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CAUTIONARY NOTE CONCERNING FORWARD-LOOKING STATEMENTS

Certain statements and information in this Annual Report on Form 10-K may constitute “forward-looking statements”
within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), Section 21E of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), and the Private Securities Litigation Reform Act
of 1995. These forward-looking statements include, without limitation, statements concerning plans, objectives, goals,
projections, strategies, future events or performance, and underlying assumptions and other statements, which are not
statements of historical facts. In some cases, you can identify forward-looking statements by terminology such as
“may,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential” or
“continue,” or other comparable terminology. These forward-looking statements are based on our current
expectations and beliefs concerning future developments and their potential effect on us. While management believes
that these forward-looking statements are reasonable as and when made, there can be no assurance that future
developments affecting us will be those that we anticipate. Forward-looking statements involve known and unknown
risks, uncertainties, and other factors that may cause our actual results, performance or achievements to be materially
different from any future results, performance or achievements expressed or implied by the forward-looking
statements. Given these uncertainties, you should not place undue reliance on these forward-looking statements.
Forward-looking statements represent management’s beliefs and assumptions only as of the date of this Annual
Report on Form 10-K. You should read this Annual Report on Form 10-K completely and with the understanding that
our actual future results may be materially different from what we expect. Except as required by law, we assume no
obligation to update these forward-looking statements, or to update the reasons actual results could differ materially
from those anticipated in these forward-looking statements, even if new information becomes available in the future.

”» € o« €

PART 1

Item 1. Business.

General

LightPath Technologies, Inc. (“LightPath”, the “Company”, “we”, “our”, or “us”’) was incorporated under Delaware law in 19¢
as the successor to LightPath Technologies Limited Partnership, a New Mexico limited partnership formed in 1989,

and its predecessor, Integrated Solar Technologies Corporation, a New Mexico corporation formed in 1985. We

manufacture optical components and higher level assemblies including precision molded glass aspheric optics,

infrared aspheric lenses, GRADIUM glass lenses and other optical materials used to produce products that manipulate

light. We design, develop, manufacture and distribute optical components and assemblies utilizing advanced optical
manufacturing processes. Our products are incorporated into a variety of applications by our customers in many

industries, including defense products, medical devices, laser aided industrial tools, automotive safety applications,

barcode scanners, optical data storage, hybrid fiber coax datacom, telecommunications, machine vision and sensors,

among others. Products that we produce enable lasers and imaging devices to function more effectively. For example:
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Molded glass aspheres and assemblies are used in various high performance optical applications primarily based on
laser technologys;

Infrared molded lenses and assemblies using short (SWIR), mid (MWIR) and long (LWIR) wave materials imaging
are used in applications for firefighting, predictive maintenance, homeland security, surveillance, automotive, cell
phone infrared cameras and defense; and

GRADIUM extends the performance of a spherically polished glass lens technology improving optical performance
so that it approximates aspheric lens performance.

In November 2005, we formed LightPath Optical Instrumentation (Shanghai) Co., Ltd (“LPOI”), a wholly-owned
subsidiary, located in Jiading, People’s Republic of China. The LPOI facility is primarily used for sales and support
functions.

In December 2013, we formed LightPath Optical Instrumentation (Zhenjiang) Co., Ltd. (“LPOIZ”), a wholly-owned
subsidiary located in the New City district, of the Jiangsu province, of the People’s Republic of China. LPOIZ’s 26,000
square foot manufacturing facility serves as our primary manufacturing facility in China and provides a lower cost
structure for production of larger volumes of optical components and assemblies.

Recent Events — ISP Optics Corporation Acquisition

On August 3, 2016, we entered into a Stock Purchase Agreement (the “Stock Purchase Agreement”) with ISP Optics
Corporation (“ISP”) and Joseph Menaker and Mark Lifshotz (the “ISP Stockholders”), pursuant to which we will acquire
(the “Acquisition”) all of the outstanding common stock of ISP (the “Purchased Shares”) from the ISP Stockholders.
Following the closing of the Acquisition, ISP will become our wholly-owned subsidiary.
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We will acquire the Purchased Shares for $18,000,000 (the “Purchase Price”), to be paid in a combination of cash (the
“Cash Amount”) and a promissory note (the “Note”). The Cash Amount, subject to a net working capital adjustment, debt
adjustment, and cash adjustment as provided in the Stock Purchase Agreement, will not be less than $12,000,000. The
aggregate original principal amount of the Note will equal the Purchase Price less the Cash Amount, as adjusted

pursuant to the Stock Purchase Agreement, but in no event less than $3,000,000.

Completion of the Acquisition is subject to the satisfaction or waiver of certain conditions. In addition to customary
closing conditions, our obligation to complete the Acquisition is conditioned on receipt by us of financing we need to
purchase the Purchased Shares and obtaining the requisite approval of our stockholders related to the financing and
the Acquisition, as applicable, as required by applicable NASDAQ rules and other applicable law.

The closing of the Acquisition will occur on a date and time mutually agreed upon by the ISP Stockholders and us, no
later than five (5) business days following the satisfaction or waiver of the closing conditions. Currently, we anticipate
the Acquisition closing in the fourth quarter of calendar year 2016; however, there can be no assurance that the
Acquisition will close in the fourth quarter of calendar year 2016, or at all.

Product Groups and Markets

During fiscal 2015, we started evaluating our business based on five product groups: low volume precision molded
optics (“LVPMO”), high volume precision molded optics (“HVPMQ”), specialty products, infrared products, and
non-recurring engineering (“NRE”). Our LVPMO product group consists of precision molded optics with a sales price
greater than $10 per lens that are usually sold in smaller lot quantities. Our HVPMO product group consists of
precision molded optics with a sales price of less than $10 per lens that are usually sold in larger lot quantities. Our
infrared product group is comprised of both molded lens and assemblies. Our specialty product group is comprised of
value added products such as optical subsystems, assemblies, GRADIUM lenses, and isolators. Our NRE product
group consists of those products we develop pursuant to product development agreements we enter into with
customers. Typically, customers approach us and request that we develop new products or applications for our
existing products to fit their particular needs or specifications. The timing and extent of any such product development
is outside of our control.

We currently serve the following major markets: distribution and catalog, laser, industrial, instrumentation,
telecommunications, and defense. Within our product groups, we have various applications that serve these major
markets. For example, our HVPMO lenses are typically used in industrial tools, especially in China. Our HVPMO and
LVPMO lenses are also used in applications for the telecommunications market, such as cloud computing, video
distribution via digital technology, wireless broadband, and machine to machine connection, and, the laser market,
such as laser tools, scientific and bench top lasers, and bar code scanners. Our infrared products can also be used in
various applications within our major markets. Currently, sales of our infrared products are primarily for customers in
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the industrial market that use thermal imaging cameras. Our infrared products can also be used for gas sensing
devices, spectrometers, night vision systems, automotive driver systems, thermal weapon gun sights, and infrared
counter measure systems, among others. Within the larger overall markets, which are estimated to be in the
multi-billions of dollars, we believe there is a market of approximately $800 million for our current products and
capabilities. We continue to believe our products will provide significant growth opportunities over the next several
years and, therefore, we will continue to target specific applications in each of these major markets. Our strategy is to
leverage our technology, know-how, established low cost manufacturing capability, and partnerships to grow our
business. We plan to accomplish this growth through the implementation of the following objectives:

Continue to Drive Operational Excellence and Asset Efficiency. Operational excellence, which includes a
commitment to safety, environmental stewardship, and improved reliability, is key to our future success. We
continually evaluate our business to identify opportunities to increase operational efficiency throughout our
production facilities with a focus on maintaining operational excellence, reducing costs, and maximizing asset
efficiency. We intend to continue focusing on increasing manufacturing efficiencies through selected capital
projects, process improvements, and best practices in order to lower unit costs. We will also carefully manage our
portfolio and take appropriate actions to address product lines that face challenging market conditions and do not
generate returns on invested capital that we believe are sufficient to create long-term shareholder value.

