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PARTI1

Item 1. Business.

General

2% &, 9 &, 9 ¢«

Lighting Science Group Corporation (“Lighting Science Group,” “we,” “us,” “our,” or the “Company”)
designs, develops, manufactures and markets a range of lighting devices and systems that use light emitting
diodes (“LEDs”) as the light source. LEDs are semiconductor devices that emit light when electric currents are
passed through them and present many advantages over traditional light sources, primarily greater energy
efficiency. LED technology has improved substantially over the past several years. Lighting products that use
LEDs have become functionally viable, economically compelling and applicable for many different uses. The
market for LED-based lighting products has experienced strong growth over the past several years.

We expect demand for energy efficient LED lighting products to continue to exhibit strong growth, driven
by the following factors:

» short payback period for customers because reductions in electricity costs generally equal the initial
cost of LED lighting products in one to three years;

* long life of LED lighting products that last on average 50,000 hours;
* reduced maintenance costs;
* public pressure for sustainable or “green” products;

« government regulations mandating the use of energy efficient lighting: including the elimination of the
production of all incandescent bulbs in Europe by 2012 and in the United States by 2014;

» government regulations restricting the use of hazardous substances such as the mercury contained in
fluorescent lighting products; and

« cash incentives and rebates available under the American Recovery and Reinvestment Act of 2009 (the
“ARRA”) to promote energy efficiency and alternative energy projects in federal, state and local
municipal facilities.

We are focused on utilizing our engineering and design capabilities and intellectual property to develop
lighting solutions for our target markets. We deliver these products to our customers through direct sales,
alliances with channel partners, such as original equipment manufacturers (“OEMs”), lighting designers,
electrical and lighting distributors and energy service companies (“ESCOs”).

History

We were incorporated in Delaware in 1988 and our business today is the result of the combination of the
products, patents, intellectual property, assets and businesses of four LED lighting companies: (i) Lighting
Science Group Corporation, an early entrant and leader in the application of LLEDs for general illumination with
white lighting, (i1) LED Effects, Inc. (“LED Effects”), an established LED company specializing in custom and
architectural lighting systems, (iii) Lighting Science Group, B.V. (“LSGBV”), formerly known as Lighting
Partner B.V., a Netherlands-based manufacturer and marketer of LED retail shop lighting and other specialty
LED lighting devices and (iv) Lamina Lighting, Inc. (“Lamina”), a supplier of LED light engines and LED
modules.

LED Holdings, LL.C, a Delaware limited liability company (“LED Holdings™) was formed on or about
June 5, 2007 for the purpose of acquiring LED Effects and on June 14, 2007, LED Holdings acquired 100% of
the operations and net assets of LED Effects, a California-based company engaged in the business of designing,
developing and manufacturing LED lighting applications. On October 4, 2007, we entered into an Exchange and
Contribution Agreement (the “Exchange Agreement”) with LED Holdings, pursuant to which we: (i) acquired
substantially all of the assets of LED Holdings and (ii) issued in exchange for these assets 2,000,000 shares of
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our Series B Preferred Stock and 15,928,734 shares of our common stock to LED Holdings (collectively, the
“Acquisition”). As a result of the Acquisition and, specifically, LED Holdings’ acquisition of approximately a
70% participating interest and an 80% voting interest in the Company, we became a majority-owned subsidiary
of LED Holdings as of October 4, 2007.

We accounted for the Acquisition as a reverse merger. Accordingly, for accounting and financial reporting
purposes, Lighting Science Group was treated as the acquired company, and LED Holdings was treated as the
acquiring company.

On April 22, 2008, we acquired all of the outstanding capital shares of LSGBV, a manufacturer providing a
broad range of LED lighting devices for residential, commercial, and retail applications based in The
Netherlands.

On July 29, 2008, we acquired the net assets of Lamina, a New Jersey-based company engaged in the
business of developing and manufacturing light engines for use in LED lighting fixtures and applications.

Following the completion of the Lamina acquisition in July 2008, we initiated a reorganization effort to
integrate our acquisitions, streamline our product development capability, segment our product offering and
enhance our supply chain performance. We also reorganized our corporate structure to eliminate unnecessary
expenses given that each of the companies we acquired had its own infrastructure, assembly facilities and
administrative personnel that increased our operational and administrative expenses.

