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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2012

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the transition period from to
Commission File Number: 001-35480
Enphase Energy, Inc.
(Exact name of registrant as specified in its chaer)
Delaware 20-4645388
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
1420 N. McDowell Bivd
Petaluma, CA 94954
(Address of principal executive offices) (Zip Code)
(707) 774-7000
(Registrant’s telephone number, including area code
Securities registered pursuant to Section 12(b) dfie Act:
Title of each class: Name of each exchange on which registered
Common Stock, par value $0.00001 per share TheDMKB Stock Market LLC

Securities registered pursuant to Section 12(g) ¢fie Act: None

Indicate by check mark if the registrant is a vikelbwn seasoned issuer, as defined in Rule 405coBé#turities Act. Yedd No
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ort®ecl5(d) of the Act. Yedd No
Indicate by check mark whether the registrant € filed all reports required to be filed by Sewti® or 15(d) of the Securities Exchange Act

of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been subjec
to such filing requirements for the past 90 dayass ¥ No [

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRule 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). YBd No O



Indicate by check mark if disclosure of delinquiilers pursuant to Item 405 of Regulation S-K is aontained herein, and will not be
contained, to the best of registrant’s knowledgeléfinitive proxy or information statements incorgted by reference in Part 1l of this
Form 10-K or any amendment to this Form 10ER.

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maocelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in
Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer O Accelerated filer O
Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company [

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Bxgfe Act). Yedl No

The aggregate market value of the voting stock hgldon-affiliates of the registrant on June 30,20based upon the closing price of $6.2
the registrant’'s common stock as reported on th&NAQ Global Market, was approximately 136.6 millioBxcludes approximately 18.8
million shares of the registrant’'s common stocldh®}t current executive officers, directors, anatklbmlders that the registrant has determinec
are affiliates of the registrant.

As of February 28, 2013, there were 41,223,308eshaf the registrant’'s common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Certain information called for by Part 11l of tH#rm 10-K is incorporated by reference to the PrBtgtement for the registrant’s 2013 Annual
Meeting of Stockholders, which will be filed witha Securities and Exchange Commission not later 1B8 days after December 31, 2012.
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This Annual Report on Form 10-K contains “forwambking statements” as defined under securities ldwsward-looking statements
include statements that are not historical factd aan be identified by terms such as “anticipatégglieves,” “could,” “seeks,” “estimates,”
“expects,” “i may,” “plans,” “potential,” “predicts, “projects,” “should,” “will,” “would” or  similar expressions and the negatives

” o ” o ” ow ” w ”

intends,
of those terms. These forward-looking statemergscantained principally in Item 1, Business; Itef Risk Factors; Item 7, Management’s
Discussion and Analysis of Financial Condition delsults of Operations; and other sections of tmeual Report on Form -K. Our actual
results or experience could differ significantlgrr the forward-looking statements. Factors thatid@ause or contribute to these differences
include those discussed in Item 1A, Risk Fact@syell as those discussed elsewhere in this AriRepbrt on Form 10-K.

Forward-looking statements are inherently uncertaimd you should not place undue reliance on thegersents, which speak only as of
the date that they were made. These cautionargragts should be considered in connection withnaitten or oral forward-looking
statements that we may issue in the future. Weotlondertake any obligation to release publicly aayisions to these forward-looking
statements after completion of the filing of thisyAal Report on Form 10-K to reflect later eventgiocumstances or to reflect the occurrence
of unanticipated events.

In this report, unless otherwise indicated or thietext otherwise requires, “Enphase Energy,” “Ergghia‘the Company,” “we,” “us,”
and “our” refer to Enphase Energy, Inc., a Delavamgoration, and its subsidiaries.

Item 1. Business
Our Company

We deliver microinverter technology for the soladustry that increases energy production, simglifiesign and installation, improves
system uptime and reliability, reduces fire saféti and provides a platform for intelligent energgnagement. Our semiconductor-based
microinverter system converts direct current (DIgx#icity to alternating current (AC) electricisi the individual solar module level, and
brings a system-based, high technology approashléw energy generation leveraging our design ¢iggesicross power electronics,
semiconductors, networking and embedded and webdbastware technologies. We are the market leiadée microinverter category and
have grown rapidly since our first commercial shgmmnin mid-2008, with more than 3,000,000 unitsigoldate. We were the first company to
commercially ship microinverter systems in volur®ewr products are certified for installation in tieited States, Canada, France, the United
Kingdom, Italy and the Benelux region.

