maximum
line of credit of €1.5 million and availability sased on 82% of LSGBV's eligible trade receivablices. As of December 31, 2010, the total
amount outstanding under the IFN Finance faciliagw€873,000, or $1.2 million. Both of these fa@titare due on demand.

The Company may need to raise additional capitaligh the issuance of equity, equity-related oit deburities or through obtaining
additional credit through financial institutionshd Company cannot be certain that these additfands will be available on terms satisfactory
to it or at all. In January 2011, the Company reegiapproximately $18.0 million from a private @atent led by its affiliates, including
Pegasus Capital and two of its directors, and dgpgeaeceive $7.0 million in life insurance prodeeluring 2011 from a key-man life
insurance policy issued on Zachary Gibler, the Camys former Chairman and Chief Executive OfficEne Company filed a registration
statement on February 10, 2011 relating to a prgbasderwritten public offering of up to $150.0 lioih of its common stock, but such
offering remains subject to a number of conditidgon receipt of the proceeds from such life insoea
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policy and the anticipated offering, the Companleves it will be able to fund its operations foetnext 12 months.
The Company also received a commitment from Pedastesfund its cash flow needs as it has dondeast, through March 31, 2012.
N OoTE 4: F AIR V ALUE M EASUREMENTS

Cash and cash equivalents, accounts receivable andtaccounts payable, amounts due under linegadit, promissory notes, including
convertible notes, accrued expenses and othertuiabilities are carried at book value amounthjoli approximate fair value due to the short-
term maturity of these instruments.

Long-term debt bears interest at variable intenasis and, therefore, its carrying value approxés&air value.

The fair value of the LSGBYV assets and the assettigbodwill was estimated using the discounted 8ashmethod, which was based
the future expected cash flows to be generatedSsyRV, discounted to their present values, usingeodnt rate of 17%. Amortizable
intangible assets related to the acquisition of BSGvere written down to their estimated fair val@essof June 30, 2010 and certain
amortizable intangible assets related to the aitopriof LED Effects were written down to their esated fair value as of December 31, 2010.
The estimated fair values were determined undeéowamethodologies under the income approach ofati@n and using discount rates
comparable to those used to value the Company’dwitio

The fair value of the interest rate swap (usedfr-speculative purposes) was based on observighecyirves and was included in
accrued expenses.

The Company has applied liability accounting to $legies D and Series E Warrants (defined in Nojddr®010 and these warrants w
recorded at fair value using the Monte Carlo vatuetnethod and were valued on a recurring basithioyear ended December 31, 2010. The
Company has also applied liability accounting t® warrants issued to certain directors and offioées predecessor company for 2009. These
warrants were recorded at fair value using the IBfcholes valuation method and were valued onartieg basis for the years ended
December 31, 2010 and 2009. Both the Monte Catllgatian method and the Black Scholes valuation oettised Level 3 inputs in valuing
these instruments.

The following table sets forth by level within tfegr value hierarchy the Company'’s financial assetd liabilities that were accounted for
at fair value on a non-recurring basis as of Deaam3ii, 2010, according to the valuation technighesCompany used to determine their fair
values:

Fair Value Measurement as of December 31, 20:

Quoted Price in
Active Markets for

Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
Level 1 Level 2 Level 3
Assets (Nok-recurring):
Intangible assel $ - $ - $ 822,95¢
Goodwill - - -
$ - $ - $ 822,95¢

The Company had no financial assets or liabilidie®f December 31, 2010 that were accounted fairatalue on a recurring basis.
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The following table is a reconciliation of the beging and ending balances for assets that wereuats for at fair value on a recurring
basis using Level 3 inputs as defined above foydse ended December 31, 2010:

Derivative
Financial
Instruments
Beginning balanc $ 1
Realized and unrealized gains included in net 150,557,52
Realized and unrealized losses included in othempcehensive los -
Purchases, sale, issuances and settler 73,123,01
Transfers in or out of Level (223,680,54)
Ending balanci $ -

The following table sets forth by level within tfegr value hierarchy the Company'’s financial assetd liabilities that were accounted for
at fair value on a recurring basis as of Decemhef809, according to the valuation techniquesttbmpany used to determine their fair
values:

Fair Value Measurement as of December 31, 20(
Quoted Price in
Active Markets for

Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
Level 1 Level 2 Level 3
Assets (Recurring):
Interest rate swa $ - $ 21,74¢ $ -
$ . $ 21,74¢ $ .
Liabilities (Recurring):
Liabilities under derivative contrac $ - $ - $ 1
$ - $ - $ 1

The Company had no financial assets or liabilitie®f December 31, 2009 that were accounted flairatalue on a non-recurring basis.
N oTE 5: | NVENTORIES
Inventories are comprised of the following:

As of December 31

2010 2009
Raw materials and componel! $ 21,749,210 $ 13,082,06
Work-in-process 761,17. 331,41
Finished lighting product 4,875,30: 2,493,75!
Less reserve for obsolescet (4,338,66) (7,842,60)
Total inventory $ 2304691 $ 8,064,62

On a quarterly basis, the Company performs a rewikits inventory for estimated obsolescence owsatooving inventory based upon
assumptions about future demand and market conditids a result of these reviews, the Company dstba provision for obsolescence of
$1.5 million for the year ended December 31, 2@ith the expense included in cost of goods sol@8%800 of the provision for obsolescence
in 2010 was driven by restructuring activities imth the European operations and the
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operations previously based in California relatethe discontinuation of certain products previgysbduced exclusively in these locations.

Due to the early developmental stage of the applicaroducts and the Company’s focus on researdtdevelopment during these
periods, the Company recorded provisions for olseelece in research and development for the yededddecember 31, 2009 and 2008, of
$4.8 million and $4.5 million, respectively.

N OTE 6. P ROPERTY AND E QUIPMENT

Property and equipment consists of the following:

As of December 31

2010 2009
Leasehold improvemen $ 500,24 $ 2,727,33
Office, furniture and equipme 3,906,00! 4,495,91!
Tooling, production and test equipmt 7,334,06! 5,959,65!

Constructio-in-process 997,11. -
Total property and equipme 12,737,42. 13,182,91
Accumulated depreciatic (4,907,08) (9,891,61)
Total property and equipment, r $ 7,830,344, $ 3,291,29i

Depreciation expense was $1.4 million, $1.3 millaord $1.2 million for the years ended Decembe2810, 2009 and 2008, respectiv
N OTE 7: | NTANGIBLE A SSETS ANDG OODWILL

Intangible assets with estimable useful lives anerized over their respective useful lives. Thamgible assets, their original fair vall
adjusted for impairment charges, and their ranfestomated useful lives are detailed below as @é&nber 31, 2010 and 2009:

Cost, Less
Impairment  Accumulated Estimated
Net Book Remaining
Charges Amortization Value Useful Life

December 31, 2010

Technology and intellectual prope! $ 3,849,151 $ (2,067,99) $ 1,781,160 1.7to13.4yea

Trademarks 1,070,48 (407,51°) 662,96t 2.3t017.6 yea

Customer relationshiy 3,460,13. (1,999,85) 1,460,27. 1.3to 11.5yea

License agreemen 2,077,66: (2,029,14) 48,52 7.3 years
$10,457,43 $ (6,504,51) $ 3,952,92

Goodwill $ 1,626,448 $ . $ 1,626,48:

December 31, 2009

Technology and intellectual prope $ 5,152,220 $ (2,574,42) $ 2,577,800 0.5t014.5yea

Trademarks 1,566,91 (311,429 1,255,48; 3.5t0 18.5 yea

Customer relationshir 6,049,00! (1,525,72) 4,523,27. 2510 12.5 yea

License agreemen 7,642,501 (2,516,32) 5,126,17 8.5 years
$20,410,63 $ (6,927,90) $13,482,73

Goodwill $ 577024 % - $ 5,770,24!