In order to achieve our restructuring goals, we consolidated operations and closed facilities, increased
investment in research and development, increased investment in engineering resources and expanded our
product line. We also entered into strategic relationships to improve our supply chain functions. We expect to
continue to refine our operational strategy but believe that our integration efforts have positioned us for growth
under a lower cost and more efficient structure with a stronger supply chain.

Significant Transactions

On November 6, 2009, we filed a registration statement on Form S-1 with the Securities and Exchange
Commission (the “SEC”) relating to a rights offering to certain of our existing security holders (the “Rights
Offering”). Pursuant to the Rights Offering, we offered 25,268,193 units of our securities (“Units”) at $1.006 per
Unit, with each Unit consisting of one share of our Series D Non-Convertible Preferred Stock and a warrant
entitling the holder thereof to purchase one share of common stock for $6.00 per share, subject to adjustment. On
March 3, 2010, we consummated the Rights Offering. On the closing date of the Rights Offering, we received
approximately $303,000 from the purchase of 301,268 Units.

Pursuant to that certain convertible note agreement (the “Pegasus Convertible Note™), dated as of August 27,
2009, between us and Pegasus Partners IV, L.P. (“Pegasus IV”), upon consummation of the Rights Offering,
approximately $35.2 million of principal and accrued interest automatically converted into 35,017,667 Units.
Similarly, pursuant to that certain convertible note agreement (the “Philips Convertible Note”), dated as of
August 27, 2009, between us and Koninklijke Philips Electronics N.V. (“Philips”), upon consummation of the
Rights Offering, approximately $5.4 million of principal and accrued interest automatically converted into
5,330,482 Units.

Pursuant to the Pegasus Convertible Note, we previously granted Pegasus IV or its assignees the option (the
“Standby Purchase Option™) to acquire any or all of the Units that were not subscribed for pursuant to the Rights
Offering. On February 23, 2010, we received $2.0 million from Pegasus IV as an advance payment for Units
pursuant to the Standby Purchase Option. Notwithstanding this advance payment, Pegasus IV or its assignees
may also elect to purchase additional Units pursuant to the Standby Purchase Option until April 18, 2010. In
total, the Standby Purchase Option provides Pegasus IV the right to purchase approximately 24,966,925 Units.
We have been informed by Pegasus IV that Pegasus IV or its assignees currently intend to purchase all of the
remaining Units pursuant to the Standby Purchase Option. We therefore expect to receive approximately $25.4
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million in gross proceeds in connection with the closing of the Rights Offering (excluding the amount of
principal and interest that automatically converted to Units pursuant to the terms of the Pegasus Convertible Note
and the Philips Convertible Note) and the exercise of the Standby Purchase Option.

Our Target Markets and Customers

We target strategic market segments where we believe the performance and cost advantages of LED lighting
devices and systems are most applicable. We have coupled our product offering with what we believe are
compelling financing solutions that are designed to overcome reluctance to make capital expenditures to adopt
LED lighting. Our objective is to provide customers with the highest performing LED lighting products at a
lower cost than our competitors.

We currently target four major market segments:

Public and Private Infrastructure. The public and private infrastructure market is comprised of facilities and
spaces that are managed by government and private entities. Primary lighting applications in this market are
streets and highways, airports, ports, rail infrastructure, water infrastructure and energy supply infrastructure. We
believe that the North American public and private infrastructure market for lighting is large and increasingly
ready to adopt LED lighting. We believe that street and highway lighting represents the largest segment within
the infrastructure market. Although LED lighting sales currently represent only a small part of this market, we
expect a substantial increase in industry-wide LED lighting sales within this market in 2010 due to customer
acceptance of the benefits of LED technology, United States government stimulus initiatives and the improved
performance and lower cost of LED lighting products.

Retail and Hospitality. The market for lighting in the retail and hospitality environment is both large and
varied. This market includes malls, retail shops, hotels and resorts, cruise ships, and restaurant owners and
operators. Our product offerings for this target market focus on task lighting, down lighting, bay lighting, cove
and display lighting, accent, track and spot lighting. Retail lighting applications also include product-specific
display lighting that enhances the appearance of particular merchandise in addition to general illumination. In
certain cases, products such as clothing, cosmetics, food and jewelry require very specific lighting requirements
and our products are able to meet those requirements. The early adopters of LED white lighting in the retail and
hospitality market were high end luxury retail stores that sought a high quality lighting environment (e.g., design
flexibility, color and form factor). More recently, LED display lighting has penetrated the middle-market and
department stores have utilized it for the display of items such as cosmetics, shoes, crystal, china and jewelry.

