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PART |
Items 1 and 2. Business and Properties.

Lighting Science Group Corporation (“LightiSgience Group,” “we,” “us,” “our,” or the “Companytiesigns, manufactures and markets
light emitting diode (“LED") lighting solutions foconsumer and professional applications that ave@mentally friendlier and less costly to
operate than traditional lighting products. We pfieoroad spectrum of lighting solutions rangirenirsolid colors to color-changing to white
light. Our product line includes retrofit lampgHiing fixtures and highly customized lighting sodas for the gaming, architainment, retail,
commercial and industrial, and public infrastruetararkets. Our power management, thermal manageowtitols and micro-electronics
designs are engineered to enhance lighting perfoceaeduce energy consumption, lower maintenaosts @nd eliminate the use of
hazardous materials. Our shares of common stocjuarted in the “pink sheets” as “LSCG.PK.”

We are focused on utilizing our engineerind dasign capabilities and intellectual propertgéwelop lighting solutions for our target
markets. We deliver these products to our custotheosigh alliances with channel partners, suchriggnal equipment manufacturers
(“OEMSs"), lighting designers, electrical and lighg distributors and energy saving companies.

We entered into an Exchange and ContributigreAment on October 4, 2007 (the “Exchange Agreéneith LED Holdings, LLC, a
Delaware limited liability company (“LED Holdings”).ED Holdings was formed on or about June 5, 2l@a@7he purpose of acquiring, and on
June 14, 2007 LED Holdings acquired, 100% of therafions and net assets of LED Effects, Inc. (“LEffects”), a California-based company
engaged in the business of designing, developidgraamufacturing LED lighting applications. Pursumthe Exchange Agreement, we:

(i) acquired substantially all of the assets of LEBIdings including, among other things, $15,000,00cash and cash equivalents, 180 shares
of common stock of LED Effects Japan K.K., 200 slsasf common stock of Kabushiki Kaisha LED Systdesses, equipment, inventory,
accounts receivable, contracts, permits, recordsjratellectual property, and (ii) issued in excparfior these assets 2,000,000 shares of our
Series B Preferred Stock and 15,928,734 sharesstadjto reflect the reverse stock split of our mmn stock in January 2008) of our common
stock to LED Holdings (collectively, the “Acquisit”). As a result of the Acquisition and, specifigaLED Holdings’ acquisition of
approximately a 70% participating interest and @& oting interest in the Company, we became a rtyjowned subsidiary of LED

Holdings as of October 4, 2007.

We accounted for the Acquisition as a revemseger. Accordingly, for accounting and financigborting purposes, Lighting Science Group
was treated as the acquired company, and LED Hypddivas treated as the acquiring company and thadial statements for periods prior to
the Acquisition contained herein are those of LE@dihgs and its predecessor, LED Effects.

Our principal executive offices are located2® Hancock Lane, Westampton, New Jersey 08060teleaphone number at our principal
executive offices is (609) 265-1401. As of May 2009, we had approximately 145 full-time employd&sring the fiscal year ended
December 31, 2008, we spent approximately $1,101000research and development.

Significant Transactions

On April 22, 2008, we acquired all of the daisling capital shares of Lighting Partner B.V.RRV"), a limited liability company
incorporated under the laws of the Netherlandssirumt to this acquisition, we paid $5,000,000 asded 4,632,000 shares of common sto
the former stockholders of LPBV. In order to satiahy indemnification obligations of the formerdtbolders of LPBV under the Share
Purchase Agreement, 1,120,000 of such shares wé&tdack by the Company and will be held for agetof two years from the closing date,
subject to the limitations set forth in the ShavedRase Agreement. LPBV is a Netherlands-based anyngngaged in the business of
designing, developing and manufacturing LED anddeh based lighting fixtures for residential, comerad and retail applications.
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On July 29, 2008, we acquired the net asddtamina Lighting, Inc. (“Lamina”) for a purchaseige of $4,500,000. We also agreed to pay
an earn-out payment of up to $10,500,000 to Larhased on sales from products and components dedempLamina through December 31,
2009. The earn-out payment, if any, is anticipateble paid in the second quarter of 2010. LaminsavBlew Jersepased company engaget
the business of developing and manufacturing kgigines for use in LED lighting fixtures and apations. In connection with the acquisition
of the net assets of Lamina, we also entered ihtoas Authorization Agreement with Bank of Montr¢@ 8MO”) whereby BMO agreed to
provide us with a $20 million line of credit. ThHaé of credit matures on written demand by BMO, ibuto event later than July 25, 2009, and
is guaranteed by Pegasus Partners IV, LP (“Ped®8us

Target Markets

We are targeting what we believe will be highwth market segments that have become econosnidalble from a price/performance ratio
but remain in the infancy stage of the technologgmion curve. For example, in the general illuntiora category, we believe we are a leading
global provider of intelligent, environmentally pnsible LED lighting solutions focused on replaciess energy efficient technologies.

Our primary target markets and their respecsivpporting products are as follows:

Gaming — Comprised of casino gaming machine manufactut®esprovide engineering support and contract pridaervices for
dynamic color LED displays in gaming devices, tagpend signage.

Architainment — Comprised of building exterior and interior spatieat are characterized by unique architectueshehts to create
ambience and a welcoming atmosphere. We offer sansive product portfolio to illuminate and enhattoe architecture for exterior and
interior applications. These solutions are avadablwhite and red-green-blue for various appl@adj such as wall washing, cove lighting,
flood lighting, integrated lighting and display Hiting.

Commercial & Industrial — Comprised of commercial & industrial workspacastsas offices, warehouses, manufacturing plants,
healthcare and education locations. These settatgsre high performance white light solutions, efhcan be delivered pursuant to our range
of LED lamps designed to replace, or seamlessgiatte into, existing lighting systems and fixturBlsese retrofit lamps fit into existing
sockets and reduce energy consumption by as mugbawhile providing lighting performance equaltaditional incandescent technology.

Retail — Comprised of hospitality (hotels, lounges, resard other locations for entertainment) and stetalers (specialty stores,
department stores, supermarkets, convenience stirésyourself stores). We provide our LED sobu$ with OEMs and to national accounts.
The primary product lines sold in these retail istdigs are display lighting systems for retail égdions and replacement lamp solutions for
general illumination.

Public Infrastructure — Comprised of government entities that managettr@nd highways, airports, ports, bridges, tunaetsother
public spaces. In collaboration with leading OEMs, continue to develop a broad range of solutibasdre sold through national OEM
distribution networks. Primary products in this shal are targeted for street lighting applications.

Sales and Distribution Strategy

Our sales and distribution strategy consistsoth “pull” and “push” initiatives to penetrated marketplace. We have developed and seek tc
continue to develop relationships with lighting igegrs and architects within the lighting specifica community. We also sell our products
our website, www.lsgc.com. We have developed an GBMs organization targeting market segment lsaddyoth traditional lighting
segments as well as new OEM opportunities creatgbddunique characteristics of
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solid state lighting (“SSL"). Additionally, we belve we have developed a network of agents andhdiirs that will provide us with greater
access to both retrofit and new construction pisjdo addition to LPBV, which is based in the Nathnds, we also have international
affiliates based in the United Kingdom, Japan andtfalia, as well as agency representatives in DadhiHong Kong. We continue to look"
international partners to extend our global re&ulr. operations in Japan are conducted through LiEbeshs, a joint venture with Ebara
Densan, NTT and Nippon Comsys, three local comgahiat provide a well-established channel to ongeied market segments in Asia.

OEM Partnerships

Our strategy is to enter into partnershipdwitarket segment leaders to provide outsourcedd@Sign and engineering capabilities. This
strategy should allow us to capitalize on the gfties of the segment leaders’ brand equity, saldsiatribution networks, manufacturing
resources, and market presence to rapidly penexégtng and emerging markets. Concurrently, wiebe the segment leader would benefit
from our leading technology to bridge the gap amigeinto SSL lighting. We are in the process aéklshing and expanding arrangements
with multiple leading manufacturers as an ingretlieand. We also intend to remain OEM agnostictarulild our brand equity in our market
strategy.

Direct Sales Effort

Because of the unique characteristics of $®ly, applications of lighting are continually emegand creating markets where no clear
segment leader exists. In these emerging marketsyravcreating new business models and new vahieiBy doing so, we are expanding
our presence beyond traditional lighting applicagioTo service anticipated demand, we have idedtdind are targeting lighting representative
agencies and a number of distributors and enengpgmand lighting management companies to diskeilour products.

Competition

In the lighting markets in which we sell olED lighting products, our systems, retrofit lampsl éixtures compete with lighting products
utilizing traditional lighting technology providddy many vendors. In addition, we face competitimmf a smaller number of manufacturers,
including manufacturers of traditional lighting éoment that have developed one or more LED lighfirgducts. Some of our competitors,
particularly those that offer traditional lightipgoducts, are larger companies with greater regsuic devote to research and development,
manufacturing, and sales and marketing than we.have

Additionally, to the extent that we seek traduce products for use in general lighting aggians, such as retrofit bulbs and lamps for
standard fixtures, we expect to encounter compatitiom large, established companies in the getigtglng industry such as General Elect
Matsushita, Osram Sylvania and Philips Lightingheaf which has, we believe, undertaken initiatiteedevelop LED technology. These
companies have global marketing capabilities amdtsuntially greater resources to devote to researdidevelopment and other aspects of the
development, manufacture and marketing of SSL sysind fixtures than we have. We also compete ddthestic and international
manufacturers of lighting components of variougsiand resources.

Properties

We currently occupy leased office and indasspace in the following locations:

Location Estimated Monthly Rental Co Expiration date
Satellite Beach, Florid $25,00( September 20:
Dallas, Texa: $15,00( October, 201:
Rancho Cordova, Californ $15,00( August 2012
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Location Estimated Monthly Rental Co Expiration date
Goes, The Netherlant $11,00( November 201
Tokyo, Japai $ 7,00( December 200
Westampton, New Jers: $ 5,00( August 200¢
Castle Hill, Australie $ 3,00( October 201:

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

The current economic downturn and uncertainty andrioil in the equity and credit markets could contie to adversely impact our
clients, diminish the demand for our products, aha@rm our operations and financial performance.

The lighting markets in which we sell our LEPhting systems and fixtures have experienceddrapolution and growth in recent years,
have been negatively affected by the current rémessd downturn in the general economy. The ctigeanomic downturn has harmed, and
could continue to harm, the economic health ofdients and consequently decrease the demand fgroducts, particularly in the gaming,
architainment, commercial and industrial, retai gublic infrastructure markets. The persistencénefeconomic downturn also may cause
reductions or elimination of utility and governmemergy efficiency incentive programs used to plytfund the costs of customer projects. In
addition, increased competition during the curess@nomic downturn may result in lower sales, reduigelihood of profitability, and
diminished cash flow to us.

We have a limited amount of revenues and a histofyosses and may be unable to continue operatiantess we can generate sufficie
operating income by completing the commercializatiof, and the successful marketing of, our products

We have sustained operating losses sincentdepiion of our lighting business. For the yeamdeghDecember 31, 2008 and December 31,
2007, we had revenues of $20,759,000 and $8,291r880ectively, and as of December 31, 2008 anember 31, 2007, we had accumule
deficits of approximately $99,865,000 and $4,900,08spectively. We expect sales of our productange from flat to a slight increase in
2009 as compared to the previous year. Our alddityenerate revenue is, however, dependent ornvieggurchase commitments from
customers as well as the timing of such purchasedtments that are received. Our ability to gereeravenue is also dependent on our ability
to preserve our current customer relationshipscamdbility to continue selling our products tostigiroup of customers as well as to other
potential customers in the markets served by thesemer relationships. Further, our ability to giete revenue is dependent on the desig!
development of our products, our ability to obtappropriate UL or other certifications on certafroar products and the ultimate productiol
our products, each of which must be done timelyiaradmanner that meets our customers’ specifinatio

Since inception we have not achieved profitabilignd it is difficult to evaluate the likelihood thave will achieve or maintain
profitability in the future. Therefore, if we are mable to obtain outside sufficient capital when rde, our business and future prospects \
be adversely affected and we could be forced tgend or discontinue operations.

On an annual basis, our operations have mergéed positive cash flow since our inception, wechave funded our operations primarily
through the issuance of common and preferred stodidebt. We have recently made the transition fiaevelopment stage company to one
that is focusing on sales and growth in the ligiiimdustry marketplace. As we concentrate on corialéing our products, our
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limited operating history makes an evaluation af fature prospects difficult. The actual amounfiwofds that we will need to meet our
operating needs during the next twelve monthshwltietermined by several factors, many of whichbagend our control. These factors
include the timing and volume of sales transactitims success of our marketing strategy, marketg@aace of our products, the success of our
research and development efforts (including anyntici@ated delays), the costs and timing of obtagmew patent rights, protecting our
existing patents, regulatory changes, competitechnological developments in the market, evolimystry standards, the amount of work
capital investments we are required to make, aaddsts required for us to litigate and ultimatelgolve the lawsuits with Philips Solid State
Lighting Solutions, Inc., Koninklijke Philips Elaainics N.V., and Philips Electronics North AmeriCarporation.

Our ability to continue to operate until oast flow from operations turns positive may depemaur ability to continue to raise funds
through public or private sales of shares of opitahstock or debt. The current worldwide econodugvnturn has significantly reduced access
to capital and credit markets.

We currently have a line of credit with BMOnost- and long-term debt facilities with ABN AMRGa a working capital facility with IFN
Finance. Our line of credit with BMO matures ontteth demand by BMO, but in no event later than 28ly2009. Our short- and long-term
debt facilities with ABN AMRO mature on January?010 and January 1, 2014, respectively. The wor&agital facility with IFN Finance
matures on November 14, 2009. Other than thesktitssiwe do not have any committed sources ofidetcapital at this time. In the event
that the line of credit is called by BMO prior toly 25, 2009 and the Company has not obtainedratie financing, Pegasus IV has agreed to
extend a bridge loan to the Company for up to sixtins for the amount of the then-outstanding aggeegrincipal amount of the line of credit
plus an additional $2,000,000 (up to an aggrege®2® million). It is uncertain whether we will lzdble to obtain outside capital when we need
it or on terms that would be acceptable. We areeatly in default under our loan agreement with ABMRO and have been since
December 31, 2008. In the past we have relied mohcarrently almost exclusively rely on, financiingm related parties, primarily Pegasus
There are no assurances that such related paitiemmtinue to provide financing or financing cgrins that are acceptable to us. If we raise
funds by selling additional shares of our commalsor securities convertible or exercisable into common stock, the ownership interest of
our existing stockholders will be diluted. If weearnable to obtain sufficient outside capital wherded, our business and future prospect:
be adversely affected and we could be forced tpesudor discontinue operations.

If our developed technology does not achieve maketeptance, prospects for our growth and profitigtgimay be limited.

Our future success depends on market acceptdraur LED technology. Potential customers maydbectant to adopt SSL as an alterne
to traditional lighting technology because of itghter initial cost or perceived risks relating to movelty, reliability, usefulness, light quality,
and cost-effectiveness when compared to otherlesttel lighting sources available in the marketid€eptance of SSL in general, and of our
LED lighting systems in particular, does not con&ro grow within the high performance lighting kets that we serve, and in the markets
that we intend to serve through future customéiex) bpportunities to increase our revenues andagperofitably may be limited. Our busin:
strategy includes penetration of the general lightharket with our lighting products. Failure taah and incorporate into our products, on a
timely basis, LEDs having satisfactory performargeglity and cost characteristics could delay atnoduction of new products, or reduce the
attractiveness to potential customers of our prtedincthe general lighting market.

If we are unable to integrate our acquisitions intaur operations, our business and future prospewiti or could be adversely affected.

The integration of the acquired operations asgkts of LED Holdings, LPBV and Lamina during phier two years, including, among ott
things, leases, equipment, inventory, accountsvabke, contracts, permits, records, and intellalcfuoperty, has been, and may continue t
difficult and may
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lead to adverse effects. The ultimate successeoftiegration will depend, in part, on our abilityrealize the anticipated synergies, cost
savings and growth opportunities from these acquitesinesses. The integration process is a compbaxly and time-consuming process.

We may not accomplish these integrations shipatr successfully. The diversion of the attentidmanagement from its current operati
to the integration effort and any difficulties enotered in combining operations could prevent amfrealizing the full benefits anticipated to
result from the acquisition of these businessesaaiversely affect our other operations.

Our products could contain defects that could redusales or result in claims against us.

Despite testing by us and our customers, tiefeeve been and could be found in the future ireaisting or future products. This could
result in, among other things, a delay in the radam or loss of revenues, loss of market shariiture to achieve market acceptance. These
defects may cause us to incur significant warrasupport and repair costs, divert the attentioawfengineering personnel from our product
development efforts and harm both our relations¥ith our customers and our reputation in the malleee. The occurrence of these problems
could result in the delay or loss of market acaeqeeaof our products and would likely harm our base Defects, integration issues or other
performance problems in our products could alsolté@s personal injury or financial or other damagde our customers for which they might
seek legal recourse against us. A product liabiliym brought against us, even if unsuccessfulldvbkely be time consuming and costly to
defend.

We rely upon key members of our management team atingtr key personnel and a loss of any key persdroeild prevent or
significantly delay the achievement of our goa

Our success will depend to a large extenterabilities and continued service of key membémio management team and other key
personnel. The loss of any key personnel couldepresr significantly delay the achievement of ooalg. We have employment agreements
with certain key members of our management teamasdetermined by our board of directors, mairgaiey man life insurance policy with
respect to certain members of our management téamy of these persons were to leave us, it cdeldy implementation of our business f
and marketing efforts. If we continue to grow, waymeed to add additional management and otheomaet Competition for qualified
personnel in our industry is intense, and our sseéll depend on our ability to attract and retaighly skilled personnel. Our efforts to obtain
or retain such personnel may not be successful.

If critical components and raw materials that weilige in our products become unavailable, we magim delays in shipment that could
damage our business.

We depend on our suppliers for certain stasthééctronic components as well as custom comperegitical to the manufacture of our SSL
systems and fixtures. For certain types of LEDsluseur lighting systems and fixtures, we currgtithve a limited number of suppliers. We
depend on our vendors to supply in a timely maeniécal components in adequate quantities andisterg quality and at reasonable costs.
Finding a suitable alternate supply of required ponents and obtaining them in needed quantitiesbeaytime-consuming process and we
may not be able to find an adequate alternativecgsoof supply at an acceptable cost.

Because we generally rely on purchase or@gher than long-term contracts with our suppliess,cannot predict with certainty our ability
to obtain components in adequate quantities anda@ptable prices in the longer term. If we areblento obtain components in adequate
guantities, we may incur delays in shipment or halle to meet demand for our products, which cdaltiage our reputation with customers
and prospective customers.

The principal raw materials used in the maciufiee of our LED components and sensor assemblesilecon wafers, gold wire, lead fram
and a variety of packages and substrates, includigtgl, printed circuit board, flex circuits, celiarand plastic packages. All of these raw
materials can be obtained from several supplig@mRime to time, particularly during periods o€ieased industry-wide
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demand, silicon wafers and other materials have beshort supply. Any significant interruptiontime supply of these raw materials could
have a material adverse effect upon us.

If the companies to which we outsource the manufiaret of our products fail to meet our requirementsrfquality, quantity and
timeliness, we may incur delays in shipment thatitmharm our revenues and reputation in the markédpe.

We outsource a significant portion of the mfanture and assembly of our products. We curradglyend on a small number of contract
manufacturers to manufacture our products at plantarious locations throughout the world. Thesnofacturers provide the necessary
facilities and labor to manufacture our produatsthle future, we may rely on contract manufactutersupply some or all of the standard
electronic components as well as custom comporeititsal to the manufacture of our SSL systems f&tdres, in addition to providing the
necessary facilities and labor to manufacture codycts.

If these companies were to terminate thearagements with us or fail to provide the requiradacity and quality on a timely basis, we
would be unable to manufacture and ship our praduictil replacement manufacturing services couldlitained. To qualify a new contract
manufacturer, familiarize it with our products, tityastandards and other requirements, and commesicene production may be a costly and
time-consuming process. Therefore, we may be urtatdstablish alternative manufacturing relatiopston acceptable terms.

Our reliance on contract manufacturers inv®leertain risks, including the following:

. lack of direct control over production capacity atedivery schedules

. lack of direct control over quality assurance, nfanturing yields and production costs; ¢
. risk of loss of inventory while in trans

Any interruption in our ability to effect theanufacture and distribution of our products coelsult in delays in shipment, lost sales, limited
revenue growth and damage to our reputation imrtaket, all of which would adversely affect our imess.

If we are unable to increase production capacity four products in a timely manner, we may incur @gt in shipment and our revenues
and reputation in the marketplace could be harmed.

An important part of our business strategghéexpansion of production capacity for our pragdu@/e plan to increase production capacity
by adding new contract manufacturers and by expanctpacity with our existing contract manufactsir@ur ability to successfully increase
production capacity will depend on a number ofdestincluding the following:

. identification and availability of appropriate aaffordable contract manufacture
. ability of our current contract manufacturers toehte more existing capacity to us or their apii@ add new capacity quick!
. availability of critical components used in the matacture of our product:

. establishment of adequate management informayistems, financial controls and supply chain mammege and quality control
procedures; an

. ability of our future contract manufacturers to lenpent our manufacturing process

If we are unable to increase production capdor our products in a timely manner while maintag adequate quality, we may incur del.
in shipment or be unable to meet increased denwmabf products which could harm our revenues ardatie our reputation and our
relationships with customers and prospective custsm
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We are subject to legal, political and economickssabroad.

As a result of our acquisition of LPBV andtear other international affiliates, our financ@ndition and operating results could be
significantly affected by risks associated witteimational activities, including economic and labonditions, political instability, laws
(including U.S. taxes on foreign subsidiaries), ahdnges in the value of the U.S. dollar versualloarrencies. Our operations in these foreign
jurisdictions are subject to regulations that maydiiferent from those imposed by U.S. regulatarharities and may in some cases con
with domestic regulations.

We also currently outsource the manufactureedtain of our products and parts and componeritgé¢rnational facilities. To the extent that
we continue to outsource to international locatjams are exposed to differing laws, regulations lamsiness cultures than what we experience
domestically that may adversely impact our busindés may also be exposed to economic and politisshbility and international unrest.
Although we hope to enter into agreements with rfesturers, shippers and distributors that attempbinimize these risks, such agreements
may not be honored and we may not be able to atigymaotect our interests.

We believe that there are many barriers asidio operating successfully in the internationatketplace, including the following:
. intellectual property protection risk

. employment law risks

. differing contracting process including the abilityenforce agreement

. foreign currency risks

. dependence on foreign manufacturers, shippersiatribdtors;

. compliance with multiple, conflicting and changiggvernmental laws and regulations; :

. import and export restrictions and tarit

If we are not able to successfully deliver ptoducts and services to our anticipated markesstimely and cost-effective manner, our
revenue growth and profitability may be adversédfgaed.

If we are not able to compete effectively agairestger lighting manufacturers with greater resourcesur prospects for future success
will be jeopardized.

In the lighting markets in which we sell oUED lighting systems and fixtures, our systemspféttamps and fixtures compete with lighting
products utilizing traditional lighting technologyovided by many vendors. In addition, we face cetitipn from a number of manufacturers,
including manufacturers of traditional lighting égment that have developed one or more LED prod@&ume of our competitors, particularly
those that offer traditional lighting products, &eer companies with greater resources to deweatesearch and development, manufacturing
and marketing than we have.

Additionally, to the extent that we seek traduce LED products for use in general lightinglagations, such as retrofit bulbs and lamps
standard fixtures, we expect to encounter compatitiom large, established companies in the gettigrging industry such as General Elect
Matsushita, Osram Sylvania and Philips Lightingheaf which has, we believe, undertaken initiatiteedevelop LED technology. These
companies have global marketing capabilities amdtsuntially greater resources to devote to researdidevelopment and other aspects of the
development, manufacture and marketing of SSL systhan we have. We anticipate the possibility teD manufacturers, including those
that currently supply us with LEDs, may seek to pete with us by introducing more complete systenfsxtures that do not infringe upon c
patents. We will also be competing with domestid erternational manufacturers of lighting compomsesitvarious sizes and resources. We
may be unable to compete successfully in such nwdgainst these or future competitors.
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If we are unable to manage any future growth effaaly, our profitability and liquidity could be adrsely affected.

Our anticipated growth is expected to plagaificant strain on our limited research and depgient, sales and marketing, operational and
administrative resources. To manage any future growe must continue to improve our operational famahcial systems and expand, train
and manage our employee base. For example, we eslyta implement new management information systhiresand train new sales
representatives and expand our supply chain marageand quality control operations. Additionallye way need to make additions to our
operations and administrative management teamge Hre unable to manage our growth effectivelynves be unable to operate profitability
and we may not be able to effectively pursue owsirimss plan.

Risks Related to Intellectual Property

We are currently involved in patent infringementijation with Philips Solid State Lighting Solutiosy Inc. and certain of its affiliates,
the unfavorable outcome of which might have a ma&radverse effect on our financial condition, reka of operations and cash flows.

Since February 19, 2008, we have been invalveetent infringement litigation with Philips $IState Lighting Solutions, Inc. (“Philips
SSL”) and certain of its affiliates. Specifical@hilips SSL and certain of its affiliates seek mgtive relief and compensatory and treble
damages and attorneys’ fees from us for allegethggment of certain patents. Although we were tgaa preliminary injunction with respect
to certain of our claims against Philips SSL andade of its affiliates and we have agreed to sthyitigation temporarily to facilitate
settlement negotiations, we cannot predict with sigpificant degree of certainty the outcome oohatson of this lawsuit or the timing for its
resolution. In addition to the expense and burtiah may be incurred in defending and prosecutiiglitigation and any damages that we may
suffer, our management’s efforts and attention biagiverted from the ordinary business operatiorerder to address the claim. If the final
resolution of this litigation is unfavorable to wsir financial condition, results of operations @agh flows might be materially adversely
affected.

If we are unable to respond effectively as new ligly technologies and market trends emerge, our gatitive position and our ability to
generate revenues and profits may be harm

To be successful, we must keep pace with rapashges in lighting technology, changing custoraguirements, new product introductions
by competitors and evolving industry standards, @nyhich could render our existing products obsolewe fail to respond in a timely
manner. For example, if new SSL devices are intteduhat can be controlled by methods not coveysalb proprietary technology, or if
effective new sources of light other than solidestdevices are discovered, our current productgeaithology could become less competitive
or obsolete. If others develop innovative proprigtaghting technology that is superior to ours jfave fail to accurately anticipate technology
and market trends and respond on a timely basisaut own innovations, our competitive position nieeyharmed and we may not achieve
sufficient growth in our revenues to attain, ortairs profitability.

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

We have filed one-hundred eighteen (118) Pafent applications. From these applications, dgvi@vo (72) U.S. patents have been issued,
thirty-five (35) are currently pending approval aldven(11) are no longer active. When we belieisedppropriate and cost effective, we
make corresponding PCT, regional or national fdibg pursue patent protection in other parts ofitbdd. Patent applications filed by us, or
others under which we have rights, may not resyttatents being issued in the United States oigoreountries. Because our patent position
involves complex legal, technical, and factual goes, the issuance, scope, validity and enfordigabif our patents cannot be predicted with
certainty. Competitors may develop products sintaour products that do not conflict with our pate Others may challenge our patents and,
as a result, our patents could be narrowed origatald. Our technology or products may inadvenentringe patents or rights owned by
others or licenses that might not be availablesto u
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Litigation of intellectual property rights cée complex, costly, protracted and highly disnuptio our business operations by diverting the
attention and energies of our management and kéyial personnel, which could severely harm owiess. Plaintiffs in intellectual
property cases often seek injunctive relief. Anglilectual property litigation commenced againstasld force us to take actions that could be
harmful to our business. We also may not be ab#dftrd the legal costs associated with defendingnforcing any of our patents.

In some cases, we may rely on trade secrgiotect our innovations. There can be no assurtnatérade secrets will be established, that
secrecy obligations will be honored or that otheitsnot independently develop similar or superiechnology. To the extent that consultants,
key employees or other third parties apply techgiokl information independently developed by thenbyothers to our projects, disputes
might arise as to the proprietary rights to sudbrimation that may not be resolved in our favor.

Risks Related to Our Common Stock

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

The price of our common stock has been andcoatinue to be volatile, which makes it difficédtr stockholders to assess or predict the
value of their shares. In the last two completeddi years, the price of our common stock has hfrgen $0.36 to $11.40. A variety of factors
may affect the market price of our common stockuding, but not limited to:

. changes in expectations as to our future finarpeaformance
. our involvement in litigation
. announcements of technological innovations or nemdycts by us or our competito

. announcements by us or our competitors of sicgnifi contracts, acquisitions, strategic partnesshgint ventures or capital
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 odro#guity securities convertible into or exercisdlolr the purchase of common stock;
and

. general stock market conditior
Trading in our common stock is sporadic and an dsliahed trading market may not be developed or airgtd.

Our shares do not at this time qualify fotitig on any national securities exchange, and weaassure you that our shares will ever be
listed on a national securities exchange. Pridhéoclose of trading on May 18, 2009, our sharegwraded on the OTC Bulletin Board. After
the close of trading on May 18, 2009, our commaulstvas removed from the OTC Bulletin Board becausdiad not filed our 2008 Form
10-K by that date. Our common stock is currentiyléd on the pink sheets, a centralized quotatioficgemaintained by Pink OTC Markets
Inc. that collects and publishes market maker qufiteover-the-counter securities. Although our aoon stock is quoted in the pink sheets, a
regular trading market for the securities may resbstained in the future. Quotes for stocks ligigtie pink sheets generally are not listed in
the financial sections of newspapers and newspaftens devote very little coverage to stocks quatelely in the pink sheets. Accordingly,
prices for, and coverage of, securities quotedsaiethe pink sheets may be difficult to obtain.dddition, stocks quoted solely in the pink
sheets tend to have a limited number of market nsadwed a larger spread between the bid and askspthien those listed on the NYSE, NYSE
Amex or The Nasdag Stock Market. All of these fextmay cause
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holders of our common stock to be unable to reékell securities at any price. This limited tradalgo could decrease or eliminate our ability
to raise additional funds through issuances dfetwrities.

At its current levels, our common stock is considdra “penny stock” and may be difficult to sell.

SEC regulations generally define a “pennylstéa be an equity security that has a market poickess than $5.00 per share or an exercise
price of less than $5.00 per share, subject toifspesemptions. The market price of our commorcktourrently is less than $5.00 per share
and, therefore, is designated as a “penny stoatdraing to SEC rules. This designation requirestanoker or dealer selling these securities to
disclose certain information concerning the tratisagobtain a written agreement from the purchasel determine that the purchaser is
reasonably suitable to purchase the securitiessélndes may restrict the ability of brokers orldesato sell our common stock and may affect
the ability of investors to sell their shares.

Because we have never paid dividends on our comistock and have no plans to do so, the only retumymur investment will come
from any increase in the value of the common sto

Since beginning our current business, we Imatgaid cash dividends on our common stock andoddntend to pay cash dividends in the
foreseeable future. Rather, we currently intengetain future earnings, if any, to finance operagiand expand our business. Therefore, any
return on an investment in our common stock woolche only from an increase in the value of our comstock.