We were incorporated as PVI Solutions, Inc. in N#&2006 in the State of Delaware and changed ouerniarBnphase Energy, Inc. in
July 2007.

Industry Background

Historically, traditional central inverters haveebethe only inverter technology used for solar ptioltaic, or PV installations. In an
installation consisting of a traditional centralénter, the solar PV modules are connected insstitngs. In a large installation, there are
multiple series strings connected in parallel. Abgregated voltage from each of these stringseis fibd into a large central inverter. As
compared to microinverter systems, we believettiaalitional central inverters have a number of giesind performance challenges limiting
innovation and their ability to reduce the cossolar systems, including the following:

. Productivity limits. If solar modules are wired using a traditionaitcal inverter—group or “string”of modules are wdrin
series—an entire string's output is limited by dlagput of the lowest-performing module. Becausiso$tring design, there is a
single point of failure risk with the traditionagwtral inverter approach.

. Reliability issues. Traditional central inverters are the single ntmshmon component of solar installations to fakulting in
system downtime and adversely impacting total gnetdput. As a result, central inverters typicalfrry warranties of only 5 to
10 years.

. Complex design and installation requirement$e central invertelpased solar PV installation requires greater etinrthe part ¢

the installer, both in terms of design and on-sibor. Central inverter installations require sirotesign and calculations for safe
and reliable operation, as well as specializedpgant such as DC combiners, conduits and discosinecaddition, the use of
high-voltage DC requires specialized knowledge tagithing and safety precautions to install ceritraérter technology.

. Lack of monitorin¢. The majority of solar installations with centmnaverter technology offer limited monitoring capli®s. A
failure of the central inverter will often go uniesd for days or even weeks. If a module fails or
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is not performing to specification, the resultingd of energy can go unnoticed for an extendedg@eifitime.

. Safety issuesCentral inverter solar PV installations have dendistribution of high-voltage (600 volts in thaitéd States and
1,000 volts in Europe) DC wiring. If damaged, DGesi can generate sustained electrical arcs, reatdimperatures of more than
5,000 °F. This creates the risk of fire for sol&fiRstallation owners and injury for installers amaintenance personnel.

These challenges of traditional central invertergeha direct impact on the cost and expected retuinvestment of solar installations
both installers and system owners:

. Installer. Solar PV installers aim for simple installatioesifyn, fast installation times and maximum systemfigpgmance and
predictability. The installation of high-voltage Dxéntral inverter technology, however, requiresigicant preparation,
precautionary safety measures, time-consuminggstatculations, extensive design expertise andizlzsd installation
equipment, training and knowledge. Together, thiastrs significantly increase complexity and oofSinstallation and limit
overall productivity for the installer.

. System ownerSolar system owners aim for high energy productiow cost, high reliability and low maintenaneguirements,
as well as reduced fire risks. With traditional ttahinverters, owners often are unable to optintiwesize or shape of their solar
PV installations due to string design limitatioAs. such, they experience performance loss fromisgahd other obstructions,
can face frequent system failures and lack thetylbd effectively monitor the performance of thewolar PV installation. In
addition, central inverter installations operatéigh-voltage DC which bears significant fire risksirther, due to their large size,
central inverter installations can affect architeal aesthetics of the house or commercial building

Our Products

We design, develop, manufacture and sell a micestav system for the solar PV industry. We havét fingm the ground up a
semiconductor-based microinverter system that atsemergy at the individual solar module level,asaimbined with our proprietary
networking and software technologies, provides aded energy monitoring and control. This is vadifferent than the central inverter
approach that can only convert energy of the eatirgy of solar modules from a single high voltaggetrical unit, and lacks intelligence about
the energy producing capacity of the solar array.