The LED lighting products we offer to the retail and hospitality market often have less than a two year
payback, which means the customer will see a financial return of their investment in our products in the form of
lower energy costs within two years.

Commercial and Industrial. We have developed a line of LED lamps targeted to compete with traditional
incandescent and incandescent halogen lamps. We offer a comprehensive range of high performance LED retrofit
lamps for traditional reflector and globe incandescent lamps such as PAR38, PAR30, PAR20, MR16 and G25
types for commercial and residential lighting applications. Our LED retrofit lamps are currently sold through
multiple channels. Specifically, we offer our LED retrofit lamps to leading lighting companies that then resell
under their own brands in commercial markets and into retail markets such as home centers. In addition, our
products are also sold under the Lighting Science brand through electrical wholesalers serving the commercial
markets, ESCOs, and direct to retail customers.

Architectural and Architainment. We define architectural and architainment lighting as lighting used for
illuminating environments that emphasize aesthetics in addition to function, where the integration of light
sources and architectural elements is critical. Architectural and architainment lighting is used in both indoor (e.g.,
retail and hospitality) and outdoor (e.g., building facades, bridges, and historic monuments) applications, and can
be both functional and decorative. In outdoor architectural applications where fixtures are exposed to temperature

3



variations, our experience is that LED lighting devices perform better than traditional technologies, especially in
cold temperatures. LED lighting is ideal for architectural applications that require design flexibility, dynamic
color, and in places that are difficult to reach and maintain. We believe that the LED lighting market for
architectural and art project applications is substantial and that we can expand our current business in this market.

Future Applications. Through our internal research and development efforts and our relationships with
channel partners, universities and other entities, we continuously explore additional applications for LED
lighting. For instance, we are currently working with others to explore the development of prototypes
for space craft lighting applications through a national space agency (NASA), healthcare applications through a
major university and its associated hospital and water purification applications through another university. While
these markets are in preliminary stages of development, we believe they could be substantial market
opportunities for LED lighting that are not at all or fully addressed by traditional lighting technology.

Our Products

Our product line is comprised of an extensive and growing range of LED based retrofit lamps and
luminaires (lighting fixtures) designed and engineered for applications in the four major market segments
discussed above. Our products offer several advantages over traditional light sources including lower energy
consumption, longer lifetime, environmental friendliness, configurability, small size, low heat output and
durability. These products can be designed into lamps and luminaires with specific light color, lumen output,
light distribution, control features (such as dimming), and form factors, enabling lighting application
requirements to be met precisely.

LED Retrofit Lamps. We offer a comprehensive range of high performance and reasonably priced LED
retrofit lamps or bulbs that we believe are economically compelling replacements for traditional reflector and
globe incandescent and incandescent halogen lamps such as PAR38, PAR30, PAR20, MR16, A19 and G25
types. Our range of dimmable LED retrofit lamps exhibit consistent color and deliver excellent light distribution
and brightness and are suitable for commercial and residential lighting applications. We sell LED retrofit lamps
directly to end users under the Lighting Science brand and also to OEMs for resale under their respective brands.

We recently previewed our new line of LED retrofit lamps at the California Governors’ Global Change
Summit, and samples of these lamps have been provided to potential customers for their review and
consideration. This new line of retrofit lamps will have substantially increased light output compared to both our
previous retrofit LED lamps and, we believe, the competition, but they will be available at about half the cost of
other major LED retrofit lamps available from our competitors in several big box retailers. For example, we have
found that the current average retail prices at “big box” retailers for R30 and MR-16 LED lamps are about $50
and $30, respectively. Our new generation R30 and MR-16 LED lamps have about twice the lumen output, but
are expected to retail at approximately half of the existing retail prices. The new line of lamps is dimmable and
compatible with all dimmer types commonly available in the United States.

Infrastructure. We also offer a line of LED luminaires, or fixtures, that combine energy efficiency, long life
and excellent light distribution, which makes them ideal for use in parking garages, warechouses and
manufacturing areas. Our product range includes the PROLIFIC Series Roadway Luminaire developed for use in
certain street lighting applications, and the Pyramid Low Bay, Flat Low Bay and BAYLUME luminaires for use
in parking garages and other area lighting. The ShoeBox and WallPack LED luminaires are designed for area and
pathway and security lighting, respectively. The PROLIFIC Series Roadway Luminaires produce between 80 to
over 90 lumens per watt depending on the model. This performance was validated by an independent testing
laboratory that is approved for LM-79 Testing for ENERGY STAR for solid state lighting by the United States
Department of Energy CALIiPER program. At over 80 lumens per watt, we believe that the PROLIFIC Series
Roadway Luminaires deliver industry leading performance over currently available LED-based street lights
offering only 50 to 60 lumens per watt efficacy.