Focus on Cash Flow Generation. Our goal is to focus on cash flow generation and return on invested capital
through the continuing optimization of our cost structure, improvement in working capital and supply chain
efficiencies, and a disciplined approach to capital expenditures. We have a proven track record of mitigating fixed
cost inflation with cost saving actions and productivity improvements. We intend to continue to identify incremental
cost saving opportunities based in large part on benchmarks of industry-leading performance and productivity
improvements by utilizing our engineering and manufacturing technology expertise and partnerships with low cost
producers. Our goal is to maintain a cost structure that positions us favorably to compete and grow. We intend to
continue to upgrade our customer and product mix by adding products that move up the supply chain by offering
assemblies that use our lenses, thereby increasing our sales of value-added, differentiated products, and achieving
premium pricing to improve margins and enhance cash flow.
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We also intend to actively manage our working capital by increasing inventory turnover and reducing finished goods
and raw materials inventory without affecting our ability to deliver products to our customers. We strive to improve
our supply chain efficiency by focusing on reducing both operating costs and working capital needs. Our supply
chain efforts to lower operating costs have consisted of reducing procurement spending, lowering transportation and
warehouse costs, and optimizing production scheduling.

We remain focused on disciplined capital allocation among our product groups. We plan to allocate our capital
expenditures to projects required to enhance the reliability of our manufacturing operations and maintain the overall
asset portfolio. This includes key maintenance and repair activities in each product group, and necessary regulatory
and maintenance spending to ensure safe operations. We intend to optimize capital spending on growth projects
across our various product groups based on a thorough comparison of risk-adjusted returns for each project.

Maintain Strong Customer Focus. A key component of our strategy is to produce innovative, high-performance
products that offer enhanced value propositions to our customers at competitive prices. Our goal is to work closely
with our customers to provide solutions and products that optimize their products. This market-driven product
development enables us to offer a high-quality product portfolio to our customers and provides our business with the
ability to respond quickly and efficiently to changes in market demands.

Leverage our Leadership to Drive Organic Growth. We plan to continue to capitalize on our global operations
network, distribution infrastructure, and technology to pursue global growth. We will focus our efforts on those
geographic areas and end products that we believe offer the most attractive growth and long-term profit prospects.

Deepen Our Presence in Emerging Markets. Emerging markets are a strategic priority for our business. We are
well positioned not only to leverage our strong market positions in mature but highly sophisticated markets in North
America and Europe, but also to participate in the expected growth of emerging markets in Asia and Eastern Europe.
We believe that improving living standards and growth in GDP across emerging markets are combining to create
increased demand for our products. We expect to capitalize on this growth opportunity by expanding our customer
base and local capabilities in order to increase our market share across emerging markets, especially in China. To
accelerate our penetration of these markets and maintain our competitive cost position, we may develop
relationships with leading local partners, especially in businesses where participation in the fast-growing Chinese
market is particularly important for long-term sustainable growth. For example, we are well positioned to leverage
our strong production technology in the Chinese market as a result of an increasing percentage of aerospace,
automotive, semiconductor, electronics, and telecommunications manufacturing transitioning to China.

Drive Organizational Alignment. We believe that maintaining alignment of the efforts of our employees with our
overall business strategy and operational excellence goals is critical to our success. We have outstanding people and
assets and, with the commitment to values of safety, customer appreciation, simplicity, collective entrepreneurship,
and integrity, we believe that we can maintain our competitiveness and help achieve our operational excellence and
asset efficiency strategic objectives.

The following further discusses the various products we offer and certain growth opportunities we anticipate for each
such product.
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LVPMO and HVPMO Product Groups. Aspheric lenses are known for their optimal performance. Aspheric lenses
simplify and shrink optical systems by replacing several conventional lenses. However, aspheric lenses are difficult
and costly to machine. Our glass molding technology enables the production of both low and high volumes of aspheric
optics while still maintaining the highest quality at an affordable price. Molding is the most consistent and economical
way to produce aspheres and we have perfected this method to offer the most precise molded aspheric lenses
available.

In recent years, sales of both our LVPMOs and HVPMOs have increased. We expect this growth to continue for the
next several years with what we believe is a multi-year growth cycle of the optical market. This multi-year growth
cycle is driven by four major trends: cloud computing; video distribution via digital technology; wireless broadband;
and machine-to-machine connection. Cloud computing has caused a shift in enterprise technology with increased
spending for software-as-a-service (“SAAS”) and infrastructure-as-a-service (“lAAS”) capital investments. Delivery of
applications and technology using SAAS or IAAS requires larger and faster network bandwidth. The explosion of
mobile devices, which includes smartphones and tablet devices, is also requiring the expansion of network bandwidth
as users are receiving and transferring larger amounts of data via their mobile devices. The number of mobile devices
exceeded the global population at the beginning of 2015 and is estimated to be 1.5 mobile devices per capita by 2019.
Individuals are also streaming more video on their mobile devices or through their smart TVs. This type of video
distribution, which is estimated to be 80% of all network traffic by 2019, is creating a huge demand for larger and
faster bandwidth. Finally, machine-to-machine connection technology allows wireless and wired systems to
communicate with other devices of the same type. This type of networking often requires bandwidth in order for the
machines to communicate with each other. All of these trends require the expansion of bandwidth, and thus, the
growth of optical communication networks. Our products, such as our precision molded optical lenses, can be used as
a component in optical communication networks. We also anticipate growth in our precision molded aspheres product
revenues as we add new product lenses and applications for a variety of markets and industries, including laser tools,
telecom transceivers, micro-projectors, scientific and bench top lasers, range finders, medical devices, bar code
scanners and laser based spectrometers.
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LVPMOs. The growth in our LVPMO business is driven by a variety of market applications such as medical
endoscopes, medical flow cytometers, scientific and bench-top lasers, laser based spectrometers, military telecom,
and telescopic weapon sights. These products have precision specifications and 100% testing to verify that our
lenses conform to a higher level of performance than most of the competition in these markets.

HVPMOs. The continued growth in our HVPMO business is driven by market applications supporting mostly the
laser diode applications for high volume markets in laser tools, range finders, laser gun sights, bar code scanners,
and micro-projectors. The same basic tooling used for high precision in the LVPMO applications allows us to realize
a competitive advantage for high volume production that benefits the end customer while maintaining low price
targets. Markets for laser diode applications are expected to grow substantially in the next few years as applications
such as Lidar, which uses light and radar for distance tracking and speed detection, headlights for automobiles, and
many other related disciplines begin to rely more and more on laser technology.

Infrared Product Group. Advances in chalcogenide materials have enabled compression molding for MWIR and
LWIR optics in a process similar to precision molded lenses. Our molded infrared optics technology enables high
performance, cost-effective infrared aspheric lenses that do not rely on traditional diamond turning or lengthy
polishing methods. Utilizing precision molded aspheric optics significantly reduces the number of lenses required for
typical thermal imaging systems and the cost to manufacture these lenses, as well as the size of the lens

system. Traditional germanium or zinc selenide aspheres are manufactured by diamond turning, which is a
time-consuming and expensive process. Diamond turned lenses are made one at a time and the lenses suffer from
variations in the surface resulting in variations of performance from lens to lens. The infrared optics molding process
allows lenses to be manufactured in high volume with a highly repeatable, consistent performance and allows for
sophisticated beam shaping or achromatization over a range of wavelengths to be molded directly into the surfaces of
the lens.

Overall, we anticipate growth for infrared optics and increased requirements for systems requiring molded aspheric
optics over traditional ground and polished lenses. Infrared systems, which include thermal imaging cameras, gas
sensing devices, spectrometers, night vision systems, automotive driver awareness systems such as blind spot
detection, thermal weapon gun sights, and infrared counter measure systems, represent a market that is forecasted to
grow to greater than $5.6 billion at the complete systems level by 2020 at a compound annual growth rate of 10%. As
infrared imaging systems become widely available, the cost of optical components needs to decrease before the
market demand will increase. Our aspheric molding process is an enabling technology for the cost reduction and
commercialization of infrared imaging systems because the aspheric shape of our lenses enables system designers to
reduce the lens element in a system and provide similar performance at a lower cost.