Total intangible asset amortization expense was silllion, $4.0 million and $3.2 million for the yes ended December 31, 2010, 2009

and 2008, respectively.
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The changes in the carrying amounts of goodwilltifieryears ended December 31, 2010 and 2009 wéodmgs:

Balance as of December 31, 2( $ 6,799,96!
Goodwill acquired during the ye -
Impairment charge -
Currency translation adjustmet (1,029,71)

Balance as of December 31, 2( 5,770,24!
Goodwill acquired during the ye -
Impairment charge (3,529,60)
Currency translation adjustmet (614,15

Balance as of December 31, 2( $ 1,626,48

Impairment of Goodwill and Intangible Asse

Because of LSGBV’s ogoing negative cash flows and other factors, akioé 30, 2010, the Company performed an impairisuestysis
of LSGBV’s assets to determine whether any goodwill or gitde assets were impaired. The fair value of tB&BV assets and the associ:
goodwill were estimated using the discounted clsh &nd income approaches, which were based ofuthee expected cash flows to be
generated by LSGBYV, discounted to their presentasglusing a 17% discount rate. Amortizable intalegassets with carrying values were
tested to determine their recoverability by compgtthe future undiscounted cash flows expecteatgemerated by such assets (or asset
groups),to their carrying values. Because the oaagryalues exceeded their undiscounted cash fleuch assets were written down to their
estimated fair values as of June 30, 2010. Thenastd fair values were determined under variouhouetiogies under the income approach of
valuation and using discount rates comparabledsedtused to value the Company’s goodwill. The teduithese valuations was that an
impairment charge totaling $10.5 million was reeatds of June 30, 2010.

The Company performed an impairment analysis ofrttegible assets related to the acquisition dbLEHfects as of December 31,
2010, due to the greater than anticipated headeeduttions, a triggering event in the fourth geladf 2010, associated with the restructuring
of the Company’s California based operations, iditig the closure of the California location andseduent move of the business to the
Company’s Satellite Beach, FL headquarters. Thieveincluded an assessment of the current udeesktintangible assets and the estimated
useful lives. The result of this assessment wasahampairment charge of $1.1 million was recordsdf December 31, 2010.

The following table summarizes the total impairmemarges recorded by the Company in 2010:

Goodwill arising on the acquisition of LSGE $ 3,529,60!
Trademarks acquired on the acquisition of LSC 191,50(
Customer relationships acquired on the acquisitfddSGBYV 1,967,401
License agreements acquired on the acquisitiorS@RY 4,766,50!
Trademarks acquired on the acquisition of LED B 533,97!
Customer relationships acquired on the acquisitfdcED Effects 559,66¢

Total impairment charg $11,548,65

Because of the significant decline in the Compasjogk price during the fourth quarter of 2008, @@mpany tested its goodwill for
impairment and its intangible assets for recovditalais of December 31, 2008. For goodwill, the failue of the Company’s operations and
the associated goodwill was estimated using theodisted cash flow method, which is based on theéutxpected cash flows to be generated
by the reporting units, discounted to their pres@iies, using discount rates ranging from 17.5%6t6%. Amortizable intangible assets, with
carrying values were tested to determine theirveability by comparing the future undiscountedncigws expected to be generated by such
assets to

F-16



Table of Contents

their carrying values. Because the carrying vatsezeded their undiscounted cash flows, such asse¢swritten down to their estimated fair
values as of December 31, 2008. The estimateddiies were determined under various methodolagidsr the income approach of
valuation, using discount rates comparable to thesel to value the Company’s goodwill. The restithese valuations were that a material
impairment charge totaling $53.1 million was re@atds of December 31, 2008.

The following table summarizes the total impairmemarges recorded by the Company in 2008:

Goodwill arising on the acquisition of Lighting 8aice Group Cor $42,605,55
Technology and patents acquired on the acquisitidrighting Science Group Col 2,419,98.
Goodwill arising on the acquisition of LSGE 6,159,00!
Trademarks acquired on the acquisition of LSC 796,74
Technology and patents acquired on the acquisiidtSGBV 322,85¢
Customer relationships acquired on the acquisitifddSGBYV 806,00(

Total impairment charg $53,110,13

No impairments to goodwill were recorded at Septend®, 2010, 2009 or 2008, as a result of the Coyipaannual testing in accordai
with its accounting policy for goodwill.

The table below is the estimated amortization egpeadjusted for any impairment charges, for the@my’s intangible assets for each
of the next five years and thereafter:

2011 844,64
2012 756,53¢
2013 686,66"
2014 673,75
2015 155,09¢
Thereaftel 836,09¢

3,952, 79

N OTE 8: SHORT -T ERM D EBT

The Company and its subsidiaries had the folloviiaances outstanding under lines of credit andrathert-term debt facilities:

Balance Outstanding as of December 3

Facility 2010 2009
ABN AMRO Bank, revolving line of cred $ 226,42: $ >
Wells Fargo, revolving line of crec 4,691,85: -
IFN Finance, working capital lin 1,157,401 1,132,22!
ABN AMRO term note payabl - 1,791,52!
Bank of Montreal, demand line of cre - 15,600,000
Convertible notes issued to related par - 32,846,61
Convertible note issued to Philips Electror - 5,000,00!
Other - 29,80(
$ 6,075,67! $ 56,400,17
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ABN AMRO Bank

As of December 31, 2010, the ABN AMRO revolvingdiaf credit had a maximum liability of €200,000 &hd interest rate on the
facility was 7.5% and 6.90% as of December 31, 2842009, respectively. The ABN AMRO revolvingdiof credit is payable on demand.
ABN AMRO has a senior security interest in the imey, property and equipment of LSGBV. The ABN AKRerm note payable matured
December 15, 2010.

IFN Finance

As of December 31, 2010, the maximum line of credithe IFN Finance facility was €1.5 million anghdability is based on 82% of the
value of trade receivable invoices and as of Deeer8lh, 2010 there were $1.8 million of accounteneable pledged as collateral. Interest is
payable monthly on this facility and the interesterwas 7.15% as of both December 31, 2010 and 20@9IFN Finance facility is payable on
demand. IFN Finance has a senior security intémegt accounts receivable of LSGBV.

Wells Fargo

On November 30, 2010, the Company executed an-baset revolving credit facility with Wells Fargih¢ “Wells Fargo ABL") that
provides borrowing capacity of up to 85% of its iggble and eligible inventory and accounts redei@glus qualified cash, up to a maximum
of $15.0 million. As of December 31, 2010 qualifisallateral included $9.1 million of accounts re@dile, $2.3 million of inventory and $10.0
million of qualified cash. Borrowings under the \Ii¢dFargo ABL bear interest at one of the followtag rates (at the Company’s election):
(a) the sum of (1) the greater of: (x) the fedéwals rate plus 0.50%, (y) the daily three montBQR rate plus 1.0% and (z) Wells Fargo’s
prime rate; and (2) 0.75%, 1.25% or 1.75%, as apble, depending on the amount available for bamgwnder the facility and subject to any
reserves established by Wells Fargo in accordaitbetine terms of the facility; or (b) the sum o} (he daily three month LIBOR rate; plus
3.0%, 3.5% or 4.0%, as applicable, depending omtheunt available for borrowing under the facilityd subject to any reserves establishe
Wells Fargo in accordance with the terms of thdifgacThe annual interest rate was equal to 3.%6faDecember 31, 2010.

The Company is required to pay certain fees, irinlydn unused line fee ranging from 0.375% to 1dd%he unused portion of the
facility. Outstanding loans may be prepaid withpehalty or premium, except that the Company isireduo pay a termination fee ranging
from $75,000 to $300,000 (depending on the daterafination) if the facility is terminated by the@pany prior to the scheduled maturity
date of November 22, 2013 or by Wells Fargo duardgfault period.