Two stockholders and certain of their affiliatespltectively, beneficially own a significant portioof our outstanding capital stock and
are able to influence our actions.

LED Holdings, Pegasus IV and certain of tladfiliates, collectively, beneficially own 239,98hares of our Series C Preferred Stock,
2,000,000 shares of our Series B Preferred Stodlbé1670,563 shares of our outstanding common stalgich represents approximately 82%
of our fully-diluted capital stock and 71% of thetwg power of all of our outstanding shares ofizdtock as of June 26, 2009. Due to the
significant amount of voting power held by LED Hinigs, Pegasus IV and their affiliates, they haweahility to greatly influence the election
of our board of directors and to approve or disaperall other matters requiring the vote of stod#bos.

Because there is a potential for significant futudilution of our existing stockholders, their perngage ownership and control over
company matters could be reduced.

Currently, we are authorized to issue up t5,d90,000 shares of our common stock. As of Jup@@®9, 30,182,066 shares of our common
stock were issued and we may be obligated to ispue 40,995,629 shares of our common stock ttdiheers of our outstanding 6%
Convertible Preferred Stock, Series B PreferrediStwarrants for the purchase of common stock kstptions and warrants to be issued
pursuant to a convertible note. The authorizedubigsued shares of common stock may be issued Ioysugh transactions and at such times
as our board of directors considers appropriatetisdr in public or private offerings, as stock tspdir dividends or in connection with mergers
and acquisitions or otherwise. Any such issuanatithnot made solely to all thexisting common stockholders proportionate to thegrest:
(as in a stock dividend or stock split) will resimtdilution to each stockholder by reducing hier percentage ownership of the total
outstanding shares.

We are contractually obligated to conducigats offering to all current common and preferreatisholders and all warrant holders and to
cause a registration statement regarding the rigffesing to be declared effective by the Secwsitead Exchange Commission (the “SEC”) no
later than July 31, 2009. To the extent that aividdal holder of common or preferred stock or vaaits does not subscribe for rights under the
proposed offering, the holder of the common orgnrefd stock or warrants may be diluted.
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Anti-takeover provisions in our charter documentsé under Delaware law could prevent or delay a clggnin control of our company.

Provisions of our certificate of incorporatiand by-laws may discourage, delay or prevent gereacquisition or change of control that a
stockholder may consider favorable. These provssinolude the ability to issue “blank check” preést stock. The existence of this provision
could limit the price that investors might be willi to pay in the future for shares of our commalst Provisions of Delaware law may also
discourage, delay or prevent someone from acquaingerging with us or obtaining control of us.

ITEM 2. Properties (see Items 1 and 2. Business atrtoperties).

ITEM 3. Legal Proceedings.

On February 19, 2008, Philips SSL filed aldeivsuit in the United States District Court faetDistrict of Massachusetts (“Massachusetts
I") against: (i) us; (ii) LED Holdings; and (iii) ED Effects, Inc., an entity whose assets were aequy LED Holdings Philips Solid-State
Lighting Solutions, Inc., et al. v. Lighting Scien@roup Corporation et a, U.S. District Court, District of Massachusett$yilCAction
No. 1:0¢-cv-10289). This lawsuit alleges that the defengl&watve infringed five (5) related patents all forimewned by Color Kinetics, Inc., a
company acquired by Philips SSL’s parent, KonikkliPhilips Electronics N.V., in August 2007. Theexsed patents are all directed to the use
of LEDs to produce different colors of light. Theneplaint did not specify any particular accuseddpiais. The lawsuit seeks injunctive relief
and unspecified compensatory and treble damageattordeys’ fees for the alleged patent infringetnBnSeptember 2008, Philips SSL
specifically alleged infringement of one or moraigis of the patents by twenty-six (26) of our praguworiginating out of LED Effects that
utilize red, green and blue LEDs to produce varimlsrs of light and one version of the EYELEDS qurot that has not yet been sold in the
United States. The twenty-six (26) accused produ@t® not and do not represent a significant poioour revenues.

On March 7, 2008, the Company and LED Efféitesl a complaint in Sacramento, California Supe@ourt (“California I") against
Koninklijke Philips Electronics N.V., Philips Elecnics North America Corporation and Philips Sdithte Lighting Solutions, Inc. as
successor to Color Kinetics Inc. (collectively, figgs”) ( Lighting Science Group Corporation, et al. v. Kddijke Philips Electronics, N.V., et
al., Superior Court of the State of California, CouafySacramento, Case Number 34-2008-00005454)cdhplaint alleges breach of the
covenant of good faith and fair dealing, breacficdafciary duty, intentional interference with ecanig relationship, negligent interference with
economic relationship, violation of Business & Rsdions Code § 17200, and misappropriation of tsadeets by Philips. The complaint
requests injunctive and monetary relief. The Coimplaas amended on March 19, 2008 to add LED Hgllias a plaintiff. Philips removed
the matter to Federal court in the Eastern Distric@alifornia, whereupon the Company filed a motior remand to state court. On June 3,
2008, the Federal court remanded the case bacalif@@ia Superior Court.

On April 18, 2008, Philips SSL amended its ptaint in the Massachusetts | action to add KorijikéIPhilips Electronics N.V. as a plaintiff
and to assert declaratory judgment claims whichtHfe most part, are mirror images of the claimslenia the California | action. The District
Court in the Massachusetts | action has orderddlibegpatent issues proceed and Philips’ declargtioigment counterclaims be stayed.

On July 9, 2008, the Company, LED Effects BB® Holdings answered the amended complaint irMagsachusetts | action and asserted
counterclaims that they do not infringe, the pateme invalid, the patents are unenforceable direetjuitable conduct before the Patent Office,
and other defenses.

On September 23, 2008, after receiving arlétten Philips asserting infringement of two patetitat were not asserted in Massachusetts I,
we filed a declaratory judgment action in the Udiftates District Court for the Eastern DistricGaflifornia (“California 11”) seeking to
declare U.S. Patent No. 7,250,774 owned by Phitipalid and not infringed Lighting Science Group Corporation v. U.S. Philips
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Corporation and Koninklije Philips Electronics N.MJ.S. District Court, Eastern District of Califéan Civil Action No. 2:08-cv-2238).

On September 26, 2008, Philips filed a conmpled the United States District Court for the Bittof Massachusetts (“Massachusetts 11”)
alleging that we infringe U.S. Patent No. 6,697,d#8cted to the use of LEDs to produce differentors of light and previously owned by
Color Kinetics, Inc. and U.S. Patent No. 7,250, difécted to a luminaire structuréhilips Solid-State Lighting Solutions, Inc., et\al
Lighting Science Group Corporation, et , U.S. District Court, District of MassachusettsyilCAction No. 1:08-cv-11650). The complaint
does not specify the products accused of infringgm&e moved, in part, to dismiss, transfer or skeyMassachusetts Il action in favor of the
California Il action. Philips moved to consolidaliee Massachusetts 1l action with the Massachukattgon.

On October 7, 2008, the Superior Court infOadia | issued a preliminary injunction againsilips preventing Philips from using or relyi
on any confidential or trade secret informationadtied from us. In granting the motion for a prefiary injunction sought by us, the court
found that we were “likely to prevail on the metiits our pending action against Philips.

On December 1, 2008, Philips moved to dismigsansfer the California 1l action. On Februarn2809 the California Il action was
dismissed in favor of the Massachusetts Il actimteeding.

On January 16, 2009, Philips filed a cross{oamt in the California | action against plaingifalleging six claims: (i) breach of contract,
(i) intentional interference with contract, (iitentional interference with contract with resptcthe Times Square Ball project,
(iv) misappropriation of trade secrets, (v) unfaampetition, and (vi) declaratory relief. We hailed an answer.

On February 9, 2009, in the Massachusettidragche Court consolidated proceedings regardir®) Patent No. 6,697,448 with the
Massachusetts | action, leaving only U.S. PatentMi2b0,774 directed to a luminaire structure @ Mmassachusetts Il action. We filed our
answer and counterclaims. A motion by us to stayMlassachusetts Il action while the Massachusettidn goes forward is presently before
the Court.

Discovery has been proceeding in the Calitotrand Massachusetts | actions. In the Califoraietion, Philips was sanctioned for failure to
properly respond to discovery requests and Philgid the Company five thousand United States do{ld6$5,000.00).

Various discovery and procedural motions ameding in the California | action and the Massaeltsd action.

On March 17, 2009, the Company and Philiperextinto a Stay Agreement to stay all the penduigns for thirty (30) days in order to
facilitate settlement discussions. The stay wasagbently extended to July 15, 2009.
ITEM 4. Submission of Matters to a Vote of SecurityHolders.

We held our Annual Meeting of StockholdersGxtober 2, 2008. The following matters were votady our stockholders at the Annual
Meeting:

1. The following directors were elected to serve-year terms, and the following number of stockhold®es were cast for each direct

Stockholder Votes Abstentions and

Nominee For Votes Withheld
Robert Bachma 22,430,96 26,23:
David Bell 21,056,39 1,400,79!
Donald Harkleroat 22,430,94 26,24¢
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Stockholder Votes Abstentions and

Nominee For Votes Withheld
Richard Kelsor 21,057,26 1,399,92!
Govi Rao 22,378,51 78,67¢
Bonnie Reis: 22,378,81 78,67
Daryl Snador 22,423,63 33,55¢
Richard Weinber 21,056,34 1,400,84!

All nominees for director were elected.

2. The amendment to the Lighting Science Group Cotmor2005 Equit-Based Incentive Compensation Plan (2005 Pla”) to
increase the number of shares authorized pursoah¢t2005 Plan from 500,000 shares to 5,000,08fkeshto increase for Covered
Employees (as defined in the Amended Plan) the mmaxi number of shares (underlying awards) that neagranted from 100,000
shares to 500,000 shares in any fiscal year, anelvtse the 2005 Plan to avoid adverse tax consegseesulting from changes in
applicable laws was approved with the following fnemof stockholder votes being ce

Broker Non-
Votes For Votes Against Votes / Abstained
22,349,971 97,838 9,384

PART I

ITEM 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.

Prior to the close of trading on May 18, 2009; common stock was traded over the counter @©fRiC Bulletin Board under the symbol
“LSCG.OB.” After the close of trading on May 18,() our common stock was removed from the OTC BolBoard because we had not
filed our 2008 Form 10-K by that date. Our commturek is currently traded in the pink sheets, amdized quotation service maintained by
Pink OTC Markets Inc. that collects and publisheskat maker quotes for over-the-counter securi@s.trading symbol in the pink sheets is
“LSCG.PK.” The pink sheets is a limited and spocadading market.

The following table sets forth the range afthand low bid information for our common stock fiee periods indicated below. The price
information available reflects inter-dealer pricethout retail mark-up, mark-down or commissiomanay not represent actual transactions.

Common Stock HIGH LOW
2009

First Quarte! $ 0.9C $0.52
2008

Fourth Quarte $ 3.3C $0.3¢
Third Quartel $ 5.3C $1.65
Second Quarte $ 7.2C $4.8(C
First Quartel $10.2( $2.8¢
2007

Fourth Quarte $10.6(C $4.4C
Third Quartel $11.4( $6.6(C
Second Quarte $10.4( $5.0C
First Quartel $ 8.4C $5.8(C
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As of June 26, 2009, there were 30,182,066eshaf common stock issued and held of record Ipyagimately 600 holders (inclusive of
those brokerage firms, clearing houses, banks #red cominee holders, holding common stock fomtfewith each such nominee being
considered as one holder).

The last reported sales price of our commoaoksin the pink sheets on June 26, 2009 was $68Hare.

We have not paid cash dividends on our comstock. We currently intend to retain future earsingany, to finance operations and
expand our business and, therefore, do not expexayt any dividends on our common stock in thedeeable future.

On July 6, 2005, our board of directors addpbe 2005 Plan, and a proposal to implement slashwas approved at the annual
stockholdersimeeting in August 2005. A total of 250,000 sharesoonmon stock were initially reserved for issuapoesuant to the 2005 Ple
In October 2008, the 2005 Plan was amended aratedsfthe “Amended and Restated Equity-Based Cosapien Plan”), and the total
number of shares of common stock reserved undekriended and Restated Equity-Based CompensationviRla increased to 5,000,000.

The following table sets forth information@fsDecember 31, 2008, with respect to compensatians under which shares of our common
stock may be issued.

Number of Securities

Number of Securities to be Weighted-Average Remaining Available
Issued Upon Exercise of Exercise Price of for Future Issuance
Outstanding Outstanding Under
Options, Warrants and Options, Warrants and Equity Compensation
Plan Rights Rights Plans
Equity Compensation Plans Approved by Security idrd 895,66° $5.77 3,263,08.

Equity Compensation Plans Not Approved by Secudityders — — —

On November 11, 2008, we issued a total ddBdshares of common stock to our seven outsiéetdirs in a private placement for
settlement of $20,000 due to each director as casgi®n for service as a director. This consideratvas based on the average closing pri
the stock for the period beginning September 1820@ ending September 30, 2008. These issuanceswempt from registration under the
Securities Act of 1933, as amended (the “Securiigs), pursuant to Section 4(2) of the Securithes.

On March 20, 2009, we issued a total of 237 $®ares of common stock to our seven outsidetdie® a private placement for settlement
of $20,000 due to each director as compensatiosdiice as a director. This consideration wasdasehe average closing price of the stock
for the period beginning December 1, 2008 and enBiecember 31, 2008. These issuances were exeonptrégistration under the Securities
Act pursuant to Section 4(2) of the Securities Act.
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Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
CAUTIONARY STATEMENTS REGARDING FORWARD LOOKING STA TEMENTS

This Annual Report contains certain forward-lookstgtements regarding management’s plans and dbgector future operations
including plans and objectives relating to our metrkg efforts and future economic performance. stajement in this Annual Report and in
the documents incorporated by reference into thisual Report that is not a statement of an hisarfact constitutes a “forward- looking
statement.” Further, when we use the words “maykpect,” “anticipate,” “plan,” “believe,” “seek,” “ estimate,” “intend,” and similar
words, we intend to identify statements and exfwasghat may be forward-looking statements. Weebelit is important to communicate
certain of our expectations to our investors. Téwvard-looking statements and associated risk$a¢t in this Annual Report include or
relate to, among other things, (a) our projectetesaand profitability, (b) our growth strategies) @nticipated trends in our industry, (d) our
ability to obtain and retain sufficient capital féuture operations, (e) our anticipated needs forking capital, and (f) the outcome of any
litigation against us. These statements may bedaumer “ MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIOI" and “ DESCRIPTION OF BUSINESS as well as in this Annual Report generally. Aaitevents or
results may differ materially from those discussefbrward-looking statements as a result of vasidactors, including, without limitation, the
risks outlined under “ RISK FACTOR&nd matters described in this Annual Report getigr

”u ” ”ou

Overview

We design, manufacture and market environniigriteendly LED lighting solutions for consumer dmprofessional applications. Our power
management, thermal management, controls and raleatronics designs are engineered to enhancéniigperformance, reduce energy
consumption, lower maintenance costs and elimithet@ise of hazardous materials.

Our revenues are primarily derived from saliedisplay lighting products, lighting products fine gaming industry, certain custom
developed lighting installations, lowbay fixturetsandard form factor retrofit lamps and light emginAlthough our financial results are
dependent in part on the pricing and cost of tipesducts, they are currently primarily dependentrenlevel of selling, general and
administrative, compensation and other operatinmpeses.

We entered into an Exchange and ContributigreAment on October 4, 2007 (the “Exchange Agreé€ineith LED Holdings, LLC, a
Delaware limited liability company (“LED Holdings”). ED Holdings was formed on or about June 5, 2@@The purpose of acquiring, and on
June 14, 2007 LED Holdings acquired, 100% of therafions and net assets of LED Effects, Inc. (“LEfects”), a California-based company
engaged in the business of designing, developidgr@amufacturing LED lighting applications. Pursunthe Exchange Agreement, we:

() acquired substantially all of the assets of LHBIdings including, among other things, $15,000,00cash and cash equivalents, 180 shares
of common stock of LED Effects Japan K.K., 200 slsasf common stock of Kabushiki Kaisha LED Systdesses, equipment, inventory,
accounts receivable, contracts, permits, recortusjratellectual property, and (ii) issued in excgarior these assets 2,000,000 shares of our
Series B Preferred Stock and 15,928,734 sharessfad to reflect the reverse stock split of our gam stock in January 2008) of our common
stock to LED Holdings (collectively, the “Acquisiti”). As a result of the Acquisition and, specifigaL ED Holdings’ acquisition of
approximately a 70% participating interest and @¥o&oting interest in the Company, we became a ritigjowned subsidiary of LED

Holdings as of October 4, 2007.

We accounted for the Acquisition as a revenseger. Accordingly, for accounting and financigorting purposes, Lighting Science Group
was treated as the acquired company, and LED Hgddivas treated as the acquiring company. Theretwedjistorical financial statements
presented in Item 8 of this Form 10-K for the périeginning on June 14, 2007 and ending on DeceB81het007 and the amounts used in
management’s discussion and analysis includedsrtdm 7 as they relate to this period are thdde® Holdings, presented in accordance
with FAS 154. Because LED Holdings had no operatjomor to its acquisition of the net assets of LEffects, the historical financial
statements included in Item 8 of
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this Form 10-K for periods prior to June 14, 200¢ those of LED Effects. Therefore, the historitahncial statements presented in Item 8 of
this Form 10-K for the period beginning on June2@07 and ending on December 31, 2007 include plkeations of LED Holdings from

June 14, 2007 through October 4, 2007 and the tidased operations of LED Holdings and Lighting &sie Group from October 4, 2007
through December 31, 2007. See Note 1 to the Ciolagetl Financial Statements.

On April 22, 2008, we acquired all of the datsling capital shares of Lighting Partner B.V.RRV"), a limited liability company
incorporated under the laws of the Netherlandssirumt to this acquisition, we paid $5,000,000 asded 4,632,000 shares of common sto
the former stockholders of LPBV. In order to satiahy indemnification obligations of the formerdtbolders of LPBV under the Share
Purchase Agreement, 1,120,000 of such shares w&tdack by the Company and will be held for agetof two years from the closing date,
subject to the limitations set forth in the ShavedPase Agreement. LPBV is a Netherlands-based anyngngaged in the business of
designing, developing and manufacturing LED anddeh based lighting fixtures for residential, comerad and retail applications.

On July 29, 2008, we acquired the net asgdtamina Lighting, Inc. (“Lamina”) for a purchaseige of $4,500,000. We also agreed to pay
an earn-out payment of up to $10,500,000 to Larhased on sales from products and components dedelmpLamina through December 31,
2009. The earn-out payment, if any, is anticipateble paid in the second quarter of 2010. Laming avBlew Jersepased company engaget
the business of developing and manufacturing kgigines for use in LED lighting fixtures and apations. In connection with the acquisition
of the net assets of Lamina, we also entered ihtoaa Authorization Agreement with BMO whereby BM@reed to provide us with a
$20 million line of credit. The line of credit ma&s on written demand by BMO, but in no event léiten July 25, 2009, and is guaranteed by
Pegasus Partners IV, LP (“Pegasus IV").

Results of Operations

Year Ended December 31, 2008 compared to the Pefiote 14, 2007 through December 31, 2007 (“Decem®arb Period”) and for LED
Effects for the Period January 1, 2007 through Jurie3, 2007 (June 2007 Stub Peri").

Revenue

Revenues for the year ended December 31, 2808 $20,759,000, as compared to $4,616,000 asd $800 for the December Stub Pe
and the June Stub Period, respectively. This iseréarevenues is primarily due to the combinatibthe operations of LED Holdings and
Lighting Science Group pursuant to the Acquisitionr acquisition of LPBV (the operations of whiate ancluded for eight months in 2008)
and the purchase of the net assets of Lamina fteetions of which are included for five month2008). On a pro-forma basis that includes
revenues from both LPBV and Lamina on a full-yeasib, total revenues for 2008 would have been $2360 compared to revenues of
$32,300,000, calculated on the same pro-forma pbasithe combined Stub Periods in 2007. The rddodh pro forma revenues in 2008 can
be attributed to a decrease in the sale of our BEMES products as well as a reduction in purchasembyof our primary customers in Europe
in 2008, which was partially offset by higher saletumes of retail display lighting, lowbay luminas and standard form factor retrofit LED
lamps from product lines not acquired from LPBVLamina.

Cost of Goods Sold

Cost of goods sold for the year ended Decer@be2008, were $16,689,000, as compared to $38@&and $2,606,000 for the December
Stub Period and the June Stub Period, respectiVhly.increase in cost of goods sold over thesegemvas primarily due to the increase in
sales volume arising from the combination of therafions of LED Holdings and Lighting Science Grgupsuant to the Acquisition, our
acquisition of LPBV (the operations of which arelided for eight months in 2008), the purchasédefriet assets of Lamina (the operations of
which are included for five months in 2008). Cooods sold for the December Stub Period anduhe $tub Period were $6,133,000, in the
aggregate, which was $10,556,000 less than cagiaids sold for the year ended December 31, 2008.
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The gross margin on revenues earned in 2088p4/#70,000 or 20% compared to $1,089,000 or 24#iei December Stub Period and
$1,069,000 or 29% in the June Stub Period. Thee&rs® in the total gross margin earned is due pilimarthe increase in total consolidated
revenues in 2008 over the period in 2007. The @deserén the percentage margin on revenues in 208&vimarily due to a change in product
mix as higher margin custom projects contributéoaer proportionate amount of revenue and higheupé production costs related to the
release of new lamp and fixture products in 2008.

Sales and Marketing Expenses

Summarized in the table below are sales antteting expenses comparing the year ended Dece3ih@008 with the December Stub
Period, the June Stub Period and the aggregatedé¢cember Stub Period and the June Stub Period:

Aggregate of th
December Stu
December Stu Period and thi

Period (June 1«

June Stub Perio

June Stub Perio

Year Endec 2007 througt (January 1, 200 (Year Endec
Decembe Decembe through June Decembe
31, 2008 31, 2007) 13, 2007) 31, 2007)

Sales and Marketing Expens $5,848,00! $963,00( $108,00( $1,071,001

Sales and marketing expenses increased signily during the year ended December 31, 2008 fremDecember Stub Period and the June
Stub Period. The increase in sales and marketipgrese is related to: (i) the additional sales aadcketing costs incurred related to the
products and businesses acquired pursuant to theigiton and from LPBV and Lamina, (ii) the devetoent of our sales agent network in
North America, (iii) the hiring of additional salasd marketing staff to assist with the implemeatabf our sales strategy and to support

launch of new products, and (iv) sales and promatiexpenses related to new product lines introdiirc@008. Sales and marketing expenses
for the December Stub Period and the June StubdPerre $1,071,000, in the aggregate, which wag7$4000 less than our sales and
marketing expenses for the year ended Decemb&08B.

Operations Expenses

Summarized in the table below are operatioperses for the year ended December 31, 2008 cechpathe December Stub Period, the
June Stub Period and the aggregate of the DecestblerPeriod and the June Stub Period:

December Stu
Period (June 1«

June Stub Perio

Aggregate of the
December Stu
Period and thi
June Stub Perio

Year Endec 2007 througt (January 1, 200 (Year Endec

Decembe Decembe through June Decembe

31, 2008 31, 2007) 13, 2007) 31, 2007)
Operations Expenst $13,786,00 $2,396,00! $128,00( $2,524,001

Operations expenses increased significantfinduhe year ended December 31, 2008 compardtetDécember Stub Period and the June
Stub Period mainly due to: (i) increases in the benof staff employed in supply management, ineclgd@mployees assumed pursuant to the
Acquisition, our acquisition of LPBV and the neseis of Lamina, (ii) increases in third party cantrcosts and external testing and
certification costs related to our research anctligment activities and (iii) additional provisioosapproximately $4,450,000 made against

inventory for obsolescence and slow moving items.
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Operations expenses for the December Stub PeribthanJune Stub Period were $2,524,000, in theegage, which was $11,262,000 less
our operations expenses for the year ended Dece3ib@008.

General and Administrative Expenses

Summarized in the table below are generaleamiinistrative expenses for the year ended DeceBhe2008 compared to the December
Stub Period, the June Stub Period and the aggrefjgtte December Stub Period and the June StubdPeri

December Stu
Period (June 1«

June Stub Perio

Aggregate of th
December Stu
Period and thi
June Stub Perio

Year Endec 2007 througt (January 1, 200 (Year Endec

Decembe Decembe through June Decembe

31, 2008 31, 2007) 13, 2007) 31, 2007)
General and administrative expen $23,225,00 $2,875,00! $330,00( $3,205,001

General and administrative expenses incredsgdg the year ended December 31, 2008 comparte tbecember Stub Period and the
June Stub Period mainly due to: (i) the incurreoice full year of staff costs for senior managersdin the fourth quarter of 2007, (ii) hiring
additional staff to fulfill certain management aaiministrative functions, (iii) increases in faii@s costs, primarily as a result of our comple
business acquisitions, (iv) an increase in legdlather professional fees in connection with ounpteted 2008 financings, and increased
activity related to patents and other intellecuralperty, (v) legal fees of approximately $5,000,08lated to the Philips litigation, and
(vi) compensation expense of $3,800,000 relatexitayrant of stock options and restricted stockrduthe year ended December 31, 2008.
General and administrative expenses for the DeceBitio® Period and the June Stub Period were $3@05in the aggregate, which was
$20,020,000 less than our general and administratipenses for the year ended December 31, 2008.

Impairment of Goodwill and Other Intangible Ass

Summarized in the table below are impairmémgfomdwill and other intangible asset expensestferyear ended December 31, 2008
compared to the December Stub Period, the JuneR&ibd and the aggregate of the December StubdPend the June Stub Period:

Aggregate of th
December Stu
Period and thi
June Stub Perio

December Stu

Period (June 1¢ June Stub Perio

Year Endec 2007 througt (January 1, 200 (Year Endec

Decembe Decembe through Jun Decembe

31, 2008 31, 2007) 13, 2007) 31, 2007)
Impairment of goodwill and other intangible as: $53,110,00 — — —

During the fourth quarter of 2008, we compdeteir assessment of the carrying value of the gdbamd intangible assets that we previol
recorded and determined that it was necessarnctrdan impairment charge in 2008. A number ofdecthat occurred in 2008 gave rise to
the impairment of the carrying value of the gootlasid intangible assets, including: (i) delayshia tlevelopment and launch of several new
products, (ii) delays in obtaining certificatiorss products, (iii) product failures, (iv) custordglays on custom projects, (v) the lack of the
availability of financing for customers to compleaignificant projects and installations, (vi) thengral slowdown in construction spending, and
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(vii) the reduction in the market price of our commstock and the multiple attributed to our comratotk. As a result of these factors, we
reviewed and amended our cash flow projectiong&mh of our businesses and products. Generallyeseed the sales forecasts that we had
otherwise relied on for our internal planning antetasting. This reduction in the future cash fl@fvthe business along with a reduction in
total enterprise value of the Company, based otr#ted market price for our common stock, resuhettie significant impairment charge in
2008. The impairment charge was made up of chagainst the following assets: (i) goodwill recora@eda result of the Acquisition
($42,606,000), (ii) technology and patents recong@tuant to the Acquisition ($2,420,000), (iii)oglwill recorded pursuant to our acquisition
of LPBV ($6,159,000), and (iv) trademarks, techggland patent and customer relationship assetsdeg@ursuant to our acquisition of
LPBV ($1,925,000). Included in the total goodwillazge related to the Acquisition is the additiog@bdwill that we recorded in response to
certain comments that we received from the Seesrdnd Exchange Commission related to our Form id-kKie year ended December 31,
2007.

Depreciation and Amortization Expens

Summarized in the table below are depreciaiuthamortization expenses for the year ended Diseesl, 2008 compared to the December
Stub Period, the June Stub Period and the aggref#ie December Stub Period and the June StubdPeri

Aggregate of th
December Stu

December Stu Period and th
Period (June 1« June Stub Perio June Stub Perio
Year Endec 2007 througt (January 1, 200 (Year Endec
Decembe Decembe through Jun Decembe
31, 2008 31, 2007) 13, 2007) 31, 2007)
Depreciation and amortizatic $4,354,00! %70,00( $7,00( $677,00(

Depreciation and amortization expense incias¢he year ended December 31, 2008 compardtetbécember Stub Period as we
recorded a full year of amortization of the intdiigiassets acquired pursuant to the Acquisitiod,ves also recorded amortization expense
related to the intangible assets acquired purdoamir acquisitions of LPBV and the net assetsarhina. Prior to the Acquisition in
October 2007, we had a significantly lower carryuadue for intangible assets and a significantlydo quarterly amortization rate. During the
June Stub Period, no intangible assets were aradriy LED Effects. Depreciation and amortizatiopenses for the December Stub Period
and the June Stub Period were $677,000, in theeggtg, which was $3,677,000 less than our depi@eiahd amortization expenses for the
year ended December 31, 20

Interest Expense (Ne

Summarized in the table below is interest espenet of interest income, for the year endeceBbder 31, 2008 compared to the December
Stub Period, the June Stub Period and the aggref#ie December Stub Period and the June StubdPeri

Aggregate of th
December Stu

December Stu
Period (June 1¢

June Stub Perio

Period and thi
June Stub Perio

Year Endec 2007 througt (January 1, 200 (Year Endec

Decembe Decembe through Jun¢ Decembe

31, 2008 31, 2007) 13, 2007) 31, 2007)
Interest expense (ne $1,237,00 $(172,00() $(1,000) $(173,00()
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Interest expense, net of interest income g@eed substantially for the year ended Decembe2(8B as we were in a net debt position for
most of the second half of 2008. During the sedwadfiof 2008, we incurred interest expense undeBHklIO line of credit and under the IFN
Finance and ABN AMRO lines of credit and term l@greements of LPBV. During the December Stub Peri@dhad net interest income as a
result of our significant cash balances from tlsaidgces of capital stock. During the June StulbBebiED Effects carried small average cash
balances resulting in net interest income. Netréseincome for the December Stub Period and the $tub Period was $173,000, in the
aggregate, which was $1,410,000 less than thentezest expense incurred during the year endedrblese31, 2008.

Other Income (Net)

Summarized in the table below is other incons,of other expenses, for the year ended Dece®&ih&2008 compared to the December !
Period, the June Stub Period and the aggregatedé¢cember Stub Period and the June Stub Period:

Aggregate of th
December Stu

December Stu Period and th
Period (June 1¢ June Stub Perio June Stub Perio
Year Endec 2007 througt (January 1, 200 (Year Endec
Decembe Decembe through Jun« Decembe
31, 2008 31, 2007) 13, 2007) 31, 2007)
Other income (expense)(ni $319,00( $744,00( $(35,000() $709,00(

For the year ended December 31, 2008 andhvéoDecember Stub Period, other income relates yn&girthe change in the fair value of the
derivative instruments that have been recordecgsalive liabilities and the accretion of the 6%&férred Stock redemption value. We
acquired the derivative liabilities pursuant to faguisition in October 2007. The value of our dative liabilities was calculated based on a
Black-Scholes model, which took into account thesitig price of our common stock at the end of téaggl, the risk free interest rate and the
remaining term to expiration of the derivative. ®ignificant income amount for the year ended Ddamm31, 2008 was primarily related to
decrease in our common stock price, which gavetoisereduction in the total derivative liabilityhieh was only partially offset by the net
accretion of the redemption value of the outstagd@i#o Preferred Stock. During the December StutoBethe significant amount of income
was mainly due to the conversion of a large nunotb&fo Preferred Stock which resulted in the reMasamounts previously accreted. LED
Effects had no derivative liabilities recorded tmadccounts during the June Stub Period. Otheniecmet of other expenses, for the December
Stub Period and the June Stub Period was $7090€ts aggregate.