Specialty Product Group. We have a rapidly growing group of specialty products and assemblies that take advantage
of our unique technologies and capabilities. These products include custom optical designs, mounted lenses, optical
assemblies, and GRADIUM lenses. We expect growth from defense communications programs and commercial
optical sub-assemblies.
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Our GRADIUM glass is an optical quality glass material with axially varying refractive index, capable of reducing
optical aberrations inherent in conventional lenses and performing with a single lens tasks traditionally performed by
multi-element, conventional lens systems. Typical applications include surgical lasers, high power YAG lasers for
welding, cutting and marking, defense-market uses, and test and measurement. GRADIUM has a unique capability to
handle up to 10 kilowatts of power and is servicing a niche market for laser high-power cutting and laser welding.

We design, build, and sell optical assemblies into markets for test and measurement, medical devices, military,
industrial, and communications based on our proprietary technologies. Many of our optical assemblies consist of
several products that we manufacture.

Sales and Marketing

Marketing. Extensive product diversity and varying levels of product maturity characterize the optics industry.
Product markets range from consumer (e.g., cameras, copiers) to industrial (e.g., lasers, data storage, infrared
imaging), from products where the lenses are the central feature (e.g., telescopes, microscopes, lens systems) to
products incorporating lens components (e.g., robotics, semiconductor production equipment) and communications
(e.g., various optics are required for bandwidth expansion and improved data transfer for the optical network). As a
result, we market our products across a wide variety of customer groups including laser systems manufacturers, laser
OEMs, infrared-imaging systems vendors, industrial laser tool manufacturers, telecommunications equipment
manufacturers, medical and industrial measurement equipment manufacturers, government defense agencies, and
research institutions worldwide.
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Organization Optimization Plan. In February 2015, we transitioned to a technical sales process that leveraged the
success of our existing demand-creation model. To align the organization for specific goals and accountability, we
created an executive structure with three direct reporting lines: Operations, China, and Finance. Technical and
engineering staffs are now more fully integrated with our sales force, and two new sales positions were created: (i)
Executive Sales Manager, which combined the responsibility for all sales and marketing, and (ii) Marketing Manager.
We also combined the organizations supporting our aspheric visible lens products and our infrared products. Sales,
marketing, engineering, and quality report to the Executive Vice President — Operations.

Sales Organization. We have regional sales forces that market and sell our products directly to customers in North
America and China. We also have a master distributor in Europe. We have formalized relationships with 14 industrial,
laser, and optoelectronics distributors and channel partners located in the United States and various foreign countries
to assist in the distribution of our products in highly specific target markets. We also have reseller arrangements with
the top three product catalog companies in the optics and opto-electronics market. In addition, we also maintain our
own product catalog and internet website (www.lightpath.com) as vehicles for broader promotion of our products. We
make use of print media advertisements in various trade magazines and participate in appropriate domestic and
foreign trade shows.

All of our partners work diligently to expand opportunities in emerging geographic markets and through alternate
channels of distribution. We believe that we provide a high level of support in developing and maintaining our
long-term relationships with our customers. Customer service and support are provided through our offices and those
of our partners that are located throughout the world.

Trade Shows. We display our product line additions and enhancements at one or more trade shows each year. For
example, we participated in several United States based shows including Society of Photographic Instrumentation
Engineers (‘“SPIE”) Photonics West January 2016 and SPIE Defense, Security and Sensing in May 2016. We also
participate in shows in China such as the China International Optoelectronic Exposition in Shenzhen. In addition, we
partner with key distributors to attend exhibitions such as Laser World of Photonics in Munich, Germany. This
strategy underscores our strategic directive of broadening our base of innovative optical components and assemblies.
These trade shows also provide an opportunity to meet with and enhance existing business relationships, meet and
develop potential customers, and to distribute information and samples regarding our products.

Competition

The market for optical components generally is highly competitive and highly fragmented. We compete with
manufacturers of conventional spherical lenses and optical components, providers of aspheric lenses and optical
components, and producers of optical quality glass.To a lesser extent, we compete with developers of specialty optical
components and assemblies.Many of these competitors have greater financial, manufacturing, marketing, and other
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resources than we do.

We believe our unique capabilities in optical design engineering, our low cost structure and our substantial presence in
Asia, particularly in China, provides us with a competitive edge and assists us in securing business. Additionally, we
believe that we offer value to some customers as a second or backup supply source in the United States should they be
unwilling to commit to purchase their entire supply of a critical component from a foreign production source. We also
have a broad product offering to satisfy a variety of applications and markets.

LVPMOs and HVPMOs Product Groups. Our LVPMO products compete with conventional lenses and optical
components manufactured by companies such as Asia Optical, Anteryon, RPO, and Sunny Optics.

Aspheric lenses compete with lens systems comprised of multiple conventional lenses. Machined aspheric lenses
compete with our molded glass aspheric lenses, which are part of our HVPMO product group. Aspheric lens system
manufacturers include Panasonic, ALP’s, Hoya Corporation, as well as newer competitors from China and Taiwan
such as E-pin Optical Industry Co. and Kinik Company. The use of aspheric surfaces provides the optical designer
with a powerful tool in correcting spherical aberrations and enhancing performance in state-of-the-art optical
products. However, we believe that our optical design expertise and our flexibility in providing custom high
performance optical components at a low price are key competitive advantages for us over these competitors.

Plastic molded aspheres and hybrid plastic/glass aspheric optics, on the other hand, allow for high volume production,
but primarily are limited to low cost consumer products that do not place a high demand on performance (such as
plastic lenses in disposable or mobile phone cameras). Molded plastic aspheres appear in products that stress cost or
weight as their measure of success over performance and durability. Our low cost structure allows us to compete with
these lenses based on higher performance and durability from our glass lenses at only a small premium in price over
plastic or plastic/glass hybrid lenses.
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Infrared Product Group. Our infrared molded aspheric optics competes with traditional infrared lenses manufactured
from germanium, such as those produced by Janos Technologies, Ophir Optics or Elcan Optical Technologies. These
traditional infrared lenses can either be polished spherical or are diamond turned aspherical. Our molded lenses
compete with spherical lenses because like all aspheres they can replace doublets or triplets based on the higher
performance of an aspheric lens. Diamond turned aspheres from germanium are expensive to produce in high volumes
and time consuming to manufacture. We believe our low cost, high volume lens business strategy enables us to
compete with the manufacturers of traditional infrared lens.

Our molded infrared optics competes with products manufactured by Umicore, Kiro, and Free Form. We believe that
our optical design expertise and our flexibility in providing custom, high performance infrared optical components are
key advantages over the products manufactured by these competitors. A specific advantage over Umicore, a foreign
company, is that the infrared market is highly dependent on the United States defense industry, which prefers to
purchase from United States based companies such as LightPath.

Specialty Product Group. GRADIUM lenses are often used for products in the niche high power laser optics

market. GRADIUM lenses are produced using a unique, well-established technology that no other manufacturer
possesses, which provides us with a competitive advantage. However, there are other competing technologies, such as
traditional fused silica doublets and triplets, as well as newer large diameter aspheres, such as those manufactured by
Asphericon or Edmund Optics.

Manufacturing

Facilities. Our manufacturing is largely performed in our 26,000 square foot production facility in Orlando, Florida
and in LPOIZ’s 26,000 square foot production facility in Zhenjiang, China. In October 2015, LPOI moved its sales and
support functions to a 1,700 square foot facility in Shanghai. With space remaining in the Zhenjiang and Orlando
facilities, we believe our facilities are adequate to accommodate our needs for the foreseeable future.

Our manufacturing facilities feature areas for each step of the manufacturing process, including coating work areas,
preform manufacturing and a clean room for pressing and integrated assembly. Our Orlando and Zhenjiang facilities
include new product development laboratories and space that includes development and metrology equipment. Our
Zhenjiang facility has anti-reflective coating equipment to coat our lenses in-house.

Production and Equipment. Our Orlando facility contains a manufacturing area for our molded glass aspheres, a
tooling and machine shop to support new product development, commercial production requirements for our
machined parts, the fabrication of proprietary press work stations and mold equipment, and a clean room for our
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molding and assembly workstations. We also have glass coring equipment to meet our current needs of GRADIUM
product sales worldwide. The Orlando facility is also International Traffic in Arms and Regulation (ITAR) compliant.
LPOIZ’s Zhenjiang facility features a molded glass aspheres manufacturing area, clean room, and an area for
anti-reflective coating. Our Orlando and Zhenjiang facilities are ISO 9001:2008 certified. For more information
regarding our facilities, please see Item 2. Properties in this Annual Report.