The Wells Fargo ABL contains customary financialewmants, which limit the Company’s ability to in@dditional indebtedness or
guarantee indebtedness of others, create lienseo@ampany’s assets, enter into mergers or cordlits, dispose of assets, prepay
indebtedness or make changes to the Company’sgjogedtocuments and certain agreements, pay divilenthake other distributions on the
Company'’s capital stock, redeem or repurchasealagtick, make investments, including acquisiti@rs] enter into transactions with
affiliates. The Company is also required to mamtainimum excess borrowing availability of $4.0 linih and would be required to comply
with certain specified EBITDA requirements in thept that the Company has less than $6.0 milliailable for borrowing on the Wells
Fargo ABL. The Wells Fargo ABL also contains cusaoynevents of default and affirmative covenantee Tompany was compliant with all
covenants under the Wells Fargo ABL as of DecerBheP010. At December 31, 2010, the Company hadiadal borrowing capacity under
the Wells Fargo ABL of $9.5 million. The Wells FardBL contains a subjective acceleration claudeckbox requirement and cross default
provisions.

Bank of Montreal

The BMO revolving line of credit and the relatedaganty agreement was terminated on October 4, 20i#®loan agreement required
monthly payments of interest only and interest ealsulated on the outstanding balance at the gre&mime plus 0.50% per annum and
7.25% per annum (7.25% as of December 31, 2009 BMO loan was scheduled to mature on written dehignBMO, but in no event
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later than April 19, 2011. Any outstanding balancéer the Loan Agreement was payable on writtenashehiy BMO, provided that the
Company would have 14 business days to make amymayament. The Loan Agreement was not secured passets of the Company, but
guaranteed by Pegasus IV. During the years endedrber 31, 2010, 2009 and 2008, the Company red¢anagranty and transaction fee
expenses of $906,000, $1.9 million and $669,00tpeetively, related to the guaranty of the BMOIfacby Pegasus IV. As of December 31,
2010 and 2009, the Company had accrued total giyafiees payable to Pegasus IV of $0 and $748,@3pectively, related to the BMO
facility, which amounts were included in interespense.

Related Party

As of December 31, 2009, the Company had an oulistgrunsecured convertible note to Pegasus IV 3@ &million with interest
accruing at the rate of 14.00% per annum. In cartjan with the Company’s consummation of a righffering on March 3, 2010, $35.2
million of principal and interest on the Pegasusi¢atible Note automatically converted into 35,857, Series D Units (defined in Note 9).

Philips Electronics

On August 27, 2009, the Company entered into apaured Convertible Note Agreement (the “Philips @otible Note”) with
Koninklijke Philips Electronics N.V. (“Philips Elémnics”) pursuant to which the Company borrowedd3$8illion. As of December 31, 2009,
the balance of the Philips Convertible Note wa® $billion with interest accruing at the rate of Q% per annum. In conjunction with the
Company’s consummation of a rights offering on MaB¢ 2010, $5.4 million of principal and interestthe Philips Convertible Note
automatically converted into 5,330,482 Series DtéJ(defined in Note 9).

N oTE 9: C ONVERTIBLE N OTE | SSUANCES
Pegasus IV

On May 15, 2009, the Company entered into a coibkemote agreement (the “Original Pegasus Corertlote”) with Pegasus IV,
which provided the Company with approximately $3hi8ion. Effective as of July 31, 2009, the Compamtered into the First Amendmen
the Convertible Note Agreement, pursuant to whighrhaturity date of the Original Pegasus Convextiibte was extended.

On August 27, 2009, the Original Pegasus Converfiliite (as amended) was terminated, and the Congraayed into the New Pegax
Convertible Note with Pegasus IV in the principadaunt of $32.8 million, which represented the arsging principal and accrued interest on
the Original Pegasus Convertible Note as of Augids2009. Interest on the New Pegasus Convertibte Biccrued at the rate of 14% per
annum. The outstanding principal and interest wagsduled to become due upon the earlier of: (3)31) 2010 and (b) the date of the
consummation of the Company’s rights offering. Barg to the New Pegasus Convertible Note, the Cagnpgreed to use commercially
reasonable efforts to conduct the rights offeriag@on as reasonably practical. The New Pegasuse@inhe Note also granted Pegasus IV the
right to acquire any units not otherwise subscritsegursuant to the terms of the rights offerittie(“Standby Purchase Option”).

On March 3, 2010, the Company consummated thesrigifitring and approximately $35.2 million of pripal and accrued interest on
New Pegasus Convertible Note automatically condarte 35,017,667 Series D Units. Each Series 0 thmisisted of one share of Serie
Non-Convertible Preferred Stock (“Series D Preferreatl’) and a warrant (the “Series D Warrant”) taghase one share of the Company’s
common stock.

Philips Electronics

On August 27, 2009, the Company entered into thigpBIConvertible Note with Philips pursuant to whithe Company borrowed $5.0
million. Interest on the outstanding principal bada under the Philips Convertible Note accrueti@trate of 14% per annum. All principal and
interest on the Philips Convertible Note was schetito become due on the earliest of the followthmge dates (such date, the “Maturity
Date”): (a) July 31, 2010, (b) the date of the conmation of the Company’s rights offering or (¢ first business day immediately following
the date on which the Company notified Philips frefjasus IV had voluntarily converted the outstagg@rincipal and interest under the New
Pegasus
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Convertible Note. As a result of the Company’s eonsiation of the rights offering on March 3, 201fpeoximately $5.4 million of principal
and accrued interest on the Philips ConvertibleeNattomatically converted into 5,330,482 SeriesritdJ)

N oTe 10: SERIES D AND SERIES E P REFERRED U NITS
Series D Units and Series D Preferred Stock

On March 3, 2010, the Company consummated a raffeésing and $35.2 million of principal and intetes the New Pegasus
Convertible Note and $5.4 million of principal aimterest on the Philips Convertible Note automéiazonverted into 35,017,667 Series D
Units and 5,330,482 Series D Units, respectively March 5, 2010, the Company received $303,000 tifwrsale of 301,268 Series D Units.
On April 19, 2010, Pegasus IV and certain assigné®ggasus |V purchased 24,966,925 Series D Paittuant to the Standby Purchase
Option, resulting in the Company'’s receipt of $2m#lion in gross proceeds in connection with thesig of the rights offering and the
exercise of the Standby Purchase Option. On ABri®10, the Company issued 1,555,860 Series DsWmiPegasus IV in satisfaction of its
guaranty fee of $1.6 million relating to the BM@diof credit. On July 9, 2010, in conjunction wéth amendment to the BMO line of credit
and in accordance with the Company’s guaranty ageeéwith Pegasus IV, the Company issued Pegas88,002 Series D Units in
satisfaction of its guaranty fee of $89,000.

The Series D Preferred Stock was recorded at issuainthe proceeds net of the fair value of théeSé& Warrants, which was determil
using the Monte Carlo valuation method at issuambe. difference between the amount recorded aamssiand the original issue price was
accreted using the effective interest method dveteérm of the Series D Preferred Stock. The Sé&rieseferred Stock was recorded as a
liability because it was mandatorily redeemablee @hcretion for the Series D Preferred Stock w&sGrhillion for the year ended December
31, 2010, as the full amount of the accretion vea®gnized prior to converting the Series D PreteBtck into common stock under the terms
of the Recapitalization Agreement (defined in Nb®g.

Series D Warrants

Each Series D Warrant comprising part of the Sdiémits evidenced the right to purchase one shitlee Companys common stock
an exercise price of $6.00 per share of commorksircept the Series D Warrants comprising the S@&i&nits issued to Philips, which had
an exercise price of $12.00 per share. As of Deeerb, 2010, the Company entered into a Warraneé&ment, which effectively amended
terms of the outstanding Series D Warrant. Purstgatfite \Warrant Agreement, the exercise price ef3hries D Warrants was reduced from
$6.00 to between $5.90 and $5.92 per share of constock (depending on the date of issuance) exbeBeries D Warrants issued to Phil
which adjusted from $12.00 to $11.90 per shareoofroon stock., This reduction corresponded to theuarnof such holdersiccrued Exercis
Price Accrual. Each Series D Warrant expires ortledfth anniversary of the date of issuance.