Income Tax Expense (Bene

Summarized in the table below is the inconxestepense (benefit) for the year ended Decembe2@18 compared to the December Stub
Period, the June Stub Period and the aggregatedé¢cember Stub Period and the June Stub Period:

Aggregate of th
December Stu

December Stu
Period (June 1

June Stub Perio

Period and thi
June Stub Perio

Year Endec 2007 througt (January 1, 200 (Year Endec

Decembe Decembe through June Decembe

31, 2008 31, 2007) 13, 2007) 31, 2007)
Income tax expense (benet $(2,207,00i) $— $172,00( $172,00(
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The income tax benefit recognized during tearyended December 31, 2008 was mainly a resulif) 943,000 related to recording the
income tax benefit of the post-acquisition opexgatsses of LPBV and (ii) a reduction of the defdrtax liability related to the intangible
assets recorded on the acquisition of LPBV. We magerded the income tax benefit of the post-adtipisoperating losses of LPBV based on
its forecast results for future periods and prieans operating results. We have not recorded incarmbenefits on any operating losses of our
U.S. operations due to the fact we have no pristohy of operating income and we have substangiabperating loss carryforwards.

During the December Stub Period, no incomeestgense or benefit was recognized for severabrsag-irst, prior to the Acquisition, LED
Holdings’ business was conducted through a limiegaility company and all tax related costs anddfis were passed through to the interest
holders of the limited liability company. Secont,aperations subsequent to the Acquisition wenedemted by the Company, which had no
prior history of operating income and had significaet operating loss carryforwards. Thereforeincome tax expense or income tax benefit
from operating losses was recorded in the Decel@hdy Period. During the June Stub Period, the irctar expense of $172,000 relates tc
tax expense recorded on the operating income of EE€xts.

Liquidity and Capital Resources

Our primary sources of liquidity have beenrsterm loans from Pegasus IV, our cash reservasysifrom our lines of credit with BMO,
ABN AMRO and IFN Finance, other short-term loand aash flows from operating activities. We are ently dependent on Pegasus IV for
our liquidity needs because our other historicakses of liquidity are insufficient or unavailalitemeet our anticipated working capital needs.
Cash outflows are primarily tied to procuremeninventory and payment of salaries, benefits andratiperating costs. As of May 29, 2009,
we had a backlog of open orders of approximate|2@3000. These orders are expected to ship thootd909. We also recorded
approximately $600,000 of unearned revenue whicimlyneepresented deposits received for milestonerants achieved on custom projects.

During 2008, we used approximately $28,79380€ash in operations including net investmentsgarating working capital. This was
mainly as a result of payments for our operatingt£dDuring 2008, we also used approximately $2200 in our investing activities. The
main uses of cash from investing activities wengnpents totaling $6,190,000 made to complete theiattagpn of LPBV in April 2008 and
payments totaling approximately $4,763,000 to aegtlie net assets of Lamina. We also purchasecpyognd equipment totaling
approximately $1,671,000.

During 2008 and 2009, we had borrowings purst@certain unsecured promissory notes. Spetifican December 19, 2008, we borrov
$1,950,000 from Pegasus IV and $50,000 from cedtioers of the Company, including Govi Rao, oura@man and former Chief Executive
Officer. On March 2, 2009, we repaid $7,500 borrdrem one of our officers, and amended the otlwstanding promissory notes to extend
the maturity date from March 2, 2009 to June 3@2®We subsequently borrowed an additional $9,%), the aggregate, from Pegasus IV
pursuant to three separate promissory notes issué@bruary 13, 2009, April 17, 2009 and May 102l of the notes, except the note
issued on May 11, 2009 bore interest at a rat&op8r annum. The note issued on May 11, 2009 Inbeecist at 14% per annum. The table
below sets forth a summary of these promissorysyateluding the dates they were issued, the ag¢gegmount borrowed and the maturity
date of such notes.

Aggregate Amout
Borrowed Unde

Date Notes Maturity Date
December 19, 200 $2.0 million March 2, 200
February 13, 200 $7.0 million June 30, 200
April 17, 2009 $2.0 million May 15, 200¢
May 11, 200¢ $0.5 million May 31, 200¢
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On May 15, 2009, we entered into a convertilite agreement (the “Convertible Note”) for appmately $31,650,000 with Pegasus IV.
Specifically, pursuant to the Convertible Note, eerowed approximately $13,150,000 on May 15, 2808 approximately $18,500,000 on
May 27, 2009. Interest on the outstanding princiizdhnce under the Convertible Note accrues atatieeof 14% per annum. All principal and
accrued interest on the Convertible Note is dutherearlier of: (a) July 31, 2009 or (b) the clgstate of the Rights Offering (discussed
below). If the registration statement for the RggBiffering is declared effective by the Securides Exchange Commission prior to July 31,
2009, the maturity date would be extended untildiosing date of the Rights Offering, but in no miveill the maturity date be later than
September 3, 2009. The proceeds of the borrowingee Convertible Note were used to repay the pgsamy notes issued to Pegasus IV,
together with accrued interest thereon, and toquaigtanding principal amounts under the BMO linerefdit. So long as any amounts remain
outstanding under the Convertible Note, we mustialthe prior written consent of Pegasus IV pribbrrowing more than $5,000,000 mill
in the aggregate pursuant to the BMO line of credit

As a condition to entering into the promissooge on February 13, 2009, and as the conditianlatar amended upon entering into the
Convertible Note, we agreed to use our best effortonduct a rights offering (the “Rights Offertihgoursuant to which we would offer at le.
38,916,295 units at $1.006 per unit and causeiatration statement regarding the Rights Offerimdp¢ declared effective by the SEC no later
than July 31, 2009. As currently contemplated dildel Rights Offering is consummated, the holdérsuy common stock, 6% Convertible
Preferred Stock, Series B Preferred Stock, andamgsito purchase common stock (the “Holders”) meileive one subscription right to
purchase one unit at $1.006 per unit, each uniisting of 1.006 shares of newly authorized Sdii¢¥referred Non-Convertible Preferred
Stock (“Series D Preferred Stock”) and one wartamturchase one share of our common stock, folyemee share of common stock issued (or
issuable upon conversion or exercise) to such Haldehe record date of the Rights Offering. Aduliglly, each of our employees will be
entitled to participate in the Rights Offering for aggregate amount of up to 10% of the rightsedf¢o the Holders. The source of the rights
allocated to employees will be determined at theetof the Rights Offering. We plan to keep the Rigbffering open for a period of 30 days.

On the closing date of the Rights Offering;le#1.006 of outstanding principal and interesttenConvertible Note would automatically
convert into one unit in the Rights Offering, ahé Company would be released from all liabilityé@spect of the repayment of principal and
interest. Pegasus IV also has the option to comleotr a portion of the outstanding principal antérest on the Convertible Note prior to the
closing of the Rights Offering. Because of the asion features of the Convertible Note and themalry nature of participation in the Rights
Offering by the Holders, we may receive little aradditional capital as a result of the Rights @xfig (other than the $31,650,000 already
funded by Pegasus IV).

At December 31, 2008, we entered into agreésngith two of our law firms whereby we issued 228 shares of Series C Preferred Stock
to such firms to settle their outstanding legakfaethe aggregate amount of approximately $3,2,W/e also issued warrants for the
purchase of 3,776,078 shares of common stock tofaues. The warrants to purchase common stocleaeecisable only following the
dissolution, winding-up or change of control of thempany or the repurchase or other acquisitiotheyCompany of all of the Series C
Preferred Stock. These shares of Series C Pref8toatk and warrants were subsequently acquirecegps$ts IV and Govi Rao.

As previously discussed, in July 2008, we @eglthe net assets of Lamina for $4,500,000. hmeation with this acquisition, we entered
into an agreement with BMO to obtain a demand d¢iheredit in the amount of $20,000,000. The demlaredof credit is available to us for
working capital and other corporate purposes. Aglay 29, 2009, the amount of indebtedness owedh&yCompany on the BMO line of cre
was approximately $2,500,000. The BMO line of creatures on written demand by BMO, but in no evatgr than July 25, 2009. In the
event that the line of credit is called by BMO prio July 25, 2009 and the Company has not obtadttednative financing, Pegasus IV has
agreed to extend a bridge loan to the Companygddosix months for the amount of the theutstanding aggregate principal amount of the
of credit plus an additional $2,000,000 (up to ggragate of $20 million).
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To finance our acquisition of LPBV, we sol®&3,333 shares of common stock to LED Holdingsymsto a stock purchase option
granted to LED Holdings pursuant to the AcquisitiorOctober 2007. We received $10,000,000 as cenditn for this issuance to LED
Holdings. LPBV has also negotiated short- and ltrg: debt facilities with ABN AMRO and a workingpital facility with IFN Finance. At
March 31, 2009, the total amount outstanding utide ABN AMRO facilities was approximately $1,92900énd the total amount outstanding
under the IFN Finance facility was $1,905,000. Weeraquired to maintain a solvency ratio (equityatial assets) in excess of 35% pursuant to
our short- and long-term facilities with ABN AMR®/e are currently not in compliance with this covetrend have not been since
December 31, 2008. We have discussed a plan tadseme noncompliance and expect a plan to be imefged in the second quarter of 20
If we are not able to remedy the noompliance with this covenant, ABN AMRO would héte right to accelerate the repayment obligatio
the long-term facility and cancel the line of ctedi

We pay dividends on our 6% Convertible Preféi$tock four times annually: February 10, MayAlgust 10 and November 10. Based on
the number of shares of 6% Convertible PreferrediSturrently outstanding, we expect to pay up40,800 annually to satisfy our dividend
obligation.

Since February 19, 2008, we have been invalveetent infringement litigation with Philips. &gfically, Philips seeks injunctive relief a
compensatory and treble damages and attorneysfdealieged infringement of certain patents. Werza predict with any significant degree
of certainty the outcome or resolution of this laiwsr the timing for its resolution. We have inma and may continue to incur significant
expenses in defending and prosecuting this litigatand we may incur damages if we are found ligdRhilips If the final resolution of this
litigation is unfavorable to us, our financial cathwh, results of operations and cash flows willhaterially adversely affected.

Currently, our strategy includes the outsagaf certain manufacturing operations. Accordingiycept for any expenditures required to
produce production tooling and molds for use byamtract manufacturers, we have made minimal tnvests in plant and equipment. If we
increase sales and product deliveries, we maydpérezl to make additions to select functional akegnd current anticipated levels. Further,
if we were to undertake the manufacture of certaiall of our products, capital expenditures wonlctease.

We have embarked upon an aggressive desigdesaopment program in conjunction with bringing products to market. Furthermore,
we have acquired the assets and businesses of BRBYamina during the last twelve months. If wesrecessful in marketing our current
products and developing additional new products®make further acquisitions, additional capitalyrba needed to fund the manufacturing
process to produce finished goods and supporeetpgned investment in working capital. We may bguieed to raise additional capital to m
our obligations and to complete the commercialaratf certain of our products currently being depeld, to increase our marketing efforts or
to make additional acquisitions.

As reflected in the consolidated financialtsients, we have incurred comprehensive lossg96f850,000) and ($4,892,688) during the
years ended December 31, 2008 and 2007, respgcthetiscussed in the operating results compayrigen2008 loss included, among ot
items, a $53,110,133 impairment charge for goodavitl intangible assets, approximately $7,000,00(kase in legal fees, a $6,634,000
increase in overall operating expenses as a rekthie two acquisitions and the start up of otinéerinational operations made during 2008, a
$4,450,000 provision for obsolete and slow movimgentory, and a $2,050,187 compensation expenaideio the grant of stock options and
restricted stock during the year ended Decembe2@18, which substantially depressed our operatiogme. In addition, at December 31,
2008, our current working capital level was instiffint in our view to sustain our current levelopérations without substantial cost reducti

In response to these trends and conditiongreén the process of implementing a strategin pdaalleviate liquidity shortfalls, including:
consolidating operations, specifically relocatingahcial operations from Dallas, Texas and the apmrs based in Westampton, New Jersey to
our Satellite Beach, Florida offices; (ii) elimiiray a substantial number of positions in both ourdpean and U.S. operations (total headcount
reduction is anticipated to be approximately seyentployees by September 1, 2009, of which fortg-terminations will have been
completed as of June 30, 2009); and, (iii) reducipgrating expenses, specifically curtailing thpedty sales and marketing expenses, reducing
legal expenses, and reducing third party professiservices for technology and operations. In @aidlito improve gross margin, we are in the
process of: (i) outsourcing certain productiondatcact manufacturers; (ii) negotiating lower syppbsts; (iii) consolidating vendors; and, (iv)
reprioritizing the our product line.

Although we are taking significant steps toréase revenue, reduce costs, and preserve casta®f sustain operations and achieve a
flow positive position on a monthly basis by the ef the fourth quarter 2009, there can be no asserthat all restructuring plans will be
implemented or will be implemented in a timely manto achieve such results.

Negative developments in the latter half dd2@nd during 2008 and 2009 in the global credit securitization markets have resulted in
uncertainty in the financial markets in generakvilie expectation of the general economic downtomtinuing through at least the second
of 2009. The global economic crisis and turmoithia global financial markets has adversely impaotetbusiness, the businesses of our
customers from whom we generate revenues and éented sources of capital financing. As a resui, have had difficulty identifying
conventional lending sources. While we believe thatcurrent cash balances, amounts available unddme of credit and other credit
facilities, the cash received from the sale of aducts and the anticipated proceeds from thetRigffering will be sufficient to meet our
expected cash needs, we may need to seek othatipbsmurces of outside capital including entestigitegic business relationships, bank
borrowings, and public or private sales of shafesuo capital stock or debt or similar arrangemelitae raise funds by selling additional
shares of our common stock or securities convertittb our common stock, the effective ownershtpriest of our existing stockholders will
diluted. If we are unable to obtain sufficient adéscapital when needed, our business and futwgppcts will be adversely affected.
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Item 8. Financial Statements and Supplementary Data
The financial statements and supplementary iiuired by this item are included in Part I\ épit15 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 Procedures

We maintain disclosure controls and proced(aeslefined in Rules 13a-15(e) and 15d-15(e) utideBecurities Exchange Act of 1934, as
amended) that are designed to provide reasonafillezace that the information required to be digdsy us in reports filed under the
Securities Exchange Act of 1934 is recorded, psegssummarized and reported within the time psrgpeecified in the rules and forms of the
Securities and Exchange Commission.

We carried out an evaluation subsequent tpéhed covered by this Annual Report, under thgesuision and with the participation of our
management, including our Chief Executive Officed &enior Vice President, Strategy and Financtheokffectiveness of our disclosure
controls and procedures as of the end of the pedwedred by this Annual Report. Based on that eatedn and the identification of the matel
weaknesses in internal control over financial répgrdescribed below, our Chief Executive OfficadéSenior Vice President, Strategy and
Finance, concluded that our disclosure controlspndedures as of December 31, 2008 were not afect

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establisaimmaintaining adequate internal control oveariitial reporting as that term is defined in
Securities Exchange Act of 1934, as amended, RiBlasl 5(f) and 15d-15(f). Our internal control ofieancial reporting is a process designed
to provide reasonable assurance regarding thdiléliaof our financial reporting and the prepacatiof our financial statements for external
purposes in accordance with U.S. generally accegatedunting principles. Our internal control ovieahcial reporting includes those policies
and procedures that (i) pertain to the maintenafcecords that, in reasonable detail, accuratetyfairly reflect our transactions and
dispositions of our assets; (ii) provide reasonalskgurance that transactions are recorded as aecéspermit preparation of our financial
statements in accordance with U.S. generally aedestcounting principles, and that our receiptseaquénditures are being made only in
accordance with authorizations of our managemeshénectors; and (iii) provide reasonable assuraagarding prevention or timely detecti
of unauthorized acquisition, use or dispositiomof assets that could have a material effect orfioancial statements.

In order to evaluate the effectiveness ofintarnal control over financial reporting as of Batber 31, 2008, as required by Section 404 of
the Sarbanes-Oxley Act of 2002, our managementuwziad an assessment based on the criteria setridrtternal Control—Integrated
Framework issued by the Committee of Sponsoringrgtions of the Treadway Commiss(the “COSO Framework”). In accordance with
the COSO Framework, management exercised its judptoeletermine the nature and extent of testetoded in performing its assessment.
Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. In addition, projections of
any evaluation of effectiveness to future periodssaibject to the risk that controls may becomdeqaate because of changes in conditions or
that the degree of compliance with the policiepraicedures may deteriorate.
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Under the supervision and with the participatbf our management, including our Chief Execu@féicer and Senior Vice President,
Strategy and Finance, we conducted an evaluatitimeaéffectiveness of our internal control ovegfigial reporting in connection with
preparation of this Annual Report. As a resulthefde assessments, we have concluded that ourahtemtrol over financial reporting was not
effective as of December 31, 2008 as a resultehtaterial weaknesses described below. A mategakness is a control deficiency, or
combination of control deficiencies, that resuftsriore than a remote likelihood that a materiakmatement of the annual or interim financial
statements will not be prevented or detected.

The material weaknesses described below wereagly due to our acquisitions of LPBV and Lamidaring fiscal year 2008 and the
Acquisition during fiscal year 2007. The acquiresinesses were not public companies and did natteiaieffective controls over financial
reporting. As a result, we have had difficulty coligating and integrating the financial accountopgrations of these acquired businesses.
Specifically, we identified the following materiakeaknesses:

. We failed to implement processes to ensure perimdicitoring of our existing internal control acties over financial reporting

. We did not maintain sufficient staffing of persohwé&h an appropriate level of knowledge, expereaad training in the applicatic

of U.S. generally accepted accounting principlésC $eporting requirements and in internal conts@rdinancial reporting
commensurate with our financial reporting requiratae

. Due to our limited resources and our continuedgirgtgon of the acquisitions of LPBV and Lamina dgrfiscal year 2008 and tl
Acquisition during fiscal year 2007, we were unaile(i) adequately assess whether our existingrotsnwere operating as designed
and (ii) effectively implement additional necesseaontrols. Further, certain controls that were tdie as requiring remediation or
implementation were not completed as of Decembe2@Q8.

Because management’s recent assessment lagted material weaknesses and in light of ouria@tpuns of LPBV and Lamina during
the year ended December 31, 2008, we intend tratdhird party consultant to perform a more thmyto and extensively documented
assessment based on the COSO Framework.

In light of these material weaknesses, wequeréd additional analyses and procedures in oadeonclude that our consolidated financial
statements for the year ended December 31, 20081t in this Annual Report on From 10-K were faplesented in accordance with U.S.
generally accepted accounting principles. Accongingianagement believes that despite our mategakwesses, our financial statements for
the year ended December 31, 2008 are fairly preddntaccordance with U.S. generally accepted atdoauprinciples. Our management
completed its assessment of the effectivenessrahternal control over financial reporting as aéé@mber 31, 2008, and in performing its
assessment, identified the material weaknessesiltled@bove. These material weaknesses have beamsded with the Audit Committee. The
Audit Committee will oversee management’s impleragah of the remedial measures described belown®yementing these remedial
measures, management intends to improve our inteon&rol over financial reporting and to avoid el misstatements in consolidated
financial statements prepared for external purpaeebe future. Our management is working undergtipervision of the Audit Committee to
identify and implement additional corrective acgpwhere required, to improve the effectivenessunfinternal control over financial
reporting, including the enhancement of systemsprodedures.

We have implemented or are implementing tieviong measures, which have materially affecteda@ reasonably likely to materially
affect our internal control over financial repogin

. The hiring of key additional accounting staff airthhcial reporting stafi

. The acquisition of accounting and financial repagtresearch tools for the use of our st
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. The initiation of an ongoing and comprehensiveewenvof financial controls and procedures to addiiessssues identified above ant
bring us into compliance with the requirementshef $arban«-Oxley Act with respect to internal controls andgegdures

. The implementation of an Enterprise Resourcerifansoftware program designed to automate aneésyatze internal control over
financial reporting; an

. The engagement of the services of an independtarhad controls consultant to document, test anebldg current and expand
internal controls and procedur:

Management believes that, through implememtatf the measures noted above, we have begurldregin to address the conditions
identified above as material weaknesses. We arédtonimyg the effectiveness of these measures, amdiiointernal control over financial
reporting on an ongoing basis. We are continuingstess our remediation plans and will take furtletion, as appropriate, to strengthen our
internal control over financial reporting.

This Annual Report does not include an attestaeport of our independent registered publicoanting firm regarding internal control o\
financial reporting. We were not required to hawvar, have we engaged our independent registereicaddounting firm to perform, an audit
on our internal control over financial reportingrpuant to temporary rules of the Securities ancherge Commission that permit us to pros
only management’s report in this Annual Report.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal comvek financial reporting during the fourth quarséfiscal 2008 that have materially affected
are reasonably likely to materially affect, oureimtal control over financial reporting.

Item 9B. Other Information.

None.
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PART Il
Item 10. Directors, Executive Officers and Corpora¢ Governance.

Our board of directors consists of eight @gctors. Our bylaws allow for the number of digstto be set by the board of directors.
Directors are elected annually to serve one-yearde

In connection with the Exchange Agreementewiered into the Stockholder Voting Agreement, date of October 4, 2007, by and among
us, LED Holdings, Ronald Lusk, Donald Harkleroadyyd Snadon and Robert Bachman (the “Voting Agregi)eThe Voting Agreement
governs the voting of stock held by LED Holdingsl @he other parties thereto in the election of memiof the board of directors and has a
term of two years. It provides that the board oédliors of the Company is to consist of nine doectvith: (i) four persons designated by the
holders of the majority of the Series B Preferréath, (ii) four persons designated by the boardigctors and (iii) the Chief Executive Offic
of the Company.

Set forth below is information concerning directors and executive officers:

Name Age Position

Zach Gibler 42 Chief Executive Office
Kathryn L. Reynold: 45 Senior Vice President, Strategy and Fing
Stephen Hamiltol 44 Vice Presiden— Finance
Frederic Maxik 47 Chief Scientific Officel
Govi Rao 46 Chairmar

Robert Bachma 67 Director

David Bell 65 Director

Donald Harkleroat 61 Director

Richard Kelsor 62 Director

Bonnie Reis: 53 Director

Daryl Snador 62 Director

Richard Weinber 49 Director

Zach Gibler 42, joined us as Vice President of Business greent in October 2007 and until June 2009 sergamlia Chief Business
Development Officer. Mr. Gibler was appointed toveeas our Chief Executive Officer on June 11, 2@@%r to joining the Company, from
1994 until 2007, Mr. Gibler held a variety of pasits in sales management, marketing, and technalegglopment with Acuity Brands, Inc.
corporation headquartered in Atlanta, Georgia degigns, produces and distributes indoor and oufiigitting fixtures and related products.
Mr. Gibler most recently served Acuity Brands fr@®04 to 2007 by holding the position of Vice Presidof Product and Market Developm
for Holophane Lighting, Inc., one of its subsidéi

28




Table of Contents

Kathryn L. Reynolds, 45joined us as Senior Vice President, StrategyFandnce in March 2009. Prior to joining us, Ms. Relgds workec
for Merrill Lynch & Co., Inc. from 1989 to 2002, 1séng eight years in International Investment Bamgkand five years in International Wealth
Management where her last position was head ofd@Bbvate Wealth Services, the business operaiiitgshe created and implemented to
service the wealth management needs of family edfaround the world. After retiring from Merrill bgh in 2002, Ms. Reynolds started her
own company in 2003, Reynolds Wallbrink LLC prowidistrategic consulting, restructuring and capéaading services to small, privately h
companies. Clients included Securimetrics, Overfiinancial Services, Coldwell Banker Europe, Calpp€hpital and IX Energy. Ms.
Reynolds is an operating advisor for Pegasus Qagpitaffiliate of LED Holdings and Pegasus IV, ¢angest stockholders that collectively
own 82.3% of our common stock.

Stephen Hamilton, 44served as our Chief Financial Officer from NoveanB0O5 through October 4, 2007. He served as Niesident-
Corporate Controller from October 4, 2007 throughiaary 11, 2008. He was appointed to serve a¥igarPresident — Finance on
February 12, 2008. Prior to joining us, Mr. Hamiltwas a consultant with Grant Knauth, LLP from $egter 2004 through October 2005, .
he served as Chief Financial Officer of Quadrerermational Holdings, Limited, a multi-national coamy operating an electronic marketplace
from January 2001 through September 2004.

Fredric Maxik, 47 served as our Chief Technology Officer from JAf84 to October 2007. He also served as a diréctor August 2004
to October 2007. He was appointed Chief Scien®fificer in October 2007. After graduating from Batdllege with a bachelor’s degree in
physics and philosophy, Mr. Maxik began his careigh Sansui Electronics in 1983 in Tokyo, Japan rettee became vice president of proc
development. In 1990, he was recruited to the jposdf vice president of product development folk@m Electronics in Osaka, Japan. In 1¢
Mr. Maxik formed a product development consultiitgnf In 2002, he formed an environmental productsgany, which developed the
intellectual property that eventually became thagipal asset of Lighting Science, Inc. that waguaed by us in June 2004. Mr. Maxik
received his honorary PhD in physics from the Ursitg of Hong Kong in 1993.

Govi Rao, 46 joined us as Chief Executive Officer and Chairrofiour board of directors in October 2007. SingeelJ14, 2007, Mr. Rao
has also served as President and CEO of LED Hddmgy largest stockholder which beneficially o#3s0% of our common stock. Prior to
that, Mr. Rao served as Vice President and GeMamabger for Philips Solid State Lighting from Jarpu2006 through June 2007. From Ma
2003 through December 2005, he served as Vicedersof Business Creation and Brand for Philipshtigg Company, and he was Senior
Director of Professional Business for Philips Liglgt Company from July 2002 through February 2008. R&o does not serve as a director of
any other public company. Mr. Rao is an operatithgjsor of Pegasus Capital. Pegasus Capital isfdiataf of LED Holdings and Pegasus 1V,
our largest stockholders that collectively benefigiown 82.3% of our common stock. Effective aslofe 11, 2009, Mr. Rao no longer served
as our Chief Executive Officer, but he continuedeove as Chairman of our board of directors.
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Robert Bachman, §/has served as a director for us since Septenil®&. Me is the president and a director of USGE$ters
Management Company, Inc., a Dallas-based investmenthant bank that is the general partner of US®&&stors, L.P., a private venture
capital/equity fund. Mr. Bachman'’s service as a menof the board of directors is governed by théingpAgreement.

David Bell, 65 was appointed a member of our board of direéto@ctober 2007. Mr. Bell filled one of the fourcamcies resulting from
the Acquisition and was appointed pursuant to tbéng Agreement discussed above. Mr. Bell serveab@€hairman of our Compensation
Committee. Since March 16, 2006, Mr. Bell has seéra® Chairman Emeritus of The Interpublic Grougompanies (“Interpublic”), a
provider of advertising, specialized marketing anchmunication services. Previously, he served &spoblic’'s Co-Chairman from
January 2005 until March 15, 2006, Chairman anefdakecutive Officer from February 2003 to Janu2®@5 and Vice Chairman from
June 2001 to February 2003. From March 1999 to 2001Bell served as Chairman and Chief Executiviéc@r of True North
Communications, Inc., a provider of advertising amatketing communication services. From 1992 toddr999, he served as Chairman and
Chief Executive Officer of Bozell Worldwide. Mr. Beserves on the Board of Directors of Warnaco @rtnc. and Primedia, Inc. Mr. Bell is
currently Chairman of PRO-AD PAC (the advertisindustry’s political action committee) and is thea@man of the Board of Directors of
The National Forest Foundation and Co-ChairmamefAdvertising Council Advisory Group. Mr. Bellédso an operating advisor of Pegasus
Capital. Pegasus Capital is an affiliate of LED diofys and Pegasus IV, our largest stockholderscthitectively beneficially own 82.3% of o
common stock.

Donald Harkleroad, 63has served as a director for us since Septenil®®. Me is president of The Bristol Company, arahth-based
holding company with interests in the food, tecloggl, and merchant banking industries. Mr. Harkldieaervice as a member of the board of
directors is governed by the Voting Agreement.

Richard Kelson, 62was appointed a member of our board of diredto@ctober 2007. Mr. Kelson filled one of the faiacancies
resulting from the Acquisition and was appointedspant to the Voting Agreement discussed above Kidison serves as Chairman of our
Audit and Executive Committees. Mr. Kelson currgisgétrves as a member of the Board of Directors @idi¥Vestvaco Corporation and PNC
Financial Services Group, Inc. He retired from Adctnc. in 2006, where he served as Chairman’s aluMr. Kelson also served as Alcoa’s
Executive Vice President and Chief Financial Offita nearly a decade. Prior to that, he was Alsd@&ecutive Vice President —
Environment, Health and Safety and General Counsel,a member of the Executive Counsel, whichasstimior leadership group that
provides strategic direction for the company. Siheee 14, 2007, Mr. Kelson has served as a menithéi® Holdings. Mr. Kelson is also an
operating advisor of Pegasus Capital. Pegasusal&pdn affiliate of LED Holdings and Pegasus dUr largest stockholders that collectively
beneficially own 82.3% of our common stock.

Bonnie Reiss, 53was appointed a member of our board of diredto@ctober 2007. Ms. Reiss filled one of the foaca&ncies resulting
from the Acquisition and was appointed pursuarithéoVoting Agreement discussed above. She serv€sasman of our Sustainability
Committee. Ms. Reiss has more than 25 years ofriexqme in business and entertainment law, politicghnizing, finance and event
production, as well as management of non-profits. Reiss served as Senior Adviser to Arnold Scheveegger's Gubernatorial Campaign in
2003 and served as the senior advisor to the Goweuring his first term, where she was involvedlinpolicy development, state budgeting,
political strategy, homeland security and legisktnalysis. She served on the California StatedBoBEducation from 2003-2005 and
continues to advise the Governor as a board meaotflibe California Recovery Team. Ms. Reiss is @smperating advisor of Pegasus Caf
Pegasus Capital is an affiliate of LED Holdings &sdjasus IV, our largest stockholders that colleltibeneficially own 82.3% of our
common stock.

Daryl Snadon, 62has served as a director for us since Septenl®&. He is the owner of Beltway Development Companpallas-based
real estate development company with a 30-yearatipgrhistory. Mr. Snadon is the principal owne2&fseparate commercial properties in
Texas and other states. He serves as an officediegxtor of numerous privately held corporaticas managing partner of numerous joint
ventures, and as a member or partner of numenmited liability companies and partnerships. Mr. &nas service as a member of the board
of directors is governed by the Voting Agreement.
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Richard Weinberg, 49vas appointed a member of our board of diredto@ctober 2007. Mr. Weinberg filled one of the fmacancies
resulting from the Acquisition and was appointedspant to the Voting Agreement discussed abovesdrees as Chairman of our Governance
Committee. Mr. Weinberg joined Pegasus Capital partner in 2005. Pegasus Capital is an affiliieD Holdings and Pegasus IV, our
largest stockholders that collectively beneficiaiyn 82.3% of our common stock. Mr. Weinberg hasrd@8 years of business development
and complex financial and legal restructuring eigere. From 2000 to 2005, Mr. Weinberg served a® GEG-| Holdings (f/k/a GAF
Corporation), leading that entity’s bankruptcy resturing efforts, and from 1993 to 2005, he seras@eneral Counsel and a senior executive
of GAF Materials Corporation and International Spkg Chemicals, Inc., building products and spkgiehemicals companies, respectively.