Subcontractors and Strategic Alliances. We believe that low-cost manufacturing is crucial to our long-term success.
In that regard, we generally use subcontractors in our production process to accomplish certain processing steps
requiring specialized capabilities. For example, we presently use a number of qualified subcontractors for fabricating,
polishing, and coating certain lenses as necessary. We have taken steps to protect our proprietary methods of
repeatable high quality manufacturing by patent disclosures and internal trade secret controls.

Suppliers. We utilize a number of glass compositions in manufacturing our molded glass aspheres and lens array
products. These glasses or equivalents are available from a large number of suppliers, including CDGM Glass
Company, Ohara, and Sumita. Base optical materials, used in both GRADIUM and collimator products, are
manufactured and supplied by a number of optical and glass manufacturers. We believe that a satisfactory supply of
such production materials will continue to be available at reasonable prices, although there can be no assurance in this
regard.

We also rely on local and regional vendors for component materials and services such as housings, fixtures, magnets,
chemicals and inert gases, specialty ceramics, UV and AR coatings, and other specialty coatings. In addition, certain
products require external processing such as anodizing and metallization. To date, we are not dependent on any of
these manufacturers and have found a suitable number of qualified vendors and suppliers for these materials and
services.

We currently purchase a few key materials from single or limited sources. We believe that a satisfactory supply of
production materials will continue to be available at competitive prices, although there can be no assurance in this
regard.
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Intellectual Property

Our policy is to protect our technology by, among other things, patents, trade secret protection, trademarks, and
copyrights. We primarily rely upon trade secrets and unpatented proprietary know-how to protect certain process
inventions, lens designs and innovations. For example, a key feature of GRADIUM glass is that, once fabricated, it
does not reveal our formula upon inspection and, to our knowledge, cannot be reverse-engineered. We have taken
security measures to protect our trade secrets and proprietary know-how, to the extent possible.

In addition to trade secrets and proprietary know-how, we have limited patents and/or patent applications in the areas
of glass composition, glass molding, gradient geometries, and certain production processes such as fiber attachment
and micro-fabrication. The first of our issued patents expired in 2006; the remainder expire at various times through
2023.

Our means of protecting our proprietary rights may not be adequate and our competitors may independently develop
technology or products that are similar to ours or that compete with ours. Patent, trademark, and trade secret laws
afford only limited protection for our technology and products. The laws of many countries do not protect our
proprietary rights to as great an extent as do the laws of the United States. Despite our efforts to protect our
proprietary rights, unauthorized parties may attempt to obtain and use information that we regard as proprietary.
Third parties may also design around our proprietary rights, which may render our protected technology and products
less valuable, if the design around is favorably received in the marketplace. In addition, if any of our products or
technology is covered by third-party patents or other intellectual property rights, we could be subject to various legal
actions. We cannot assure you that our technology platform and products do not infringe patents held by others or that
they will not in the future. Litigation may be necessary to enforce our intellectual property rights, to protect our trade
secrets, to determine the validity and scope of the proprietary rights of others, or to defend against claims of
infringement, invalidity, misappropriation, or other claims.

We own several registered and unregistered service marks and trademarks that are used in the marketing and sale of
our products. The following table sets forth our registered and unregistered service marks and trademarks, if
registered, the country in which the mark is filed, and the renewal date for such mark.

Mark Type Registered Country Renewal Date
LightPath® service mark Yes United States October 22, 2022
GRADIUM™ Trademark Yes United States February 5, 2017
Circulight Trademark No - -

BLACK DIAMOND Trademark No - -

GelTech Trademark No - -

Oasis Trademark No - -
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LightPath® service mark Yes People’s Republic of China Application filed

Environmental and Governmental Regulation

Currently, emissions, and waste from our manufacturing processes are at such low levels that no special
environmental permits or licenses are required. In the future, we may need to obtain special permits for disposal of
increased waste by-products. The glass materials we utilize contain some toxic elements in a stabilized molecular
form. However, the high temperature diffusion process results in low-level emissions of such elements in gaseous
form. If production reaches a certain level, we believe that we will be able to efficiently recycle certain of our raw
material waste, thereby reducing disposal levels. We believe that we are presently in compliance with all material
federal, state, and local laws and regulations governing our operations and have obtained all material licenses and
permits necessary for the operation of our business.

We also utilize certain chemicals, solvents, and adhesives in our manufacturing process. We believe we maintain all
necessary permits and are in full compliance with all applicable regulations.

To our knowledge there are currently no United States federal, state or local regulations that restrict the manufacturing
and distribution of our products. Certain end-user applications require government approval of the complete optical
system, such as United States Food and Drug Administration approval for use in endoscopy. In these cases, we will
generally be involved on a secondary level and our OEM customer will be responsible for the license and approval
process.

The Dodd-Frank Wall Street Reform and Consumer Protection Act imposes disclosure requirements regarding the use
of “conflict minerals” mined from the Democratic Republic of Congo and adjoining countries in products, whether or
not these products are manufactured by third parties. The conflict minerals include tin, tantalum, tungsten, and gold,
and their derivatives. Pursuant to these requirements, we are required to report on Form SD the procedures we employ
to determine the sourcing of such minerals and metals produced from those minerals. There are costs associated with
complying with these disclosure requirements, including for diligence in regards to the sources of any conflict
minerals used in our products, in addition to the cost of remediation and other changes to products, processes, or
sources of supply as a consequence of such verification activities. In addition, the implementation of these rules could
adversely affect the sourcing, supply, and pricing of materials used in our products. We strive to only use suppliers
that source from conflict-free smelters and refiners; however, in the future, we may face difficulties in gathering
information regarding our suppliers and the source of any such conflict minerals.
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New Product Development

For many years, we engaged in basic research and development that resulted in the invention of GRADIUM glass and
certain proprietary processes for fabricating GRADIUM glass lenses. Thereafter, our new product development efforts
led to the development of our capabilities in molded aspheric lenses and infrared lenses. We incurred expenditures for
new product development during fiscal 2016 and 2015 of approximately $669,000 and $1.1 million, respectively. We
concentrated our efforts to support existing and new customers in the design and manufacture of items in three of our
product lines: HVPMO lenses, LVPMO lenses and infrared products.

In fiscal 2017, we anticipate focusing our new product development efforts on infrared optics products for imaging
and sensing, fiber lasers, defense, medical devices, industrial, optical data storage, machine vision, sensors, and
environmental monitoring. We currently plan to expend approximately $847,000 for new product development during
fiscal 2017, which could vary depending upon revenue levels, customer requirements, and perceived market
opportunities.

For more difficult or customized products, we bill our customers for engineering services as a non-recurring
engineering fee.

Concentration of Customer Risk

In fiscal 2016, we had sales to three customers that comprised an aggregate of approximately 25% of our annual
revenue with one customer at 10% of our sales, another customer at 8% of our sales and the third customer at 7% of
our sales. In fiscal 2015, we had sales to three customers that comprised an aggregate of approximately 28% of our
annual revenue with one customer at 11% of our sales, another customer at 10% of our sales and the third customer at
7% of our sales. The loss of any of these customers, or a significant reduction in sales to any such customer, would
adversely affect our revenues. We continue to diversify our business in order to minimize our sales concentration risk.

In fiscal 2016, 59% of our net revenue was derived from sales outside of the United States, with 91% of our foreign
sales derived from customers in Europe and Asia.

Employees
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As of June 30, 2016, we had 181 employees, of which 180 were full-time equivalent employees, with 71 located in
Florida and 110 located in China. Of our 181 employees, we have 24 employees engaged in management,
administrative, and clerical functions, 13 employees in new product development, 13 employees in sales and
marketing, and 131 employees in production and quality control functions. Any employee additions or terminations
over the next twelve months will be dependent upon the actual sales levels realized during fiscal 2017. We have used
and will continue utilizing part-time help, temporary employment agencies, and outside consultants, where
appropriate, to qualify prospective employees and to ramp up production as required from time to time. None of our
employees are represented by a labor union.

Item 2. Properties.