Each Series D Warrant holder also agreed to reeedredit for their benefit, which equaled the tot@accrued Annual Dividend (as
defined in the Series D Certificate) of each sludi8eries D Preferred Stock that would have accfakawing September 30, 2010, the date of
the Recapitalization Agreement (defined in Note, #fifough the eighth anniversary of the issuanab@fSeries D Preferred Stock (the
“Accrual Credit”). Pursuant to the Warrant Agreememach Series D Warrant holder received an Acduatlit for each share of common
stock into which such warrant is exercisable. TleerAal Credit may only be used to fund the paynoétie exercise price of all or a portior
such holder’s Series D Warrants upon the earliefilofhe passage of eight years from the datssifance of each Series D Warrant or (ii) a
Liguidation Event of the Company (as defined inWarrant Agreement). The Accrual Credit will remanedited to the account of each Series
D Warrant holder until used or until the date thath warrants are no longer exercisable in accodatith their terms. After application of the
Accrual Credit, the remaining exercise price offe&eries D Warrant, following a change of contnoliee eighth anniversary of their issuance,
would be between $1.02 to $1.05 per share of constamk, (depending on the date of issuance ofdlaed shares of Series D Preferred
Stock) except in the case of the Series D Warmin@hilips, whose effective exercise price wouldrdase to approximately $7.05 per share of
common stock.

Upon issuance, the Series D Warrants were consigederivative financial instrument under FASB A815-10-15, “Derivatives and
Hedging,” due to a down round provision containethie warrants and the Series D Warrants werededaas a liability at fair value using the
Monte Carlo
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valuation method with changes in fair value measared recorded at the end of each quarter. Pursmudime terms of the Warrant Agreement,
the Series D Warrants were amended to omit the dowmnd provision, which had originally resultective Series D Warrants being recorde
liabilities. As of December 21, 2010, the effectdage of the Warrant Agreement, the Series D Wegnarre adjusted to fair value using the
Monte Carlo valuation method and then reclassifteddditional paid-in capital. The change in fatue for the year ended December 31, 2010
related to the Series D Warrants is an increa$d$5.5 million. The change is recorded in the iaseein fair value of liabilities under

derivative contracts in the consolidated stateroéonperations and comprehensive loss. The chanfgriaalue for the year ended

December 31, 2010 was due primarily to the fludtunet in the price of the Company’s common stock.

Series E Units and Series E Preferred Stock

On June 23, 2010, the Company entered into thecHpben Agreement with Pegasus IV, pursuant tookiht sold Pegasus IV 235,295
Series E Units at a price per Series E Unit of $8@7for an aggregate purchase price of $30.0anillEach Series E Unit consisted of: (a) one
share of the Company’s newly designated SeriessEefPed Stock (“Series E preferred Stock”) anda(lmarrant (the “Series E Warrant”)
representing the right to purchase 50 shares aftmepany’s common stock, par value $0.001 per shaagrice per share of $7.00, subject to
adjustment. Pursuant to the Subscription AgreentkatCompany agreed to apply a portion of the prdsédo repay all amounts outstanding
under the Company’s line of credit with the BMO eT®eries E Preferred Stock was required to be neeld®n the eighth anniversary of the
date of issuance or upon the Company’s earlierdation, dissolution or change of control.

The Series E Preferred Stock was recorded at issuatrthe proceeds net of the fair value of théeSé& Warrants, which was determined
using the Monte Carlo valuation method at issuambe. difference between the amount recorded adissiand the original issue price was
accreted using the effective interest method dverekpected term of the Series E Preferred Stduk.Skries E Preferred Stock was record:

a liability because it was mandatorily redeemable accretion for the Series E Preferred Stock$2ds1 million for the year ended
December 31, 2010, as the full amount of the aiceretas recognized prior to converting the Serida&erred Stock into common stock ur
the terms of the Recapitalization Agreement (defimeNote 10). On September 30, 2010, pursuaritadiiecapitalization Agreement, Pegasus
IV exchanged all of its outstanding shares of SeidPreferred Stock and its Series E Warrant fareshof common stock.

Each share of Series E Preferred Stock underlyiageries E Units was entitled to an annual cutivelaividend of 13.454%, subject to
adjustment, which compounded annually on the amsérg of the date of issuance.

Series E Warrants

Each Series E Unit was also comprised of a Serid&Eant representing the right to purchase 50eshaf the Company’s common
stock. Each such Series E Warrant had an exerdiz=qf $7.00 per share of common stock. Each S&i#/arrant was scheduled to expire on
the twelfth anniversary of the date of issuances $hries E Warrants were considered a derivatian€iial instrument under the same guid:
and due to the same down round provision as thesSBrWarrants and were recorded as a liabilifipiatvalue using the Monte Carlo valuat
method upon issuance. The change in fair valuthtoyear ended December 31, 2010 related to thesSeMWarrants was a decrease of $5.0
million. The change was recorded in the increadaiinvalue of liabilities under derivative conttadén the consolidated statement of operations
and comprehensive loss. The change in fair valuthfoyear ended December 31, 2010 was due prinmtarfluctuations in the price of the
Company’s common stock.

The following table sets forth the allocation oé throceeds on the Series D and Series E Units batthe fair market value of the
warrants and the redeemable preferred shares:

Fair Market
Total Value of Preferred
Proceeds Warrants Stock
Series D Units
March 3, 201( $40,893,31 $ 27,644,88 $13,248,43.
April 18, 2010 26,681,92 21,236,79 5,445,12!
July 9, 201( 88,63( 178,89¢ -
Total Series D Unit $67,663,86 $ 49,060,57 $18,693,56
Series E Units
June 23, 201 $30,000,11 $ 24,062,44 $ 5,937,66!

N oTE 11: STOCKHOLDERS ' E QUITY AND R ECAPITALIZATION A GREEMENT

On September 30, 2010, the Company entered intStthek Purchase, Exchange and Recapitalizationehgeeat (the “Recapitalization
Agreement”) with Pegasus IV, LSGC Holdings and LEBIdings. Pursuant to the Recapitalization AgreemoanSeptember 30, 2010, LSGC
Holdings purchased 12,500,000 shares of commolk siioe price per share of $1.60, for an aggregatehase price of $20.0 million. On
October 5, 2010, LSGC Holdings exercised its optmpurchase an additional 3,125,000 shares of comstock at a price per share of $1.60,

for an aggregate purchase price of $5.0
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million. In total, the Company issued 15,625,00arsls of common stock to LSGC Holdings for an agategurchase price of $25.0 million.

In conjunction with the Recapitalization, Pegas¥isUED Holdings and an unrelated holder exchandkedfdheir respective shares of
Series B Preferred Stock (the “Series B PrefertedkS), Series C Preferred Stock (the “Series Jd?red Stock”), Series E Preferred Stock,
and the Series E Warrant for 32,612,249 sharesrafion stock. The holders of the Series C Prefe$tedk held warrants (“Series C
Warrants”) to purchase a total of 3,776,078 shafe®smmon stock. These warrants were exercisabiefoliowing the dissolution, winding
or change of control of the Company or the repusela other acquisition by the Company of all & 8eries C Preferred Stock. These
warrants had an exercise price of $0.85 per shat@derm of five years. On September 30, 2010ednjunction with the Recapitalization
Agreement, the holders of all of the Series C Wdgaxercised such warrants, in accordance witihtirens, on a cashless basis for 1,937,420
shares of common stock.