Members of Audit Committee and Audit Committee Financial Expert
The members of the Audit Committee are:

Richard Kelson — Chairman
Robert Bachman
David Bell

Our board of directors has determined thatdvedelson, Bachman and Bell are each “audit catamfinancial experts” as such term is
defined in Item 401(h)(2) of Regulation S-K.

Code of Ethics

We have adopted a code of ethics that is egigle to all our employees and, in particular,uo senior officers including our Chief
Executive Officer, Senior Vice President, Stratagg Finance, and Vice President — Finance. A cdlgeocode of ethics may be obtained
from us without charge by writing to us at the daling address:

Lighting Science Group Corporation
120 Hancock Lane,
Westampton, NJ 08060

Section 16(a) Beneficial Ownership Reporting Comfnce

Section 16(a) of the Securities Exchange Adi934, as amended, requires our directors andevfj and persons who own more than ten
percent of our common stock, to file with the SEBE@ial reports of ownership and reports of changeswvnership of our common stock.
Directors, officers and persons who own more tleginpercent of our common stock are required by 8gGlations to furnish us with copies
all Section 16(a) forms they file.

To our knowledge, based solely on a reviethefcopies of such reports furnished to us, dutilegyear ended December 31, 2008, each of
our directors, officers and ten percent stockha@aemplied with all Section 16(a) filing requirenteapplicable to our directors, officers and
ten percent stockholders except: Mr. Craig Coguatd filing/3 late transactions); Mr. Kevin Furfy late filing/1 late transaction); Mr. Stept
Hamilton (1 late filing/2 late transactions); MreKneth Honeycutt (1 late filing/1 late transactjaviy. Fred Maxik (1 late filing/2 late
transactions); Mr. Govi Rao (1 late filing/2 latartisactions); Pegasus Capital LLC (1 late filinigi& transactions); Pegasus Investors IV, L.P.
(1 late filing/3 late transactions); Pegasus InmestV GP, LLC (1 late filing/3 late transactionapd Pegasus Partners IV LP (1 late filing/3
transactions).

Item 11. Executive Compensation.

The following table summarizes the overall pemsation earned over each of the past two fisgaisyending December 31, 2008 by
(1) each person who served as our principal exezafificer during fiscal 2008; and (2) our two mbgihly compensated executive officers as
of December 31, 2008 with compensation during fi2688 of $100,000 or more (the “Named Executivédefs”).
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Summary Compensation Table

Change ir
Pensior
Value anc
Nonqual-
Non- fied
Equity Deferred
Incentive Compel-
Name anc Option Plan sation All Other
Principal Salary Bonus Stock Awards Awards Compens- Earnings Compensatio
Position Year $) $) $) (1) $) 2 tion $) $) (3) Total ($)
Govi Rao 200¢ $425,00( — $ 416,66t $ 34,62t — — = $ 876,29:
(Chairman and Chief
Executive Officer) (4 2007 $109,19: — — — — — = $ 109,19:
Ken Honeycut 200¢ $268,56¢ — $1,325,00! $ 34,62t — — — $1,628,19:
(President and Chief
Operating Officer) (5 2007  $154,30« — $ 938,54( — — — — $1,092,84
Frederic Maxik 200¢ $250,00( — $ 194,44 $207,75( — — — $ 652,19:
(Chief Scientific
Officer) 2007 $250,00( — — — — — — $ 250,00(

(1) Reflects the dollar amount expensed by usduhe applicable fiscal year for financial stagrreporting purposes pursuant to FAS
123R. For a description of the assumptions usedliculating the fair value of equity awards undasSFL23R, see the notes to the
financial statements included with this report amrix 1(-K.

(2) Reflects the dollar amount expensed by usduhe applicable fiscal year for financial stagrreporting purposes pursuant to FAS

123R. FAS 123R requires us to determine the oveadlie of the options as of the date of grant bapesh the Black-Scholes method of

valuation, and to then expense that value oveséneice period over which the options become egabié (vest). As a general rule, for

time-in-service-based options, we will immediatekpense any option or portion thereof which is egstpon grant, while expensing the

balance on a pro rata basis over the remainingngetrm of the option. For a description of FASSR2and the assumptions used in
determining the value of the options under the Bi&choles model of valuation, see the notes tditizmcial statements included with
this report on Form K.

(3) Includes all other compensation not reported inptieeeding columns, including (i) perquisites atfteo personal benefits, or propel

unless the aggregate amount of such compensatiessishan $10,000; (ii) any “gross-ups” or othmoants reimbursed during the fiscal

year for the payment of taxes; (iii) discounts fromarket price with respect to securities purchdsad the company except to the ext

available generally to all security holders or icsalaried employees; (iv) any amounts paid oraed in connection with any terminati
(including without limitation through retiremenggignation, severance or constructive terminatmariuding change of responsibilities)
or change in control; (v) contributions to vested anvested defined contribution plans; (vi) argui@nce premiums paid by, or on
behalf of, the company relating to life insurancethe benefit of the named executive officer; &) any dividends or other earnings
paid on stock or option awards that are not fackiméo the grant date fair value required to beoregal in a preceding colum

(4) Mr. Rao joined us as our Chairman and Chiefdative Officer on October 4, 2007. Effective &June 11, 2009, Mr. Rao no longer
served as our Chief Executive Offic

(5) Mr. Honeycutt served as our President and Chiefr@jpey Officer from June 5, 2007 until Februan2@09.
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Employment Agreements
Govi Rao

On October 4, 2007, we entered into an empémtragreement with Govi Rao (the “Rao Employmenteggent”). Pursuant to the Rao
Employment Agreement, Mr. Rao serves as our Chiethtive Officer and, without additional compensatias Chairman of our board of
directors. The Rao Employment Agreement has a temmmencing on October 4, 2007 and continues ustiermination. The Rao
Employment Agreement may be terminated, withouesavwe, by Mr. Rao voluntarily or by us with “catida the event that Mr. Rao’s
employment is terminated by us without “cause” piMr. Rao with “good reason,” Mr. Rao would be #etl to severance pay equal to his
annual base salary. Under the Rao Employment Aggagemvir. Rao is entitled to an annual base sala485,000 and a monthly automobile
allowance of $1,500. We may also pay Mr. Rao bosasesuch times and in such amounts as our boatieattors determines, and Mr. Rao is
entitled to participate in the Amended and Rest&tguity-Based Compensation Plan. Effective as o&Jid, 2009, Mr. Rao no longer served
as our Chief Executive Officer, but he continueddove as Chairman. He is negotiating the terntgsofontinued service with the Company.

Frederic Maxik

On October 4, 2007, we entered into an empémtragreement with Mr. Maxik (the “Maxik Employmekgreement”), pursuant to which
Mr. Maxik serves as our Chief Scientific Officehd Maxik Employment Agreement has a term commenam@ctober 4, 2007 and contint
until the fifth anniversary of that date. It may teeminated at any time, without severance, by Maxik voluntarily or by us with “cause.” In
the event that Mr. Maxik’s employment is terminabgdus without “cause” or by Mr. Maxik with “goo@ason,” Mr. Maxik would be entitled
to severance pay equal to his annual base salageridhe Maxik Employment Agreement, Mr. Maxik igided to an annual base salary of
$250,000. We may also pay Mr. Maxik bonuses at smohs and in such amounts as our board of directetermines, and Mr. Maxik is
entitled to participate in the Amended and Rest&tguity-Based Compensation Plan.

Kenneth Honeycu

On October 4, 2007, we entered into an empémtragreement with Mr. Honeycutt (the “Honeycuttdmyment Agreement”), pursuant to
which Mr. Honeycutt served as our President an@&fQBperating Officer. It has a term commencing aoDer 4, 2007 and continues until the
third anniversary of that date. The Honeycutt Emplent Agreement may be terminated at any time,omitlseverance, by Mr. Honeycutt
voluntarily or by us with “cause.” In the event tihdr. Honeycutt's employment is terminated by usheut “cause” or by Mr. Honeycutt with
“good reason,” Mr. Honeycutt would be entitled &wvsrance pay equal to his annual base salary. Uneétoneycutt Employment Agreement,
Mr. Honeycutt is entitled to an annual base satdi$250,000. We may also pay Mr. Honeycutt bonagessich times and in such amounts as
our board of directors determines, and Mr. Honayiswgntitled to participate in the Amended andtRiesl Equity-Based Compensation Plan.
Mr. Honeycutt also agreed to waive his right toederated vesting of his restricted stock upon titeahge in control” (as defined in
Mr. Honeycutt's Restricted Stock Award AgreementedaAugust 7, 2007) that occurred pursuant to tbgudsition. On February 2, 2009,

Mr. Honeycutt ceased to act as our President amgf Ciperating Officer. As of March 1, 2009, we témated Mr. Honeycutt pursuant to the
terms of the Honeycutt Employment Agreement.
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Outstanding Equity Awards At Fiscal Year-End

The following table provides certain inforntaticoncerning unexercised options, stock that bagsested, and equity incentive plan awards
held by each of our Named Executive Officers thatenoutstanding as of December 31, 2008.

Option Awards Stock Awards

Equity

Incentive
Equity Plan
Incentive  Awards:

Equity Plan Market or
Incentive Awards:  Payout
Plan Number of Value of
Number Awards: Market Unearnec Unearnec
of Number of Number of Number of Value of Shares Shares
Securities Securities Securities Shares o Shares o Units or Units or
Underlying Underlying Underlying Units of Units of Other Other
Unexercisec  Unexercisec Unexercisec  Option Stock That Stock That Rights Tha Rights Thai
Options Options Unearnec Exercise ~ Option Have Not Have Not Have Not Have Not
#) #) Options Price Expiration Vested Vested Vested Vested
Name Exercisable  Unexercisable #) ($) Date #) %) @) #) ($)
Govi Rao — 12,50( (2) — $4.9C  4/17/201: 375,00 (3) $243,75( — —
Ken Honeycut — 12,500 (4) — $4.9C  4/17/201:  125,00((5) $ 46,25( — —
Frederic Maxik 501 (6) — — $6.4C 2/21/200! 175,00((8) $ 64,75( — —
— 75,000 (7) $4.9C  4/17/201:

(1) Assumes a market value of $0.37 per share of constumk, as reported by the OTC Bulletin Board oréber 31, 200¢

(2) These options were granted on April 17, 280866, 4,167 and 4,166 of these options vestedllvest on April 17, 2009, April 17,
2010, and April 17, 2011, respective

(3) Mr. Rao was awarded 375,000 shares of restrictezk €tn May 7, 2008. As long as Mr. Rao remains eygd by us, his shares
restricted stock vest as follows: (i) 33% vest loa date that the Company’s gross revenues froraaieeof products or licensing of
technology (“Recognized Revenue”) equals $50 mmilli@) an additional 34% of the shares vest ondate that the Company’s
Recognized Revenue equals $115 million, and (ig)remaining 33% of the shares vest on the datéltteaCompany’s Recognized
Revenue equals $150 million. Any restricted sh#rashave not vested prior to May 7, 2011 will am#dically vest

(4) These options were granted on April 17, 2008. 4,46857 and 4,166 of these options were schedalgddt on April 17, 2009, April 1°
2010, April 17, 2011 and April 17, 2012, respediiyéut will not vest because Mr. Honeycutt wasigrated as of March 1, 200

(5) Mr. Honeycutt was awarded 250,000 sharegsificted stock on August 5, 2007, pursuant teehiployment agreement. 62,500 of these
shares vested on each of August 5, 2007 and Abg@€t08. 62,500 of the remaining 125,000 awardadeshof restricted stock were
scheduled to vest on each of August 5, 2009 andigtug, 2010, but will not vest because Mr. Honelyaats terminated as of March 1,
2009.

(6) These options were granted on February 21, 20060fL.these options were fully exercisable (vestga)n grant and 167 became fu
exercisable (vested) on February 21, 2007. Theiréngpl67 options became exercisable (vested) erctiange of control of the
Company on October 4, 20

(7) These options were granted on April 17, 2000 of these options vested or will vest orhezfcApril 17, 2009, April 17, 2010, and
April 17, 2011.

(8) Mr. Maxik was awarded 175,000 shares of restristedk on May 7, 2008. As long as Mr. Maxik remagnsployed by us, his shares
restricted stock vest as follows: (i) 33% vest lom date that the Company’s gross revenues frorealeeof products or licensing of
technology (“Recognized Revenue”) equals $50 mmilli@) an additional 34% of the shares vest ondate that the Company’s
Recognized Revenue equals $115 million, and (ig)remaining 33% of the shares vest on the datetteaCompany’s Recognized
Revenue equals $150 million. Any restricted shétashave not vested prior to May 7, 2011 will am#ically vest
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Director Compensation

The following table shows the overall compéiagaearned for the 2008 fiscal year with respectdch person who was a director as of
December 31, 2008.

Change ir
Pensior
Fees Value anc
Earned ol Non-Equity Nonqualified
Paid in Stock Option Incentive Plar Deferred All Other
Cash Awards Awards Compensatio Compensatiol Compensatiol Total
Name (%) (1) ($) (%) ($) Earnings ($) ($)
Robert Bachma $80,00( — — — — — $ 80,00(
Donald Harkleroat $80,00( — — — — — $ 80,00(
Daryl Snador $80,00( — — — — — $ 80,00(
Richard Kelsor $80,00( — — — — — $ 80,00(
Ronald Lusk (2 — — — — — $626,69:(3)  $626,69:
David Bell $80,00( — — — — — $ 80,00(
Richard Weinberg (4 $80,00( — — — — — $ 80,00(
Bonnie Reis: $80,00( — — — — — $ 80,00(

(1) Each of our no-employee directors was issued 6,380 shares ofamumon stock between June 16, 2008 and June 26,i2@@8lemen
of director fees for the fourth fiscal quarter @02 and the first fiscal quarter of 2008; 3,498rekaf our common stock on August 25,
2008 in settlement of director fees for the sediswhl quarter of 2008; 8,439 shares of our comstook on November 11, 2008 in
settlement of director fees for the third fiscahder of 2008; and 33,956 shares of our commorksindVarch 20, 2009 in settlement of
director fees for the fourth fiscal quarter of 20

(2) Mr. Lusk resigned as a member of our board of tlirscon March 10, 200:

(3) Includes $84,647 paid to Mr. Lusk as compensatiomis services as Vice Chairman during 2008 art2 &85 paid to Mr. Lus
pursuant to his separation agreem

(4) Mr. Weinberg serves on our board of direcelss designee of Pegasus Capital. Pursuant poticees of Pegasus Capital, any fees paid
to Mr. Weinberg are for the benefit of Pegasus @&
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For the year ended December 31, 2008, eactexecutive member of our board of directors earnegttbr fees of $80,000. It is our curr
policy to compensate each non-executive membeuoboard of directors on a quarterly basis by isg@iuch director stock in settlement of
fees payable in cash. Specifically, following egdiarter, each non-executive director is issuedtimber of shares of common stock having a
fair market value equal to one-quarter of the yedilector fee in settlement of such fee. For pagsoof this calculation, the fair market value
of our common stock means, for the quarter in wiiath fees relate, the value of one share of amnuan stock calculated using the average
of the closing sales prices on the OTC Bulletin iBld@r such other exchange or quotation serviceloich the Company’s common stock
trades or is quoted) of such stock over the ladiyt(B80) days of the quarter to in which such feglate. Members of our board of directors are
also eligible for participation in the Amended dRestated Equity-Based Compensation Plan.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Mattet

The following table presents information knoterus about the beneficial ownership of our commsimck, 6% Convertible Preferred Stock,
Series B Preferred Stock and Series C Preferrezk @ of June 26, 2009 by: (i) each of our Nameekchtive Officers and executive officers;
(ii) all of our executive officers and directorsagroup (12 persons); and (iii) each person whe km@wn to us to be the beneficial owner of
more than five percent of our outstanding sharesofmon stock, 6% Convertible Preferred Stock,e8eBi Preferred Stock and Series C
Preferred Stock. Zach Gibler, Chief Executive GffidKathryn L. Reynolds, Senior Vice Presidentattgy and Finance; Stephen Hamilton,
Vice President — Finance, and Fredric Maxik, Ciefentific Officer, are currently the only execwtiofficers of the Company.

Except as otherwise indicated, the addressdoh beneficial owner is Lighting Science Grouppdaation, 120 Hancock Lane,
Westampton, New Jersey 08060. The applicable pexgerownership of our common stock is based or820066 shares of common stock
issued and outstanding as of June 26, 2009, ptuanandividual basis, the right of that individwalobtain common stock upon exercise of
stock options or warrants or upon the conversiod%fConvertible Preferred Stock or Series B PreteBtock within 60 days of June 26, 2(
The applicable percentage ownership of our 6% Coiive Preferred Stock is based on 196,902 shdré%0oConvertible Preferred Stock
issued and outstanding as of June 26, 2009. THeable percentage ownership of our Series B PredeBtock is based on 2,000,000 shari
Series B Preferred Stock issued and outstandiing &me 26, 2009. The applicable percentage owipeodtour Series C Preferred Stock is
based on 251,739 shares of Series C Preferred Bsgtd and outstanding as of June 26, 2009.
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Name and Address of
Beneficial Owner

6% Convertible
Preferred Stock Stock Stock

Common Stock

Series B Preferred Series C Preferred

Shares Percen Shares

Beneficially of Beneficially
Owned (1) Class Owned (1)

Perceni Shares Percen  Shares Percen

of Beneficially of Beneficially  of

Class Owned (1) Class Owned (1) Class

Directors and Executive Officer
Robert Bachman (2

David Bell

Zach Gibler (3

Stephen Hamilton (4
Donald Harkleroad (5
Kenneth Honeycut
Richard Kelson (6
Fredric Maxik (7)

Govi Rao (8]

Bonnie Reiss (9
Kathryn L. Reynolds (1C
Daryl Snadon (11
Richard Weinber(
Directors and Executive Officers as a Group (1Zpes)

Certain Persons
LED Holdings, LLC (12)(13

Pegasus Partners IV, LP (1

AG Offshore ConvertibleLtd. (18)

Philip R. Lacarte (18

* Less than 1%

181,91¢ * 10,41:
52,27 *
87,50( *
89,95 *
178,19¢ * 15,62¢
125,00( *
78,41( *
203,11: *
555,62t 1.8%
78,40¢ *
55,00( *
198,08( * 29,23¢
1,758,471 5.7% 55,27¢

20,666,85 (14) 62.%
56,670,56 (16) 82.%
100,00

10,37+
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5.2%

7.9%

11,76:(14)  4.7%
14.8%
28.0% 11,76¢ 4.7%

2,000,001 (15) 10C%
2,000,00((15) 10C% 239,97'(17) 95.%%

50.£%

5.2%
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(1)

2)

3)
(4)
(5)

(6)

(7)
(8)

(9)

(10)
(11)
(12)

(13)

The number and percentage of shares of aurmam stock, 6% Convertible Preferred Stock, Sa@Bi€seferred Stock and Series C
Preferred Stock beneficially owned is determinedeurthe rules of the Securities and Exchange Cosiomisand is not necessarily
indicative of beneficial ownership for any otherpose. Under these rules, beneficial ownershipuohes any shares for which a person
has sole or shared voting power or investment pc

Includes 5,554 shares of common stock iseu@bUSGT Investors, L.P. pursuant to the convareic6% Convertible Preferred Stock,
22,187 shares of common stock issuable to USGTstovg L.P. upon the exercise of warrants, and8®shares of common stock
issuable to USGT Investors, L.P. pursuant to threraise of stock options issued under the AmendddRastated Equity-Based
Compensation Plan. Mr. Bachman is controlling shalder in the sole corporate general partner of U8twestors, L.P. and may be
deemed the beneficial owner of the shares held®@Ulnvestors, L.F

Includes 25,000 shares of common stock idsualMr. Gibler upon the exercise of stock optiamsl 62,500 shares of restricted stock
issued to Mr. Gibler under the Amended and Restatpdty-Based Compensation Ple

Includes 34,667 shares of common stock idsualMr. Hamilton upon the exercise of stock opti@and 55,000 shares of restricted stock
issued to Mr. Hamilton under the Amended and Redtkuit-Based Compensation Ple

Includes 8,333 shares of common stock issuabldééoBFristol Company pursuant to the conversion of®8favertible Preferred Stoc
2,343 shares of common stock issuable to The Bi&impany upon exercise of warrants, and 54,68feshaf common stock issuable to
The Bristol Company upon exercise of stock optiessed under the Amended and Restated Equity-Basegpensation Plan.

Mr. Harkleroad is the sole shareholder of The Bti€tompany and may be deemed the beneficial ownlnecshares held by The Bristol
Company.

Excludes 18,012,067 shares of common stock hedtttirby LED Holdings, LLC* LED Holdings ") and 2,654,789 shares of comnr
stock issuable upon conversion of 2,000,000 star8eries B Preferred Stock held directly by LEDIdiiogs. Mr. Kelson shares voting
and dispositive power over our shares of commockséad our Series B Preferred Stock only as a mearE manager of LED Holding
and by virtue of such status may be deemed todbeheficial owner of the shares of common stockaur Series B Preferred stock t
by LED Holdings. Mr. Kelson disclaims beneficial ngrship of our shares of common stock and Seriegelferred Stock held directly
LED Holdings, except to the extent of any pecuniatgrest.

Includes 25,000 shares of common stock issuablértdlaxik upon the exercise of stock options an8,000 shares of restricted stc
issued to Mr. Maxik under the Amended and Restatpdty-Based Compensation Ple

Includes 4,166 shares of common stock issuablertdlslo upon the exercise of stock options and 3tbghares of restricted sto

issued to Mr. Rao under the Amended and RestataiyEased Compensation Plan. Also includes 176gt@es of common stock
issuable to Mr. Rao upon exercise of warrants. lities 18,012,067 shares of common stock held dirbgtLED Holdings and 2,654,7
shares of common stock issuable upon conversi@060,000 shares of Series B Preferred Stock hieddtly by LED Holdings. Mr. Ra
shares voting and dispositive power over our shareesmmon stock and our Series B Preferred Stotk @s a manager of LED
Holdings and by virtue of such status may be deetmé@ the beneficial owner of the shares of comstook and our Series B Preferred
stock held by LED Holdings. Mr. Rao disclaims béciaf ownership of our shares of common stock aedeS B Preferred Stock held
directly by LED Holdings, except to the extent afygpecuniary interes

Includes 78,409 shares of common stock hglB&T Holdings, LLC. Ms. Reiss owns 50% of the dtaf B&T Holdings, LLC and may
be deemed to have shared voting and/or investnemempwith respect to the shares owned by B&T HadjrLLC.

Includes 55,000 shares of restricted stock issoddst Reynolds under the Amended and Restated§-Based Compensation Pl¢

Includes 15,594 shares of common stock issualért Snadon upon conversion of 6% Convertible &refl Stock, 31,886 shares of
common stock issuable to Mr. Snadon upon the eseiai warrants and 2,500 shares of common stoakli$s to Mr. Snadon upon
exercise of stock options issued under the AmeadedRestated Equ-Based Compensation Ple

The principal address and principal office of LEDRI#ings, LLC is c/o Pegasus Capital Advisors, L9®.River Road, Cos Caob,
06807.

PP IV (AlV) LED, LLC (“PPAIV"), PP IV LED, LLC (‘PPLEL"), Pegasus Partners IV, L“Pegasus I”), Richard Kelson, Pegas
Investors IV, L.P. (“PIIV"), Pegasus Investors I\PGL.L.C. (“PIGP”), Pegasus Capital, LLC (“PLLCQraig Cogut and LED Effects,
Inc. are members of LED Holdings (the “LED Holdingembers”). Other than 36,003,707 shares of comstack issuable upon the
exercise of warrants directly beneficially ownedRBgasus IV and 78,410 shares of common stocktigiteeneficially owned by

Mr. Kelson, the LED Holdings Members do not dirgaivn any of our common stock or our Series B RreteStock. The LED
Holdings Members share voting and dispositive poswer our shares of common stock and our SerieefePed Stock only as memb
of LED Holdings and by virtue of such status maydeemed to be the beneficial owners of the shdresromon stock and Series B
Preferred Stock held by LED Holdings. The LED Halgs Members disclaim beneficial ownership of th&rel of common stock and
Series B Preferred Stock held by LED Holdings, ext¢e the extent of any pecuniary interest, angd stétement shall not be deemed t
an admission that they are the beneficial ownesuoh securities. Pegasus IV, PPAIV and PPLEDwards managed by Pegasus Capital
Advisors, L.P. PIIV is the general partner of Pegaly/ and PIGP is the general partner of PIIV. Pi&Rholly owned by Pegasus
Capital, LLC “PCLLC"). PCLLC may be deemed to be directly
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indirectly controlled by Craig Cogut. By virtue thfe foregoing, PIIV, PIGP, PCLLC and Mr. Cogut nisydeemed to share voting po
and power to direct the disposition of the secesitield by Pegasus IV. Each of PIIV, PIGP, PCLLE lsin. Cogut disclaims beneficial
ownership of any of our securities owned by Peg#8u$he principal address and principal officeRégasus IV and certain affiliates is
c/o Pegasus Capital Advisors, L.P., 99 River R@aus Cob, CT 0680:

(14) Includes 18,012,067 shares of common stock heldd 2,654,789 shares of common stock issuableEid Holdings upon conversion
of 2,000,000 shares of Series B Preferred St

(15) Holders of our Series B Preferred Stock arelentib 3.5 votes for each share of common stoakwitich such share of Series B
Preferred Stock is then convertible and have vadtigigts and powers equal to the voting rights aogrs of the common stock (except
as otherwise expressly provided in the CertificdtBesignation of Series B Preferred Stock or gsired by law), voting together with
the common stock as a single cle

(16) Includes 18,012,067 shares of common stock hedgdtty by LED Holdings and 2,654,789 shares of owon stock issuable to LED
Holdings upon conversion of 2,000,000 shares aeS& Preferred Stock held directly by LED Holdir{igs discussed in footnote 14,
above). Also includes 36,003,707 shares of comntmrksssuable upon exercise of warrants issueag@asgus IV or issuable to Pegasus
IV in connection with the conversion of the Conige Note.

(17) Holders of our Series C Preferred Stock areledtib 15 votes per share of Series C PreferreckStod have voting rights and powers
equal to the voting rights and powers of the comstock (except as otherwise expressly providetiénQertificate of Designation of
Series C Preferred Stock or as required by law)ngdogether with the common stock as a singles

(18) AG Offshore Convertibles Ltd. and Mr. Lacarte haet filed reports regarding their ownership of @@mpan’s common stock with th
SEC pursuant to Sections 13 or 16 of the Secufitiehange Act of 1934, as amended, and therefer€tmpany is not in a position to
disclose such holde' beneficial ownership of the Compé s common stock

Item 13. Certain Relationships and Related Transa@ins, and Director Independence.
Parent Company

LED Holdings may be deemed to be our “paréytVirtue of its beneficial ownership of our votisgcurities. LED Holdings beneficially
owns 2,000,000 shares of our Series B Preferretk@tod 18,012,067 shares of our common stock, wigiptesents approximately 63% of our
voting power. LED Holdings is controlled by Pegabus

Transactions with Pegasus Capital and its Affiliate

Pegasus IV has guaranteed of the demandflicedit we obtained from BMO. As consideration fooviding the guarantee, we agreed to
pay Pegasus IV a transaction fee equal to: (x) fLi#tbepaverage daily outstanding principal amourt accrued but unpaid interest under the
line of credit during the period beginning on traedthe credit facility is established through dlage the credit facility is repaid in full or
otherwise discharged (the “Credit Facility Periodidltiplied by (y) the quotient equal to the numbédays in the Credit Facility Period
divided by 365 days. In connection with the closirighe line of credit, we paid Pegasus CapitaldQ00, pursuant to a Side Letter Agreement
dated July 25, 2008, to reimburse Pegasus Capitthé fees and expenses it incurred with resjpetttet guaranty and line of credit.

In connection with the acquisition of LPBV, ywaid $400,000 to Pegasus Capital for expensesrettin performing certain due diligence
and other activities.

On December 31, 2008, we issued 251,739 sbhi@ms Series C Preferred stock to settle outstendmounts that were owed to two of our
law firms. The Series C Preferred Stock is not estilble and is senior to our common stock and passu with our 6% Convertible Preferred
Stock and Series B Preferred Stock. Dividends neagldzlared and paid on the Series C Preferred &fodetermined by our board of
directors. Each holder of shares of Series C Pedde8tock is entitled to 15 votes per share ofeSddi Preferred Stock held on any matter in
which holders of Common Stock may vote. Upon tresalution, liquidation or deemed change of cortfadhe Company or the repurchase of
any shares of Series C Preferred Stock, holdeBenés C Preferred Stock would be entitled to a
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liquidation preference in the amount of the purehaisce of the Series C Preferred Stock plus anuanaccruing at the rate of 8% per annum
on the purchase price. Subsequent to Decembel088, the 251,739 shares of Series C Preferred statkhe related warrants were acquired
by Pegasus IV.

On December 19, 2008, we borrowed $1,950,0810 Pegasus IV and $50,000 from certain officehefCompany, including Govi Rao,
our Chairman and former Chief Executive Officer. Kdarch 2, 2009, we repaid $7,500 borrowed from @iheur officers, and amended the
other outstanding promissory notes to extend thiinityadate from March 2, 2009 to June 30, 2009. 8Mesequently borrowed an additional
$9,000,000, in the aggregate, from Pegasus IV patdo two separate promissory notes issued oruBgbf3, 2009 and April 17, 2009. All
the notes bear interest at a rate of 8% per annum.

In February 2009, the Company executed a fggony note in favor of Pegasus IV that would alleswto borrow up to $7.0 million in
aggregate. The February promissory note maturdsioa 30, 2009 and bears interest at 8% per annum.

In April 2009, the Company signed an additiggramissory note agreement with Pegasus IV thatlevallow the Company to borrow up to
$2.0 million in the aggregate. The note matureMay 15, 2009 and bears interest at a rate of 8%apeum. As a condition to entering into
this additional promissory note, Pegasus IV anddbmpany agreed that the note would also be sutgebe Letter Agreement.

On May 15, 2009, we entered into a convertilite agreement (the “Convertible Note”) for appmately $31,650,000 with Pegasus IV.
Specifically, pursuant to the Convertible Note, egrowed approximately $13,150,000 on May 15, 2808 approximately $18,500,000 on
May 27, 2009. Interest on the outstanding princiizdhnce under the Convertible Note accrues atatieeof 14% per annum. The proceeds of
the borrowings on the Convertible Note were usegpay the promissory notes issued to Pegasusd)éthier with accrued interest thereon,
and to pay outstanding principal amounts undeBf®© line of credit. So long as any amounts remaitstanding under the Convertible Note,
we must obtain the prior written consent of Pegdgysrior to borrowing more than $5,000,000 millionthe aggregate pursuant to the BMO
line of credit.