We occupy a 26,000 square foot facility in Orlando, Florida, which includes a 6,000 square foot clean room and
houses our corporate headquarters, engineering, marketing, internal sales, manufacturing management and some
manufacturing operations. At our Orlando facility, our molded glass aspheres manufacturing area includes lens
pressing equipment, high precision mold production equipment, advanced metrology and inspection equipment, and
coating facilities. It also features a tooling and machine shop, which can support new product development,
commercial production requirements for our machined parts, and the fabrication of propriety press workstations and
mold equipment. Our Orlando facility has glass coring equipment for our current needs of GRADIUM product sales
and also includes a clean room for our molding and assembly workstations, which include our proprietary laser fusion
and housing equipment, automated testing processes, and laser polishing stations. Our Orlando facility is International
Traffic in Arms Regulations (ITAR) compliant.

The monthly rental payments for our Orlando facility will average approximately $22,000 through April 2022, which
excludes all charges, common area maintenance, escalation, and certain pass-through of taxes and other operating

costs. In July 2014, we negotiated a new lease that increased our space from approximately 22,000 square feet to
approximately 26,000 square feet, or by 20%, and extended the lease term through April 2022. The additional space
allowed us to relocate our administration functions to new office space and reclaim needed manufacturing space for

our business. We were also able to take advantage of local market conditions and decrease our overall rent expense by
25%. Minimum rental rates for the extension term were established based on annual increases of two and one half
percent and start in the third year of the extension period. Additionally, there is one five-year extension option
exercisable by us. The minimum rental rates for such additional extension options will be determined at the time an
option is exercised and will be based on a “fair market value rate” as determined in accordance with the lease agreement.
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LPOI leases an approximately 1,700 square foot facility located in Jiading, People’s Republic of China. LPOI’s
Shanghai facility is primarily used for sales and support functions. The lease expires in October 2017 and houses 9
employees. The base rent is approximately $1,700 per month, which excludes all charges, common area maintenance,
and other operating costs.

LPOIZ leases an approximately 26,000 square foot facility located in Zhenjiang, Jiangsu Province, People’s Republic
of China. LPOIZ’s Zhenjiang facility features a molded glass aspheres manufacturing area, which includes lens
pressing equipment, advanced metrology and inspection equipment. The clean room in LPOIZ’s Zhenjiang facility
features assembly manufacturing equipment and automated dispensing systems. The Zhenjiang facility also houses
our precision dicing equipment and anti-reflective coating equipment.

The LPOIZ lease is for a five-year term that will expire March 31, 2019. The Zhenjiang facility houses 101
employees. The rent is approximately $1,700 per month, which excludes all charges, common area maintenance, and
other operating costs.

We are ISO 9001:2008 certified at both our Orlando and LPOIZ manufacturing facilities. Much of our product
qualification is performed in-house at our facilities. Our test and evaluation capabilities include damp heat, high/low
temp storage, and a thermal shock oven, which are representative of the equipment required to meet Telecordia
requirements for telecommunications customers as well as other customer required product specifications. Our new
product development department has computer aided design (CAD) tools and technical support. The continuing
implementation of various statistical process controls (SPCs) is being pursued to improve product yields and allows us
to reduce costly manual testing operations. Quality control in manufacturing to ensure a quality end product is critical
to our ability to bring our products to market, as our customers may demand rigorous testing prior to their purchase of
our products.

With space remaining in the Zhenjiang and Orlando facilities, we believe our facilities are adequate to accommodate
our needs over the next year. We are in the process of adding additional production equipment in Orlando and
Zhenjiang. We will also add additional work shifts at the Zhenjiang facility, as needed, to increase capacity and meet
forecasted demand.

Our territorial sales personnel maintain an office from their homes to serve their geographical territories.

Item 3. Legal Proceedings.
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From time to time, we are involved in various legal actions arising in the normal course of business. We currently
have no legal proceeding to which we are a party to or to which our property is subject to and, to the best of our
knowledge, no adverse legal activity is anticipated or threatened.

PART II

Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity

Ttem 5'Securities.

Market Information

Our Class A common stock is traded on the NASDAQ Capital Market (“NCM”) under the symbol “LPTH”.

The following table sets forth the range of high and low bid prices for our Class A common stock for the periods
indicated, as reported by the NCM. The quotation information below reflects inter-dealer prices, without retail
mark-up, markdown or commission, and may not represent actual transactions. The closing ask price on June 30, 2016
was $1.74 per share.

Class A
Common
Stock
High Low
Fiscal Year Ended June 30, 2016
Quarter ended June 30, 2016 $2.06 $1.71
Quarter ended March 31, 2016 $3.43 $1.80
Quarter ended December 31,2015 $2.82 $1.43
Quarter ended September 30, 2015 $2.03 $1.45

Fiscal Year Ended June 30, 2015

Quarter ended June 30, 2015 $1.79 $0.88
Quarter ended March 31, 2015 $1.32 $0.87
Quarter ended December 31,2014 $1.46 $0.88
Quarter ended September 30, 2014 $1.54 $1.15
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Holders

As of June 21, 2016, we estimate there were approximately 242 holders of record and approximately 5,227 street
name holders of our Class A common stock.

Dividends

We have never declared or paid any cash dividends on our Class A common stock and do not intend to pay any cash
dividends in the foreseeable future. We currently intend to retain all future earnings in order to finance the operation
and expansion of our business. In addition, the payment of dividends, if any, in the future, will depend on our
earnings, capital requirements, financial conditions and other relevant factors.

Securities Authorized For Issuance Under Equity Compensation Plans

The following table sets forth information with respect to compensation plans under which our equity securities are
authorized for issuance as of the end of fiscal 2016:

Award Available for
Shares
Award ) Issuance
Outstanding
Shares at June 30 at June 30,
Equity Compensation Arrangement Authorized 2016 > 2016
Amended and Restated Omnibus Incentive Plan 3,915,625 2,131,055 1,139,429
Employee Stock Purchase Plan 400,000 — 390,094

4,315,625 2,131,055 1,529,523

Please see section titled “Equity Compensation Plan Information” in Item 12 of this Annual Report on Form 10-K for
information relating to compensation plans approved and not approved by our stockholders.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
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You should read the following discussion and analysis by our management of our financial condition and results of
operations in conjunction with our consolidated financial statements and the accompanying notes.

The following discussion contains forward-looking statements that involve risks and uncertainties, such as statements
of our plans, objectives, expectations and intentions. Our actual results could differ materially from those discussed in
the forward-looking statements. Please also see the cautionary language at the beginning of this Annual Report on
Form 10-K regarding forward-looking statements.

Results of Operations

Operating Results for Fiscal Year Ended June 30. 2016 compared to the Fiscal Year Ended June 30. 2015:

Revenue for fiscal 2016 totaled approximately $17.27 million compared to approximately $13.66 million for fiscal
2015, an increase of 26%. The 26% increase in revenue primarily resulted from a $1.00 million increase in sales of
specialty products due to higher volume of sales to defense customers, a $1.8 million increase in sales of our HVPMO
and LVPMO products, a $559,000 increase in sales of our infrared products, and a $297,000 increase in NRE fees.
The $1.8 million increase in sales of our HVPMO and LVPMO products is due to revenue for LVPMO increasing by
4%, or $286,000, compared to fiscal 2015, while revenue for HVPMO increased by 58%, or $1.46 million, compared
to fiscal 2015. Unit shipment volume in precision molded optics in fiscal 2016 increased by 17% as compared to fiscal
2015 and the average selling price improved 2% period over period. This was due to a product mix shift in the
LVPMO group with higher volumes sold to customers in the distribution, medical applications, and
telecommunications sectors. We expect continued growth in sales to be derived primarily from our specialty products
and our precision molded optics product line, particularly our HVPMOs sold in Asia, and our infrared product line
based upon recent quote activity and market trends.
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Gross margin percentage for fiscal 2016 was 54% compared to 44% in fiscal 2015. The improvement in gross margin
is primarily attributed to a $3.6 million increase in revenues with a favorable product mix of higher margin products,
resulting in higher sales prices and providing leverage of our increased sales volume against our fixed manufacturing
overhead costs. Also, improvements in our infrared product group due to better yields and cost reductions with
in-house coating increased gross margin. Total manufacturing costs were approximately $7.97 million, an increase of
approximately $286,000 as compared to fiscal 2015.