On September 30, 2010 and in conjunction with thedRitalization Agreement, the Board of Directdrthe Company approved, and
recommended to the stockholders for approval, &ficate of Amendment to the Certificate of Incorption of the Company (the “Certificate
of Amendment”) that amended the Certificate of Qration (the “Series D Certificate”) concerning empany’s Series D Preferred Stock to
provide for the automatic conversion of all shareSeries D Preferred Stock into common stock uperfiling of the Certificate of
Amendment with the Secretary of State of the Siafeelaware. Pegasus IV, as holder of the majaritthe Series D Preferred Stock, and,
together with LSGC Holdings, the majority holdefghe voting power of the Company, approved theifieate of Amendment. The Compa
filed the Certificate of Amendment on December2(10. After the Certificate of Amendment was effestholders of Series D Preferred
Stock received between 0.64 to 0.66 shares of canstozk for each share of Series D Preferred Stoek held (dependent upon the date of
issuance of their Series D Preferred Stock) fatal bf 44,072,123 shares of common stock.

As of September 30, 2010, pursuant to the terniseoRecapitalization Agreement, the exercise prfagertain outstanding warrants
adjusted, pursuant to the terms of such warrars) $6.00 to $1.60 per share of common stock. Timber of shares of common stock into
which such warrants were exercisable also adjuptaduant to the terms of such warrants, from 81213 3,160,281 shares.

6% Convertible Preferred Stock

As of December 31, 2009, there were 196,902 oudstgrshares of 6% Convertible Preferred Stockcthreversion price was $6.00 per
share and all shares were redeemable on May 10, BOtonjunction with the issuance of the 6% Cotibke Preferred Stock, warrants were
issued to the purchasers of the 6% Convertibleeled Stock to purchase additional shares of constark exercisable at the election of the
holder. These warrants expired on May 10, 2010.

As of December 31, 2010, 186,528 shares of the 6#tv€ltible Preferred Stock were redeemed for $58Y,8s of December 31, 2010,
10,374 shares of 6% Convertible Preferred Stocleweéfectively redeemed, but had not been presdateagédemption. Upon presentment, the
Company will pay $33,000 to redeem these sharesramdmount is included in accrued expenses &eoémber 31, 2010.
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Warrants for the Purchase of Common Stock
At December 31, 2010, the Company has the followiagants outstanding for the purchase of commackst

Number of
Exercise
Common
Warrant Holder Reason for Issuance Shares Price Expiration Date
March 9, 2012 through June 29,
Investors in March 2007 Private Placem Private Placement A Warrar 3,160,28 $ 1.6C 2012
Pegasus I\ Guaranty of BMO line of cred 942,857 $ 7.0C July 25, 201%
September 22, 2011 through March
Line of Credit Guarantor Financing guarante¢ 121,370 $ 6.0C 31,2012
Icurie Marketing agreemet 6,25( $ 6.4C September 13, 201
March 3, 2022 through April 19,
Investors in Series D Preferred Stc Series D Warrant 61,929,82 $ 6.0C 2022
Phillips Electronics Series D Warrant 5,330,48. $ 12.0C March 3, 202

71,491,06

As of December 31, 2010, all warrants shown intéiide above are fully vested.

On February 9, 2011, the Company entered into ah&hge Agreement (the “Exchange Agreement”), effecs of February 4, 2011,
with LSGC Holdings pursuant to which, the Compagsead to issue 54,500,000 shares of common stoekcnange for its Series D Warrant
to purchase 60,758,777 shares of common stockiemdhrrant to purchase 942,857 shares of commaR,stdich was previously issued in
connection with the original guaranty of the Comyparine of credit with BMO.

N oTE 12: RELATED P ARTY T RANSACTIONS

Effective June 23, 2010, the Company entered irstiopgort services agreement with Pegasus Capitayant to which the Company
agreed to pay Pegasus Capital $750,000 as reinthensdor prior financial, strategic planning, mamihg and other related services previo
provided by Pegasus Capital. In addition, the Comareed to pay $187,500 for the next four calegdarters and $125,000 for each of the
four calendar quarters thereafter in exchangehfese support services during such periods. Pe@eqital is an affiliate of Pegasus IV and
LSGC Holdings, which are the Company’s largestldtotders and beneficially owned approximately 88 @8Rkhe Company’s common stock
as of December 31, 2010.

During the years ended December 31, 2010, 2002@08, the Company recorded $1.7 million, $4.7 wnlland $676,000, respectively,
in combined interest expense, guaranty fee expamddransaction fee expense related to Pegasupidfsissory notes and guarantee of the
BMO facility.

During the year ended December 31, 2010, the Coynipaarred consulting fees of $379,000 for serviges/ided by MWW Group,
which is owned by Michael Kempner, a director & thompany.

In connection with the acquisition of LSGBV in 20@8e Company paid $400,000 to an affiliate of RegaCapital for expenses incurred
in performing certain due diligence and other atieis. These costs have been reflected in theariosn fees associated with the acquisition.

N oTeE 13: E QuiTy B ASED C OMPENSATION P LANS

On July 26, 2005, a predecessor company adoptddgheng Science Group Corporation 2005 Equity-8Bhincentive Compensation
Plan (the “2005 Plan”), and a proposal to implensitth plan was approved at the annual stockholdegsting in August 2005. In April 2008,
the Company’s Board of Directors amended, restateldrenamed the 2005 Plan (the “Equity Plan”), apdoposal to approve the Equity Plan
was approved at the annual stockholders’ meetirf@citober 2008. On August 31, 2009, the Board oéf&ors approved an amendment to the
Equity Plan that among other things increaseddts humber of shares of common stock availablésrance thereunder from 5,000,000
shares to 20,000,000
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shares. Such amendment was subsequently approtrezlatnual stockholders’ meeting on May 26, 2@ February 10, 2011, the Board of
Directors approved an additional amendment to tipgti Plan that increased the total number of shafeommon stock available for issua
thereunder from 20,000,000 shares to 28,000,00@sh@he Company’s Board of Directors intends tansitithis Equity Plan amendment to
the Company’s stockholders at its next annual mgeti

Awards granted under the Amended and Restatedn®dgrinclude incentive stock options, which are tigal under Section 422 of the
Internal Revenue Code (the “Code”), stock optiotieothan incentive stock options, which are natlified under Section 422 of the Code,
stock appreciation rights, restricted stock, phanstock, bonus stock and awards in lieu of oblagatj dividend equivalents and other stock-
based awards. Awards may be granted to employesapers of the Board of Directors, and consultarte. Equity Plan is generally
administered by the Compensation Committee of ther@® of Directors. Vesting periods and terms foaais are determined by the plan
administrator. The exercise price of each stocloapir stock appreciation right is equal to or geeshan the market price of the Company’s
stock on the date of grant and no stock optiortarksappreciation right granted may have a termxicess of ten years.

Stock Option Awards

The following table summarizes stock option acyivds of December 31, 2010 and changes during tuetlgen ended:

Weighted
Weighted Average
Remaining
Average Contractual Total
Number Exercise Intrinsic
of Shares Price Term Value
Outstanding as of December 31, 2( 9,356,50: $ 1.2¢
Grantec 7,356,30! 1.37
Exercisec (358,16%) 0.9¢
Forfeited or expire: (3,600,88I) 1.1¢
Outstanding as of December 31, 2( 12,753,75 $ 1.3¢ 8.3t $24,883,30
Vested or expected to vest as of December 31, 7,537,01 $ 124 7.7 $16,095,85
Exercisable as of December 31, 2( 7,537,010 $ 124 7.7¢  $16,095,85

The stock option agreements issued on August 219 a26d November 18, 2009 contained a clause wheléhgnvested, outstanding
options would become fully vested upon the occueenf a Capitalization Threshold Event. For purgasfethese options a “Capitalization
Threshold Event” was deemed to have occurred ofirftdrading day immediately following any sixtgpnsecutive trading day period during
which the Company’s market capitalization, inclugadl issued and outstanding common and prefetaak sexceeded $300.0 million. The
Capitalization Threshold Event was deemed to haeemed as of December 31, 2010 and 4,531,875mptiested.