Our microinverter solution brings a system-baségh kechnology approach to solar energy generdéioeraging our design expertise
across power electronics, semiconductors, netwgrkind embedded and web-based software technal@iesnicroinverter system consists
of three key components: our Enphase microinvelievpy communications gateway and Enlighten weletbasftware:

. Our Enphase microinverter delivers efficient aelihble power conversion at the individual setaxdule level by introducing a
digital architecture that incorporates custom agpion specific integrated circuits, or ASICs, spkred power electronics
devices and an embedded software subsystem thatizgsg energy production from each module and mesiétge core ASIC
functions. A residential solar installation consisf 5 to 50 microinverters; a small commerciahsahstallation consists of 50 to
500 microinverters; and a medium or larger comnaégnlar installation consists of 500 to 10,000ngiitverters, or more.

. Our Envoy communications gateway is installethi;msystem owner's home or business and sengesetsvorking hub that
collects data from the microinverter array and sehé information to our hosted data center. Onmizis typically sold with
each solar installation and can support up to 5@thBse microinverters.

. Our Enlighten web-based software collects aralyaes this information to enable system owneradaitor and realize the
highest performance of their solar PV system. litaah, Enlighten also provides an online portaéafically designed for
installers to enable them to track and managef éifieor Enphase enabled projects and monitor aadl/ae the performance of
their installed systems.

Together, our Enphase microinverter, Envoy commatiios gateway and Enlighten web-based softwaretiimas a single unified
system that enhances energy production, simpliféségn and installation, reduces costs, increagtem uptime and reliability, reduces fire
safety risk and provides the ability to monitorfpemance in real-time. With an Enphase microinuestestem, we believe solar system owners
can achieve a higher return on investment ovelifgtéme of the solar system than would be achiewsitig a traditional central inverter
approach.

Key elements of our solution include:

Productive-Superior Energy Productio@ur microinverter system enables the maximum ptessibergy production from
each module, overcoming a fundamental design Itraiteof central inverters which are limited
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by the lowest performing module. We believe thatmicroinverter systems achieve higher energy petdn and can generate
superior returns on investment relative to ceninatrter solutions for system owners.

Reliable-Longer Life and No Single Point of FailuiReduction of component count, primarily through semductor
integration in our microinverter, allows us to dgsa reliable system that can withstand harsh enmiental conditions. In additio
because we process low voltages and power lewaigoomponents experience less stress and lastritdmae traditional central
inverters. Furthermore, the distributed architeziwirour microinverter system translates into gresystem uptime. If a
microinverter unit fails, it results in lost energsoduction from a single solar module only andthetentire array. In addition, we
offer a limited warranty of up to 25 years on oucminverters.

Simple-Ease of Design and Installatiddsing microinverter technology, an installer casige a system of any size and
any roof configuration with a simple modular apmioaAfter initial installation, the system can lasidy expanded by even a single
module. Our single inverter per module approactveds directly to AC and enables a simpler, all @€3ign, eliminating the extra
cost, training and complexity associated with tgpligh voltage DC implementation. Without thesenptexities, installation of
microinverter technology is greatly simplified, inoping installers' productivity. This also enabéesew class of solar installer,
such as electricians and general contractors. lijrmalr microinverters are installed on the roofl dmidden from view, with minim¢
impact to the aesthetics of a home or building.

Smart-Module-Level Monitoring and Analyti€ur microinverter system allows us to collect eggrgpduction
information in real time on a per solar module ba%his enables powerful system analytics and allBwphase to offer installers
visibility into how systems are performing and #i#lity to continuously optimize energy productiaich is particularly importal
when operating commercial solar installations. Sagtvices include system performance and diagrsp$tenchmarking, as well as
system and module alerts and fault statistics.

Safe-“All AC” Solution.Perhaps most important to both installers and syst@ners, microinverters are safer because
process low DC voltages relative to central inusrteligh voltage arc faults associated with tradisil central inverter are the
leading cause of fires of solar PV installationscidinverter technology mitigates this safety risk.

Due to the benefits of our solution, we believaasatstallers achieve greater productivity and cetitipe differentiation over installers
traditional central inverter solar PV installatipasd the solar system owner achieves a highemretuinvestment with an Enphase
microinverter system over the life of the solartegs

Our Strategy

Our objective is to continue to be the leading piewr of microinverter systems for the solar indysworldwide and to accelerate the s
from traditional central inverters to microinvertechnology. Key elements of our strategy include:

. Continue to Penetrate Our Core Markefge intend to capitalize on our market leadershifheénmicroinverter category and our
momentum with installers and owners to expand carkat share position in our core U.S. market.