We plan to continue emphasizing unit cost reductions now that we have completed the consolidation of production in
LPOIZ’s facility, efficiently purchasing raw materials and continuing to increase the amount of anti-reflective coating
we do in-house versus outsourcing this service. We also anticipate efficiency improvements in production at LPOIZ’s
Zhenjiang facility as the employees become a more experienced workforce.

Selling, general and administrative expenses increased by approximately $1.45 million to $6.58 million in fiscal 2016
as compared to $5.13 million in fiscal 2015. The increase was primarily due to: (i) a $412,000 increase in the accrual
for fiscal 2016 incentive compensation given the strong performance during fiscal 2016, which increased to $720,000
in fiscal 2016 from $380,000 in fiscal 2015 (ii) a $399,000 increase of wages from new product development as a
result of the transition to a technical sales process, which we announced in February 2015 as part of our organizational
optimization plan, (iii) a $100,000 early termination payment due pursuant to a sales agreement, (iv) a $67,000
increase for fees related to our 2016 stockholders’ annual meeting and related proxy solicitations, (v) a $334,000
increase in legal expenses related to the 2016 stockholders’ annual meeting and the ISP acquisition, and (vi) a
$139,000 increase in other expenses. We project that our selling, general and administrative expenses will increase in
fiscal 2017, due to an increase in commissions earned by our sales force and incentive compensation paid to our
named executive officers and key employees as a result of an increase in forecasted sales.

New product development costs in fiscal 2016 decreased by approximately $440,000 to $669,000 from $1.1 million in
fiscal 2015. This decrease was primarily due to a decrease in wages as a result of the re-positioning of personnel to
selling, general and administrative expenses in connection with our transition to a technical sales process and a
decrease in materials used for engineering projects. We anticipate an increase in fiscal 2017 in product development
spending as compared to fiscal 2016.

Interest expense was approximately $37,600 for fiscal 2016 as compared to approximately $31,500 for fiscal 2015.
Interest expense resulted from amortization of debt costs related to our invoice-based working capital revolving line of
credit (the “Invoiced Base Line”) with AvidBank Corporate Finance, a division of AvidBank (“AvidBank™) and interest on
capital lease obligations.

In fiscal 2016 and 2015, we recognized approximately $52,000 in income and approximately $464,000 in expense,
respectively, related to the change in the fair value of derivative warrants issued in connection with our June 2012
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private placement. This fair value will be re-measured each reporting period throughout the five year life of the
warrants, or until exercised.

Investment and other income decreased by approximately $347,000 to an expense of $305,000 in fiscal 2016
primarily from the impact of foreign exchange rates reflecting the change in foreign exchange rates during the period
of time between when we received invoices and paid those invoices and the book value change on our fixed assets and
inventory in China.

We execute all foreign sales from our Orlando facility and inter-company transactions in United States dollars,
mitigating the impact of foreign currency fluctuations. Assets and liabilities denominated in non-United States
currencies, primarily the Chinese Renminbi, are translated at rates of exchange prevailing on the balance sheet date,
and revenues and expenses are translated at average rates of exchange for the year. During the years ended June 30,
2016 and 2015, we incurred a gain of $75,428 and a loss of $1,000 on foreign currency translation, respectively.

Net income for fiscal 2016 was approximately $1.41 million compared with a net loss of approximately $715,000 in
fiscal 2015, an increase of approximately $2.13 million. This increase in net income from fiscal 2015 to fiscal 2016
was primarily driven by higher sales with increased gross margin, partially offset by the negative impact of accounting
entries for the change in the fair value of our warrant liability.

Liquidity and Capital Resources

At June 30, 2016, we had working capital of approximately $7.94 million and total cash and cash equivalents of
approximately $2.91 million, of which approximately $1.45 million of the total cash was held by our foreign
subsidiaries.

Cash and cash equivalents held by our foreign subsidiaries in China were generated in China as a result of foreign
earnings. Before any funds can be repatriated the retained earnings in China must equal at least 150% of the registered
capital. As of June 30, 2016, we had retained earnings of $1.18 million and we need to have retained earnings of $11.3
million before repatriation will be allowed. We currently intend to permanently invest earnings generated from our
foreign operations, and, therefore, we have not previously provided for United States taxes on the related earnings.
However, if in the future we change such intention, we would provide for and pay additional United States taxes at
that time.
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We generally rely on cash from operations and equity and debt offerings, to the extent available, to satisfy our
liquidity needs. From February 1996 (when our initial public offering occurred) through the end of fiscal 2016,
inclusive, we raised a net total of approximately $106 million from the issuance of common and preferred stock, the
sale of convertible debt and the exercise of options and warrants for shares of our common stock.

On December 23, 2014, we entered into the Amended and Restated Loan and Security Agreement (the “Amended
LSA”) with AvidBank for the Invoice Based Line. Pursuant to the Amended LSA, AvidBank will, in its discretion,
make loan advances to us up to a maximum aggregate principal amount outstanding not to exceed the lesser of (i) One
Million Dollars ($1,000,000) or (ii) eighty percent (80%) (the “Maximum Advance Rate”) of the aggregate balance of
our eligible accounts receivable, as determined by AvidBank in accordance with the Amended LSA. AvidBank may,
in its discretion, elect to not make a requested advance, determine that certain accounts are not eligible accounts,
change the Maximum Advance Rate or apply a lower advance rate to particular accounts or terminate the Amended
LSA. Our obligations under the Amended LSA are secured by a first priority security interest (subject to permitted
liens) in cash, U.S. inventory and accounts receivable.

On December 23, 2015, we executed the First Amendment to the Amended LSA to extend the term to December 23,
2016. Amounts borrowed under the Amended LSA may be repaid and re-borrowed at any time prior to December 23,
2016, at which time all amounts shall be immediately due and payable. We did not have any amount outstanding
under the Amended LSA as of June 30, 2016. We do not anticipate the need to draw upon this facility during fiscal
2017. However, if we would draw upon this facility, cash flows generated from U.S. operations are estimated to be
sufficient to service this debt. For additional information, see Note 16, Loan Payable, to the Notes to the Financial
Statements to this Annual Report on Form 10-K.

We believe we have adequate financial resources to sustain our current operations in the coming year. We have
established milestones that will be tracked to ensure that as funds are expended we are achieving results before
additional funds are committed. We anticipate sales growth in fiscal 2017 primarily from precision molded optics,
with the emphasis on HVPMO applications, specialty products, and infrared products. We also expect to be better
positioned to accelerate our revenue growth and profitability as a result of certain strategic growth initiatives and an
organizational optimization plan where we transitioned to a technical sales process that leverages the success of our
existing demand-creation model. These growth initiatives and organizational modifications are intended to further
enhance our incremental organic growth position for our core aspheric lens business, prime our operations for the
anticipated high growth of our new infrared products, and allow for the integration of strategic acquisitions. We are
also benefiting from a substantial increase in revenue generating opportunities and broader market applications as a
result of our investments in technologies that decreased our lens production costs and expanded our production
capacity. We believe we can further improve upon our track record of growth — and do so far more profitably.

There are a number of factors that could result in the need to raise additional funds, including a decline in revenue or a
lack of anticipated sales growth, increased material costs, increased labor costs, planned production efficiency
improvements not being realized, increases in property, casualty, benefit and liability insurance premiums, and
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increases in other discretionary spending, particularly sales and marketing related. We will also continue efforts to
keep costs under control as we seek renewed sales growth. Our efforts are directed toward generating positive cash
flow and profitability. If these efforts are not successful, we may need to raise additional capital. Should capital not be
available to us at reasonable terms, other actions may become necessary in addition to cost control measures and
continued efforts to increase sales. These actions may include exploring strategic options for the sale of the Company,
the sale of certain product lines, the creation of joint ventures or strategic alliances under which we will pursue
business opportunities, the creation of licensing arrangements with respect to our technology, or other alternatives.

Cash Flows — Financings:

Net cash provided by financing activities was approximately $237,000 in fiscal 2016 compared to approximately
$963,000 in fiscal 2015. As of June 30, 2016 and 2015, we had an accumulated deficit of approximately $204 million
and $205 million, respectively.