As a condition to entering into the promissooge on February 13, 2009 and as the conditionlatasamended upon entering into the
Convertible Note, we agreed to use our best effortonduct a rights offering (the “Rights Offertihgoursuant to which we would offer at le.
38,916,295 units at $1.006 per unit and causeiatration statement regarding the Rights Offerimdp¢ declared effective by the SEC no later
than July 31, 2009.

Guarantors of Line of Credit

On June 29, 2006, we entered into agreemeitiisowe of our banks to obtain a $2,000,000 linereflit. Amounts due under the line of
credit were guaranteed by a group of directorssdackholders (the “Guarantors”). The amount oflihe of credit available for use by us at
any point in time was equal to the aggregate vafigiarantees that were negotiated between the doachkhe Guarantors at that time. Between
December 2006 and March 2007, we amended theflioedit to increase the amount available thereutaap to $2,500,000. At May 28,
2007, Guarantors had provided guarantees for ttieedralance of the line of credit. We also entdred agreements to lease equipment in
March 2007. The total value of the leased equipmers $150,000. At May 28, 2007, Guarantors hadigeavguarantees for the entire amount
of the leases.

The Guarantors of the initial $2,000,000 loieredit included the following current and forntbrectors, officers and stockholders who
were issued the respective number of shares of @onstock and warrants to purchase common stock:
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Warrant Shares /
Total Value of Common Shares t

Name of Guarantor Position Debt Guaranteec be Issued

USGT Investors, L.P. (1 Director $ 150,00( 26,25(
Daryl Snador Director 200,00t 35,00(
John Collingwooc Former Directol 200,00( 35,00(
Ron Lusk (2) Former Officer and Direct: 50,00( 8,75(
Jerome Hill Stockholdel 100,00 17,50(
George Parker Youn Stockholdel 50,00( 8,75(
Phil Lacerte Stockholdel 1,250,00! 118,75(
TOTAL $ 2,000,001 250,00(

(1) Mr. Bachman is controlling shareholder in the smeporate general partner of USGT Investors,
(2) Mr. Lusk resigned as Vice Chairman of the Compamyvarch 10, 200€

The warrants and shares of common stock listétte table above were issued to the Guarantaiagithe third quarter of 2006. The
warrants have an exercise price of $6.00 per sifaxemmon stock and a term of five years.

In 2007, we issued warrants to the followinge@ntors as consideration for providing additianerantees enabling us to obtain the
additional amount available under our line of credid under the guaranteed equipment deposits:

Amount of Warrant Shares to
Name of Guarantor Position Guarantees Provide( be Issued
Ron Lusk (1) Former Officer and Direct' $ 275,00( 13,75(
Phibian S. Trus Stockholdel 75,00( 3,75(
Phil Lacerte Stockholdel 65,00( 3,25(
Daryl Snador Director 50,00( 2,50(
Edward Hawe: Stockholdel 50,00( 2,50(
USGT Investors, L.P. (2 Director 37,50( 1,87¢
Baron Cas: Stockholdel 48,75( 2,43¢
Paul Schlosber Stockholdel 48,75( 2,43¢
TOTAL $ 650,00( 32,50:

(1) Mr. Lusk resigned as Vice Chairman of the Compamyvarch 10, 200€
(2) Mr. Bachman is controlling shareholder in the seporate general partner of USGT Investors,
The above warrants have an exercise pricé @0%er share and have a term of five years.

Our board of directors believes that each eédMs. Bachman, Bell, Harkleroad, Kelson, Reisad8n and Weinberg is an “independent
director” pursuant to Rule 4200(a)(15) of the Nasiarketplace Rules, although we are not currdisigd on Nasdaq, and therefore, not
subject to such rules. Our board of directors bahér determined that Mr. Kelson, Chairman of Aluglit Committee, Mr. Bachman and
Mr. Bell are each “audit committee financial exgéws such term is defined in Item 401(h)(2) of Ragon S-K.
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Item 14. Principal Accounting Fees and Services.

Fees billed for services provided by RSM Ma&y & Pullen, L.L.P. and Turner, Stone & Compalny..P. related to the fiscal years en
December 31, 2008 and 2007 were as follows:

Audit Fees

Audit fees billed to date by RSM McGladrey &len L.L.P. for the year ended December 31, 2@88¢d approximately $233,000. We
appointed RSM McGladrey & Pullen, L.L.P. as ouritard on January 29, 2009.

Audit fees billed by Turner, Stone & CompahyL.P. totaled approximately $96,000 and $158,0Gfi0lie years ended December 31, 2008
and 2007, respectively. Audit fees for 2008 incléekes for review of our quarterly financial statertseand the audit of the restated
December 31, 2007 financial statements. Audit fee2007 include fees for audit of our annual ficiah statements, review of our quarterly
financial statements, services associated withrgeafilings and the audit of the financial statents of LED Holdings and its predecessor
companies, pursuant to the Acquisition. We terngéddhe engagement of Turner, Stone & Company, LasPur auditor as of January 29,
2009.

Audit-Related Fees

Audit-related fees billed by Tuner, Stone &Quany, L.L.P. totaled approximately $0and $4,800tie years ended December 31, 2008
and 2007, respectively. The $4,800 billed in 200sisted of due diligence-related costs incurrecbimunction with our acquisition of the
assets of LED Holdings in October 2007.

Tax Fees

No tax fees have been paid to either RSM Md@a & Pullen, L.L.P. or Turner, Stone & Companyi.IP. for any period.

All Other Fees
No other fees other than those set out abave heen paid to either RSM McGladrey & Pullen,.B.Lor Turner, Stone & Company, L.L.P.

Pre-Approval Policies

As required by the Sarbanes-Oxley Act, allibadd nonaudit services performed by independent registpudstic accounting firms must
pre-approved by our Audit Committee unless thegpproval provision is waived in applicable secastiules and regulations of the SEC. The
Audit Committee may delegate to one or more membfetise Committee the authority to grant pre-appt@f nonaudit services. The decisi
of any member to whom such authority is delegatgoté-approve non-audit services will be presetaetie full Audit Committee for its
approval at its next scheduled meeting.

During fiscal years 2008 and 2007, the Auditr®nittee approved 100% of the audit services pexvidy RSM McGladrey & Pullen, L.L.P.
and Turner, Stone & Company, L.L.P.

PART IV

Item 15. Exhibits, Financial Statements and Schedes.
(a) The following documents are filed as mdithis report:

1. Index to Consolidated Financial StatemeRégorts of Independent Registered Public Accogriinm, Consolidated Balance Sheets as
of December 31, 2008 and 2007, Consolidated
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Statements of Operations and Comprehensive Inconted year ended December 31, 2008, for the pduoé 14, 2007 through December
2007 and for LED Effects, Inc. for the period Jamyuh, 2007 through June 13, 2007, Consolidatede8tants of Changes in Stockholders’
Equity for each of the year ended December 31, 2@08he period June 14, 2007 through DecembeRBQ7 and for LED Effects, Inc. for tl
period January 1, 2007 through June 13, 2007, didased Statements of Cash Flows for each of tlae gaded December 31, 2008, for the
period June 14, 2007 through December 31, 2007ard=D Effects, Inc. for the period January 1, ZGBrough June 13, 2007.

2. The financial statement schedules have bagtied because they are not applicable or theired information is shown in the
Consolidated Financial Statements or the Notesotus@lidated Financial Statements.

Exhibits: The exhibits required to be filedthys Item 15 are set forth in the Index to Extildtcompanying this report.

SIGNATURES

Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934, #gistrant has duly caused this Form 10-K to
be signed on its behalf by the undersigned, theoeduly authorized.

LIGHTING SCIENCE GROUP CORPORATION

July 1, 2009 /s/ Zach Gibler
Zach Gibler, Chief Executive Office

Pursuant to the requirements of the Secufitiehange Act of 1934, this report has been sidredolw by the following persons on behalf of
the registrant and in the capacities and on thesdad indicated.

Signature Capacity in which Signed Date

/sl Zach Gible Chief Executive Office July 1, 200¢
Zach Gibler (Principal Executive Officer

/s/ Kathryn L. Reynold Senior Vice President, Strategy & Final July 1, 200¢
Kathryn L. Reynold: (Principal Financial Officer)

s/ Stephen Hamilto Vice Presiden- Finance July 1, 200¢
Stephen Hamiltol (Principal Accounting Officer

/s/ Robert E. Bachman Director July 1, 200¢

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Robert E. Bachma

/s/ David Bell Director July 1, 200¢

(by Kathryn L. Reynolds, Attorne-in-Fact*)
David Bell
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Signature

Capacity in which Signed

Date

/s/ Donald R. Harkleroa

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Donald R. Harkleroa

/s/ Richard Kelsol

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Richard Kelsor

/s/ Govi Rac

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Govi Rao

/s/ Bonnie Reis

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Bonnie Reis:

/s/ Daryl N. Snado!

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Daryl N. Snador

/s/ Richard Weinber

(by Kathryn L. Reynolds, Attorne-in-Fact*)
Richard Weinbert

*

pursuant to Power of Attorney filed herew

Director

Director

Chairman

Director

Director

Director
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INDEX TO EXHIBITS

EXHIBIT
NUMBER DESCRIPTION
2.1  Stock Purchase Agreement dated as of June 1, B@@Ghd among The Phoenix Group Corporation, Ligh8eience, Inc., certa

2.2

2.3

2.4

3.1

3.2

4.1

4.2

4.3

4.4

stockholders of The Phoenix Group Corporation aredi€ric Maxik (previously filed as Exhibit 2.1 toet Current Report on Form 8-
K filed on June 15, 2004, File No-20354, and incorporated herein by referen

Exchange and Contribution Agreement, dated as téligc 4, 2007, between the Company and LED Holdings (previously filed
as Exhibit 4.1 to the Current Report on For-K filed on October 11, 2007, File No-20354, and incorporated herein by referen

Share Purchase Agreement, dated April 22, 200&nbyamong Lighting Science Cooperatief U.A., LigbtScience Grou
Corporation, C. van de Vrie Holding B.V., W. van\dee Holding B.V., R.Q. van de Vrie Holding B.\Q. van de Vrie Jr. Holding
B.V., Y.B. van de Vrie Holding B.V. and Lighting Raer B.V. (certain schedules and exhibits haventmeritted and the Company
agrees to furnish to the Commission supplemengatigpy of any omitted schedules and exhibits upguaest) (previously filed as
Exhibit 2.1 to the Current Report on For-K filed on April 24, 2008, File No.-20354, and incorporated herein by referen

Asset Purchase Agreement, dated July 29, 2008xdtyamong LLI Acquisition, Inc., Lighting Sciencedsip Corporation, Lamin
Lighting, Inc., and the stockholders listed on signature pages thereto (previously filed as ExI#2iti to the Current Report on
Form &K filed on July 29, 2008, File No-20354, and incorporated herein by referen

Amended and Restated Certificate of Incorporatibhighting Science Group Corporation (previouslhgdi as Exhibit 3.1 to the
Registration Statement on Form S-1 (333-142018)lfin February 12, 2008, File No. 0-20354, andrppm@ted herein by
reference)

Amended and Restated -laws of Lighting Science Group Corporation (prediyuiled as Exhibit 3.1 to the Current Report
Form &K filed on October 11, 2007, File No-20354, and incorporated herein by referen

Securities Purchase Agreement dated as of MayQ35,2y and among Lighting Science Group Corponadiod the purchasers !
forth on Exhibit A thereto (previously filed as Hkh 99.2 to the Current Report on Form 8-K filed lay 16, 2005, File No. O-
20354, and incorporated herein by referen

Form of Warrant granted pursuant to the SecurRi@Ehase Agreement dated as of May 12, 2005 (prshidiled as Exhibit 99.3 to
the Current Report on Forn-K filed on May 16, 2005, File No.-20354, and incorporated herein by referen

Form of Warrant issued to certain directors, officend security holders as consideration for piagiguarantees pursuant to the
Line of Credit (previously filed as Exhibit 10.1 ttee Current Report on Form 8-K filed on Septen##r2006, File No. @0354, ani
incorporated herein by referenc

Amended and Restated Certificate of Designatiod6fConvertible Preferred Stock (previously filedeaghibit 4.1 to the Currer
Report on Form-K filed on January 9, 2007, File Nc-20354, and incorporated herein by referen
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EXHIBIT
NUMBER DESCRIPTION

4.5  Securities Purchase Agreement, dated as of Mar2@( among Lighting Science Group Corporation thedpourchasers identifie
on the signature pages thereto (previously fileEdsbit 10.1 to the Current Report on Form 8-kedilon March 12, 2007, File
No. (-20354, and incorporated herein by referen

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

4.7  Form of Warrant B, dated March 9, 2007 (previoddgd as Exhibit 10.3 to the Current Report on F@&K filed on March 12, 200
File No. (20354, and incorporated herein by referen

4.8 Form of Warrant, dated ___, 2007 (previously fitedExhibit 10.4 to the Current Report on Form 8kdfon March 12, 2007, File
No. (-20354, and incorporated herein by referen

4.9 Certificate of Designation of Series B Stock (poamly filed as Exhibit 4.2 to the Current Reportform 8-K filed on October 11,
2007, File No. -20354, and incorporated herein by referen

4.10 Stockholder Voting Agreement dated October 4, 28®6ng the Company, LED Holdings LLC, Ronald LuskpBrt Bachman,
Daryl Snadon and Donald Harkleroad (previouslydfiées Exhibit 4.4 to the Current Report on Form 8kd on October 11, 2007,
File No. (20354, and incorporated herein by referen

411 Amended and Restated Registration Rights Agreerdated April 22, 2008, by and among Lighting Sceesroup Corporation, (
van de Vrie Holding B.V., W. van de Vrie Holding\B, R.Q. van de Vrie Holding B.V. and Q. van ded&/dr. Holding B.V., Y.B.
van de Vrie Holding B.V. and LED Holdings, LLC (pieusly filed as Exhibit 4.1 to the Current RepontForm 8-K filed on
April 24, 2008, File No.-20354, and incorporated by referent

4.12 Stock Subscription Agreement, dated as of AprilZ008, by and among Lighting Science Group Corpamat ED Holdings LLC
and PP IV LED LLC (previously filed as Exhibit 4@ the Current Report on Form 8-K filed on April, 3008, File No.0-20354, and
incorporated by reference

4.13 Form of Lighting Science Group Corporation 2005 iBgBased Compensation Plan Stock Option Agreendated
(previously filed as Exhibit 4.13 to the RegistoatiStatement on Form S-8 filed on May 5, 2008, Rite 0-20354, and mcorporated
herein by reference

4.14 Form of Lighting Science Group Corporation 2005 i&-Based Compensation Plan Employee Incentive Stodio@pgreement
dated __, _ (previously filed as Exhibit 4.14He Registration Statement on Form S-8 filed ory Ba2008, File No. 0-20354,
and incorporated herein by referenc

4.15 Form of Lighting Science Group Corporation 2005 iBgBased Compensation Plan Restricted Stock Awayceement, dated

__ (previously filed as Exhibit 4.15 to the Regifibn Statement on Forn-8 filed on May 5, 2008, File No. 0-20354, and
incorporated herein by referenc
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EXHIBIT
NUMBER DESCRIPTION
4.16 Amended and Restated Registration Rights Agreerdated as of January 23, 2009, by and betweenihgyBicience Grou

417

4.18

4.19

4.20

10.1#

10.2

10.3

10.4#

10.5#

10.6#

10.7#

Corporation and Pegasus Partners IV, L.P. (prelydiled as Exhibit 4.1 to the Current Report orrfad8-K filed on January 30,
2009, File No. -20354, and incorporated herein by referen

Warrant to Purchase Common Stock, dated July 28,248y and between Lighting Science Group Corponaind Pegasus Partners
IV, L.P. (previously filed as Exhibit 4.2 to the €ent Report on Form 8-K filed on July 29, 2008eRl 0. 0-20354, and incorporated
herein by reference

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

Warrant to Purchase Common Stock, dated Decembh@088, by and between Lighting Science Group Catjgmn and Morrison &
Foerster LLP (previously filed as Exhibit 4.2 tetBurrent Report on Form 8-K filed on January Q®d-ile No. 0-20354, and
incorporated herein by referenc

Warrant to Purchase Common Stock, dated Decemb&088, by and between Lighting Science Group Cerjan and Haynes and
Boone, LLP (previously filed as Exhibit 4.3 to tBerrent Report on Form 8-K filed on January 7, 20 No. 0-20354, and
incorporated herein by referenc

Amended and Restated Equity Based Compensation(taviously filed as Appendix A to the Proxy Staent on Schedule 14
filed on September 18, 2008, File N-20354 and incorporated herein by referen

Trademark Assignment Agreement dated October 47 p@dveen the Company and LED Holdings, LLC (presig filed as
Exhibit 10.1 to the Current Report on For-K filed on October 11, 2007, File No-20354, and incorporated herein by referen

Indemnification Letter Agreement dated October@D)2between the Company and LED Holdings, LLC (jmesly filed as
Exhibit 10.2 to the Current Report on For-K filed on October 11, 2007, File No-20354, and incorporated herein by referen

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

Employment Agreement dated as of October 4, 200&ndybetween Lighting Science Group Corporationkenn Furry
(previously filed as Exhibit 10.3 to the CurrentgRe on Form 8-K filed on October 11, 2007, File.l9e20354, and incorporated
herein by reference

Employment Agreement dated October 4, 2007 betwagring Science Group Corporation and Kenneth leo# (previously
filed as Exhibit 10.7 to the Current Report on F&+K filed on October 11, 2007, File No. 0-2035A¢d ancorporated herein by
reference)

Employment Agreement dated October 4, 2007 betwagring Science Group Corporation and Govi Ra@ypusly filed as
Exhibit 10.4 to the Current Report on For-K filed on October 11, 2007, File No-20354, and incorporated herein by referen
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EXHIBIT
NUMBER DESCRIPTION
10.8# Employment Agreement, dated October 4, 2007, betwéghting Science Group Corporation and Zach Gifpeeviously filed a

10.9#

10.10#

10.11

10.12

10.13+

10.14

10.15

10.16

10.17

10.18

Exhibit 10.1 to the Current Report on For-K filed on June 11, 2009, File No-20354, and incorporated herein by referen

Employment Letter, effective as of March 9, 2008ni Lighting Science Group Corporation to KathryrReynolds (previously file
as Exhibit 10.1 to the Current Report on Foi-K filed on March 26, 2009, File No-20354, and incorporated herein by referen

Letter Agreement dated March 10, 2008 between lngl$cience Group Corporation and Ronald E. Lus&Jjpusly filed as Exhib
10.1 to the Current Report on Fori-K filed on March 11, 2008, File No-20354, and incorporated herein by referen

Settlement Agreement dated October 2, 2008, byaamzhg Lighting Science Group Corporation, Ronaltd sk and Match, Inc
(previously filed as Exhibit 10.1 to the Currentdeet on Form 8-K filed on October 6, 2008, File 620354, and incorporated
herein by reference

Engagement Agreement, dated April 21, 2008, bykstdieen Lighting Science Group Corporation and Beg&apital Advisors I\
L.P. (previously filed as Exhibit 10.1 to the Curt&eport on Form 8-K filed on April 24, 2008, FM®. 0-20354, and incorporated
herein by reference

Technology Development and Supply Agreement, dafad 30, 2008, by and between Lighting Science @gr&€orporation an
Jamestown One Times Square, L.P. (previously ieé&xhibit 10.1 to the Current Report on Form 8kdfon May 6, 2008, File
No. (-20354, and incorporated herein by referen

Letter of Authorization, dated June 20, 2008, bgt batween Lighting Science Group Corporation antcb€rown (COD)
Developments Limited (previously filed as Exhib@.1 to the Current Report on Form 8-K filed on J80e2008, File No. 0-20354,
and incorporated herein by referenc

Loan Authorization Agreement, dated July 25, 20§§8and between Lighting Science Group CorporatiwhBank of Montrea
(previously filed as Exhibit 10.1 to the Currentg®e on Form 8-K filed on July 29, 2008, File Ne20354, and incorporated herein
by reference)

Side Letter Agreement, dated July 25, 2008, bylmtdieen Lighting Science Group Corporation and Beg&apital Advisors, L.P.
(previously filed as Exhibit 10.2 to the Currentg®et on Form 8-K filed on July 29, 2008, File Ne20354, and incorporated herein
by reference)

Bridge Loan Agreement, dated July 25, 2008, bylzstdieen Lighting Science Group Corporation and Beg®&artners 1V, L.
(previously filed as Exhibit 10.3 to the Currentg®et on Form 8-K filed on July 29, 2008, File Ne20354, and incorporated herein
by reference)

Fee Letter Agreement, dated July 25, 2008, by ataden Lighting Science Group Corporation and RegRartners IV, L.P.

(previously filed as Exhibit 10.4 to the CurrentgRe on Form 8-K filed on July 29, 2008, File Ne20354, and incorporated herein
by reference)
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10.19 Promissory Note, dated December 18, 2008, betwéghtihg Science Group Corporation, as borrower, Badasus Partners |

10.20

10.21

10.22

10.23

10.24

10.25

21.1*

24.1*

31.1*

31.2*

32.1*%

L.P., as lender (previously filed as Exhibit 10lthe Current Report on Form 8-K filed on Deceniyer2008, File No. @0354, anc
incorporated herein by referenc

First Amendment to Promissory Note, effective aMafch 2, 2009, between Lighting Science Group Gafion, as borrower, and
Pegasus Partners IV, L.P., as lender (previouldy fis Exhibit 10.1 to the Current Report on Fori fled on April 3, 2009, File
No. (-20354, and incorporated herein by referen

Promissory Note, dated December 18, 2008, betwegtihg Science Group Corporation, as borrower, @ogli Rao, as lende¢
(previously filed as Exhibit 10.2 to the Currentdee on Form 8-K filed on December 24, 2008, File B-20354, and incorporated
herein by reference

First Amendment to Promissory Note, effective aMafch 2, 2009, between Lighting Science Group Gration, as borrower, and
Govi Rao, as lender (previously filed as Exhibit2Lf the Current Report on Form 8-K filed on A@il2009, File No. 0-20354, and
incorporated herein by referenc

Promissory Note, dated February 13, 2009, betwégintihg Science Group Corporation, as borrower, Bagasus Partners 1V, L.P.,
as lender (previously filed as Exhibit 10.1 to @arrent Report on Form 8-K filed on February 20020File No. 0-20354, and
incorporated herein by referenc

Letter Agreement, dated February 13, 2009, betwéginting Science Group Corporation and Pegasus\BatV, L.P. (previousl
filed as Exhibit 10.2 to the Current Report on F@+K filed on February 20, 2009, File No. 0-203&4d incorporated herein by
reference)

Promissory Note, dated April 17, 2009, between tilghScience Group Corporation, as borrower, irofadf Pegasus Partners IV,
L.P., as lender (previously filed as Exhibit 1Glthe Current Report on Form 8-K filed on April 2809, File No. 0-20354, and
incorporated herein by referenc

Subsidiaries of Lighting Science Group Corporat

Power of Attorney

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002

Certification of Senior Vice President, Strategy &inance pursuant to Section 302 of the Sarl-Oxley Act of 2002

Certification of Chief Executive Officer and SenMice President, Strategy and Finance pursuan8td.5.C. Section 1350, .
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002

*

+
#

Filed herewitr
Confidential treatment has been granted with redperertain provisions of this agreem:
Management contract or compensatory plan or arraagt
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Item 8. Financial Statements.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
Report of Independent Registered Public Accourfimgm — McGladrey & Pullen, LLF
Report of Independent Registered Public Accourfimg — Turner, Stone and Company, L!
Consolidated Balance Sheets as of December 31,&0D2007 of Lighting Science Group Corporal

Consolidated Statements of Operations for Ligh8egnce Group Corporation for the year ended Deeeb, 2008 and for the peri
June 14, 2007 through December 31, 2007, and for Effects, Inc. for the period January 1, 2007 tigio June 13, 20C

Consolidated Statements of Stockhol’ Equity for Lighting Science Group Corporation foetyear ended December 31, 2008 ant
the period June 14, 2007 through December 31,

Consolidated Statement of Stockhol¢ Equity for LED Effects, Inc. for the period Janudry2007 through June 13, 20

Consolidated Statements of Cash Flows for Ligh8ognce Group Corporation for the year ended Deee®ib, 2008 and for tt
period June 14, 2007 through December 31, 2007arcED Effects, Inc. for the period January 1, 2GArough June 13, 20(

Notes to the Consolidated Financial Statem
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F-3

F-4
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Report of Independent Registered Public Accountingrirm

Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balsimeet of Lighting Science Group Corporation @alsidiaries as of December 31,
2008, and the related consolidated statementsarbtipns and comprehensive loss, stockholderstgcanid cash flows for the year then
ended. These financial statements are the resplitysith the Company’s management. Our respongibii to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightfq&@nited States). Those standards
require that we plan and perform the audit to obtaeasonable assurance about whether the finatataiments are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our auditiges a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of Lighting
Science Group Corporation and Subsidiaries as oé@éer 31, 2008, and the results of their operatiord their cash flows for the year then
ended, in conformity with U.S. generally acceptedaainting principles.

We were not engaged to examine management's assaissfihe effectiveness of Lighting Science Gr@guporation’s internal control over
financial reporting as of December 31, 2008 inctlotethe accompanying Management’s Annual Repoitnhternal Control over Financial
Reporting and, accordingly, we do not express amiap thereon.

/s McGladrey & Pullen, LLP
Dallas, Texas
July 1, 2009
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of
Lighting Science Group Corporation and LED Effects

We have audited the accompanying consolidated balgineet of Lighting Science Group Corporation (C$@nd subsidiaries as of
December 31, 2007 and the related consolidateeinséatts of operations, stockholders’ equity (dgfimitd cash flows for the period from
June 14, 2007 through December 31, 2007 and of EE€xrts, Inc. (LED) and subsidiaries for the pericem January 1, 2007 through June
2007 (collectively “the companies”). These consatid financial statements are the responsibilithefcompanies’ managements. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audits toiolrf@asonable assurance about whether the finasteigdments are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materégpects, the consolidated financial position
of Lighting Science Group Corporation and subsidgas of December 31, 2007, and the consolidatadts of the companies operations and
cash flows for each of the periods set forth abavepnformity with United States generally accepgecounting principles.

s/ Turner, Stone & Company, L.L.P.

Certified Public Accountants
Dallas, Texas
May 15, 2009
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LIGHTING SCIENCE GROUP CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
CURRENT ASSETS
Cash and cash equivalent
Accounts receivable, net of allowances for doubtftdccounts
Inventories, net of allowances
Deferred income tax
Prepaid expenses and other current asse
Total current assets

PROPERTY AND EQUIPMENT, net

OTHER ASSETS
Intangible assets, ne
Goodwill
Other long-term assets

Total other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS ' EQUITY

CURRENT LIABILITIES
Short-term debt (includes $2,000,000 of related party loes)
Current portion of long -term debt
Accounts payable
Accrued expense!
Unearned revenue

Total current liabilities

OTHER LIABILITIES
Long-term debt, less current portion
Deferred income taxes
Liability under derivative contracts
Total other liabilities

TOTAL LIABILITIES

COMMITMENTS AND CONTINGENCIES (Note 15)

6% CONVERTIBLE PREFERRED STOCK, $.001 par value, 2656,250 shares authorized, 196,9(
(2007 - 215,652) shares issued and outstandinguiidation value of $630,086 in 2008 (2007 -

$690,086)

STOCKHOLDERS’ EQUITY

Series B Preferred Stock, $.001 par value, 2,000@6hares authorized, issued and outstanding
2008 (2007 - 2,000,000), liquidation value of $182,619 (2007 - $15,219,452)
Series C Preferred Stock, $.001 par value, 251,78Bares authorized, issued and outstanding i

2008 (2007 - none), liquidation value $3,209,6680(27 - none)

Common stock, $.001 par value, 495,000,000 sharegterized, 28,985,897 (200- 21,958,482

shares issued and outstandin
Additional paid -in-capital
Accumulated deficit
Accumulated other comprehensive income (los:
TOTAL STOCKHOLDERS ' EQUITY
TOTAL LIABILITIES AND STOCKHOLDERS ' EQUITY

December 31,

2008

2007

$ 254,53t $11,399,42
6,633,88 1,392,06:
12,202,77 3,786,96!
671,78: —
1,517,69 1,180,02i
21,280,67  17,758,48
3,630,88 1,149,02:
17,452,63 9,314,98;
6,799,096,  44,222,22
389,11 1,141 ,53;
24,641,70  54,678,74
$ 49,553,226  $73,586,25
$ 2220671 $ —
2,362,541 —
6,419,24 2,357,39!
4,159,50; 3,668, 10
1,001,70. —
36,149,70 6,025,50:
96,44: —
2,049,07- —
3,65¢ 1,007,60!
2,149,17 1,007,601
38,298,87 7,033,10:
459,53 364,89!
2,00( 2,000

252 —

28,98¢ 21,95¢
112,505,60  71,056,28
(99,865,72)  (4,902,26)
(1,876,26) 10,28:
10,794,85 66,188,25

$ 49,553,226  $73,586,25

The accompanying notes are an integral part of theonsolidated financial statements.

F-4
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LIGHTING SCIENCE GROUP CORPORATION AND LED EFFECTS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE INCOME (LOSS)

Revenue
Cost of goods solc

Gross margin

Operating expenses
Sales and marketing
Operations
General and administrative
Impairment of goodwill and other intangible assets
Depreciation and amortization
Total operating expense:
Income (loss) from operations

Other income (expense
Interest income
Interest expense
Other, net

Total other income (expense

Income (loss) before income tax expense (benefincaminority interest in income

of subsidiary

Income tax expense (benefit

Income (loss) before minority interest in income o$ubsidiary

Minority interest in income of subsidiary

Net income (loss

Items included in comprehensive incom:
Foreign currency translation income (loss

Comprehensive income (loss

Basic and diluted net loss per weighted average comon share

Basic and diluted weighted average number of commashares outstanding

Lighting Science LED Effects, Inc. and

Lighting Science  Group Corporation

Subsidiary

Group Corporation Consolidated Consolidated
Consolidated Statement of Statement of
Statement of Operations For Operations For The

Operations For Period From June
The Year Ended 14, 2007 to

Period January 1,
2007 to June 13,

December 31, 200 December 31, 200 2007
$ 20,758,59 $ 4,616,11. $ 3,675,13.
16,688,60 3,526,75I 2,606,44!
4,069,99: 1,089,36: 1,068,68
5,847,83. 962,59’ 107,70¢
13,786,16 2,396,35! 127,57
23,224,56 2,875,07! 330,26¢
53,110,13 — —
4,354,02! 669,86 6,691
100,322,71 6,903,88! 572,24
(96,252,72) (5,814,52)) 496,44
188,46( 211,04 1,52(
(1,425,44) (39,36¢) (454)
318,74¢ 743,78 (35,472)
(918,23 915,46 (34,406
(97,170,96) (4,899,06) 462,03
(2,207,50) — 172,24¢
(94,963,45) (4,899,06) 289,79
— (3,902 (2,58%)
$ (94,963,45)$%  (4,902,96) $ 287,21:
(1,886,54) 10,28: (82,13%)
$ (96,850,000$  (4,892,68)% 205,07

$ (355 $ (0.25)

26,781,43 17,419,95

The accompanying notes are an integral part of theonsolidated financial statements.
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Balance June 14, 200
Issuance of capital stock by LED Holdings
Lighting Science Group common stocl
deemed acquired by LED
Holdings in conjuction with the
reverse merger transaction

Conversion of 6% Convertible Preferred
Stock to common stock

Issuance of common stock upon th
exercise of warrants

Stock option expenst

Net loss for the period June 14, 2007 1
December 31, 200

Foreign currency translation adjustment

Balance December 31, 20C
Sale of common stock to related part

Common stock issued in connection wit|
Lighting Partners acquisition

Preferred stock isssued for payment ¢
operating expense!