Our products in the infrastructure market category are designed to reduce operating costs and generate a
payback to the customer within two to three years, depending on the application. Some of our most notable
installations in 2009 include the installation of our low bay luminaires in six parking garages at Arizona State
University, Tempe Campus and a parking garage for American Airlines.

We also recently entered into a development agreement with NASA to help develop, prototype and test the
next generation of solid state lighting platforms for space craft, which is a two year program. We are also a
participant in a NASA grant for the study of UV LED systems in water purification, which is a one year program.

Retail/Shop Lighting. We design, develop, manufacture and market the SYMETRIE line of LED luminaires
for retail display applications in various profiles and lengths and in select color temperatures ranging from cool
to warm. These products include our Flat, Slim, Round and Corner profile luminaires and we believe they are an
economically compelling alternative to traditional incandescent, incandescent halogen and fluorescent lighting
technology. A major retail equipment company has integrated our linear LED luminaires in their shelving-
systems and sells the complete integrated system to its customers, which include a large national perfume and
cosmetics retailer. We also manufacture and market a range of LED-based spot, accent, recessed, pendant and
track lighting such as the CYCLOS, NISSI and FRAGMA luminaires for retail store applications offering
uniform illumination and an alternative to incandescent halogen lighting.

Architectural Accent. We offer architectural and architainment LED lighting devices including, but not
limited to, the Color Tile, FLEXILUME, XTREMETUBE, High Power Linear, DOTZ, COOLGRID and Flat
RGB luminaires. These products help architects, lighting designers, and builders enhance building structures with
light, color, movement and video in both interior and exterior applications. Our architectural accent luminaires
have been used in flagship stores for several luxury brands and can be combined with lighting systems from our
custom solutions group to produce one-of-a-kind lighting systems that transform buildings or landscapes into
works of art.

LED Light Engines and Modules. We offer white light and RGB LED modules under the ATLAS and
TITAN trademarks. These LED modules are used by original equipment manufacturers and lighting companies
in their LED lighting systems. We also sell custom designed light engines for integration into existing light
fixtures and newly designed LED luminaires. One such light engine is sold to a major lamp company for resale in
the public lighting infrastructure market and another such light engine is sold to a major lighting fixture company
for integration in a designer lighting fixture.

Custom Solutions. We offer customized LED lighting systems or solutions for a range of customers. Our
custom design capabilities combine project management, system integration, and advanced control systems and
software to create desired lighting effects for architects and light designers. By taking the designer’s lighting
vision and translating it into a practical application, our engineers are able to design and develop a complete
system that meets a specific design need and that delivers a desired lighting effect. Our design and development
expertise covers a broad range of custom lighting systems, including LED light engines for existing applications
to completely new LED lighting applications that exploit the characteristics of LEDs. We believe that our custom
solutions business generates brand awareness and provides a recurring source of new product development
through the research, design, development and engineering efforts that are typically involved in these special
projects.

One of our LED custom projects, the New York City Times Square New Year’s Eve Ball, currently rests on
top of 1 Times Square year round and changes colors/sequence through programmable control panels and
without the need to change light fixtures, lenses or other devices. Additional notable projects that we have
completed include:

*» 7 World Trade Center in New York, New York;
» the Saks Fifth Avenue snowflake display in New York, New York;
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» the Chanel retail store in Ginza, Japan;

» the Macy’s holiday facade in San Francisco, California;
* acasino project for the City of Dreams in Macau, China;
» the Texas State Fair’s “Big Tex” in Dallas, Texas;

¢ the Shri Swaminarayan Mandir in Liburn, Georgia;

» the U.S. Bank Tower in Sacramento, California; and

¢ the Orange County Center for Performing Arts in Orange County, California.

Distribution
We deliver our products directly to certain customers and to other customers through a network of electrical
wholesalers with strategically located warehouses in the United States, Europe and Asia using common carriers.

For other international customers, we adapt our distribution methods to meet individual customer or country
requirements.