. Enter New Geographic MarkeWe intend to further increase our market shareramée, the United Kingdom, Italy and the
Benelux region. In addition, we intend to exparto imew markets with new and existing products aedllgo-to-market
capabilities.

. Increase Power and Efficiency and Reduce Cost t.'Our engineering team is focused on continuing ¢osiase average

power conversion efficiency above 96% and AC oupmwer beyond 215 watts. We intend to continuetetage our
semiconductor integration, power electronics exgernd manufacturing economies of scale to furtbduce cost per watt.

. Extend Our Technological InnovaticWe distinguish ourselves from other inverter conigamwith our system- based and high-
tech approach, and the ability to leverage stresgarch and development capabilities. As of DeceBhe2012, we had 23
issued U.S. patents, 5 issued non-U.S. patenisefi@ing U.S. patent applications and 125 pendimguh&. counterpart patent
applications. Eleven of our issued U.S. patentsctly relate to DC to AC power conversion for aifgive energy power systems.
The remaining 12 cover arislanding safety technology, measurement of grithge and monitoring circuits coupled to AC lir

. Expand Our Product Offering for Commercial Instaites and Utility-Scale InstallationsWe intend to expand our product
offering by introducing new microinverter systeraggeted at larger commercial installations andtyxiicale installations. We
expect these market segments to become a sigrifieagnue opportunity for us
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in the future.

. Develop a Software Management PlatfoWe intend to build upon our strong position asléaling supplier of microinverter
systems to develop additional energy managemevitesrfor our growing network of solar installersndwide.

Customers and Sales

Today, our microinverter system is sold in the HdiStates, Canada, France, the United Kingdony, arad the Benelux region. We sell
our microinverter systems primarily to solar distitiors who resell to installers and integratorsp\hturn integrate our products into complete
solar PV installations for residential and commarsystem owners. We work with many of the leadialgr distributors. In 2012, Focused
Energy, Inc. and Sunwize Technologies, Inc. eacbhwtted for more than 10% of our net revenues afidatively, both accounted for 27% of
our total net revenues. In addition to our distrilvs, we sell directly to large installers, OEMsiatrategic partners. Our OEM customers
include solar module manufacturers who bundle oodypcts and solutions with their solar module prid@and resell to both distributors and
installers. Strategic partners include a varietgahpanies and arrangements, including industgaipment suppliers and providers of solar
financing solutions. We also sell the Enphase-bedmutoduct directly to electrical contractor distiiors in North America. Historically, U.S.
net revenues have comprised more than 85% of ainéss, with the remainder from Canada and Europe.

Manufacturing, Quality Control and Key Suppliers

We outsource the manufacturing of our productsvokey manufacturing partners, Flextronics Inteéoral Ltd. and Phoenix Contact
GmbH & Co. KG. Flextronics assembles and testsxuaroinverter pursuant to a manufacturing servag®ement. Prices for such service:
mutually agreed to by the parties on a quartergishand we are obligated to purchase manufactuatlpts and raw materials that cannot be
resold upon the termination of the agreement. Fdexts' assembly and test plants for our produetdacated in Fuyong, China, and New
Market, Ontario, Canada. Flextronics also provige®iving, Kitting, storage, transportation, imagtvisibility and other value-added logistics
services at locations managed by Flextronics putsioaa logistics services agreement. Phoenix naamurfes the custom AC cable for our tt
generation M215 microinverter system pursuantt¢o@peration agreement. Phoenix's facilities aratkxtin Poland and China. In addition,
rely on several unaffiliated companies to supplgaie components used in the fabrication of ourroifoverter system.

Customer Service

We maintain high levels of customer engagementutyitmur customer support group and the Enlightdm-based software portal, and
have cultivated an organizational focus on custasaésfaction. Our dedicated customer support gfoapses on responding to inbound
inquiries regarding any of our products and sesidédis support is provided free of charge to Babur customers in the United States and
Canada. To support our international expansionkumpe, we have extended the customer supporpdoomclude local coverage based in
Lyon, France and Milan, Italy. As of December 3012, our customer support staff consisted of 40leyees in the United States and seven
employees in Europe.

In addition, customized support programs are bdageloped for selected OEM partners, large diresthilers and master distributors to
help prioritize and track support issues for kestmeers and to provide a single point of contact.