The total intrinsic value in the table above reprgs the total pretax intrinsic value, which is tb&l difference between the closing price
of the Company’s common stock on December 31, 2Bt0the exercise price for each in-the-money ogtiahwould have been received by
the holders if all instruments had been exerciseBecember 31, 2010. This value fluctuates withctienges in the price of the Company’s
common stock. As of December 31, 2010, there was Billion of unrecognized compensation cost relateunvested stock options, which is
expected to be recognized over a weighted averagedoof 3.35 years.
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The following table summarizes information abowc&toptions outstanding and exercisable at Dece@be2010:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining
Contractual Average Average
Exercise Exercise
Range of Exercise Price Number Term Price Number Price
$0.600- $1.000 9,864,92 8.3¢€ $ 1.0C 7,152,52 $ 1.0C
$1.010- $2.000 1,200,00! 9.4¢ $ 1.3t - $ -
$2.010- $3.000 405,00( 9.4¢ $ 237 = $ >
$3.010- $4.000 807,50( 9.92 $ 3.2t - $ -
$4.010- $10.00C 463,82¢ 1.6C $ 537 371,99( $ 537
$10.010- $17.40C 12,50( 3.5¢ $ 10.8C 12,50( $ 10.8C
Total 12,753,75 8.3F $ 1.3¢ 7,537,01 $  1.2¢

Other information pertaining to stock options id@tows:

For the Years Ended December 31

2010 2009 2008
Weighted average grant date fair value per shaoptidns $ 1.0C $ 0.27 $ 2717
Total intrinsic value of options exercis $ 659,14¢ $ - $ -

Restricted Stock Awards

In August 2007, a predecessor company enterediingstricted stock agreement with one of its exeesitunder which it may be requir
to issue up to 250,000 shares of common stockrd&steicted stock vested as follows: (i) 25% on aldate and (ii) 25% on each anniversary
date of the grant. The Company valued the resttisteck grant at $2.7 million, being the valuelaf shares on the day the agreement was
completed. The total cost of the restricted staglagwas recognized in the statement of operatiwes an estimated period of 2.5 years. In the
first quarter of 2009, the executive's employmeithwhe Company was terminated and the 125,000stadeshares were forfeited by the
executive. For the years ended December 31, 2@09, &nd 2008, the Company recorded compensatiansgprelated to this restricted stock
award of $0, $0 and $386,000, respectively.

In April 2008, the Company issued restricted stawlards to certain of its management staff for al ot 841,250 shares of common
stock. The vesting schedule for these restrictecksiwards is as follows: (i) 33% of the total asead shares vest on the first date after the
date that the Company’s “Recognized Revenue” edilamillion, (ii) 34% of the awarded shares vestlee first date after the grant date that
the Company’s Recognized Revenue is greater thas filllion and (iii) 33% of the awarded shares khast on the first day after the grant
date that the Company’s Recognized Revenue isaggrteatn $150 million. In any event, all outstandiagtricted stock awards will vest on the
third anniversary of the grant date. For purpogaébevesting schedule, Recognized Revenue is eléfis the cumulative gross revenue
generated by (i) sales of products that have bebweded to customers of the Company or one dfutssidiaries, or (i) licensing of the
technology developed by the Company or one ofubsisliaries, since January 1, 2008. For the yaade@®December 31, 2010, 2009 and 2!
the Company recorded compensation expense relatedse restricted stock awards of $(14,000), 8iildbn and $663,000, respectively.
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A summary of nonvested shares of restricted staetds (“RSAS”) outstanding under the Company’s BgRian as of December 31,
2010 and changes during the year then ended @law$:

Weighted

Average
Number of Grant Date

Shares Fair Value
Nonvested as of December 31, 2( 722,50( $ 2.6(
Grantec - -

Vested (237,499 2.5¢
Forfeited (308,339 2.51
Nonvested as of December 31, 2( 176,66¢ $ 2.77

The fair value of the restricted stock that vestadng the years ended December 31, 2010 and 266%v.1 million and $0,
respectively. As of December 31, 2010, there wasnrecognized compensation cost related to restristock granted under the Equity Plan.

Stock—Based Compensation Valuation and Expense

The Company accounts for its stock-based compemsplan using the fair value method. The fair vahethod requires the Company to
estimate the grant date fair value of its stocledaswvards and amortize this fair value to compénsaxpense over the requisite service period
or vesting term. To estimate the fair value of @@npany’s stock-based awards the Company curraady the Black-Scholes pricing model.
The determination of the fair value of stock-baae@rds on the date of grant using an option- pgicodel is affected by the Compasygstock
price as well as assumptions regarding a numbeomplex and subjective variables. These variallelsidle the expected stock price volatility
over the term of the awards, actual and projectepl@yee stock option exercise behaviors, the nisk-fnterest rate and expected dividends.
Due to the inherent limitations of option-valuatimodels available today, including future eventd #re unpredictable and the estimation
process utilized in determining the valuation af #iockbased awards, the ultimate value realized by awalders may vary significantly fro
the amounts expensed in the Company’s financigmsiants. For restricted stock awards, grant datedidue is based upon the market price of
the Company’s common stock on the date of the gidms fair value is then amortized to compensatinpense over the requisite service
period or vesting term.

Stock-based compensation expense is recorded mstinfated forfeitures such that expense is recoodéy for those stockased awarc
that are expected to vest. A forfeiture rate igmeatied at the time of grant and revised, if neagssa subsequent periods if actual forfeitures
differ from initial estimates.

The Company recorded stock option expense of $8l@m $3.4 million and $2.1 million for the yeaesnded December 31, 2010, 2009
and 2008, respectively.

The weighted average assumptions used to valuk sfon grants were as follows:

For the Years Ended December 31

2010 2009 2008
Stock Option Grants

Risk-free interest rat 1.33%-2.61% 2.43%-3.52% 1.99%
Expected life, in year 0.12-6.25 10.0 4.0
Expected volatility 63.4%-86.1% 75.0% 75.0%
Expected forfeiture rat 23.0% 0.0% 0.0%
Dividend yield - - -
Calculated fair value per she $ 0.2¢-$2.28 $ 0.2¢-$0.35 $2.77

The following describes each of these assumptiadstee Company’s methodology for determining eagumption:

F-26



Table of Contents

Risk-Free Interest Rate

The Company estimates the risk-free interest rsiteguthe U.S. Treasury bill rate with a remainiagn equal to the expected life of the
award.

Expected Life

The expected life represents the period that theksiption awards are expected to be outstandirigetkusing the “simplified” method
as allowed under the provisions of the SEC’s Skaffounting Bulletin No. 107 as the Company doeshsdieve it has sufficient historical data
to support a more detailed assessment of the dstima

Expected Volatility
The Company estimates expected volatility basetheristorical volatility of the Company’s commaock and its peers.
Expected Dividend Yield

The Company estimates the expected dividend yiglgivang consideration to its current dividend pas as well as those anticipated in
the future considering the Company’s current pkam projections.

N OTE 14: R ESTRUCTURING E XPENSES

In August 2010, the Company announced restructyiags to increase efficiencies across the orgiaizand lower the overall cost
structure. These plans included the consolidatidheCompanys research and development and product developopenations, including it
California operations to the Compasyieadquarters in Satellite Beach, FL and theuestring of the European operations from a develoqut
and manufacturing business to a sales and marketisigess. These restructuring plans included @ctixh in full time headcount in the
United States and Europe, which was partially ceteol by December 2010 and is expected to be comdpiethe first quarter of 2011. For 1
year ended December 31, 2010, the Company inc@tradmillion of severance and termination benefiid rent costs as a result of the clo:
of the California offices and a reduction in wonkde and relocation to smaller offices in the Netrads. These expenses were partially offset
by the $601,000 gain on the exit of LEDS JapanQbmpany’s Japanese operation.