On January 20, 2015, we closed a sale of our securities in accordance with that certain Securities Purchase Agreement
with Pudong Science & Technology Investment (Cayman) Co., Ltd. (“Pudong Investment”). Prior to the closing, the
Securities Purchase Agreement was amended (as amended, the “SPA”) and assigned by Pudong Science & Technology
(Cayman) Co., Ltd. (“Pudong”) to its affiliate, Pudong Investment.

In connection with the closing, we sold to Pudong Investment 930,790 shares of Class A common stock at a price of
$1.40 per share, which was adjusted from the initial per share purchase price of $1.62 pursuant to the terms of the
SPA. We received gross cash proceeds from the issuance of the Class A common stock in the amount of
approximately $1,303,000. The costs associated with this equity raise were approximately $181,000, leaving net
proceeds of approximately $1,122,000. We used the sale proceeds to provide working capital in support of our
continued growth, particularly new product development, sales and marketing of our infrared product line, capital
expenditures related to the acquisition of new equipment and for working capital needs for our U. S. and Chinese
operations.
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Immediately following the issuance of the shares of Class A common stock pursuant to the SPA, Pudong Investment
beneficially owned 14.9% of our outstanding shares of Class A common Stock.

The shares of Class A common stock issued were exempt from the registration requirements of the Securities Act of
1933, as amended (the “Act”). The shares of Class A common stock are restricted securities that have not been
registered under the Act and may not be offered or sold absent registration or applicable exemption from the
registration requirements.

Cash Flows — Operating and Investing:

Cash flow provided by operations was approximately $1.53 million for the year ended June 30, 2016, an increase of
approximately $1.44 million from fiscal 2015. Our cash flow provided by operations was approximately $290,000 for
the fourth quarter of fiscal 2016, compared to cash flow provided by operations of approximately $747,000 for the
fourth quarter of fiscal 2015. We anticipate improvement in our cash flows provided by operations in future years due
to sales growth and continued margin improvements based on production efficiencies and reductions in product costs,
offset by marginal increases in selling, administrative, and new product development expenditures.

During fiscal 2016, we expended approximately $1.13 million for capital equipment as compared to $689,000 during
fiscal 2015. In fiscal 2015, we initiated capital leases in the amount of $524,000 for manufacturing equipment. The
majority of our capital expenditures during both fiscal 2016 and fiscal 2015 were related to the purchase of equipment
used to enhance or expand our production capacity, tooling for our precision molded products, and equipment and
facility improvements for our new facility in Zhenjiang. We anticipate an increase in capital expenditures during fiscal
2017; however, the total amount expended will depend on opportunities and circumstances.

License Agreement:

On April 28, 2015, we entered into a License Agreement with one of our specialty products customers (the “Customer”)
whereby we granted an irrevocable license of certain technology to be used by the Customer to manufacture fiber
collimator assemblies. As we no longer intend to produce such assemblies for the Customer in the future, we provided
process work instructions, training and inventory to the Customer in order for them to continue manufacturing these
assemblies on their own. Pursuant to the License Agreement, we received $200,000 in fees in consideration of our
disclosure of the technology and the grant of a license to the Customer to use the technology to manufacture specific
fiber collimator assemblies. The license fees were paid in two installments. The first installment of $100,000 was
received in May 2015 and the second installment of $100,000 was received in August 2015. The transaction was
accounted for under the guidance of ASC 605-10, Revenue Recognition and was recognized over the ninety-day
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training period which was completed in August 2015. Pursuant to the License Agreement, the Customer also agreed to
order and purchase from us a certain number of fiber collimator assemblies during the transition process. We
recognized approximately $76,000 of revenue in fiscal 2016, with expenses of $15,000. We recognized approximately
$124,000 of revenue in fiscal 2015, with expenses of $18,000. The costs associated with this License Agreement were
approximately $33,000.

How We Operate

We have continuing sales of two basic types: occasional sales via ad-hoc purchase orders of mostly standard product
configurations (our “turns” business) and the more challenging and potentially more rewarding business of customer
product development. In this latter type of business we work with customers to help them determine optical
specifications and even create certain optical designs for them, including complex multi-component designs that we
call “engineered assemblies.” This is followed by “sampling” small numbers of the product for the customers’ test and
evaluation. Thereafter, should a customer conclude that our specification or design is the best solution to their product
need; we negotiate and “win” a contract (sometimes called a “design win”’) — whether of a “blanket purchase order” type or a
supply agreement. The strategy is to create an annuity revenue stream that makes the best use of our production
capacity as compared to the turns business, which is unpredictable and uneven. This annuity revenue stream can also
generate low-cost, high-volume type orders. A key business objective is to convert as much of our business to the
design win and annuity model as is possible. We face several challenges in doing so:

Maintaining an optical design and new product sampling capability, including a high-quality and responsive optical
design engineering staff;

The fact that as our customers take products of this nature into higher volume, commercial production (for example,
in the case of molded optics, this may be volumes over one million pieces per year) they begin to work seriously to
reduce costs — which often leads them to turn to larger or overseas producers, even if sacrificing quality; and

Our small business mass means that we can only offer a moderate amount of total productive capacity before we
reach financial constraints imposed by the need to make additional capital expenditures — in other words, because of

our limited cash resources and cash flow, we may not be able to service every opportunity that presents itself in our
markets without arranging for such additional capital expenditures.
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Despite these challenges to winning more “annuity” business, we nevertheless believe we can be successful in procuring
this business because of our unique capabilities in optical design engineering that we make available on the merchant
market, a market that we believe is underserved in this area of service offering. Additionally, we believe that we offer
value to some customers as a source of supply in the United States should they be unwilling to commit to purchase

their entire supply of a critical component to foreign merchant production sources. We also continue to have the
proprietary GRADIUM lens glass technology to offer to certain laser markets.

Our Key Performance Indicators

Usually on a weekly basis, management reviews a number of performance indicators. Some of these indicators are
qualitative and others are quantitative. These indicators change from time to time as the opportunities and challenges
in the business change. They are mostly non-financial indicators such as units of shippable output by product line,
production yield rates by major product line, and the output and yield data from significant intermediary
manufacturing processes that support the production of the finished shippable product. These indicators can be used to
calculate such other related indicators as fully yielded unit production per-shift, which varies by the particular product
and our state of automation in production of that product at any given time. Higher unit production per shift means
lower unit cost, and, therefore, improved margins or improved ability to compete where desirable for price sensitive
customer applications. The data from these reports is used to determine tactical operating actions and changes. We
believe that our non-financial production indicators, such as those noted, are proprietary information.

The discussions of our results as presented in this Annual Report include use of the non-GAAP terms “EBITDA” and
“gross margin.” EBITDA is discussed below. Gross margin is determined by deducting the cost of sales from
operating revenue. Cost of sales includes manufacturing direct and indirect labor, materials, services, fixed costs for
rent, utilities and depreciation, and variable overhead. Gross margin should not be considered an alternative to
operating income or net income, both of which are determined in accordance with GAAP. We believe that gross
margin, although a non-GAAP financial measure, is useful and meaningful to investors as a basis for making
investment decisions. It provides investors with information that demonstrates our cost structure and provides funds
for our total costs and expenses. We use gross margin in measuring the performance of our business and have
historically analyzed and reported gross margin information publicly. Other companies may calculate gross margin
in a different manner.

Financial indicators that are usually reviewed at the same time include the major elements of the micro-level business
cycle:

sales backlog;
revenue dollars and units by product group;

31



Edgar Filing: LIGHTPATH TECHNOLOGIES INC - Form 10-K

inventory levels;
accounts receivable levels and quality; and
other key indicators.

These indicators are similarly used to determine tactical operating actions and changes and are discussed in more
detail below.