Our Suppliers and Raw Materials

LEDs are the single most important component of our LED lighting devices and are also the most expensive
component. We are not committed to and do not favor a single source for LEDs, and are therefore free to select
LEDs based on availability, price and performance. We presently use LEDs produced by Nichia, Citizen, Philips
Lumileds, Osram Opto Semiconductor and various other companies. We believe we have good relationships with
our LED suppliers and, in general, receive a high level of cooperation and support from them. In addition, we
have entered into strategic relationships with certain key suppliers that currently give us access to next generation
LED chip technology at an early stage and at a competitive price.

The principal materials used in the manufacture of our LED lighting devices are: LEDs; circuit boards;
standard electrical components such as capacitors, resistors and diodes; aluminum for heat sinks and structural
elements; and plastics for optical elements. We obtain these materials from several suppliers and in some cases
have special supply arrangements. In some cases, we buy completed sub-assemblies, especially in the case of
electronics for power supplies, that may be designed by us or by a third party. We continuously monitor and
evaluate alternative suppliers and materials based on numerous attributes including quality, service and price.

Qur Assembly and Manufacturing

We assemble and manufacture our LED products both internally and through select contract manufacturers
who provide scalability, best-in-class manufacturing and quality processes. Our manufacturing operations for our
standard products are based in Satellite Beach, Florida and our manufacturing operations for our custom products
unit are based in Rancho Cordova, California. Our contract manufacturers are located both in and outside the
United States, and they provide the necessary facilities and labor to manufacture some of our products or
sub-assemblies of our products. In the future, we may rely more heavily on contract manufacturers to
manufacture our products and provide sub-assembly services, and we believe we have the flexibility to shift
production among our facilities and our contract manufacturers.

Intellectual Property

As of December 31, 2009, we had filed 132 U.S. patent applications. From these applications, 77 U.S.
patents had been issued and 32 were pending approval. When we believe it is appropriate and cost effective, we
make corresponding international, regional or national filings to pursue patent protection in other parts of the
world. In some cases, we rely on confidentiality and trade secrets to protect our innovations.
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We also have a portfolio of registered and unregistered trademarks including: LIGHTING SCIENCE,
PROLIFIC, LAMINA, EYELEDS, SPOTLED, SOL, TITAN, TITAN TURBO, ATLAS, BAYLUME;
FLEXILUME, DOTZ, COOLGRID, POWEREYE, SYMETRIE, CYCLOS, NISSI, XTREME TUBE, DISCEYE
and COLOREYE.

Regulations, Standards & Conventions

Our products are generally required to meet the electrical codes of the jurisdictions where they are sold.
Meeting the codes established in the United States and Europe usually allows our products to meet the codes in
other geographic regions.

Many of our customers and end users require our products to be listed by Underwriters’ Laboratories, Inc.
(“OL”), or “UL Listed.” UL is a United States independent, nationally recognized testing laboratory, third-party
product safety testing and certification organization. UL develops standards and test procedures for products,
materials, components, assemblies, tools and equipment, chiefly dealing with product safety. UL evaluates
products, components, materials and systems for compliance to specific requirements, and permits acceptable
products to carry a UL certification mark, as long as they remain compliant with the standards. UL offers several
categories of certification. Products under its listing service are said to be “UL Listed,” identified by the
distinctive UL mark. We have undertaken to have all of our products meet UL standards and be UL listed. There
are alternatives to UL certifications, but customers and end users tend to favor UL listing. Because LED lighting
devices are relatively new in the market, UL’s specifications and standards for LED lighting devices such as ours
are not well established and the prior established specifications and standards for traditional lighting devices are
sometimes difficult to achieve for LED lighting devices.

Certain of our products must meet industry standards, such as those set by the llluminating Engineering
Society of North America, or IES, and government regulations for the application. For example, street lights
must meet certain structural standards and must also deliver a certain amount of light in certain positions relative
to the installed Luminaire. In the United States, WallPack luminaires must meet standards and regulations
established in the Americans with Disabilities Act. We specifically develop and engineer our products to meet
the standards and regulations applicable to the lighting applications addressed by our products.

Many of our customers and end users will also expect our products to meet the applicable ENERGY STAR
requirements. ENERGY STAR is an international standard for energy efficient consumer products. To qualify
for ENERGY STAR certification, LED lighting products must pass a variety of tests to prove that the products
have certain characteristics. We are striving for our products to meet the ENERGY STAR requirements and as
LED efficiency improves, we believe that most of our products will meet the current requirements.