Stock option expenst

Fair value of warrants issued in
connection with debt guaranty

Common stock issued upon exercise
warrants

Common stock issued under restrictec
stock award

Director and other compensation paid in
common stock

Fair value of derivatives exercised o
converted

Repurchase of common stock pursuant t
reverse stock split

Net loss

Foreign currency translation adjustment

Balance December 31, 20C

Lighting Science Group Corporation
Consolidated Statements of Stockholders’ Equity
For the Period From June 14, 2007 to December 310Q@7

And For the Year Ended December 31, 2008

Accumulated

Other
Series B Preferred Stock Series C Preferred Stock Common Stock Additional Accumulated Comprehensive
Shares Amount Shares Amount Shares Amount Paid In Capital Deficit Income (Loss) Total

— $ — — $— 13,947,47 $13,94¢ $ 18,078,08 $ — $ — $ 18,092,03

2,000,001 2,00( — — 1,981,170 1,981 7,750,06! — — 7,754,04
—_ —_ —_ —_ 5,778,44" 577¢ 44,053,64 — —_ 44,059,42.
— — — — 160,00: 172 534,61: — — 534,78:
— — — — 91,38t 80 546,71¢ — — 546,79¢
— — — — — — 93,15¢ — — 93,15¢
_ — — — — — — (4,902,26) — (4,902,26)
— — — — — — — — 10,28: 10,28:

2,000,001 2,00( — — 21,958,48 21,95¢ 71,056,28 (4,902,26) 10,28: 66,188,25
— — — 2,083,33: 2,08% 9,997,91 — — 10,000,00!
— . . — 4,632,000 4,632 22,228,96 — — 22,233,60
— — 251,73¢ 252 — — 3,209,41 — — 3,209,66!
— — — — — — 2,050,18 — — 2,050,18
— — — — — — 1,476,46. — — 1,476,46.
— — — — 101,39: 101 693,42! — — 693,52¢
— — — — 62,50( 63 662,43 — — 662,50(
— — — — 138,19: 13€ 639,86: — — 640,00(
— — — — 10,00¢ 10 492,44 — — 492,45’
— — — — (1,79¢) — — (1,79¢)
— — — — — — — (94,963,45) (94,963,45)
— — — — — — — (1,886,54) (1,886,54)

2,000,001 $2,00( 251,73¢ $252 28,985,89 $28,98¢ $112,505,60 $(99,865,72) $(1,876,26) $10,794,85

The accompanying notes are an integral part of theonsolidated financial statements.
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Balance January 1, 200°
Net income
Other comprehensive los:

Balance June 13, 200

LED Effects, Inc. and Subsidiary
Consolidated Statement of Stockholders’ Equity

Accumulated

Other
Common Stock Retained Comprehensive
Shares Amount Earnings Loss Total
75€ $11,541 $3,042,20: $ (8,977) $3,044,76
287,21 287,21:
(82,139 (82,13Y)
75€ $11,54: $3,329,41! $(91,112) $3,249,84-

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

Lighting Science

Group Corporation

Consolidated

Statement of Cash
Flows For The Year Flows For The Perioc
Ended December 3. From June 14, 2007 t January 1, 2007 t

INC.

LED Effects, Inc.

Lighting Science

Group Corporation
Consolidated

Statement of Cash

and Subsidiary
Consolidated
Statement of Casl
Flows For The
Period From

2008 December 31, 200 June 13, 200
OPERATING ACTIVITIES
Net income (loss) for the perioc $ (94,963,45) % (4,902,96) $ 287,21.
Adjustments to reconcile net income (loss) to nesh used by operating
activities:
Expenses paid by issuance of common sto 1,302,501 — —
Expenses paid by issuance of Series C Preferred 8kc 3,209,66! — —
Expenses paid by issuance of common stock warrar 1,476,46. — —
Impairment of goodwill and other intangible asset: 53,110,13 — —
Stock compensation expens 2,050,18 93,15¢ —
Accretion of 6% convertible preferred stock redemption value 94,60 132,27 —
Fair value adjustment to liabilities under derivative contracts (415,629 (895,50) —
Income tax benefits (2,207,50) — 5,73
Depreciation and amortization 4,354,02! 669,86 6,691
Changes in operating assets and liabilities, net ecquisitions:
Accounts receivable 258,75¢ 186,57 (902,319
Prepaid expenses and other asse 865,17¢ (64,789 (2,499
Inventories 320,76t (656,78 135,92!
Accounts payable 1,123,06! 1,799,81 (97,93
Income taxes payable — — 160,06:
Accrued expenses and other liabilitie (373,359 (1,699,54) —
Unearned revenue 1,001,70. — —
Net cash used by operating activitie (28,792,90) (5,337,89) (407,11°)
INVESTING ACTIVITIES
Cash held by Lighting Science Group upon reverse mger — 824,90( —
Purchase of net assets of Lighting Partner B.V. (tludes cash payment ¢
$5,000,000 and cash closing costs of $1,190,000) (6,190,001 — —
Purchase of net assets of Lamina Lighting, Inc. (tludes cash payment ¢
$4,500,000 and cash closing costs of $263,383) (4,763,38) —
Purchase of property and equipmen (1,671,30) (1,236,89) —
Other, net — — 3,54t
Net cash provided by (used in) investing activitie (12,624,68) (411,999 3,54¢
FINANCING ACTIVITIES
Repayment of amounts due under notes payab — (87,500 (200,000
Repurchase of common stock pursuant to reverse stosplit (1,79¢)
Amount due minority shareholder — — 2,58:
Proceeds from draws on line of credit and other stro-term borrowings 21,073,24 — —
Payment of lon¢-term debt (1,038,70) — —
Proceeds from sale of common stoc 10,000,00 — —
Proceeds from exercise of common stock warrants, hef related costs 693,52¢ 546,79¢ —
Issuance of capital stock by LED Holding — 7,754,04. —
Net cash provided by (used in) financing activitie 30,726,26 8,213,341 (97,41
Effect of exchange rate fluctuations on cash and sh equivalents (453,56%) 10,28: (82,139
Net increase (decrease) in cas (11,144,89) 2,473,72 (583,129
Cash balance at beginning of periot 11,399,42 8,925,70! 1,828,771
Cash balance at end of periol $ 254,53¢ $ 11,399,42 $  1,245,65:
Interest paid during the period $ 468,08¢ $ 39,36¢ $ 454
Taxes paid during the period $ —$ —$ 62,91¢
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND
FINANCING ACTIVITIES
Conversion of 6% Convertible Preferred Stock to cormon stock $ — $ 534,78: $ —




6% Convertible Preferred Stock dividends paid and @ducted in arriving at net

loss $ 37,67C $ — $
Value of common stock issued in connection with Liging Partner BV

transaction $ 22,233,60 $ — $
Non-cash portion of reverse merger net acquisition prie $ — $ 36,305,38 $

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

NOTE 1: BASIS OF PRESENTATION AND CHANGE OF REPORTING ENTITY

On October 4, 2007, LED Holdings, LLC (“LED Holdisigor subsequent to the reverse merger, the “Cowgipae private holding company
incorporated in Delaware, acquired approximateBpoffarticipating interest and an 80% voting intenedtighting Science Group Corporation
(“LSG"). As a result of the acquisition, LSG becammajority-owned subsidiary of LED Holdings asGaftober 4, 2007 (the “Transaction”).
Pursuant to the Transaction, LED Holdings contedugubstantially all of its assets to LSG in exgieafor 2,000,000 shares of Series B
Preferred stock and 15,928,733 shares of commahk sfd_SG. LED Holdings was identified as the aaating acquirer in the Transaction and
recorded the fair value of the goodwill and idgatife intangible assets that were acquired from b$GED Holdings in the Transaction.
Additionally, the financial statements for periqui$or to the acquisition are those of LED Holdintiee accounting acquirer.

The Company restated its stockholders’ equity wWithconsummation of the Transaction to discloseeffeet of this reverse merger
recapitalization on a retroactive basis for theiesjent number of shares received in the reversgenafter giving effect to any difference in
par value of the registrant’s and accounting aegisirstock by an offset in paid in capital. Basedhus, at October 4, 2007, the statement of
stockholders’ equity was revised to properly diselthe effects of the reverse merger by retrodgtiestating the 15,928,733 shares of
common stock issued to LED Holdings (accountingi&eq). In addition, the Company has identified LEBects, Inc. (“LED Effects”) as the
predecessor entity to LED Holdings. As such, thesotidated statements of operations, the conselidstatements of cash flow and the
consolidated statements of stockholders’ equitykd Effects for the period January 1, 2007 throdghe 13, 2007 are included as
comparative financial statements.

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES

Nature of Business
The following table lists each of our major subaits of the Company and the percentage ownership:

Percentag
Company Nam: Ownership
Lighting Science Group Limited (U.K 10C%
LSGC Pty. Ltd (Australia 10(%
LLI Acquisition, Inc. (Delaware) ** 10(%
Lighting Science Coo6peratief U.A. (The Netherlarnd 10C%
Lighting Partner B.V. (The Netherland“LPBV”) * 10C%
LSGC LLC (Delaware 10(%
LED Effects, Japan K.K. (Japa 10C%
LED Systems K.K. (Japan) ** 60%

* consolidated effective May 1, 20
**  consolidated effective August 1, 20
***  consolidated effective October 1, 2C

All significant intercompany accounts and transaciihave been eliminated in the accompanying cintaged financial statements.
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The Company designs, assembles and markets prdduth® gaming, architectural, commercial and stdal, retail and public infrastructure
lighting markets. The Company markets its prodtiatsugh architects and lighting designers, origegipment manufacturers, lighting and
electrical distributors, its own website and throutg direct sales force.

Reverse Stock Split

On January 25, 2008, the Company completed a 20foeverse split of its common stock. All commamcktshare and per share amounts
included in these financial statements have bestatesl to reflect the reverse stock split.

Use of Estimates

The preparation of financial statements in confoymiith generally accepted accounting principleguises management to make estimates anc
assumptions that affect the reported amounts eftassd liabilities and disclosure of contingersieds and liabilities at the dates of the finar
statements and the reported amounts of revenuexgrhses during the reporting periods. Actual tesiduld differ from these estimates.

Foreign Currency Translation

The functional currency for the foreign operatiofishe Company is the local currency. The transtatf foreign currencies into U.S. dollars is
performed for balance sheet accounts using exchrage in effect at the balance sheet dates amé¥enue and expense accounts using the
average exchange rate for each period during thae &y gains or losses resulting from the tramstaare included in accumulated other
comprehensive income (loss) in the consolidate@stants of stockholders’ equity and are excludechfnet income.

Cash and Cash Equivalents

All highly liquid investments with original matuiéts of three months or less at date of purchaseaaried at cost, which approximates fair
value, and are considered to be cash equivalents.

The Company maintains balances in cash accounthwebuld exceed federally insured limits or in casbounts that are not eligible for
federal deposit insurance. The Company has notriexmed any losses from maintaining balances ih sash accounts. Management believes
that the Company does not have significant crésktnelated to its cash accounts.

Accounts Receivable

The Company records accounts receivable whenadtsugts are shipped to customers. The Company reeaabunts receivable reserves for
known collectability issues, as such issues retaspecific transactions or customer balances.fA3egember 31, 2008 and 2007, accounts
receivable of the Company are reflected net ofrveseof $1,232,572 and $463,633, respectively. Ttimpany writes off accounts receivable
when it becomes apparent, based upon age or custintiemstances, that such amounts will not beectdld. Generally, the Company does
require collateral for its accounts receivable dods not regularly charge interest on past due ataou

Inventories

Inventories, which consist of raw materials and porrents, work-in-process and finished lighting pratd, are stated at the lower of cost or
market with cost being determined on a first-irstfiout basis. Deposits paid to contract manufactuand raw material and components
suppliers related to future purchases are alsaifilsd in inventory in the consolidated balanceeth&he Company provides allowances for
inventories that it determines to be obsolete @vshoving. The change in the provision during teeqd is recorded as an operating expense
in the Consolidated Statement of Operations.

F-10




Table of Contents

Property and Equipment

Property and equipment are carried at depreciaistd Depreciation is provided using the straighélmethod over the estimated economic
lives of the assets, which range from two to fieans.

Depreciation expense was $1,173,904, $71,370 at®$dor the year ended December 31, 2008 andhéoperiod June 14, 2007 through
December 31, 2007 for the Company and for the gelamuary 1, 2007 through June 13, 2007 for LERdESf respectively.

Intangible Assets

Other assets consist primarily of intangible asgetswere acquired in the acquisitions discussddate 4. The Company amortizes intangible
assets on a straight-line basis over their estinaseful lives. The Company recorded amortizatxpease of $3,180,124 and $598,491 for the
year ended December 31, 2008 and for the perioel 1dn2007 through December 31, 2007, respectit@ip. Effects recorded n

amortization expense for the period January 1, 20@ugh June 13, 2007.

Impairment of Long-Lived Assets

The Company evaluates the potential impairmentsahtangible assets in accordance with Statenfdfihancial Accounting Standards (“
SFAS”) No. 144, “Accounting for the Impairment orsposal of Long-Lived assets”, which requires atitgto review long-lived tangible and
amortizable intangible assets for impairment amogeize a loss if expected future undiscounted fasfs are less than the carrying value of
the assets. Such losses are measured as themiffidretween the carrying value and the estimategdlie of the assets. The estimated fair
values of our amortizable intangible assets arerdehed based on expected discounted future caals flConditions that would necessitate an
impairment assessment include material adversegelsan operations, significant adverse differeneestual results in comparison with init
valuation forecasts prepared at the time of theliadpn, a decision to abandon acquired prodsesyices or technologies or other significant
adverse changes that would indicate the carryinguaatnof the recorded assets might not be recoverabl

Based on the measurements for impairment perfodnddg the quarter ended December 31, 2008, thep@ayndetermined that there was a
material impairment of the net carrying value attam long-lived assets. See Note 7 regarding impant charges recorded.

Goodwill

Goodwill is accounted for in accordance with SFA& M42, “Goodwill and Other Intangible Asset$lie Company assesses the impairme
goodwill on an annual basis or whenever eventdianges in circumstances indicate that the fairevatay be less than the carrying value.
Factors we consider important which could triggeirapairment review include a reduction in our n&r&apitalization in relation to our net
worth, poor economic performance relative to histdror projected operating results, significangaéve industry, economic or company
specific trends and changes in the manner of uigecdssets or the plans for the business. The @wyrperformed the assessment of the
impairment of its goodwill as of December 31, 2008.

SFAS No. 142 requires a twaitep goodwill impairment test whereby the firspstesed to identify potential impairment, compatesfair value

of the reporting unit with its carrying value inding goodwill. The fair value of each reporting tusiestimated using a discounted cash flow
methodology. This analysis requires significanigjonents, including estimation of future cash flowkjch is dependent on internal forecasts,
estimation of the long-term growth rate for ouribess, the useful life over which cash flows witkar and the determination of our weighted
cost of capital. If the fair value of a reportingitus less than the carrying amount, goodwilllod teporting unit is considered impaired and the
second test is performed. The second step of thaiiment test performed, when required, comparegtiplied fair value of the reporting unit
goodwill with the carrying amount of that goodwifithe carrying amount
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of the reporting unit goodwill exceeds the implfad value of that goodwill, an impairment chargeécognized for the amount equal to that
excess.

Based on the tests performed during the quartezcebetcember 31, 2008, the Company determinedtbed tivas a material impairment of
goodwill. See Note 7 regarding impairment chargdsted to goodwill.

Derivatives

All derivatives are recorded at fair value on tbasolidated balance sheet and changes in thedtie wf such derivatives are recorded in
operations each period and are reported in otlveme (expense).

Revenue

Product sales are recorded when the products gmeeshand title passes to customers. Where sal@®odiict are subject to certain customer
acceptance terms, revenue from the sale is recegjoizce these terms have been met. Amounts reca$veeposits against future deliveries of
products are recorded as unearned revenue unfilsoduct is delivered and title passes to theornet.

Research and Development

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 incuradofuilding of production tooling and molds
are capitalized and amortized over the estimatetuubfe of the tooling set or mold. The Compargshrecorded research and development
costs of $1,100,710, $322,416 and $ — for the gaded December 31, 2008 and for the period Jun20D¥, through December 31, 2007 for
the Company and for the period January 1, 200utir@dune 13, 2007 for LED Effects, respectively.

Product Warranties
The Company records an allowance for the estimateolnt of future warranty claims based on the fhicgbexperience of identified product
line failure rates.

Stock Based Compensation

The Company has one stock based compensationTglanfCompany accounts for grants under this plamgutsie fair value expense recognit
provisions of SFAS No. 123, “Accounting for Stocld®d Compensation,” as amended by SFAS No. 123RréBased Payment.”

The Company recognizes expense for its shased compensation based on the fair value ofwheds that are granted. The fair value of s
options is estimated on the date of grant usind3thek-Scholes option pricing model. Option valoatmethods require the input of highly
subjective assumptions, including the expectedkgpoice volatility. Measured compensation experedated to such option grants is recogn
ratably over the vesting period of the related tgan

Income taxes

The Company employs the asset and liability methatcounting for income taxes pursuant to SFAST08. “Accounting for Income Taxes”
Under this method, deferred tax assets and liggsildire determined based on temporary differeneweden the financial reporting and tax
bases of assets and liabilities and net operatisg darryforwards, and are measured using enaotedtes and laws that are expected to be in
effect when the differences are reversed.

In June 2006, the FASB issued interpretation 4&ctunting for Uncertainty in Income Taxes” (“FIN"48FIN 48 clarifies the accounting for
income taxes, by prescribing a minimum recognitimeshold a

F-12




Table of Contents

tax position is required to meet before being reed in the financial statements. FIN 48 also jmtes guidance on derecognition,
measurement, classification, interest and penahliesounting in interim periods, disclosure andgition. The Company adopted FIN 48 as of
June 14, 2007 and the adoption of FIN 48 had nenahimpact on the Company’s consolidated finarstiatements.

Earnings per share

Basic earnings per share are computed based upaveighted average number of common shares ouitstaddring the periods. Diluted
earnings per share are based upon the weightedge/aumber of common shares outstanding duringetieds plus the number of
incremental shares of common stock contingentlyalbke upon the conversion of the preferred stocktha exercise of warrants and stock
options. No effect has been given to the assumertise of warrants or stock options because tlifsictevould be anti-dilutive. See Notes 11
and 12.

Segment Reporting

We report as a single segment under SFAS 131“Discés About Segments of an Enterprise and Relafednation”. Our management
reviews financial information at the enterprisedieand makes decisions accordingly.

New Accounting Pronouncements

The Company has reviewed all recently issued adoaypronouncements and does not believe the agtopfiany of these pronouncements
has had or will have a material impact on the Camgfsaconsolidated financial condition or the resuf its operations or cash flows.

In September 2006, the FASB issued Statement @in€ial Accounting Standard (“SFAS”) No. 157, “Fdilue Measurements” (“SFAS

No. 157). SFAS No. 157 defines fair value, establishésaeework for measuring fair value and enhancedatisires about fair value
measures required under other accounting pronowsrasibut does not change existing guidance asiédher or not an instrument is carried
at fair value. SFAS No. 157 is effective for fisgalrs beginning after November 15, 2007. In Falyra@08, the FASB issued FASB Staff
Position No. 157-2, “Effective Date of FASB Staternilo. 157,” which permits a one year deferraltfa@ implementation of SFAS 157 with
regard to nonfinancial assets and liabilities Hratnot recognized or disclosed at fair value enfthancial statements on a recurring basis. The
Company adopted SFAS No. 157 for the fiscal yegirtréng January 1, 2008 except for non-financigkts and non-financial liabilities that
are recognized or disclosed at fair value in tharicial statements on a nonrecurring basis forhwtéayed application is permitted until the
fiscal year beginning January 1, 2009. Managensassessing the impact of adoption of the remaipingisions of SFAS 157 and has not
determined whether it will have a material impactioe Company’s financial statements.

In December 2007, the FASB issued SFAS No. 141i§ee\2007), “Business Combinations” (“SFAS No. 1A1FAS No. 141R requires i
acquiring company to recognize the assets acquiediabilities assumed, and any non-controllinggiests in the acquired entity at the
acquisition date, measured at their fair valuesfalkat date, with limited exceptions. This statateso requires the acquiring company in a
business combination achieved in stages to recedhe&identifiable assets and liabilities, as \aslthe non-controlling interest in the acquired
company, at the fill amounts of their fair valughis statement is effective for the Company’s ficiahstatements beginning January 1, 2009.

In April 2008, the FASB issued FSP No. 142-3, “Detmation of the Useful Life of Intangible Assef#®SP No0.142-3) that amends the factors
considered in developing renewal or extension aptions used to determine the useful life of a reized intangible asset under SFAS

No. 142. FSP No. 13 requires a consistent approach between thellgefaf a recognized intangible asset under SPS 142 and the
period of expected cash flows used to measureaithgdlue of an asset under SFAS No. 141(R). FSPLM®-3 also requires enhanced
disclosures when an intangible asset’s expecteddutash flows are affected by an entity’s interd/ar ability to renew or extend the
arrangement. FSP No. 142-3 is effective for finahsiatements issued for fiscal years beginningy &iecember 15, 2008 and is applied
prospectively.
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In June 2008, the FASB ratified EITF No. 07-5, “Breining Whether an Instrument (or an Embeddedurepis Indexed to an Entity’s Own
Stock” (“EITF 07-5"). EITF 07-5 provides that antiy should use a two-step approach to evaluatehenen equity-linked financial
instrument (or embedded feature) is indexed towts stock, including evaluating the instrument’stiogent exercise and settlement
provisions. EITF 07-5 is effective for financiabgments issued for fiscal years beginning aftereldder 15, 2008. Early application is not
permitted. The Company determined that the adomidel TF 07-5 will not have a material impact o tBompany’s financial statements.

In October 2008, the FASB issued Staff PositiorSPF) No. 157-3, “Determining the Fair Value of a&ncial Asset When the Market for
That Asset is Not Active” (“FSP FAS 157-3.") FSP $A573 clarifies the application of SFAS No. 157 in aadtive market. It illustrated hc
the fair value of a financial asset is determindemthe market for that financial asset is inacthv@®P FAS 157-3 was effective upon issuance,
including prior periods for which financial statent® had not been issued.

Comparative Consolidated Financial Statements

Certain amounts in the comparative consolidateahfiial statements have been reclassified from fiahstatements previously presented to
conform to the presentation of the 2008 consolilfiteancial statements. Such reclassificationsri@mimpact on the net income (loss), char
in stockholders’ equity or cash flows in the congtiee consolidated financial statements.

NOTE 3: LIQUIDITY AND CAPITAL RESOURCES

As reflected in the consolidated financial statetsethe Company has incurred comprehensive 10§9886,850,000) and ($4,892,688) during
the years ended December 31, 2008 and 2007, resgecAs discussed in the operating results comspat the 2008 loss included, among
other items, a $53,110,133 impairment charge fodgall and intangible assets, approximately $7,000,increase in legal fees, a $6,634,000
increase in overall operating expenses as a refstile two acquisitions and the start up of otiéerinational operations made during 2008, a
$4,450,000 provision for obsolete and slow movimgentory, and a $2,050,187 compensation expensdeio the grant of stock options and
restricted stock during the year ended Decembe2@18, which substantially depressed our operatiogme. In addition, at December 31,
2008, the Company'’s current working capital levakvinsufficient in its view to sustain its curréstels of operations without substantial cost
reductions.

In response to these trends and conditions, thep@oynis in the process of implementing a stratptsia to alleviate liquidity shortfalls,
including: (i) consolidating operations, speciflgaklocating financial operations from Dallas, Bs»xand the operations based in Westampton,
New Jersey to the Compé's Satellite Beach, Florida offices; (ii) eliminag a substantial number of positions in both thenfany’s Europea
and U.S. operations (total headcount reductiomtigipated to be approximately seventy employeeSéptember 1, 2009, of which
approximately forty-two terminations will have beesmpleted as of June 30, 2009); and, (iii) redy@perating expenses, specifically
curtailing third party sales and marketing expengsducing legal expenses, and reducing third gadfessional services for technology and
operations. In addition, to improve gross mardie, Company is in the process of: (i) outsourcingaie production to contract manufacturers;
(i) negotiating lower supply costs; (iii) consdadiihg vendors; and, (iv) reprioritizing the Compagroduct line.

Although the Company is taking significant step@rease revenue, reduce costs, and preserveesaives to sustain operations and achieve
a cash flow positive position on a monthly basigh®y end of the fourth quarter 2009, there candassurance that all restructuring plans will
be implemented or will be implemented in a timelgmer to achieve such results.

On May 15, 2009, the Company entered into a Coibledote Agreement (the “Convertible Note”) witedgasus Partners IV, L.P. (“Pegasus
V") that provided the Company with approximately1$650,000 of borrowings. The Company used thegads from the Convertible Note to
retire outstanding bridge notes with Pegasus IVtarqhy outstanding principal amounts on the Comisdime of credit with the Bank of
Montreal (“BMQ"). Because the line of credit withVB® remains available to the Company until July 2809 (unless called earlier upon
written demand by BMO), the Convertible Note effeety provided the Company with approximately $2Zm@M00 in capital to fund
operations. If the restructuring plan is succeggioiplemented, the Company believes this fundirggld be sufficient to finance operations
the remainder of the year.

The Company has also entered into a letter of imtéth Wells Fargo to arrange a factoring facifity the Company’s receivables up to
$3,000,000, and expects the facility to be impletmémluring the third quarter of 2009. The Compaay &lso agreed to use its best efforts to
conduct a rights offering pursuant to which the @any would offer at least 38,916,295 units at $8.0€r unit and cause a registration
statement regarding the offering to be declaregkctffe by the Securities and Exchange Commissidateo than July 31, 2009. As currently
contemplated and if the rights offering is consurtedathe holders of the Company’s common stock@vertible Preferred Stock, Series B
Preferred Stock, and warrants to purchase comnoak still receive one subscription right to purchase unit at $1.006 per unit, each unit
consisting of 1.006 shares of newly authorizede3eli Preferred Non-Convertible Preferred Stock@ralwarrant to purchase one share of
common stock, for every one share of common stesikeid (or issuable upon conversion or exercisg)¢h holder on the record date of the
offering. On the closing date of the rights offerieach $1.006 of outstanding principal and intavaghe Convertible Note would
automatically convert into one unit in the righffedng, and the Company would be released frontiaility in respect of the repayment of
principal and interest. Therefore, the Company etgp® convert approximately $31,650,000 of indébéss into equity upon completion of
rights offering. Because of the conversion featwfethe Convertible Note and the voluntary naturparticipation in the rights offering, we
may receive little or no additional capital as suteof the rights offering (other than the $31,880 already funded by Pegasus V). The
Company will continue these efforts and seek osioeirces of equity. However, there can be no assertdrat additional capital arrangements,
upon suitable terms, will be obtained.

Based on a current assessment of the Company’singockpital needs through December 31, 2009, manegebelieves the Company has
sufficient working capital available to sustain cgté@ns through at least December 31, 2009.

F-14






Table of Contents

NOTE 4: ACQUISITIONS

During the year ended December 31, 2008 and thedbéune 14, 2007 through December 31, 2007, tmepaay completed the following
acquisitions. Each of the acquisitions has beenwted for in accordance with SFAS No. 141 — “BassiCombinations”, with the Company
being identified as the acquirer. The intangibleets for each of the acquired companies and bissinegere calculated in accordance with
SFAS 141.

Acquisition of LED Effects

On June 13, 2007, LED Holdings entered into an &&satribution Agreement with LED Effects, wherebgD Effects contributed
substantially all of its assets, including leageglipment, inventory, accounts receivable, corgrgmrmits, records, intellectual property and
common stock in two Japanese companies, to LEDikigddand LED Holdings assumed substantially athefliabilities related to LED
Effects’ LED business. In accordance with the agrest, LED Effects received 100% of the Class B mensitinterest, representing
approximately 49.7% of the total voting membersliggof LED Holdings. The Company completed theusition of LED Effects in order to
enter the LED lighting business.

The following net assets were acquired by LED Huddifrom LED Effects:

Current assetl

Cash and cash equivalel $ 1,245,65.

Accounts receivable 1,536,78!

Inventory 992,60
Non-Current assel

Property and equipme 159,58!

Minority interest at cos 86,52¢

Intangible assei 5,980,00!

Deposits 15,81¢

Goodwill 1,620,001
Current liabilities assume

Accounts payable and accrued liabilit (298,901
Total purchase price of LED Effec $11,338,06

The Company has assessed that the goodwill acquirgmhnection with LED Holdings acquisition of LE#Sfects is not deductible for federal
income tax purposes.

The value of the intangible assets acquired in eotion with LED Holdings acquisition of LED Effecéd the estimated useful lives of the
assets at the date of acquisition are presentdztitable below:

Estimated
Useful Life
Acquisition At Acquisition
Intangible Asset Fair Value Date

Technology and paten $2,890,001 7.5 year
Trademarks 360,00( 20 year
Customer relationshir 730,00( 15 year
Software 2,000,001 5 year
Goodwill 1,620,000 Not determinabl

$7,600,001
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Reverse Merger of LSG by LED Holdin¢

On October 4, 2007, LED Holdings entered into anHaxge and Contribution Agreement (the “Exchangee@igient”) with LSG, pursuant to
which LED Holdings acquired 2,000,000 shares of LsS@&wly designated Series B Preferred Stock, daevia001 per share and 318,574,
shares of LSG’s Common Stock (15,928,733 sharesmmimon stock on a post reverse split basis, asirmow), par value $.001 per share
(collectively the “Exchange Consideration”) repretagg 70% of the fully-diluted capital stock of t@®mpany and 80% of the voting rights of
all outstanding shares of capital stock of the Canypas of October 4, 2007, in exchange for continlgusubstantially all of its net assets to
LSG. The Company acquired LSG in order to entemthige light LED market.

The total purchase price of the net assets of LsS¢alculated as follows:

Common stock and Preferred Stock of LSG issuedHd Holdings $47,382,57
Add: Transaction cos 1,091,45.
Total purchase price of LS $48,474,02

The following table shows the allocation of the astets of LSG on the date of the reverse merger:

Cash and cash equivale $ 824,90(
Other current asse 5,090,59:
Fixed asset 587,00(
Patents and technoloy 3,900,001
Other lon¢-term asset 1,214,58!
Goodwill 42,605,55
Estimated fair value of asse¢ 54,222,63
Less: Fair value of current liabiliti¢ (3,845,49)

Liability under derivative contrac (1,903,10)
Fair value of net assets acquired in reverse mi $48,474,02

The Company has assessed that the goodwill acqeirsdiant to the reverse merger is not deductdsléetleral income tax purposes.