Research and Development

We devote substantial resources to research aredagenent with the objective of developing new pradwand systems, adding new
features to existing products and systems and neglumit costs of our Enphase microinverter syst@or. development strategy is to identify
features, products and systems for both softwadehandware that reduce the cost and optimize fleetéfeness of our microinverter solutions
for our customers. We measure the effectivenessiofesearch and development against metrics,dimguproduct unit cost, efficiency,
reliability, power output and ease-of-use. As otBmber 31, 2012, our research and developmentcstagisted of 160 employees, of whom
135 were located in the United States and 22 in Kealand.

Our research and development expenses were $3tidgh$25.1 million and $14.3 million for the yeaended December 31, 2012,
2011 and 2010, respectively.

Intellectual Property

Our success depends, in part, on our ability tontaa and protect our proprietary technologies.rélg primarily on patent, trademark,
copyright and trade secrets laws in the UnitedeStand similar laws in other countries, confiddityimgreements and procedures and other
contractual arrangements to protect our technoldgyof December 31, 2012, we had 23 issued U.&npatfive issued non-U.S. patents, 73
patent applications pending for examination inimited States and 125 independent patent applicapending for examination in other
countries, all of which are related to U.S. applmas.
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Eleven of our issued U.S. patents directly relatB€ to AC power conversion for alternative engpgyer systems. The remaining 12 cover
power wiring, detection and control of DC arcs,drter module design, anti-islanding safety techgwloneasurement of grid voltage and
monitoring circuits coupled to AC lines, respeclivéur issued patents are scheduled to expiredmiwears 2027 and 2032.

We license certain power line communications tetdmoand software for integration into our ASICgguant to a fully-paid, royalty-
free license, which includes the right for us tarse directly from the licensor’s suppliers or miawure certain ASIC hardware should the
licensor fail, under certain conditions, to deligeich technology in the future. This license inelud limited exclusivity period during which
the licensor has agreed not to license the licetesgthology to any third party manufacturer of gl@tic components or systems for use in the
solar energy market. The license carries a seviargyear term, subject to earlier termination upoatual agreement of the parties, or by us i
connection with the insolvency of the licensor.

We also license digital intellectual property comsIP blocks, for integration into and distritartiwith certain electronic components
built into our products, including our ASICs, complprogrammable logic devices, or CPLDs, and figlolgrammable gate arrays, or FPGAs.
This is a fully-paid, non-exclusive, non-transfétes royalty-free license providing for the intetypa of such digital IP blocks in an unlimited
number of electronic component designs and thehlision of such electronic components with ourdurets. Other than in connection with
distribution of our products, our use of such @ibiP blocks is limited to certain of our busineg@ies. The license is perpetual, subject to earlie
termination by either party upon the terminatiamssension or insolvency of the other party’s bussner by the licensor upon a breach of the
license agreement by us. In addition, we licensngource software from third parties for integnaiinto our Envoy products. Such open
source software is licensed under open sourced@gemThese licenses are perpetual and requireatsitute the source of the software to the
original software developer, which we provide via website.

We continually assess appropriate occasions fdirsg@atent protection for those aspects of ountetogy, designs and methodologies
and processes that we believe provide significantpetitive advantages. A majority of our patentatesto DC to AC power conversion for
alternative energy power systems, as well as pesyw&em monitoring, control and management systems.

With respect to, among other things, proprietargvkihow that is not patentable and processes fochwbatents are difficult to enforce,
we rely on trade secret protection and confideitialgreements to safeguard our interests. We\metigat many elements of our microinverter
manufacturing process involve proprietary know-htaehnology or data that are not covered by patngstent applications, including
technical processes, test equipment designs, tigmwiand procedures.

All of our research and development personnel leaered into confidentiality and proprietary infation agreements with us. These
agreements address intellectual property prote@gues and require our employees to assign tb akthe inventions, designs and
technologies they develop during the course of eympént with us.

We also require our customers and business patimerger into confidentiality agreements beforediselose any sensitive aspects of
our microinverter, technology or business plans.

We have not been subject to any material intellgtooperty claims.
Seasonality

Historically, sales of our products in the thirdldourth quarters have been positively affecteddgsonal customer demand trends,
including solar economic incentives, weather pagemnd construction cycles. Although these seadaairs are common in the solar sector,
historical patterns should not be considered abbdiindicator of our future sales activity or peniance.