Sales Backlog:

Sales growth has been and continues to be our best indicator of success. Our best view into the efficacy of our sales
efforts is in our “order book.” Our order book equates to sales “backlog.” It has a quantitative and a qualitative aspect:
quantitatively, our backlog’s prospective dollar value and qualitatively, what percent of the backlog is scheduled by the
customer for date-certain delivery. We define our “12-month backlog” as that which is requested by the customer for
delivery within one year and which is reasonably likely to remain in the backlog and be converted into revenues. This
includes customer purchase orders and may include amounts under supply contracts if they meet the aforementioned
criteria. Generally, a higher 12-month backlog is better for us.
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Our 12-month backlog grew while we increased our shipment volume by 26%, maintaining our strong booking
performance. Our 12-month backlog at June 30, 2016 was approximately $6.60 million compared to $6.49 million as
of June 30, 2015. Backlog growth rates for fiscal 2016 and 2015 are:

Change Change
From From

Quarter gaglgt;g Prior  Prior
Year  Quarter
End End

Q12015 $5340 25 % 25 %
Q22015 $5592 31 % 5 %
Q32015 $6,153 44 % 10 %
Q42015 $6,493 52 % 6 %

Q12016 $5,064 -22% -22 %
Q22016 $6,424 -1 % 27 %
Q32016 $6969 7 % 8 %
Q42016 $6,598 2 % -5 %

Our order intake remained strong in fiscal 2016 with solid bookings across all of the major markets we serve with
particular strength in our telecommunications products and infrared products. China’s construction industry
experienced some recovery during fiscal 2016, which resulted in an increase in order intake for our industrial tool
products. Our infrared products group, achieved an 80% increase in product bookings during fiscal 2016 compared to
fiscal 2015, partially due to an increase in bookings of commercial fire safety equipment.

We have been able to diversify our business by developing new applications for our products in markets such as
digital imaging, laser tools, telecommunications, digital projectors, industrial equipment, weapon sights, and green
lasers. Examples of these new applications are: 2D scanning, fiber laser delivery systems, disposable medical
instruments and infrared sensor applications. Based on recent quote activity, we expect to show increases in revenue
of our LVPMOs, HVPMOs, specialty products, and infrared products for fiscal 2017.

Revenue Dollars and Units by Product Group:

The following table sets forth revenue dollars and units by our five product groups for the three and twelve month
periods ended June 30, 2016 and 2015:
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(unaudited)
Quarter ended Year ended
June 30, QTR %  June 30, Year-to-date
2016 2015 Change 2016 2015 % Change
Revenue LVPMO 1,925,100 2,092,363 -8 % 7,180,741 6,894,663 4 %
HVPMO 1,392,659 853,328 63 % 4,000,155 2,535,199 58 %

Infrared Products 641,320 417,873 53 % 1,753,221 1,194,234 47 %
Speciality Products 716,637 995,452 28 % 3,769,584 2,765,693 36 %
NRE 57,888 147,531 -61 % 568,537 271,778 109 %
Total sales, net 4,733,604 4,506,547 5 % 17,272,238 13,661,568 26 %

Units LVPMO 83,400 82,533 1 % 301,487 283,868 6 %
HVPMO 388,706 303,004 28 % 1,448,555 1,216,313 19 %
Infrared Products 12,887 9,226 40 % 32,631 22,761 43 %
Speciality Products 44,526 59,365 25 % 137,537 186,075 -26 %
NRE 1,460 9 16122% 1,914 75 2452 %

530,979 454,137 17 % 1,922,124 1,709,092 12 %

Overall, our global diversification strategies have resulted in revenue increasing 26% for fiscal 2016 as compared
fiscal 2015, with growth in shipments for all of our product groups, with particularly strong growth in our HVPMO,
infrared, and NRE product groups. Our specialty products group experienced a decrease in units sold during fiscal
2016, as compared to fiscal 2015, but the average selling price increased during fiscal 2016, as compared to fiscal
2015.
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There was a 19% increase in the unit shipment volume of HVPMO lenses in fiscal 2016 compared to fiscal 2015
driven by the recovery in the Chinese construction industry due to increased stimulus by the Chinese government.

We also had significant growth in the infrared product group. Our infrared product group revenue increased 47% in
fiscal 2016 as compared to fiscal 2015. The increase in revenue is primarily derived from sales to customers in the
distribution, telecommunications and medical markets.

Finally, we experienced significant growth in our NRE product group. NRE revenue is project-based and increases or
decreases based on customer requirements. We typically do not include NRE revenues in our projections due to being
unable to control when our customers will have a project.

Inventory Levels:

We manage inventory levels to minimize investment in working capital but still have the flexibility to meet customer
demand to a reasonable degree. We review our inventory for obsolete items quarterly. While the mix of inventory is

an important factor, including adequate safety stocks of long lead-time materials, an important aggregate measure of
inventory in all phases of production is the quarter’s ending inventory expressed as a number of days’ worth of the
quarter’s cost of sales, also known as “days cost of sales in inventory,” or “DCSIL.” It is calculated by dividing the quarter’s
ending inventory by the quarter’s cost of goods sold, multiplied by 365 and divided by 4. Generally, a lower DCSI
measure equates to a lesser investment in inventory, and, therefore, more efficient use of capital. The table below

shows our DCSI for the immediately preceding eight fiscal quarters:

Fiscal Quarter Ended DCSI (days)

Q4-2016 6/30/2016 155
Q3-2016 3/31/2016 178
Q2-2016 12/31/2015163
Q1-2016 9/30/2015 155
Fiscal 2016 average 163
Q4-2015 6/30/2015 122
Q3-2015 3/31/2015 195
Q2-2015 12/31/2014 145
Q1-2015 9/30/2014 197
Fiscal 2015 average 165

Our average DCSI for fiscal 2016 was 163, compared to 165 for fiscal 2015. The decrease in DCSI from the previous
fiscal year end is due to an increase in revenue offset by higher levels of finished inventory to support our 12-month
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backlog and our sales forecast.

Accounts Receivable Levels and Quality:

Similarly, we manage our accounts receivable to minimize investment in working capital. We measure the quality of
receivables by the proportions of the total that are at various increments past due from our normally extended terms,

which are generally 30 days. The most important aggregate measure of accounts receivable is the quarter’s ending

balance of net accounts receivable expressed as a number of days’ worth of the quarter’s net revenues, also known as

“days sales outstanding,” or “DSO.” It is calculated by dividing the quarter’s ending net accounts receivable by the quarter’s
net revenues, multiplied by 365 and divided by 4. Generally, a lower DSO measure equates to a lesser investment in
accounts receivable, and therefore, more efficient use of capital. The table below shows our DSO for the preceding

eight fiscal quarters:
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Fiscal Quarter Ended DSO (days)

Q4-2016 6/30/2016 68
Q3-2016 3/31/2016 67
Q2-2016 12/31/201562
Q1-2016 9/30/2015 63
Fiscal 2016 average 65
Q4-2015 6/30/2015 62
Q3-2015 3/31/2015 67
Q2-2015 12/31/2014 66
Q1-2015 9/30/2014 72

Fiscal 2015 average 67

Our average DSO for fiscal 2016 was 65 compared to 67 for fiscal 2015. The increased revenue lowered the DSO
days as compared to the previous fiscal year. We strive to have a DSO no higher than 65.

Other Key Indicators:

Other key indicators include various operating metrics, some of which are qualitative and others are quantitative.
These indicators change from time to time as the opportunities and challenges in the business change. They are mostly
non-financial indicators such as on time delivery trends, units of shippable output by major product line, production
yield rates by major product line, and the output and yield data from significant intermediary manufacturing processes
that support the production of the finished shippable product. These indicators can be used to calculate such other
related indicators as fully-yielded unit production per-shift, which varies by the particular product and our state of
automation in production of that product at any given time. Higher unit production per shift means lower unit cost,
and, therefore, improved margins or improved ability to compete where desirable for price sensitive customer
applications. The data from these reports is used to determine tactical operating actions and changes. Management
also assesses business performance and makes business decisions regarding our operations using certain non-GAAP
measures. These non-GAAP measures are described in more detail below under the heading “Non-GAAP Financial
Measures”.

Non-GAAP Financial Measures

We report our historical results in accordance with GAAP; however, our management also assesses business
performance and makes business decisions regarding our operations using certain non-GAAP measures. We believe
these non-GAAP financial measures provide useful information to management and investors that is supplementary to
our financial condition and results of operations computed in accordance with GAAP; however, we acknowledge that
our non-GAAP financial measures have a number of limitations. As such, you should not view these disclosures as a
substitute for results determined in accordance with GAAP, and they are not necessarily comparable to non-GAAP
measures that other companies use.
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Adjusted Net Income (Loss):

We calculate adjusted net income (loss)