In the second quarter of 2009, the Company detemhnitnwould consolidate U.S. operations from fagdtions to two and moved both
the Dallas, Texas based headquarters and the NeeyJeased light engine business to Satellite Bdacddition, headcount was reduced for
the California business. For the year ended Deceihe2010, the Company incurred $950,000, resgalgti of costs related to severance and
termination benefits related to these headcountatimhs.

A summary of the restructuring and other costsgaized for the years ended December 31, 2010 ab@ 2@ as follows:

Workforce
Excess Other
Reduction  Facilities  Exit Costs Total
Amounts expected to be incurr $1,664,06; $764,71¢ $ 385,24: $2,814,02.
Amounts incurred in
2009 702,62! 408,56! - 1,111,190
2010 961,43 356,15! 385,24 1,702,83:
Cumulative amount incurred as of December 31, : $1,664,06; $764,71¢ $ 385,24: $2,814,02.

These expenses were partially offset by the $6@1g@in on the exit of LEDS Japan, the Company’sidape operation. The Company
expects to incur additional charges during the €tgarter of 2011, as a result of additional rebuncin full time headcount.
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As of December 31, 2010 and 2009, the accrueditigbssociated with the restructuring and othéaitesl charges consisted of the

following:

2009
Charges
Payments
Accrued liability at December 31, 20

2010
Charges
Payments
Accrued liability at December 31, 20

Workforce
Excess
Reduction Facilities Total
$ 702,62¢ $ 408,56 $1,111,19
(100,02) - (100,02)
602,59¢ 408,56! 1,011,16:
961,43¢ 356,15 1,317,59;
(1,400,25) (297,419 (1,697,67)
$ 163,77 $ 467,30 $ 631,08

The remaining accrual as of December 31, 2010681884 consists of $497,623, expected to be paidgithe year ending
December 31, 2011 and $133,461, expected to bedpaiidg the year ending December 31, 2012.

The restructuring and other related charges ateded in the line item Restructuring expenses éndbnsolidated statementaberations

N oTE 15: | NCOME T AXES

The components of the consolidated income tax prawi(benefit) from continuing operations are dbfes:

Loss before taxe
Domestic
Foreign

Total

Deferred income tax expense (bene
Federa
State
Foreign

Deferred income tax bene

Income tax benef

For the Years Ended December 31

2010

2009

2008

$(280,248,24)
(16,013,80)

$(41,270,72)
(7,279,20)

$(92,269,57)
(4,901,38)

$(296,262,04)

$(48,549,92)

$(97,170,96)

$ - $ 1,191,58  $ (1,264,43)

(1,123,10) (1,604,59) (943,07)
$ (1,123,10) $ (413,00) $ (2,207,50)
$ (1,123,10) $ (413,00) $ (2,207,50)
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The reconciliation of the provision for income taXeom continuing operations at the United Statedefal statutory tax rate of 34% is as

follows:

Loss before taxe

Income tax benefit applying United States fedetatiusory rate of 349
State taxes, net of federal ben

Permanent difference
Impairment charge
Accretion of preferred stoc
Preferred stock dividenc
Derivative fair value adjustme
Qualified stock option expen:
Other
Increase in valuation allowan
Change in effective tax ra- United State:
Change in effective tax ra- foreign
Rate difference between United States federaltstgtuate and Netherlands statutory
rate
Other

Income tax expense (benel

For the Years Ended December 31

2010

2009

2008

$(296,262,04)

$(48,549,92)

$(97,170,96)

$(100,729,09)

$(16,506,97)

$(33,038,12)

(1,862,19)

- - 18,057,44

24,846,27 - )
1,201,831 - -
51,189,56 - -
754,64( ; )

- 61,79 134,06(
27,396,34 15,992,52 12,478,94
(4,138,37) - -

406,76( - -
2,241,93; 577,65: 355,13
(2,430,78) (537,99) (194,96
$ (1,123,10) $ (413,00) $ (2,207,50)
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Deferred income taxes reflect the net tax effeEtemporary differences between the carrying ammohassets and liabilities for
financial reporting purposes and the amounts useth€ome tax purposes. The significant componehtse Company’s deferred tax assets

and liabilities are as follows:

Deferred income tax ass¢
Net operating loss carryforwar
Net operating loss carryforwards recorded by faresgbsidiary
Charitable contribution carryforwa
Stock based compensati
Inventories
Accounts receivabl
Warranty reserv
Accrued vacatiol

Total deferred income tax ass

Less: valuation allowanc

Net deferred tax asse

Deferred income tax liabilitie
Derivatives
Intangible assei

Total deferred income tax liabilitie

Net deferred tax liabilitie

As of December 31

2010 2009
$62,204,27.  $34,994,94
2,565,52: 2,496,27'
10,34¢ -
1,517,59; 2,108,92!
1,048,02! 1,627,45;
170,47: 97,30«
204,94 -
175,62 230,41
67,896,80 41,555,31
(67,896,80) (40,500,46)
$ - $ 1,054,85
$ - $ (96,879
- (2,081,07)
- (2,177,95)
$ - $ (1,123,10)

As of December 31, 2010, the Company had tax lagyforwards available to offset future income &x@ubject to expiration as follov

United States
Net Operating

Tax Loss
Year of Expiration Carryforwards
2012 $ 4,586,86:

2016 -

2017 -
2018 13,760,59
2019 2,293,43.
2020 1,473,06!
2021 2,769,04.
2022 1,840,301
2023 2,031,27!
2024 3,353,48:
2025 2,293,43.
2026 2,293,43.
2027 9,937,23l
2028 33,456,34
2029 33,916,31
2030 51,300,20
Total $ 165,305,00

The Netherlands
Net Operating

Tax Loss

Carryforwards

$

$

3,869,99!
4,265,201
4,692,441

12,827,64
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At the time of the reverse merger transaction asdlting change in control, the Company had accatadlapproximately $75.0 million
in loss carryforwards. As a result of the changeadntrol, the Company is limited by Section 382k Internal Revenue Code in the amount of
loss carryforwards that it may apply to its taxableome in any tax year. These loss carryforwargsre from 2012 through 2030. To the
extent the Company is able to utilize availablesloarryforwards that arose from operations in &ary prior to September 26, 2003, any
benefit realized will be credited to income tax empe. The valuation allowance increased $28.0amiflor the current year.

The Company recognizes tax benefits from uncetgairpositions only if it is more likely than notatthe tax position will be sustained
on examination by the taxing authorities, basethertechnical merits of the position. The tax b#seécognized in the financial statements
from such positions are measured based on thesldbgeefit that has a greater than 50% likelihddgeing realized upon ultimate settlement.
As of December 31, 2010 and 2009, the Company badhrecognized tax benefits. The Compamolicy is to recognize interest and pena
related to income taxes in its income tax provisitime Company has not accrued or paid interesepalties which were material to its results
of operations for the years ended December 31,,200@P and 2008. The Company files income tax nstur its U.S. federal jurisdictions and
various state jurisdictions.

As of December 31, 2010, the Company’s 2007, 20@82809 federal income tax returns are open to &ation by the Internal
Revenue Service. The Company’s 2008 federal indameeturn is currently being examined by the In&Revenue Service. Additionally,
income tax returns filed in the Netherlands forykars 2009 and 2010 are still open to examindtjotaxing authorities.

N oTE 16: G EOGRAPHIC | NFORMATION

For the years ended December 31, 2010, 2009 arg] #@#Company has determined that the United Statd the Netherlands were the
only regions from which the Company had in excdsk)éo of revenue. The following tables set outttital revenue and total assets of the
geographical regions:

Years Ended December 31

Total Revenues by Geographical Regio 2010 2009 2008

United State: $42,223,22  $18,270,53  $10,165,47
The Netherland 8,843,89 10,428,41 2,623,87.
Other 2,101,88! 2,677,86 7,969,24.