Competition

The markets for our products are highly competjtared we compete both with walktablished traditional central inverter manufaats
and new technology start-ups. The principal areashich we compete with other companies include:

. Product performance and featu

. Total cost of ownership (usually measured by leeslicost of electricity, or LCOE
. Breadth of product lin:

. Local sales and distribution capabiliti

. Module compatibility and interoperabili
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. Reliability and duration of product warrar

. Technological expertis

. Brand recognition and customer service and sug

. Compliance with industry standards and certifiaaiand local electrical coc
. Size and financial stability of operatio

. Size of installed base; a

. Local manufacturing and product cont

Currently, competitors in the inverter market rafrgen large, international companies such as SMRISbechnology AG, Fronius
International GmbH and Power-One, Inc. to emergimigpanies offering alternative microinverter orestlolar electronics products. We
principally compete with the large, incumbent sateerter companies because traditional centradritev solutions can be used as alternatives
to our microinverter solution. We believe, howewbat our microinverter solutions offer significaadvantages and competitive differentiation
relative to traditional central inverter technologyen when traditional central inverter technolggupplemented by DC-to-DC optimizers.
SMA Solar Technology AG, Power- One Inc. and Sun&o@orp., leading inverter vendors serving thedesiial and small commercial
inverter markets, are expected to ship microinvgmteducts in 2013. In addition, several new ernran the microinverter market, including
some of our OEM customers and partners, have lgcmtounced plans to ship or have already shippeducts.

Employees

As of December 31, 2012 , we had 384 employeeth®full-time employees, 160 were engaged in reseand development, 141 in
sales and marketing, 54 in a general and admitiistreapacity and 29 in manufacturing and operati@f these employees, 320 were in the
United States, 35 in Europe, 22 in New Zealand fivChina and two in Canada.

None of our U.S., New Zealand or U.K. employeesrapeesented by a labor union with respect to hiseo employment with us;
however, our employees in France and Italy areesgmted by a collective bargaining agreement. We hat experienced any employment-
related work stoppages, and we consider our relatigth our employees to be good.

Available Information

We file electronically with the U.S. Securities aBxichange Commission, or SEC, our annual reportSasm 10K, quarterly reports ¢
Form 10-Q, current reports on Fornk8and amendments to those reports filed or fustdspursuant to Section 13(a) or 15(d) of the Saee
Exchange Act of 1934, as amended, or the ExchamgeVWe make available on our websitenatw.enphase.corfunder “Investord=inancia
Information-SEC Filings”)free of charge, copies of these reports as soseaa®nably practicable after filing these reporith yor furnishing
them to, the SEC.
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Iltem 1A. Risk Factors

You should carefully consider the risks and undetites described below, together with all of th&estinformation set forth in th
Annual Report on Form -K, which could materially affect our business, fin&l condition or future results. If any of thdléoving risks
actually occurs, our business, financial conditiorsults of operations and future prospects couddnbaterially and adversely harm
Additional risks not presently known to us or that currently deem immaterial may also impair ousibess operation:

We have a history of losses which may continuehe future, and we cannot be certain that we willlaeve or sustain profitability.

We have incurred net losses in each quarter sieckaegan doing business, and we may continue to additional net losses in the
future. We incurred net losses of $38.2 millior82$ million and $21.8 million for 2012, 2011 an@lP, respectively. As of December 31,
2012 , we had an accumulated deficit of $127.0iomill Our revenue growth may slow or revenue mayike for a number of possible
reasons, many of which are outside our controlutfing a decline in demand for our offerings, iraed competition, a decrease in the growitt
of the solar industry or our market share, or ailufe to continue to capitalize on growth oppoities. If we fail to generate sufficient revenue
to support our operations, we may not be able iiezie or sustain profitability.

Our limited operating history makes it difficult tevaluate our current business and future prospects

We have been in existence since 2006 and did rgm Is@ipping our products in commercial quantitiesil mid-2008. Much of our
growth has occurred in recent periods. Our limdpdrating history makes it difficult to evaluater aurrent business and future prospects. We
have encountered and will continue to encounté&srand difficulties frequently experienced by grogicompanies in rapidly changing
industries, including increased expenses as wentanto grow our business. If we do not managestiisks and overcome these difficulties
successfully, our business will suffer.