The value of the intangible assets acquired in eotion with LED Holdings acquisition of LED Effecéd the estimated useful lives of the
assets at the date of acquisition are presentitable below:

Estimated
Useful Life
Acquisition At Acquisition
Intangible Asset Fair Value Date
Technology and paten $3,900,001 7.5 year
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At December 31, 2008, the Company recorded an imgeit charge against certain of the intangibletassmuired (Note 7).

Acquisition of LPBV

On April 22, 2008, the Company acquired a 100%rétdein the common and preferred stock of LPBV sg&tile the transaction, the Company
paid the selling stockholders of LPBV cash of $8,000 and issued 4,632,000 shares of common sfdble €ompany. The acquisition of
LPBV provided the Company a more global distribntieetwork and provided an opportunity to accesdppities to grow its business witt
number of European-based lighting companies. Thagamy began consolidating the results of LPBV ory a2008. The following table
summarizes the LPBV purchase consideration:

Cash $ 5,000,00
4,632,000 shares of common st 22,233,60
Transaction fee 1,190,001
Total purchase price of LPB $ 28,423,60

The following table shows the allocation of the astets of LPBV on the acquisition date. The Comjegan consolidating LPBV on May 1,
2008:

Current assetl

Accounts receivable, n $ 5,118,291

Inventories, ne 7,037,40!

Other current asse 446,33:
Non-current assel

Property and equipment, r 940,44

Intangible assei 14,600,000

Goodwill 11,332,48
Current liabilities

Accounts payable and accrued expet (2,033,71)

Other current liabilitie: (704,089

Shor-term deb! (2,069,17)
Long-term debi (2,561,97)
Deferred taxes and other liabiliti (3,682,40)
Fair value of net assets acquil $28,423,60

The Company has assessed that the goodwill acqainsdiant to the acquisition of LPBV is not dedoietifor federal income tax purposes.

The value of the intangible assets acquired in eotion with LED Holdings acquisition of LED Effecéd the estimated useful lives of the
assets at the date of acquisition are presentitable below:

Estimated
Useful Life
Acquisition At Acquisition
Intangible Asset Fair Value Date

Technology and paten $ 500,00( 5 year:
Trademarks 1,500,001 5 year
Customer relationshir 5,400,00! 3.5t0 10 yeal
License agreemen 6,900,00! 10 year
Non-competition agreemen 300,00( 2 year

$14,600,00
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At December 31, 2008, the Company recorded an imgeit charge against certain of the intangibletassmuired (Note 7).

Acquisition of Net Assets of Lamina Lighting, In

On July 29, 2008, a wholly-owned subsidiary of @@mpany (the “Purchaser”) acquired under an Asgatiiase Agreement (the “Purchase
Agreement”) substantially all of the net assetkarhina Lighting, Inc. (“Lamina”) for aggregate cdauheration of $4.5 million in cash (the
“Cash Payment”). The Company also has an obligatianake earmut payments of up to $10,500,000 based on thedalas of the purchas
technologies made over the period from July 298200ough December 31, 2009. With the acquisitibthe net assets of Lamina, the
Company acquired additional light engine technoltigt it believes will further build out its tecogy capabilities.

The following table shows the aggregate purchaiee if the net assets of Lamina:

Total cash paymel $ 4,500,001
Transaction fee 263,38
Total purchase price of Lamit $ 4,763,38

The following table shows the allocation of the assets acquired from Lamina on the acquisitioa.dette Company began consolidating the
operations of the business acquired from LaminAwgust 1, 2008:

Current assetl

Accounts receivable, n $ 382,28.

Inventories, ne 1,699,17.

Other current asse 181,51¢
Non-current assetl

Property and equipme 1,121,15

Intangible assel 2,445,00!
Current Liabilities

Accounts payable and accrued expet (1,065,74)
Total purchase price of Lamina net as: $ 4,763,38.

The allocation of the total purchase price fordkquisition of the Lamina net assets to identifiaiiét tangible and intangible assets resulted in
total negative goodwill of $772,653. The Companyg texorded the negative goodwill amount as a rétuct the net property and equipment
and intangible assets in the purchase equationeabov

The value of the intangible assets acquired in eotion with LED Holdings acquisition of LED Effecahd the estimated useful lives of the
assets at the date of acquisition are presentdztitable below:
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Estimated
Useful Life
Acquisition At Acquisition
Intangible Asset Fair Value Date
Trademarks $ 712,50( 20 years
Customer relation 990,00( 10 years
License agreemen 742,50( 10 years

$2,445,00

Pro-Forma Results for Acquisitions

The following unaudited pro-forma financial infortien presents the combined results of operationkefCompany, LPBV and Lamina as if
the acquisitions had occurred as of January 1,.2D88 pro-forma financial information is presentedinformational purposes and is not
indicative of the results of operations that woluétve been achieved if the acquisitions and relabetbwings had taken place at the beginning
of each of the periods presented. The unauditedgomoa financial information for the year ended Bexder 31, 2008 combines the historical
financial results for the Company for the year ehBecember 31, 2008 with the pre-acquisition resefi. PBV for the period January 1, 2008
through April 30, 2008 and the pre-acquisition tesfor Lamina for the period January 1, 2008 tigloduly 31, 2008.

The unaudited pro-forma results for all periodsspreed include amortization charges for any acduir@ngible assets, elimination of
intercompany transactions, adjustments to intengsénse and related tax effects. The unauditedgonoa results were as follows for the fiscal
years ended December 31, 20

2008
Revenue $ 28,622,00
Net loss (103,244,00)
Basic net loss per sha $ (3.59)
Diluted net loss per sha $ (3.5¢)

NOTE 5: FAIR VALUE MEASUREMENT OF FINANCIAL INSTRUM ENTS

In accordance with SFAS No. 157, “Fair Value Measwuents,” which was adopted at the beginning of 26@8Company, determines a fair
value measurement based on the assumptions a rparkietpant would use in pricing an asset or lighiSFAS No. 157 established a three-
tiered hierarchy making a distinction between mapketicipant assumptions based on (i) observaigets such as quoted prices in active
markets (Level 1), (ii)) inputs other than quoteit@s in active markets that are observable edirectly or indirectly (Level 2), and

(i) unobservable inputs that would require thenfpany to use present value and other valuatiomtquhs in the determination of fair value
(Level 3).

Cash and cash equivalents, accounts receivables aatl accounts payable, amounts due under tisedfredit, promissory notes, accrued
expenses and other current liabilities are camidabok value amounts which approximate fair value to the short-term maturity of these
instruments. Long-term debt is carried at book @althich approximates fair value due mainly to thet that the interest rate on the long-term
debt is variable. As discussed in Note 12, the eldbd conversion feature associated with the 6% éible Preferred Stock and the warrants
issued to the 6% Convertible Preferred Stock pugetshave been determined to be derivative insmtsrend are recorded at fair value. The
fair values of these warrants and the embeddedersion feature associated with the 6% ConvertibbddPred Stock are not material at
December 31, 2008. As discussed in Note 11, thepgaagnhas applied liability accounting to the watsaesued to certain directors and
officers of a predecessor company. These warraws been recorded at fair value.
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NOTE 6: INVENTORIES
Inventories are comprised of the following:

Raw materials and compone!

Work-in-proces:

Finished good

Allowance for obsolete and slow moving raw matet

NOTE 7: PROPERTY, EQUIPMENT AND OTHER ASSETS

Property and equipment consists of the followi

Leasehold improvemen

Office furniture and equipmel

Tooling and production and test equipm
Total property and equipme
Accumulated depreciatic

Intangible assets consist of the followil

Technology and paten
Trademarks

Software

Customer relationshir
Licenses

Non-competition agreemen
Total intangible asse

Less: Accumulated amortizatic

December 31

December 31

2008 2007
$13,342,58  $ 3,848,50.
1,365,43 221,49
2,359,75. 131,87
(4,865,00() (415,000
$12,202,77 $ 3,786,96

December 31,

December 31,

2008 2007
$ 1,075,37 $ 184,60!
3,507,76 640,73t
4,269,40. 649,80:-
8,852,54! 1,475,14
(5,221,65) (326,12)
$ 3,630,88: $ 1,149,02.

December 31,

December 31,

2008 2007
$ 5,152,50. $ 8,069,76.
1,566,901 360,00(
2,000,00! 2,000,00!
6,049,00 730,00
7,642,50! —
300,00( —
$22,710,90 11,159,76
(5,258,26) (1,844,78)
$17,452,63 $ 9,314,98

In the fourth quarter of 2008, we performed an ahraluation of all our business segments to detewhether any goodwill or intangible
assets that had been acquired by the Company meadred. The result of this valuation was that maktémpairments were identified in the
LSG and LPBYV reporting units. The following tablensmarizes the total impairment charge recordedbyCtompany in the fourth quarter of

2008:
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Goodwill arising on the acquisition of Lighting 8oice Grouy $42,605,55
Technology and patents acquired on the acquisitidrighting Science Grou 2,419,98.
Goodwill arising on the acquisition of LPE 6,159,00!
Trademarks acquired on the acquisition of LF 796,74:
Technology and patents acquired on the acquisitidrPBV 322,85¢
Customer relationships acquired on the acquisifdoPBY 806,00(
Total impairment charg $53,110,13

At the time of the acquisitions, the valuation obgwill and other intangible assets were determimddg acceptable methods based on growth
projections tied to the development of the respeatiarkets and products. Due to a number of facitackiding (i) the slower than expected
pace at which the Company was able to develop pitsdar these markets, (i) product failures exgeced for certain products released,

(iii) delays in obtaining key certifications forguucts, (iv) project delays by customers, (v) magkewdown in construction spending and (vi)
reduction in the market price for the Company’s own stock and the multiple attributed to our comratmtk, the results of these projections
became questionable. The total impairment is ressbid our consolidated statement of operationhénine “Impairment of goodwill and
intangible assetsIn accordance with SFAS 142, these impairmentdtegbin a new cost basis for the goodwill and oth&angible assets. Tl
fair value of the separate reporting units to wigoledwill and intangible assets were attributed assessed using a discounted cash flow
analysis.

SFAS No. 142 specifies that intangible assetshhae finite lives are to be amortized over thegfuklives. The intangible assets, their orig
fair values, adjusted for the impairment chargehéfourth quarter of 2008, and their useful liees detailed below:

Estimated
Original Fair Accumulated Net Carrying Remaining Useful
Intangible Asset Value Amortization Value Life

Technology and intellectual propel $5,152,50. $(2,014,21)) $3,138,28. 1.5t0 15.5 yea
Trademarks 1,566,900 (158,929 1,407,98! 4.5 to 20.0 year
Software 2,000,001 (1,000,00) 1,000,00t 0.5 year
Customer relationshir 6,049,000 (850,999 5,198,00! 3.5t0 13.5 yea
License agreemen 7,642,500 (1,114,76) 6,527,73 10.0 year
Non-competition agreemen 300,00 (119,37) 180,62 1.5 year
Goodwill 6,799,96. — 6,799,96. Not subject to amortizatic

The table below is the estimated amortization egpeadjusted for any impairment charge recordékdrourth quarter of 2008, for the
Company'’s intangible assets for each of the nexetfiears and thereafter:

2009 $ 3,274,32:
2010 2,154,18
2011 2,123,23.
2012 1,994,56!
2013 1,772,61.
Thereaftel 6,133,70!

$17,452,63

NOTE 8: SHORT-TERM DEBT

At December 31, 2008, the Company and its subsdidrad the following balances outstanding undheasliof credit and other short-term debt
facilities:

F-21




Table of Contents

Balance
Outstanding
at

Decembe
Maximum 31, 2008
Facility Facility Interest Rat (USD)
ABN AMRO Bank, revolving line of cred € 500,00( 6.90% $ 330,13
IFN Finance, working capital line, availability leson 90% of the value of trade

receivable invoice € 4,000,001 7.15% 1,876,571
Promissory notes issued to related parties due3lyl200¢ US$ 2,000,00! 8.0% 2,000,00!
Bank of Montreal, demand line of cre US$20,000,00 7.25% 18,000,00
Total shor-term debt $22,206,71

At December 31, 2008, LPBV was in breach of certavenants under its agreement with ABN AMRO. Assult of such breach, ABN
AMRO has reduced the total amount available unaketibe of credit to € 300,000 and has also in@edlse interest rate on the facility by
0.5%. The Company and LPBV have discussed an agtionwith ABN AMRO to resolve the breach condisao be implemented during the
second quarter of 2009. ABN AMRO has agreed to &aixch breach based on the Company’s and LPBM@ggtan to rectify the breach.
The line of credit is a one-year revolving linecoédit that matures on January 1, 2010. As secfaitthe line of credit, ABN AMRO has been
given a senior security interest in LPBV’s inventguroperty and equipment.

On July 25, 2008, the Company, entered into a LAahorization Agreement (the “Loan Agreement”) wBMO, whereby BMO established a
$20 million revolving line of credit for the ComparThe Loan Agreement provides for monthly paymeafitsiterest only at the greater of
prime plus 0.5% and 7.25% and matures on writtenathel by BMO, but in no event later than July 25)20Any outstanding balance under
the Loan Agreement is payable on written demanBM, provided that the Company will have 14 busindays to make any such payment.
The Loan Agreement is not secured by any asseteedtompany.

The Loan Agreement is guaranteed by Pegasus I&tdordance with a guaranty agreement (the “Guabamigted as of July 25, 2008.
Pegasus IV is a private equity fund managed by feg@apital. Pegasus Capital is the controllingtedwlder of the Company and
beneficially owns approximately 65.7% of our comnstock. As consideration for the guarantee by Regghs, the Company agreed to pay,
the last day of the Credit Facility Period (defirielow), a transaction fee equal to (x) 1% of therage daily outstanding principal amount |
accrued but unpaid interest under the line of trhdaling the period beginning on the date the ¢rfedility is established through the date the
credit facility is repaid in full or otherwise disarged (the “Credit Facility Period”) multiplied lfy) the quotient equal to the number of days in
the Credit Facility Period divided by 365 dayscbnnection with the closing of the line of credlit Company paid Pegasus Capital $100,000,
pursuant to a side letter agreement dated Julg@® (the “Side Letter Agreement”), to reimbursgdseis Capital for the fees and expenses it
incurred with respect to the Guaranty and linereflt. The Company also issued to Pegasus IV aawifor the purchase of 942,857 shares of
common stock at an exercise price of $7.00 peresiidre warrant has a term of five years.

IFN Finance has a senior security interest in@bants receivable of LPBV. Interest is payable thiyron each of the facilities.
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In December 2008, the Company borrowed a totaPahdlion from Pegasus Partners IV and three oéiscutives. In exchange, the Comp
issued promissory notes to Pegasus Partners IVharithree executives that are unsecured and hteaesh at 8% per annum. Payments equ
the principal and accrued interest on each Notelaeeon July 31, 2009, and each of the notes maydyid in whole or in part at any time
without premium or penalty.

NOTE 9: LONG-TERM DEBT

LPBV has long-term debt obligations as follows:

December 31 December 31
2008 Maturity date 2008
ABN AMRO Bank, 10 year term loan, payable in fogiyual installments beginning
April 1, 2004 € 1,575,001 January 1, 201  $ 2,220,27!
ABN AMRO Bank, 5 year term loan, payable in tweatual installments beginning
April 1, 2004 50,00( January 1, 200 70,48:
Leases 122,33( various 168,22(
1,747,33 2,458,98
Less current portion of loi-term debt (1,675,91) (2,362,541
Long-term portion of lon-term debi € 71,41 $ 96,44

The ABN AMRO facilities bear interest at EURIBOR%1(4.15% at December 31, 2008) and interest istgayguarterly. LPBV has provided
ABN AMRO a senior security interest on inventoripgyperty and equipment and a charge on accourdsvedble subordinated to the senior
security interest of IFN Finance. LPBV has alsaeadrto certain covenants including maintainingdtal equity at or above 35% of its total
assets. At December 31, 2008, the total equityRBV was less than 35% of its total assets and trepany was in breach of its agreement
with ABN AMRO. As a result of the breach, ABN AMRI@as increased the interest rate on the facilitgfgyroximately 1.0%. The Company
and LPBV have discussed an action plan with ABN AM&® resolve the breach conditions to be implendedteing the second quarter of
2009. ABN AMRO has not provided a waiver of thedme to LPBV and has not accelerated future loamgays. As the Company has not
received a waiver from ABN AMRO, it has classifigltlof the outstanding balance of the facilitiesaasurrent liability at December 31, 2008.

The following table sets out the amount of longrtetebt repayment due in each of the following frears and thereafter:

2009 $ 2,362,541
2010 51,79:
2011 44.,65(
2012 —
2013 —
Thereaftel —

$ 2,458,98:

NOTE 10: INCOME TAXES

The significant components of income before incéaxes and the consolidated income tax provisiongfg for the Company are shown in
the following table:
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Income (loss) before taxes and minority intereshaome of subsidiar
Domestic
Foreign

Total

Income tax expense (benel
Current provisior

Federal

State

Current income tax expen

Deferred income tax expense (bene
Federal
State
Foreign

Deferred income tax expense (bene

Income tax expense (benel

For the period LED Effects
For the year June 14, 2007 For the period
ended through January 1,
December 31 December 31 2007 through
2008 2007 June 13, 2001
$ (92,269,57) $ (4,730,55) $ 429,79:
(4,901,38) (168,517 32,24
$ (97,170,96) $ (4,899,06) $ 462,03
— — $ 121,17¢
— — 45,33!
$ — $ — $ 166,50°
$ (1,264,430 — $ 89C
— — (6,117
(943,07)) — 10,96+
$ (2,207,50) $ — 3 5,731
$ (2,207,50) $ — 3 172,24

The following table presents a reconciliation af #ittual income tax expense (benefit) to the amecalntlated applying the United States
Federal statutory tax rate of 35%. As LED Effectswa private company during the period JanuargQ7 2hrough June 13, 2007, no

comparative income tax rate reconciliation is ideld for its income tax expense.

Loss before taxes and minority interest in incorhsubsidiary

Income tax benefit applying United States fedetatiusory rate

Permanent difference
Impairment charg
Other

Increase in valuation allowan

For the period

Rate difference between United States federaltstgtuate and Netherlands statutory r

Income tax benefit eliminated by IRS Section 38@tttion
Other

Income tax benefit recorde

For the year June 14, 2007
ended through
December 31, December 31,
2008 2007
$ (97,170,96) $ (4,899,06)
$ (33,038,12) $ (1,665,68)

18,057,44 —

134,06( (91,609

12,478,94 2,576,441

355,13t —

— (762,01:)

(194,967 (57,149

$ (2,207,50) —
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At the time of the reverse merger transaction asdlting change in control, the Company had accatadlapproximately $75,000,000 in tax
loss carryforwards. As a result of the change imtrad, the Company will be limited in the amountla$s carryforwards that it may apply to its
taxable income in any tax year. These net losspiseeitom 2012 through 2028. To the extent the Canyps able to utilize available tax loss
carryforwards that arose from operations in taxy@aior to September 26, 2003, any benefit redligél be credited to additional paid in
capital.

Deferred income taxes reflect the net tax effeEtemporary differences between the carrying anmmohassets and liabilities for financial
reporting purposes and the amounts used for in¢ampurposes. The significant components of the ow's deferred tax assets and
liabilities are as follows:

December 31 December 31
2008 2007

Deferred tax asse

Net operating loss carryforwar $ 22,551,48 $11,176,32

Net operating loss carryforward recorded by foresghsidiary 923,98t —

Stock options 1,186,20! 808,24

Inventories 729,80¢ —

Accounts receivabl 33,43t —

Accrued liabilities 217,44: —

Other — 44,43t
Total deferred tax asse 25,642,36 12,029,00
Less: valuation allowanc (24,507,94) (12,029,00)
Net deferred tax asse $ 1,134,41 $ —
Deferred tax liabilitie:

Derivatives $ (96,879 $ —

Intangible assel (2,414,83) —
Total deferred tax liabilitie (2,511,71) —
Net deferred tax liabilitie $(1,377,29) $ —

At December 31, 2008, the Company had the follovaipgrating income tax loss carryforwards availableffset future income taxes, subject
to expiration:

United States The Netherlands
Income Tax Loss Income Tax Loss
Year of Expiration Carryforwards Carryforwards

2012 $ 2,293,43. $ =
2016 — 3,695,95.
2018 2,293,43. —
2019 2,293,43. —
2020 2,293,43. —
2021 2,293,43. —
2022 2,293,43. —
2023 2,293,43. —
2024 2,293,43. —
2025 2,293,43. —
2026 2,293,43. —
2027 9,937,23! —
2028 33,456,34 —
Total $ 66,327,89 $ 3,695,95.
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Prior to entering into the Exchange Agreementppéirations of LED Holdings were carried througlnated liability corporation (“LLC”). As
a result, all income taxes related to the incomekdd Holdings business for the period June 14, 200Gugh October 3, 2007 is passed
through to the LED Holdings members. As the incdaxes payable or recoverable related to the opastf LED Holdings was passed
through to its stockholders, the Company has ragroed a tax provision for either current or defdrtaxes during this period. The Company
has also not included in the table above any tex tarryforwards or the offset of any taxable ineaygainst such tax loss carryforwards,
related to the operation of its business for thogeJune 14, 2007 through October 3, 2007.

NOTE 11: RELATED PARTY TRANSACTIONS
Pegasus Capital

As disclosed in Note 8 above, Pegasus IV has peovadguarantee of the demand line of credit theg2mm has obtained from BMO. As
consideration for providing the guarantee, the Camyphas agreed to pay Pegasus IV a transacticeqies to (x) 1% of the average daily
outstanding principal amount and accrued but unijpaédest under the line of credit during the pedieeginning on the date the credit facility is
established through the date the credit facilityefaid in full or otherwise discharged (the “Cidehicility Period”) multiplied by (y) the
qguotient equal to the number of days in the Credadility Period divided by 365 days. In connectiwith the closing of the line of credit, the
Company paid Pegasus Capital $100,000, pursudhetSide Letter Agreement dated July 25, 2008¢itmburse Pegasus Capital for the fees
and expenses it incurred with respect to the Giyaieamd line of credit. During the year ended Decengii, 2008, the Company recorded as
interest expense guarantee and transaction fe@sepeelated to Pegasus |V’s guarantee of the B¢ty in the amount of $669,560.

In connection with the acquisition of LPBV, the Coamy paid $400,000 to an affiliate of Pegasus @hfiit expenses incurred in performing
certain due diligence and other activities. Thesschave been reflected in the transaction fesxcaged with the acquisition.

As noted in Note 8 above, in December 2008, the [i2om borrowed a total of $2,000,000 from Pegasus&as |V and three of its executivi
including its Chief Executive Officer. In exchanglee Company issued promissory notes to Pegasasd\the three executives that are
unsecured and bear interest at 8% per annum. Ties maature on July 31, 2009.

Loans from Directors and Officers

During the first and second quarters of 2005, membethe board of directors and certain officdra predecessor company (the “Lender” or
“Lenders”) agreed to loan the predecessor comparaggregate of $476,000 on a short-term basis.rigooof the compensation under the
terms of the notes issued by the predecessor cogmparach Lender required the Company to issueantsito the Lenders for a total of 23,¢
shares of common stock to be purchased at an egqrace of $30.00 per share.

In December 2006, the predecessor company offeradjtist the price of the warrants issued to thedees to $6.00 per share if the Lenders
agreed to exercise the warrants currently. If therants were not exercised currently, the exeqige would remain $30.00 per share. At
December 31, 2007, 15,800 warrants had been egdrdiie Company recorded the then fair value otittexercised warrants on the
consolidated balance sheet with the change in fauchialue being recorded in other income (expens#)e consolidated statements of
operations.
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NOTE 12: PREFERRED STOCK
Private Placement with Institutional and Accredited Investors

On May 12, 2005, a predecessor company closedooivate placement with a group of institutional aetredited investors, including certain
officers and directors of the predecessor compfamythe sale of 2,260,966 shares of the predecessopanys 6% Convertible Preferred Stc
(the “6% Convertible Preferred Stock”) along withmants to purchase additional shares of the pesdec company’s common stock. The 6%
Convertible Preferred Stock was priced at $3.20spare, and the predecessor company received piooé87,235,086 of which $276,000
represented conversion of officer and board mendaers and $24,086 represented accrued interestanthitment fees thereon. Initially, ez
share of 6% Convertible Preferred Stock is conbkertat any time at the election of the holder &.8Q per share into common stock, subjet
full ratchet anti-dilution adjustments.

During the year ended December 31, 2008 and thedogom October 4, 2007 through December 31, 2087750 and 160,001 shares of 6%
Convertible Preferred Stock were converted by thlddrs to common stock of the Company, respectivdiyDecember 31, 2008, 196,902
shares of 6% Convertible Preferred Stock remaingstanding.

The 6% Convertible Preferred Stock ranks ahealetbmmon stock of the Company upon liquidatiothefCompany. The 6% Convertible
Preferred Stock also ranks ahead of the commoi stith respect to the payment of dividends. The®&fivertible Preferred Stock ranks pari
passu with the Series B Preferred Stock and thiess€rPreferred Stock with respect to liquidatioefprence and the payment of dividends.
The dividend rate on the 6% Convertible PreferretiSis $3.84 per share per annum (6% effectivily@nd such dividends are fully
cumulative, accruing, without interest, from theedaf original issuance of the 6% Convertible Pmefé Stock through the date of redemption
or conversion thereof. The Company must redeenpatstanding 6% Convertible Preferred Stock on May2D10.

Initially, the warrants were issued to the purcheeé the 6% Convertible Preferred stock and wesrasable at the election of the holder into
a total of approximately 339,150 shares of comntooksat an initial exercise price of $19.20 perrshalso subject to adjustment pursuant to
anti-dilution provisions) on either a cash or cashlexercise basis. The warrants expire five yeamsthe date of issuance.

On June 6, 2006, the predecessor company agreedeind the terms of the then outstanding 6% Corlefireferred Stock and the warrants
issued to purchasers of the 6% Convertible Prale8teck. The predecessor company agreed to atipisonversion price of the 6%
Convertible Preferred Stock then outstanding to.@1@er common share compared to the original asiowe price of $16.00 per common
share. This adjustment resulted in an increasieeinatal number of shares of common stock that beagequired to be issued by the
predecessor company in the future to holders o6#eConvertible Preferred Stock to approximately,009 shares. The predecessor company
also agreed that, at December 31, 2006, it woulthdén adjust the conversion price of the then aniding 6% Convertible Preferred Stock to
$6.00 per common share from the current exercise pf $10.00 if the then current market pricehsf predecessor company’s common stock
(as defined in the agreement) was less than $J@006ommon share. As the current market price dicerceed $10.00 per share at
December 31, 2006, the conversion price of thetanitng 6% Convertible Preferred Stock was furtdjusted to $6.00 per common share at
December 31, 2006, the total number of sharesmhoon stock that may be required to be issued b timapany also increased from
approximately 661,009 common shares to approximatdl01,690. The predecessor company has filediatration statement with the
Securities and Exchange Commission covering theoappately 1,101,690 shares that may be requirdzbtissued. The registration statement
was declared effective on July 14, 2006.

On June 6, 2006, the predecessor company alsodaigraenend the terms of the warrants issued tpdihehasers of the 6% Convertible
Preferred Stock. The predecessor company agraedriediately adjust the exercise price of the apjpnaxely 339,150 outstanding warrants
from $19.20 per common share to $6.00 per commaresfThe adjustment of the terms of these wardo#s not change the total number of
common shares that the predecessor company magbieed to issue in the future to holders of the
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warrants. During the year ended December 31, 2068laring the period June 14, 2007 through Decel®bgP007, 5,860 and no warrants
were exercised, respectively.

Pursuant to SFAS No. 133 and EITF No. 00-19, thbeztded conversion feature associated with the 6btv&@tble Preferred Stock and the
warrants issued to the 6% Convertible PreferredkSparrchasers have been determined to be deriviagttiments. Accordingly, the fair val

of these derivative instruments has been recordedliability on the consolidated balance sheet wie corresponding amount recorded as a
discount to the 6% Convertible Preferred Stock.hSiliscount is being accreted from the date of issedo the redemption date of the 6%
Convertible Preferred Stock and totaled $94,607%(A@4,456) for the year ended December 31, 20@8arthe period June 14, 2007 through
December 31, 2007, respectively. The accretioh@fliscount is negative due to a net conversi@Yofonvertible Preferred stock by the
holders during the period June 14, 2007 throughebder 31, 2007.

The following table presents the change in thevfaiue of the derivatives as disclosed in the Cami[sa2008 and 2007 consolidated balance
sheet:

Year Ended December 31, Period June 14, 2007
2008 through December 31, 2007

Fair value of liability for derivative contractse@inning of perioc $ 1,007,601 $ —
Fair value of derivative liability assumed throuble reverse merger with LS — 1,903,10
Adjustment to fair value of current derivative cactls during the period, recorded in

other income (expense) during the pel (511,489 (357,46))
Less allocation of fair value of derivative liabjlito additional paid-in capital on

conversion or exercise of derivative instrume (492,45) (538,041
Fair value of liability for derivative contractsme of period $ 3,65¢ $ 1,007,601

The Company computes fair value of these derivatiging the Black-Scholes valuation model. The IBiacholes model was developed for
use in estimating the fair value of traded optitive have no vesting restrictions and are fullpsfarable. In addition, option valuation models
require the input of highly subjective assumptiansluding the expected stock price volatility. TBempany’s derivative instruments have
characteristics significantly different from tradegtions, and the input assumptions used in theafraah materially affect the fair value
estimate. The assumptions used in this model imats fair value of each derivative instrument émelresulting value of the derivative
liability as of December 31, 2008 are as follows:

Embedded Conversion
Feature Associated With The
6% Convertible Preferred

Warrants Stock
Exercise/Conversion Pric $6.0C $6.0C
Fair Value of the Compar’'s Common Stoc $0.37 $0.37
Expected life in year 14 14
Expected volatility 75% 75%
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Embedded Conversion
Feature Associated With The
6% Convertible Preferred

Warrants Stock
Expected dividend yiel 0.C% 0.C%
Risk free rate 0.4¢% 0.48%
Calculated fair value per she $0.04 $0.04

The 6% Convertible Preferred Stock is MandatorigdBemable Preferred Stock as defined by SFAS 1B@ceunting for Certain Financial
Instruments with Characteristics of both Liabiktiand Equity”, and would also qualify as “PreferBtdcks Subject to Mandatory Redemption
Requirements or Whose Redemption is Outside thérQlaf the Issuer” as defined by Accounting Sefkedease (“ASR”) No. 268 —
“Redeemable Preferred Stocks.” The conversion feassociated with the 6% Convertible Preferrea@lSi®not a nonsubstantive or minimal
feature and therefore the provisions of ASR No. RB&@ been applied in classifying the 6% Conveatitieferred Stock separate from
stockholders’ equity.