$53,169,01  $31,376,81  $20,758,59

As of December 31

Total Assets by Geographical Regio 2010 2009

United State: $64,860,52 $18,977,61
The Netherland 4,675,13i 19,478,34
Other 2,957,70 12,86:

$72,493,36 $38,468,81

N oTE 17: C ONCENTRATIONS OF C REDIT R ISK

For the year ended December 31, 2010, the Compashywo customers whose revenue collectively repteseb6% of total revenue. F
the years ended December 31, 2009 and 2008, th@&ynihad no customers whose revenue was greatet €hpercent of total revenue.

As of December 31, 2010, the Company had two custervhose accounts receivable balance collectregiesented 47% of accounts
receivables, net of reserves. As of December 309 2the Company had no customers whose accourgivabte balance individually
represented 10% or more of accounts receivablésfmeserves.
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N oTE 18: C OMMITMENTS AND C ONTINGENCIES
Lease Commitment

As of December 31, 2010, the Company has the falgwommitments under operating leases for propsntyequipment for each of the
next five years:

Year Amount
2011 $1,272,00:
2012 822,97t
2013 372,08:
2014 343,10¢
2015 307,69
Thereaftel -
$3,118,86.

During the years ended December 31, 2010, 2002@08, the Company incurred rent expense of $1.Homjl$1.5 million and $1.1
million, respectively.

Agreements with Contract Manufacture!

The Company currently depends on a small numbeowtract manufacturers to manufacture its produfcgsiy of these contract
manufacturers were to terminate their agreemerttsttve Company or fail to provide the required @tyeand quality on a timely basis, the
Company may be unable to manufacture and ship pteduntil replacement contract manufacturing sewicould be obtained.

Other Contingencies

From time to time, the Company may become invoiwddwsuits or other legal proceedings, which arise¢he ordinary course of
business. However, litigation is subject to inhérencertainties, and an adverse result in thes¢har matters may arise from time to time that
may harm its business. Management is not curremtre of any such legal proceedings or claimsithelieves will have a material adverse
effect on the business, financial condition or agiag results.

N oTe 19: D EFINED C ONTRIBUTION P LAN

The Company has a qualified 401(k) plan (the “4DHRlan”) covering substantially all employees ie thnited States. The 401(k) Plan
was established under Internal Revenue Code Setlibfk). No contributions were made to the 401 (nFor the years ended December 31,
2010, 2009 or 2008. As of January 1, 2011, the Gomregan matching 50% of the first 6% of employestributions.

N oTE 20: SUBSEQUENT E VENTS

On January 13, 2011, the Company issued a Waodrtte Home Depot pursuant to which The Home Depmt purchase up to
5.0 million shares of the Company’s common stockraexercise price of $2.00 per share, subjectti@io vesting conditions. The Warrant
was issued in connection with the Compan$trategic Purchasing Agreement with The Home Deyruch it entered into on July 23, 2010
pursuant to which it supplies The Home Depot wilDLretrofit lamps and fixtures. The Warrant prowdeat 1.0 million shares of common
stock will be eligible for vesting following eactséal year ending December 31, 2011 through DeceBhe2015, if The Home Depot’s gross
product orders from the Company, in dollar terme,at least 20% more than the gross product ordeéhe immediately preceding fiscal year.
For the shares underlying the Warrant to be ekgibt vesting following the fiscal years ending Beter 31, 2014 and 2015, The Home D
would be required to extend the Strategic Purclga&greement for additional one-year periods beyitsthitial term of three years. Each
vested portion of the Warrant will expire on thedranniversary following the vesting of such porti The $2.00 exercise price was establis
based upon the market price of the Company’s comstmrk during negotiations with The Home Depotity 2010 when the Company
entered into the Strategic Purchasing Agreemere.fain value of these warrants will be adjustedaath reporting date until they have been
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earned for each year and these adjustments witdmded as a reduction in the related revenues Tioe Home Depot.

On January 26, 2011, the Company raised $18.0omiifi a private placement pursuant to which itéss8,454,545 shares of common
stock to an affiliate of Pegasus Capital, Michaehipner, Leon Wagner, certain other operating advisbPegasus Capital, and certain trusts
affiliated with, and business associates of, Mrgiéa. Mr. Kempner and Mr. Wagner serve on the CawyigaBoard of Directors.

On February 9, 2011, the Company entered into Kubh&hge Agreement, effective as of February 4, 2@4th LSGC Holdings pursuant
to which the Company agreed to issue 54,500,00std common stock in exchange for its Series Dréve to purchase 60,758,777 shares
of common stock and its warrant to purchase 942s8&ires of common stock, which was previously idsaeonnection with the original
guaranty of the Company’s line of credit with BMO.
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Exhibit 21.1

SUBSIDIARIES OF THE COMPANY

The following is a list of subsidiaries of the Coamy as of December 31, 2010.

Name State or Sovereign Power of Incorporatio
Lighting Partner B.V The Netherland

Lighting Science Cooperatief U., The Netherland

Lighting Science Group Limite United Kingdom

Lighting Science Group Mexico S. de R.L. de C Mexico

LSGC Pty. Ltd Australia

LSGC LLC Delaware



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference irRbgistration Statements on Form S-8 (File Nos-BR2161 and 172466) of Lighting
Science Group Corporation of our report dated Apr2011 relating to our audit of the consoliddiaencial statements, which appear in this
Annual Report on Form 10-K of Lighting Science GudBiorporation for the year ended December 31, 2010.

IS/ Mc G LADREY & P ULLEN, LLP

Orlando, FL
April 1, 2011



Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER REQUIR ED BY RULE 13A-14(a) OF
THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Richard Weinberg, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Lighting Science Group Corporatic

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contemid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and procedaresiused such disclosure controls and procedontes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b. Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntais report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d. Disclosed in this report any change in the tegid's internal control over financial reportifgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrar's other certifying officer and | have disclosedsdmion our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weagses in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

b.  Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: April 1, 2011 By: /s/ RIcCHARD W EINBERG

Name: Richard Weinbet
Title: Chief Executive Office
(Principal Executive Officer



Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER REQUIR ED BY RULE 13A-14(a) OF
THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED, AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Gregory T. Kaiser, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Lighting Science Group Corporatic

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contemid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and procedaresiused such disclosure controls and procedontes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b. Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntais report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d. Disclosed in this report any change in the tegid's internal control over financial reportifgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrar's other certifying officer and | have disclosedsdmion our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weagses in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

b.  Any fraud, whether or not material, that involveamagement or other employees who have a significéamin the registra’s
internal control over financial reportin

Date: April 1, 2011 By: /s/ GREGORYT. K AISER

Name: Gregory T. Kais¢
Title: Chief Financial Office
(Principal Financial and Accounting Office



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10eK the period ended December 31, 2010 (the “Repoftlighting Science Group
Corporation (the “Company”), the undersigned heredxyify in their capacities as Chief Executive iGéf and Chief Finance Officer,
respectively, pursuant to 18 U.S.C. Section 135@dopted pursuant to Section 906 of the Sarbarksr@ct of 2002, that:

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d), as applicable, of teewities Exchange Act of 1934, as
amended; an

(2) theinformation contained in the Report fairly grets, in all material respects, the financial ctadiand results of operations of 1
Company as of, and for, the periods presentedeifRéiport

Date: April 1, 2011 By: /s/ RICHARD W EINBERG
Name: Richard Weinbel
Title: Chief Executive Office
(Principal Executive Officer

Date: April 1, 2011 By: /s/ GREGORYT. K AISER
Name: Gregory T. Kais¢
Title: Chief Financial Office
(Principal Financial and Accounting Office

The foregoing certification is furnished as an bihio the Report and will not be deemed “filedt faurposes of Section 18 of the
Securities Exchange Act of 1934, as amended, alhaiotibe deemed to be incorporated by referenteany filing under the Securities Act or
the Exchange Act, whether made before or afted#te hereof, regardless of any general incorpardgioguage in such filing