Since we began commercial shipments of our prodoatsrevenue, gross profit and results of openatitave varied and are likely to
continue to vary from quarter to quarter due taimber of factors, many of which are not within eontrol. It is difficult for us to accurately
forecast our future revenue and gross profit and pkpenses accordingly and, therefore, it isdliffifor us to predict our future results of
operations.

Further, our efforts to achieve broader market pizaee for our microinverter systems and to exgannd our existing markets may
never succeed, which would adversely impact oditabd generate additional revenue or become mabfe.

If demand for solar energy solutions does not canté to grow or grows at a slower rate than we argate, our business will suffel

Our microinverter solution is utilized in solar gheoltaic, or PV, installations, which provide omeddistributed power generation. As a
result, our future success depends on continuecui@rior solar energy solutions and the abilitya&sequipment vendors to meet this
demand. The solar industry is an evolving indutiiat has experienced substantial changes in rgeans, and we cannot be certain that
consumers and businesses will adopt solar PV sgsisnan alternative energy source at levels seiffidd grow our business. Traditional
electricity distribution is based on the regulatedlistry model whereby businesses and consumeaiabeir electricity from a government
regulated utility. For alternative methods of dmtted power to succeed, businesses and consunustsadopt new purchasing practices. The
viability and continued growth in demand for s@aergy solutions, and in turn, our products, mainiEacted by many factors outside of our
control, including:

. market acceptance of solar PV systems based oproduct platfornm

. cost competitiveness, reliability and performant solar PV systems compared to conventionahamndsolar renewable energy
sources and products;

. availability and amount of government subsidiad incentives to support the development and glepgat of solar energy
solutions;

. the extent to which the electric power industng broader energy industries are deregulatedrinipleroader adoption of solar

electricity generation;

. the cost and availability of key raw materials aochponents used in the production of solar PV sys
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. prices of traditional carbobased energy sourc
. levels of investment by engbers of solar energy products, which tend to dserevhen economic growth slows;
. the emergence, continuance or success of, mrdeed government support for, other alternatieeggngeneration technologies

and products.

If demand for solar energy solutions fails to depedufficiently, demand for our customers' prodastsvell as demand for our products
will decrease, which would have an adverse impaaiwr ability to increase our revenue and growhusiness.

Short-term demand and supply imbalances, espedalolar module technology, recently have caysézks for solar technology
solutions to decline rapidly. Furthermore, compatitin the solar industry has increased due teethergence of Asian manufacturers along th
entire solar value chain causing further price ides|, excess inventory and oversupply. These mdikriptions may continue to occur and
may increase pressure to reduce prices, which @auludrsely affect our business and financial result

The reduction, elimination or expiration of governemt subsidies and economic incentives for on-gradas electricity applications could
reduce demand for solar PV systems and harm ouribess.

The market for orgrid applications, where solar power is used tgirpent a customer's electricity purchased fromuthigy network ot
sold to a utility under tariff, depends in largetpan the availability and size of government andremic incentives that vary by geographic
market. Because our customers' sales are typicadiythe on-grid market, the reduction, eliminatmmexpiration of government subsidies and
economic incentives for on-grid solar electricitpymegatively affect the competitiveness of solectecity relative to conventional and non-
solar renewable sources of electricity, and coualdrhor halt the growth of the solar electricityuistty and our business.

In general, the cost of solar power currently edseetail electricity rates, and we believe thigdency will continue in the near term. As
a result, national, state and local governmentdsouii many countries, most notably Canada, Fraelgjum, Germany, Italy, Japan, the
People's Republic of China, the United Kingdom,i8pad the United States, have provided incentivélse form of feed-in tariffs, or FiTs,
rebates, tax credits and other incentives to systeners, distributors, system integrators and mestufers of solar PV systems to promote the
use of solar electricity in on-grid applicationglan reduce dependency on other forms of energyyhéthese government incentives expire,
phase out over time, terminate upon the exhausfitime allocated funding, require renewal by thpli@able authority or are being amendec
governments due to changing market circumstancebBarges to national, state or local energy policy.