Research and Development

We are dedicated to constantly improving our LED lighting devices and to developing new LED lighting
devices. Our research and development team focuses on increasing performance efficiency of all system
elements (including power supplies, drivers and thermal management), better optics, and improving and
innovating control systems. We work with LED chip and LED package makers to promote and drive advances in
LED package structure and phosphor application for white light devices.

We have established relationships with NASA and a major university and its affiliated hospital to research
the effects of light on biological systems. Other areas of research include LED lighting applications to accelerate
or modify plant growth and the effects of spectral distribution on human functions including sleep patterns,
visual acuity, alertness and seasonal and clinical depression.

During the fiscal years ended December 31, 2009 and 2008, we spent approximately $1.3 million and $1.1
million, respectively, on research and development.



Employees

As of December 31, 2009, we had 91 employees in the United States and 35 employees outside the United
States, primarily in our office in Goes, The Netherlands. We are not subject to any collective bargaining
agreements, and we believe that our relationship with our employees is good.

A number of our employees were previously employed by leading companies in the lighting industry, such
as Acuity Brands, Inc., Philips Lighting, Osram Sylvania, Inc. and General Electric Company. We believe that
their industry knowledge, lighting application knowledge and contacts in the lighting industry are important
assets supporting our business.

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

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

If we were to reach our sales goals, the resulting growth is expected to place strain on our limited research
and development, sales and marketing, operational and administrative resources. To manage any future growth,
we must continue to improve our operational and financial systems and expand, train and manage our employee
base. For example, we need to implement new management information systems, hire and train new sales
representatives and improve our supply chain management and quality control operations. Additionally, we need
to make additions to our operations and administrative management teams. If we are unable to manage our
growth effectively, we may be unable to operate profitability and we may not be able to effectively pursue our
business plan.

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

An important part of our business strategy is the expansion of production capacity for our products. We plan
to increase production capacity by increasing capacity at our Satellite Beach facility and potentially adding new
contract manufacturers or by expanding capacity with our existing contract manufacturers. Our ability to
successfully increase production capacity will depend on a number of factors, including the following:

* our ability to successfully increase capacity at our Satellite Beach facility;
¢ identification and availability of appropriate and affordable contract manufacturers;

 ability of our current contract manufacturers to allocate more of their existing capacity to us or their
ability to add new capacity quickly;

» availability of critical components used in the manufacture of our products;

» establishment of adequate management information systems, financial controls and supply chain
management and quality control procedures; and

» ability of our future contract manufacturers to implement our manufacturing processes.
If we are unable to increase production capacity for our products in a timely manner while maintaining
adequate quality, we may incur delays in shipment or be unable to meet increased demand for our products which

could harm our revenues and damage our reputation and our relationships with current customers and prospective
customers.

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

‘We depend on our suppliers for certain standard electronic components as well as custom components
critical to the manufacture of our lighting devices. We currently rely on a limited number of suppliers for LEDs
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used in the production of our products. We depend on our vendors to supply in a timely manner critical
components in adequate quantities and consistent quality and at reasonable costs. Finding a suitable alternate
supply of required components that meet our strict specifications and obtaining them in needed quantities may be
a time-consuming process and we may not be able to find an adequate alternative source of supply at an
acceptable cost.

We are seeking to establish long-term relationships with certain key suppliers to ensure availability of key
components at favorable pricing. However, we currently rely on purchase orders with our suppliers rather than
long-term contracts. To the extent that we do not have long term contracts, we may not be able to predict with
certainty our ability to obtain components in adequate quantities and at acceptable prices when they may be
needed. If we are unable to obtain components in adequate quantities, we may incur delays in shipment or be
unable to meet demand for our products, which could damage our reputation with customers and prospective
customers.

The principal raw materials used in the manufacture of our products are LEDs, a variety of standard
electrical components, printed circuit boards, wire, plastics for optics, metal for housings and heat sinks. From
time to time, LEDs have been in short supply due to demand, binning restrictions and production constraints.
Any significant interruption in the supply of these raw materials could have a material adverse effect upon us.

The principal raw materials used in the manufacture of the LEDs used in our products are silicon wafers,
gold wire, lead frames and a variety of packages and substrates, including metal, printed circuit board, flex
circuits, ceramic and plastic packages and phosphors. From time to time, particularly during periods of increased
industry-wide demand, silicon wafers and other materials have been in short supply. Any significant interruption
in the supply of these raw materials could have a material adverse effect upon us.