NOTE 13: STOCKHOLDERS' EQUITY
Acquisition of LPBV

On April 22, 2008, the Company issued 4,632,000eshaf common stock to settle, in part, its purehargce of the 100% interest in LPBV.
The common stock issued to the selling stockholdEt$PBV has been recorded at $22,233,600. Seviargypercent of the common stock
issued to the selling stockholders of LPBV is sabje a lock-up agreement for up to one-year sulseio the issue date.

March 2007 Private Placement

On March 9, 2007, a predecessor company complepeidate placement with a group of accredited itwesfor net proceeds of $3.6 million.
The predecessor company issued approximately 686}6#res of common stock at a price of $6.00 pamesfThe predecessor company also
issued approximately 500,000 A Warrants for thecpase of common stock to the investor group. Theamgs have an exercise price of $7.00
per share and have a term of five years. The pesdec company also issued approximately 666,663BaNts for the purchase of additional
shares of common stock. Each B Warrant is compa$ete share of common stock and 0.75 A Warratghie purchase of common stock.
The exercise price of each B Warrant is $6.00 pér Whese B Warrants can be exercised by the haldany time up to the 90trading day

after the effective date of a registration stateintlesit was filed by the predecessor company testegthe common stock issued to the investors
on March 9, 2007. The Registration statement wakaded effective by the SEC on June 28, 2007. Thereall B Warrants were required to

be exercised by the holder on or before Novemb2067. On October 4, 2007, at the date of the Exgha\greement, 89,851 B Warrants w
outstanding.

During the period October 4, 2007 through Decendder2007, the holders of approximately 79,667 B NMats exercised such warrants. On
November 5, 2007, 10,184 B Warrants expired unésetlc During the year ended December 31, 2008 antthé period from October 4, 20
through December 31, 2007, no A Warrants were é&entcAt December 31, 2008, approximately 722,36&@rants were outstanding.

Series B Preferred Stock

On October 4, 2007, LSG issued 2,000,000 shar8gmés B Preferred Stock as partial consideratiothie assets of LED Holdings pursuar
the Exchange Agreement. Shares of Series B PrdfStaek are convertible at any time at the optibthe holder, at a conversion price equal
to $5.650166808 per share of common stock. Theasion price is subject to adjustment for subsegsteck splits, stock dividends and
similar events and subject to certain anti-dilutéaustments.

Each share of Series B Preferred Stock is entitle3l5 votes for each share of common stock intizhwit is convertible. Shares of Series B
Preferred Stock are entitled to a liquidation prefiee over other classes of our capital stock extbep6% Convertible Preferred Stock, in
which case the Series B Preferred Stock
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is pari passu. The liquidation preference per stzaegual to the purchase price of the Series BeResl Stock plus dividends, which accrues at
the rate of 6% per annum. The liquidation right aneference is applicable in the event of our ligtion, a merger of our Company with or
into another entity or the sale by us of all orsahtially all of our business or operating assete holders of at least a majority of the
outstanding Series B Preferred Stock have the taggptirchase up to an aggregate of $10 milliorhef@ompany’s common stock, for cash, in
one or more transactions at a 15% discount to\theage closing price of the Company’s common stockhe thirty consecutive trading days
immediately preceding the date of the purchasaimhases.

In April 2008, the holder of the Series B Prefer8tdck exercised its right to purchase additiomahmon stock of the Company. The holder
purchased 2,083,333 shares of common stock of tinep@ny for gross proceeds of $10 million. The Comypeegotiated a reduction in the
discount to market from 15% to approximately 5%tfo transaction.

Series C Preferred Stock

On December 31, 2008, the Company issued 251, Z8®sbf its Series C Preferred stock to settletauting amounts due to two law firms
representing the Company. The Series C Prefermak $& not convertible and is senior to the ComiStock andoari passwwith the 6%
Convertible Preferred Stock and the Series B Piedie8tock of the Company. Dividends may be declaretipaid on the Series C Preferred
Stock as determined by the Board of Directors. Baattler of shares of Series C Preferred Stocktileshto 15 votes per share of Series C
Preferred Stock held on any matter in which hol@étSommon Stock may vote. Upon the dissolutianitiation or deemed change of control
of the Company or the repurchase of any sharesmés$SC Preferred Stock, holders of Series C RedeStock would be entitled to a
liguidation preference in the amount of the purehaisce of the Series C Preferred Stock plus anuareccruing at the rate of 8% per annum
on the purchase price.

The Company also issued to the holders of the S&iBreferred stock warrants to purchase a tota|716,078 shares of common stock. The
warrants are exercisable only following the dissoly winding-up or change of control of the Comypan the repurchase or other acquisition
by the Company of all of the Series C PreferredlStmd have an exercise price of $.85 per sharewEhrants will have a term of five years
from such vesting date.

Subsequent to December 31, 2008, the 251,739 sbiaBesies C Preferred stock and the related werraare acquired by Pegasus IV from
two law firms.

Equity Based Compensation Plan

Effective September 1, 2005, a predecessor comipgpigmented the Lighting Science Group Corpora#i6f5 Equity-Based Incentive
Compensation Plan (the “2005 Plan”). Awards grantedier the 2005 Plan may include incentive stodloap, which are qualified under
Section 422 of the Internal Revenue Code (the “Qodéock options other than incentive stock opsiowhich are not qualified under

Section 422 of the Code, stock appreciation righatstricted stock, phantom stock, bonus stock aratds in lieu of obligations, dividend
equivalents and other stock-based awards. Awargsbmgranted to employees, members of the BoaBRirettors, and consultants. The 2005
Plan is administered by the Compensation Committé¢lee Board of Directors. Vesting periods and t®for awards are determined by the
plan administrator. The exercise price of eachkstgation or stock appreciation right is equal t@ogater than the market price of the
Company'’s stock on the date of grant and no stptioo or stock appreciation right granted shalldhaverm in excess of ten years.

On December 31, 2008, there were 886,167 stockmptiutstanding. No options were exercised duhirgyear ended December 31, 2008 or
during the period from October 4, 2007 through Deloer 31, 2007. The fair value of the options ideined by using a Black-Scholes
pricing model that includes the following variablé¥ exercise price of the instrument, 2) fair nerkalue of the underlying stock on date of
grant, 3) expected life, 4) estimated volatility expected dividend yield and 6) the risk-free iest
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rate. The Company utilized the following assumpdiomestimating the fair value of the options geaintinder the Plan:

Exercise price $ 17.40- $6.0C
Fair market value of the underlying stock on ddtgrant $ 8.20- $3.0C
Option term 3.0 years 7.0 year
Vesting terrr 2.0to 4.0 yeal
Estimated volatility 75%
Expected dividend yiel 0.C%
Risk free rate 5.25%- 3.75%
Calculated fair value per she $ 8.20- $3.0C

As noted previously, the Black-Scholes model wasdeweloped for use in valuing employee stock aygjdut was developed for use in
estimating the fair value of traded options thatehao vesting restrictions and are fully transf&gaBecause changes in the subjective
assumptions can materially affect the fair valuéreste, and because employee stock options havaatkéstics significantly different from
those of traded options, the use of the Bl&ckoles option pricing model may not provide aatdk estimate of the fair value of employee s
options. For purposes of this calculation, the Canyphas utilized the simplified method specifiediaff Accounting Bulletin No. 107 for
estimating the expected life in years of the ogtiddnder this approach, the expected term is predumbe the mid-point between the vesting
date and the end of the contractual term. The Cagnpas estimated volatility of its stock based loa historical volatility of the Company’s
common stock. The Company has estimated the futletility of its common stock based on the actu@htility of its common stock over the
past year.

A summary of the option awards that were outstagndimder the Company’s 2005 Plan as of Decembe2@®18 and the changes for the year
ended December 31, 2008 is presented below:

Weighted
Average
Stock Options Underlying Shares Exercise Price

Outstanding and exercisable, June 14, 2 — $ —
Options assumed on the reverse merger with 267,66° $ 7.8C
Granted during the peric — $ —
Exercised during the peric — $ —
Forfeited during the peric — $ —
Outstanding and exercisable, December 31, : 267,66° $ 7.8C
Granted during the yei 729,000 $ 4.9C
Exercised during the ye — —
Forfeited during the ye: (101,000 $ (4.90)
Outstanding, December 31, 2C 895,66 $ 5.77
Exercisable at December 31, 2( 267,66° $ 7.8
Options expected to ve 628,000 $ 4.9C
Weighted average fair value of options grantedrduthe year ended December 31, 2 $ 2.71
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The intrinsic value of the outstanding stock opgiovas $- at December 31, 2008. The Company recatdeld option expense of $2,050,187
and $93,159 for the year ended December 31, 2008@nperiod June 14, 2007 through December 317,2@8pectively. At December 31,
2008, the average remaining term for outstandiagksoptions is 3.6 years. At December 31, 2008atieage remaining term for outstanding
vested stock options is 1.6 years. On October @7 28ll remaining outstanding unvested stock otisested with the change in control
resulting from the consummation of the Exchangee&grent.

As of December 31, 2008, there was a total of 1,40 of unrecognized compensation cost relatedtevested share-based compensation
arrangements granted under the 2005 Plan. Thatscespected to be recognized over a weighted-geepariod of 2.5 years.

Restricted Stock Agreements

In August 2007, a predecessor company enterediingstricted stock agreement with one of its exeesitunder which it may be required to
issue up to 250,000 shares of common stock. Thieates stock vests as follows: (i) 25% on awartedand (ii) 25% on each anniversary date
of the grant. The Company valued the restrictedkstwant at $2,650,000, being the value of theeshan the day the agreement was
completed. The total cost of the restricted stagngwill be recognized in the statement of operstiover an estimated period of 2.5 years. In
the first quarter of 2009, the executive’s emplogpingith the Company was terminated. The Companythaexecutive are currently
negotiating the terms of the executive’s termirmatior the year ended December 31, 2008 and fquetied June 14, 2007 through
December 31, 2007, the Company recorded compensatjense related to this restricted stock awaf&B86,458 and $938,542, respectively.

In April 2008, the Company issued restricted staslards to certain of its management staff for al tof 841,250 shares of common stock. The
restricted stock awards will vest as follows: @P8 of the total awarded shares shall vest on thedate after the grant date that the Company’
“Recognized Revenue” equals $50 million, (ii) 34%itee awarded shares shall vest on the first dide gne grant date that the Company’s
Recognized Revenue is greater than $115 million(ain®3% of the awarded shares shall vest orfitise day after the grant date that the
Company’s Recognized Revenue is greater than $1§6rmin any event, all outstanding restrictedat awards will vest on the third
anniversary of the grant date. For purposes ofiélsting schedule, Recognized Revenue is defindteasumulative gross revenue generate

(i) sales of products that have been deliveredigtaeners of the Company or one of its subsidiade§j) licensing of the technology
developed by the Company or one of its subsidiasiese January 1, 2008. For the year ended Deaedih@008 and for the period June 14,
2007 through December 31, 2007, the Company redardepensation expense related to these reststbell awards of $934,720 and $ -,
respectively.

The following table presents the activity of thetrizted stock grants made by the Company duriagyéar ended December 31, 2008 and for
the period June 14, 2007 through December 31, 2007:
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Weighted

Average

Grant Date
Non-vested restricted stock # of shares Fair Value
Non-vested restricted stock, June 14, 2 = $ 0.0C
Restricted stock grants assumed upon reverse nr 187,50( $ 10.6(
Granted — $ 0.0c
Vested — $ 0.0C
Cancellec — $ 0.0C
Non-vested restricted stock, December 31, 2 187,50( $ 10.6(C
Granted 841,25( $ 4.9C
Vested (62,500 $ (10.60
Cancellec — —
Non-vested restricted stock, December 31, 2 966,25( $ 5.64
The fair value of the restricted stock that vestadng the year was approximately $241,000.
Warrants for the Purchase of Common Stock
At December 31, 2008, the Company has issued tleeving warrants for the purchase of common stock:

No. of
Reason for Common Exercise Expiration
Warrant Holder Issuance Shares Price Date
Investors in March 2007 Private Placen March 2007 Private Placement 722,36: $ 7.0C March 9, 2012 to June 29, 20
(Note 13) Warrants
Pegasus IV (Note ¢ Guarantee of BMO line of crec 942,85 $ 7.0C July 25, 201:
Line of Credit Guarantot Financing guarantee 121,37 $ 6.0C September 22, 2011 throu
March 31, 201:
6% Convertible Preferred stockhold: Private Placemer 232,50: $ 6.0C May 10, 201C
(Note 12)
The Equity Groug Consulting service 37,50( $ 16.0C February 10, 201
ICurie Marketing Agreemer 6,25( $ 6.4C September 13, 201
Officers and Director Bridge Financing 8,00C $ 30.0C April 20, 2010
ABM Industries Inc. Marketing services 57,50( $8.00 $10.4( July 31, 2009 to December 31,
2009

Total 2,128,34:

At December 31, 2008, all warrants shown in théetabove are fully vested.
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Pursuant to the issue of the Series C Preferrett,sioe Company issued to the holders of the S&iBseferred stock warrants to purchase a
total of 3,776,078 shares of common stock. The arasrare exercisable only following the dissolutiwmding-up or change of control of the
Company or the repurchase or other acquisitiorhbyGompany of all of the Series C Preferred Stocklamve an exercise price of $.85 per
share. The warrants will have a term of five yéeom such vesting date.

NOTE 14: INTERNATIONAL SALES

For the year ended December 31, 2008 and for thiedhéune 14, 2007 through December 31, 2007 anthéoperiod January 1, 2007 through
June 13, 2007, the Company and LED Effects, resdgt have determined that the United States hed\tetherlands were the only regions
from which the Company had in excess of 10% of meree At December 31, 2008 and 2007, the UniteceStand the Netherlands were the
only two regions that had in excess of 10% of reneerThe following tables set out the total reveané total assets of the geographical region:

LED Effects

for the
LSG for the period
period June January 1,
LSG for the 14, 2007 2007
year ended through through
December 31 December 31 June 13,
Revenue by Geographical Regio 2008 2007 2007
United State! $10,165,47 $ 4,564,94! $3,595,35'
The Netherland 2,623,87. — —
Other 7,969,24. 51,16: 79,77"
$20,758,59 $ 4,616,11 $3,675,13;

Total Assets by Geographical region

December 31, 2008

December 31, 2007

United State:
The Netherland
Other

NOTE 15: COMMITMENTS AND CONTINGENCIES

Lease Commitments

$ 39,136,02

9,866,34-
550,89°

$ 72,803,66

782,58

$ 49,553,26

$ 73,586,25

At December 31, 2008, the Company has the followmgmitments under operating leases for propertyemuipment for each of the next f

years:
Amount
2009 $1,077,15:
2010 1,011,25:
2011 928,78
2012 574,91¢
2013 11,72¢
Thereaftel —

During the year ended December 31, 2008 and dthimgeriod June 14, 2007 through December 31, 2867Company incurred rent expense
of approximately $1,082,620 and $264,700. Durirggghriod January 1, 2007 through June 13, 2007, Eff€rts incurred rent expense of

approximately $27,700.
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Agreements with Contract Manufacturers

The Company currently depends on a small numbeowmtract manufacturers to manufacture its proddfcgsiy of these contract manufactut
were to terminate their agreements with the Commairigil to provide the required capacity and gyatin a timely basis, the Company may be
unable to manufacture and ship products until pteent contract manufacturing services could baioéd.

Legal Action

On February 19, 2008, Philips Solid-State Light8gutions, Inc. (“Philips”) filed a civil lawsuinithe United States District Court for the
District of Massachusetts (“Massachusetts ") agfaifl) the Company; (ii) LED Holdings; and (iiil@D Effects, Inc. Philips Solid-State
Lighting Solutions, Inc., et al. v. Lighting ScienGroup Corporation et al., U.S. District Courtstict of Massachusetts, Civil Action

No. 1:0¢-cv-10289. The lawsuit alleges that the defendaat® infringed five (5) related patents all formesivned by Color Kinetics, Inc., a
company acquired by Philips’ parent, Koninklijkeilgis Electronics N.V., in August 2007. The assénatents are all directed to the use of
light emitting diodes to produce different colofdight. The complaint did not specify any partiaubccused products. The lawsuit seeks
injunctive relief and unspecified compensatory dgesaand attorneys’ fees for the alleged patennigdément. In September 2008, Philips
specifically alleged infringement of one or moraigis of the patents by twenty-six (26) Company potsl originating out of LED Effects
which utilize red, green and blue light emittingdiés to produce various colors of light and onsieerof the EYELEDS product which has
yet been sold in the United States. The tw-six (26) accused Company products have not ambtcepresent a significant portion of the
Company’s revenues.

On March 7, 2008, the Company and LED Effects fdezbmplaint in Sacramento, California Superior i€¢California ") against
Koninklijke Philips Electronics N.V., Philips Eleonics North America Corporation and Philips Sdithte Lighting Solutions, Inc. as
successor to Color Kinetics Inc. (collectively, figis Electronics”). Lighting Science Group Corptioa, et al. v. Koninklijke Philips
Electronics, N.V., et al., Superior Court of thatstof California, County of Sacramento, Case Nur3de2008-00005454. The complaint
alleges breach of the covenant of good faith aidifaling, breach of fiduciary duty, intentionaterference with economic relationship,
negligent interference with economic relationskhiplation of Business & Professions Code § 1720@, misappropriation of trade secrets by
Philips Electronics. The complaint requests injiugcaind monetary relief. The Complaint was ameratearch 19, 2008 to add LED
Holdings as a plaintiff. Philips Electronics remdwbe matter to federal court in the Eastern Distf California, whereupon the Company
filed a motion for remand to state court. On Jun2®8, the federal court remanded the case baCklitornia Superior Court.

On April 18, 2008, Philips amended its complaintiie Massachusetts | action to add Philips Eleatsoas a plaintiff and to assert declaratory
judgment claims which, for the most part, are niitnsages of the claims made in the California lattThe District Court in th
Massachusetts | action has ordered that the piatargs proceed and Philips’ declaratory judgmeunhtayclaims be stayed.

On July 9, 2008, the Company, LED Effects and LE®dihgs answered the amended complaint in the Mass&tts | action and asserted
counterclaims that they do not infringe, the pateme invalid, the patents are unenforceable direetpuitable conduct before the Patent Office,
and other defenses.

On September 23, 2008, after receiving a lettenfRhilips asserting infringement of two patentd there not asserted in Massachusetts |, the
Company filed a declaratory judgment action inlthnited States District Court for the Eastern Dedtdf California (“California I1”) seeking to
declare U.S. Patent No. 7,250,774 owned by Phityalid and not infringed. Lighting Science Groupr@oration v. U.S. Philips Corporation
and Koninklije Philips Electronics N.V., U.S. Distr Court, Eastern District of California, Civil Aion No. 2:08-cv-2238.
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On September 26, 2008, Philips filed a complairthenUnited States District Court for the DistetMassachusetts (“Massachusetts 117)
alleging that the Company infringes U.S. Patent®697,448 directed to the use of light emittingdgis to produce different colors of light
previously owned by Color Kinetics, Inc. and U.&téht No. 7,250,774 directed to a luminaire stmgtRhilips Solid-State Lighting Solutions,
Inc., et al. v. Lighting Science Group Corporatiehal., U.S. District Court, District of Massachtts, Civil Action No. 1:08-cv-11650. The
complaint does not specify the products accusédfdhgement. The Company moved, in part, to disnigansfer or stay the Massachusetts |l
action in favor of the California Il action. Phifipnoved to consolidate the Massachusetts Il agtiinthe Massachusetts | action.

On October 7, 2008, the Superior Court in Califarissued a preliminary injunction against Philfsid State Lighting Solutions, Inc.,
Koninklijke Philips Electronics N.V. and Philipsdgtronics North America Corporation (collectiveRHilips”) preventing Philips from using
or relying on any confidential or trade secret infation obtained from LSG. In granting the motion & preliminary injunction sought by LS
the court found that LSG was “likely to prevail tive merits” in its action pending against Philips.

On December 1, 2008, Philips moved to dismissaordtier the California Il action. On February 3, 20he California Il action was dismissed
in favor of the Massachusetts Il action proceeding.

On January 16, 2009, Philips filed a cross-complaithe California | action against plaintiffs @dling six claims: (i) breach of contract,
(ii) intentional interference with contract, (iintentional interference with contract with resptecthe Times Square Ball project, (iv)
misappropriation of trade secrets, (v) unfair cotitie, and (vi) declaratory relief. The CompanysHhied its answer.

On February 9, 2009, in the Massachusetts | adienCourt consolidated proceedings regarding Ba&ent No. 6,697,448 with the
Massachusetts | action, leaving only U.S. PatentMi2b0,774 directed to a luminaire structure & Muassachusetts Il action. The Company
has filed its answer and counterclaims. A motiortigyCompany to stay the Massachusetts Il actidtewiie Massachusetts | action goes
forward is presently before the Court.

Discovery has been proceeding in the Californiad Blassachusetts | actions. In the California ioactPhilips was sanctioned for failure to
properly respond to discovery requests and Philgid the Company $5,000.

Various discovery and procedural motions are panirthe California | action and the Massachudedtstion.

On March 17, 2009, the Company and Philips entereda Stay Agreement to stay all the pending astifor thirty (30) days in order to
facilitate settlement discussions. The stay wasagbently extended to July 15, 2009.

The Company intends to vigorously pursue its claagainst Philips and to vigorously defend the ctaamserted by Philips if a settlement
cannot be reached. The Company is not able to agtithe amount of any loss that may be incurrea tipe resolution of this action.
Other Contingencies

From time to time, the Company may become invoinddwsuits or other legal proceedings throughdtdinary course of operating its
business. The Company does not believe these adtiirhave a material effect on its consolidatedifcial statements.
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NOTE 16: SUBSEQUENT EVENTS
Borrowing under Promissory Notes

In February 2009, the Company signed a promissoty agreement with Pegasus IV that would allowGbepany to borrow up to

$7.0 million in aggregate (the “February Note”").eTihebruary Note matures on June 30, 2009 and arsst at 8% per annum. As a
condition to entering into the February Note, Pegd¥ and the Company entered into a letter agraeeneted February 13, 2009 between the
Company and Pegasus IV (the “Letter Agreement”js@ant to the terms of the Letter Agreement and-gteruary Note, the Company agreed
to use its best efforts to conduct a rights offgiituring the second fiscal quarter of 2009 (thefé@xfig”) for preferred or common stock of the
Company, the net proceeds of which would raiseastl$30 million. The February Note and the Lefigreement require that any net cash
proceeds of an offering generally be applied topdngment of: (i) the unpaid principal amount of Bebruary Note, together with accrued
interest thereon; (ii) the unpaid principal amoofithe Company’s outstanding unsecured bridge loagether with accrued interest thereon;
(iii) the anticipated cash needs of the Companyngu2009, net of other available financings; am {ie Company’s outstanding borrowings
that are guaranteed by Pegasus Capital or areddfitif Pegasus Capital.

In April and May 2009, the Company signed additigramissory note agreements (the “Additional Presory Notes”) with Pegasus IV that
would allow the Company to borrow up to $2.0 milliand $0.5 million in the aggregate, respectivEhe Additional Promissory Notes matt

on May 15, and May 31, 2009, respectively, and bearest at a rate of 8% and 14% per annum, réigp8c As a condition to entering into
the Additional Promissory Notes, Pegasus IV anddbmpany agreed that such notes would be subjebetbetter Agreement as noted above.

Convertible Note Issuance

On May 15, 2009, the Company entered into a coibkemote agreement (the “Convertible Note”) fopegximately $31.6 million with
Pegasus IV. Pursuant to the Convertible Note, tiagany borrowed approximately $13.2 million on Ma&y 2009 and may borrow an
additional $18.5 million on or after May 29, 2008terest on any outstanding principal balance utigeConvertible Note accrues at the rat
14% per annum. All principal and accrued interestiee Convertible Note is due on the earlier ofJ{gy 31, 2009 or (b) the date the Offering
is consummated (the “Closing Date”). However, # tiegistration statement for the Offering is demdeffective by the SEC prior to July 31,
2009, the maturity date would be extended untilGhesing Date, but in no event will the maturitytelde later than September 3, 2009. The
Convertible Note may not be prepaid and is immetiiadue and payable upon the Company’s failureatpany of its material debts when due.

The proceeds of the borrowings on the ConvertileeNvere generally used to: (a) pay in full thed$Imillion note granted to Pegasus IV in
December 2008, together with accrued interest timer@) pay in full the February Note, togetherhadtcrued interest thereon, (c) pay in full
the Additional Notes, together with accrued intetesreon, and (d) pay outstanding principal ameunter the BMO line of credit. Further,

long as any amounts remain outstanding under tmwe&tible Note, the Company must obtain the pridtten consent of Pegasus IV prior to
borrowing more than $5.0 million in the aggregatespant to the BMO line of credit.

The Convertible Note amends the terms of the Oféeand provides that: (a) the Offering would cangfghe offering of at least 38,916,295
units at $1.006 per unit, (b) each unit would censf 1.006 shares of newly designated Series D-Glamvertible Preferred Stock and a war

to purchase one share of the Company’s common stoak exercise price of $6.00 (the "Unit"), anyitfee Company must use its reasonable
best efforts to cause the registration statemerthOffering to be declared effective by the St(br before July 31, 2009. Pegasus IV would
also have the right to acquire any units not otlisssubscribed for pursuant to the terms of the®@f§.

On the Closing Date, each $1.006 of outstandingcjpal and interest on the Convertible Note wouwltbenatically convert into one Unit in the
Offering, and the Company would be released frdrtiaddility in respect of the repayment of princiand interest. Additionally, the
Convertible Note provides Pegasus IV with the aptmconvert all or a portion of the outstandingeipal and interest on the Convertible N
into a number of Units equal to one Unit for eadt0H6 of outstanding principal and interest.
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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, 2008, omitting subsidiaxieish, considered in the aggregate, would
not constitute a significant subsidiary.

Name State or Sovereign Power of Incorporation
LED Effects, Japan K.K Japar

LED Systems K.K Japar

Lighting Partner B.V The Netherland

Lighting Science Coo6peratief U., The Netherland

Lighting Science Group Limite United Kingdom

LLI Acquisition, Inc. Delaware

LSGC Pty. Ltd Australia

LSGC LLC Delaware



Exhibit 24.1

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the unsigned hereby constitutes and appoints each of Ba®j Kathryn Reynolds, and
Stephen A. Hamilton, or any of them, as his orthes and lawful attorneys-in-fact and agents, taraey-in-fact and agent, with power and
authority and full power of substitution and reditbtion, for the undersigned and in the name efuhdersigned, place and stead, in any a
capacities, (i) to execute, for and on behalf efuihdersigned, in the capacity of the undersigiseal director and/or officer of Lighting Science
Group Corporation, a Delaware corporation (th@ompany”), the Company’s report on Form 10-K for the perended December 31, 2008 (“
Form 10-K"), and any other documents required to be filed bytidersigned in connection therewith by the SeiegriExchange Act of 193
as amended, and the rules and regulations pronegldglaéreunder, together with any and all amendnamsupplements thereto, (ii) to do and
perform any and all acts for and on behalf of thdarsigned which said attorneys-in-fact, or anthefn, determine may be necessary or
desirable to complete and execute such Form 1@gé&ther with any and all amendments and supplentieertsto and all other documents in
connection therewith, (iii) to file such form orrfos with the Securities and Exchange Commissionaawydstock exchange of similar authority,
and (iv) to perform any other acts that said attgsain-fact or agents, or any of them, determing benecessary in connection with the
foregoing that may be in the best interest of gally required by the undersigned, granting untd a#torneys-in-fact and agents, or any of
them, full power and authority to do and perforrateand every act and thing requisite or necessdpg tdone in and about the premises, as
fully to all intents and purposes as said attorrieyfact and agents, or any of them, might or sti@d in person, hereby ratifying and
confirming all that said attorneys-in-fact and ageor any of them, shall do or cause to be donertye hereof.

This Power of Attorney shall remain in fulkrée and effect until revoked by the undersigned signed writing delivered to said attorneys-
in-fact and agents, or any of them.

IN WITNESS WHEREOF, the undersigned has catisisdPower of Attorney to be executed and effectis of this 8th day of May 2009.

/s/ Govi Rao
Govi Rao

/s/ Kathryn Reynolds
Kathryn Reynolds

/sl Stephen A. Hamilton
Stephen A. Hamiltor

/s/ Robert E. Bachmar
Robert E. Bachmai

/s/ David Bell
David Bell

/s/ Donald R. Harkleroac
Donald R. Harkleroac

/s/ Richard Kelson
Richard Kelson

/s/ Bonnie Reiss
Bonnie Reiss

/s/ Daryl N. Snadon
Daryl N. Snadon

/sl Richard Weinberg
Richard Weinberg




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, Zachary S. Gibler, 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 comaynuntrue statement of a material fact or om#téde a material fact necessary to ir
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered
by this report

. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respe

the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this repao

. The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (i

defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15-15(f)) for the registrant and hay

a. Designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhubsidiaries, is made known to us
others within those entities, particularly durithg fperiod in which this report is being prepal

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance rieggtfae reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneealepted accounting principle

c.  Evaluated the effectiveness of the regissatisclosure controls and procedures and predantthis report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psit based on such evaluation;

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registres most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the registré' s internal control over financial reporting; &

. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuafiinternal control over financial

reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
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 significéein the registra’s interna
control over financial reporting

Date: July 1, 2009 By: /s/ Zachary S. Gibler
Name: Zachary S. Giblet
Title:  Chief 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, Kathryn L. Reynolds, 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 comaynuntrue statement of a material fact or om#téde a material fact necessary to ir
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered
by this report

. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respe

the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this repao

. The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (i

defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15-15(f)) for the registrant and hay

a. Designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhubsidiaries, is made known to us
others within those entities, particularly durithg fperiod in which this report is being prepal

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance rieggtfae reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneealepted accounting principle

c.  Evaluated the effectiveness of the regissatisclosure controls and procedures and predantthis report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psit based on such evaluation;

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registres most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the registré' s internal control over financial reporting; &

. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuafiinternal control over financial

reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
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 significéein the registra’s interna
control over financial reporting

Date: July 1, 2009 By: /s/ Kathryn L. Reynolds
Name: Kathryn L. Reynolds
Title:  Senior Vice President, Strategy and Firanc
(Principal Financial Officer)




Exhibit 32.1

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

In connection with the Annual Report on For@aKLfor the period ended December 31, 2008 (tReport”) of Lighting Science Group
Corporation (the ‘Company”), the undersigned hereby certify in their capacitighief Executive Officer and Senior Vice Presid8irateg)
and Finance, respectively, pursuant to 18 U.S.Cti@e1350, as adopted pursuant to Section 90beoSarbanes-Oxley Act of 2002, that:

(1) the Report fully complies with the requiremts of Section 13(a) or 15(d), as applicablehefSecurities 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 t
Company as of, and for, the periods presentedeiiRgport

Date: July 1, 2009 By: /s/ Zachary S. Gibler
Name: Zachary S. Giblet
Title:  Chief Executive Officer

Date: July 1, 2009 By: /s/ Kathryn L. Reynolds
Name: Kathryn L. Reynolds
Title:  Senior Vice President, Strategy and Firganc
(Principal Financial Officer)

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, and will notdmed to be incorporated by reference into anydfilinder the Securities Act or the
Exchange Act, whether made before or after the ldateof, regardless of any general incorporatioguage in such filing.