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

Our success will depend to a large extent on the abilities and continued services of key members of our
management team and other key personnel. The loss of key members of our management team or other key
personnel could prevent or significantly delay the implementation of our business plan and marketing efforts. If
we continue to grow, we may need to add additional management and other personnel. Competition for qualified
personnel in our industry is intense, and our success will depend on our ability to attract and retain highly skilled
personnel. Our efforts to obtain or retain such personnel may not be successful.

The current economic downturn and uncertainty and turmoil in the equity and credit markets could
continue to adversely impact our clients, diminish the demand for our products and harm our operations and
financial performance.

The lighting markets in which we sell our LED lighting devices have experienced rapid evolution and
growth in recent years, but have been negatively affected by the downturn in the general economy. The current
economic downturn has harmed, and could continue to harm, the economic health of our clients and
consequently decrease the demand for our products, particularly in the public and private infrastructure, retail
and hospitality, consumer and commercial, and architecture and architainment markets. Further, certain of our
present customers and potential future customers have informed us that they may not purchase our products
unless or until they receive funds pursuant to the legislative initiatives promulgated under the ARRA. The
persistence of the economic downturn also may cause reductions or elimination of utility and government energy
efficiency incentive programs used to partially fund the costs of customer projects. In addition, increased
competition during the current economic downturn may result in lower sales, reduced likelihood of profitability,
and diminished cash flow to us.



We have a limited amount of revenues and a history of losses and may be unable to continue operations
unless we can generate sufficient operating income from the sale of our products.

‘We have sustained operating losses since the inception of our lighting business. For the years ended
December 31, 2009 and 2008, we had revenues of $31.4 million and $20.8 million, respectively, and as of
December 31, 2009 and 2008, we had accumulated deficits of $148.0 million and $99.9 million, respectively.

We utilize contract manufacturers to manufacture certain of our products and any disruption in these
relationships may cause us to fail to meet our customers’ demands and may damage our customer
relationships.

Although we assemble and manufacture certain of our products, we currently depend on a small number of
contract manufacturers to manufacture certain of our products at plants in various locations throughout the world.
These manufacturers provide the necessary facilities and labor to manufacture our products. Our reliance on
contract manufacturers involves certain risks, including the following:

» lack of direct control over production capacity and delivery schedules;
¢ lack of direct control over quality assurance, manufacturing yields and production costs; and

« risk of loss of inventory while in transit.

If our contract manufacturers were to terminate their arrangements with us or fail to provide the required
capacity and quality on a timely basis, we would experience delays in the manufacture and shipment of our
products until alternative manufacturing services could be contracted or internal manufacturing processes could
be implemented. To qualify a new contract manufacturer, familiarize it with our products, quality standards and
other requirements, and commence volume production may be a costly and time-consuming process. If we are
required or choose to change contract manufacturers for any reason, our revenue, gross margins and customer
relationships could be adversely affected.

We assemble and manufacture certain of our products and our sales, results of operations and reputation
could be materially adversely affected if there is a disruption at our assembly and manufacturing facilities.

We currently have one main assembly and manufacturing facility located in Satellite Beach, Florida and a
custom product and project assembly and manufacturing facility located in Rancho Cordova, California. The
operation of these facilities involves many risks, including equipment failures, natural disasters, industrial
accidents, power outages and other business interruptions. Although we carry business interruption insurance and
third-party liability insurance to cover claims in respect of personal injury or property or environmental damage
arising from accidents on our properties or relating to our operations, our existing insurance coverage may not be
sufficient to cover all risks associated with our business. As a result, we may be required to pay for financial and
other losses, damages and liabilities, including those caused by natural disasters and other events beyond our
control, out of our own funds, which could have a material adverse effect on our business, financial condition and
results of operations. Additionally, any interruption in our ability to affect the assembly, manufacture or
distribution of our products could result in lost sales, limited revenue growth and damage to our reputation in the
market, all of which would adversely affect our business.

Since inception we have not achieved profitability, and it is difficult to evaluate the likelihood that we will
achieve or maintain profitability in the future. Therefore, if we are unable to obtain sufficient capital when
needed, our business and future prospects will be adversely affected and we could be forced to suspend or
discontinue operations.

On an annual basis, our operations have not generated positive cash flow since our inception, and we have
funded our operations primarily through the issnance of common and preferred stock and debt. We have recently
made the transition from a development stage company to one that is focusing on sales and growth in the lighting
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industry. As we concentrate on commercializing our products, our limited operating history makes an evaluation
of our future prospects difficult. The actual amount of funds that we will need to meet our operating needs during
the next twelve months will be determined by a number of factors, many of which are beyond our control. These
factors include the timing and volume of sales transactions, the success of our marketing strategy, market
acceptance of our products, the success of our manufacturing and research and development efforts (including
any unanticipated delays), the costs and timing of obtaining new patent rights, enforcing our existing patents,
potential infringement claims, regulatory changes, competition, technological developments in the market,
evolving industry standards and the amount of working capital investments we are required to make.

Our ability to continue to operate until our cash flow from operations turns positive may depend on our
ability to continue to raise funds through public or private sales of shares of our capital stock or through debt. We
currently have a line of credit with the Bank of Montreal (“BMO”), short- and long-term debt facilities with ABN
AMRO that provide up to €300,000 and a working capital facility with IFN Finance that provides up to €4.0
million. Our line of credit with BMO matures on written demand by BMO, but in no event later than August 24,
2010. On March 15, 2010, we amended our Loan Agreement with BMO, to increase the size of our line of credit
with BMO from $20 million to $25 million. As of March 19, 2010, the balance outstanding on the BMO loan
was $20.4 million. Our short- and long-term debt facilities with ABN AMRO originally were scheduled to
mature on January 1, 2010 and January 1, 2014, respectively. However, due to the fact that we were in default on
our solvency ratio covenant with respect to each of these facilities as of November 30, 2009, we renegotiated the
terms of our debt with ABN AMRO. Pursuant to the new terms of our agreement, the maturity date is
December 15, 2010 for both facilities. Further, we have agreed to reduce the principal amount outstanding on
these facilities on a monthly basis until maturity. The working capital facility with IFN Finance matures on
November 14, 2010. Other than these facilities, we do not have any committed sources of outside capital at this
time.

The current worldwide economic downturn has significantly reduced access to capital and credit markets,
and it is uncertain whether we will be able to obtain outside capital when we need it or on terms that would be
acceptable to us. In the past we have primarily relied on, and currently rely on, financing or guaranties from
related parties, principally Pegasus IV. There are no assurances that such related parties will continue to provide
financing on terms that are acceptable to us or at all. If we raise funds by selling additional shares of our common
stock or securities convertible or exercisable into our common stock, the ownership interest of our existing
stockholders will be diluted. If we are unable to obtain sufficient outside capital when needed, our business and
future prospects will be adversely affected and we could be forced to suspend or discontinue operations.

Qur products may contain defects that could reduce sales or result in claims against us.

Despite testing by us and our customers, defects have been and could be found in the future in our existing
or future products. This could result in, among other things, a delay in the recognition or loss of revenues, loss of
market share or failure to achieve market acceptance. These defects may cause us to incur significant warranty,
support and repair costs, divert the attention of our engineering personnel from our product development efforts
and harm our relationships with customers and our reputation in the marketplace. These problems could result in
the delay or loss of market acceptance of our products and would likely harm our business. Defects, integration
issues or other performance problems in our products could also result in personal injury or financial or other
damages to our customers for which they might seek legal recourse against us. A product hablllty claim brought
against us, even if unsuccessful, would likely be time consuming and costly to defend.

If our developed technology does not achieve market acceptance, prospects for our growth and
profitability would be limited.

Our future success depends on market acceptance of our LED technology. Potential customers may be
reluctant to adopt LED lighting as an alternative to traditional lighting technology because of its higher initial
cost or perceived risks relating to its novelty, reliability, usefulness, light quality and cost-effectiveness when
compared to other established lighting sources available in the market. If acceptance of LED lighting in general,
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and of our LED lighting devices in particular, does not continue to grow within the high performance lighting
markets that we serve, and in the markets that we intend to serve through future customers, then opportunities to
increase our revenues and operate profitably may be limited. Our business strategy includes penetration of the
general lighting market with our lighting products. Failure to obtain and incorporate into our products, on a
timely basis, LEDs with satisfactory performance, quality and cost characteristics could delay our introduction of
new products, or reduce the attractiveness to potential customers of our products in the general lighting market.

If we are not able to compete effectively against larger lighting manufacturers with greater r