To date, we have generated substantially all offevenues from North America and expect to genexratgbstantial amount of revenues
from North America in the future. There are a numifamportant incentives that are expected to pkmsg or terminate in the future, which
could adversely affect sales of our products. Astaftial majority of our revenues come from thetelhiStates, which has both federal and
state incentives. The Renewable Energy and Jokii@ne&act of 2008 provides a 30% federal tax crégditresidential and commercial solar
installations. The American Recovery and Reinvestmet of 2009, as amended, created a renewablgegeant program that offered cash
payments in lieu of investment tax credits to realel energy project developers for eligible propetaced in service prior to December 31,
2011 or placed in service by the specified crestintnation date, if construction began prior to &aber 31, 2011. The guidelines include a
“safe harbor” provision setting the beginning ohstruction at the point where the applicant haarirezl or paid at least 5% of the total cost of
the property, excluding land and certain prelimjngianning activities. We believe the DecemberZ, 1 deadline associated with this
program had a positive effect on our sales in theth quarter of 2011, as customers and instatiters actions to begin construction or place
eligible property into service before the deadlianeg in 2012 as deferred revenues recorded in ctionevith these sales were recognized.
However, unless this program is further extendeel gventual phase-out of this program could adieestect sales of our products in the
future.

California is the largest single solar market ia thnited States, based on analysis from SEIA dadaGIM Research, and a significant
portion of our revenues are generated in Califoim&007, the State of California launched itsyg@r, $3 billion “Go Solar California”
campaign, which encourages the installation ofggregate of 3,000 MW of solar energy systems indsand businesses by the end of 2016
The largest part of the campaign, the “Californida® Initiative,” provides rebates and performabesed incentives which decrease in inte
as installation thresholds are met. The “Go SoHif@nia” program is scheduled to expire on Decentil, 2016, but if the pace of
installations is high the program may conclude soon

We also sell our products in Ontario, Canada. Th&afib Power Authority Green Energy and Green Eaondct of 2009 created two
separate FiT programs for projects greater tham18kd for projects less than 10kW. These FiT pnogra
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provide participants with a fixed price for elecity produced over a 20-year contract term. Bothlgpams were recently suspended while they
underwent a review. The program for projects lbas tLOKW was re-opened to new applications in 402, and the program for projects
between 10kW and 500kW was re-opened for new agifits on December 14, 2012. The Government ofrforitas the authority to change
the FiTs for future contracts at its discretiond &ias the authority to modify, suspend, or disearithe program at any time. Suspension o
FiT program in Ontario directly impacted and coadahtinue to impact our business. Furthermore, atyé suspension or modification of the
program could negatively affect our business, fai@ncondition and results of operations.

In the fourth quarter of 2011, we began sellingaducts in France, Italy and the Benelux regiduring the second quarter of 2012,
opened a sales office in the United Kingdom andabesglling our products there at the beginnindhefthird quarter. A number of European
countries, including Germany, Italy, Belgium and thnited Kingdom, have adopted reductions to thfis, and Spain announced a suspet
of its FiT for new renewable energy projects inukmy 2012. These and related developments havdicaly impacted the solar industry in
Europe and may adversely affect the future demanthé solar energy solutions in Europe. The radastin European tariffs and subsidies
and other requirements or incentives, includingl@ontent requirements or incentives may negatigéfect our business, financial condition
and results of operations as we seek to do inaldassiness in Europe. Additionally, as we furthgrand to other countries, changes in
incentive programs or electricity policies couldyagvely affect returns on our investments in thogentries as well as our business, financial
condition, and results of operations.

Electric utility companies or generators of elagtyi from other non-solar renewable sources oftalgty may successfully lobby for
changes in the relevant legislation in their magkbat are harmful to the solar industry. Redudtion or eliminations or expirations of,
governmental incentives could result in decreasgdathd for and lower revenue from solar PV systevhish would adversely affect sales of
our products. In addition, our ability to succedigfpenetrate new geographic markets may depemancountries adopting and maintaining
incentives to promote solar electricity, to theesttsuch incentives are not currently in place.

The threat of continuing global economic, capitalarkets and credit disruptions, including sovereigiebt issues, pose risks for our
business.

The threat of continuing global economic, capitarkets and credit disruptions, including the soiggrelebt issues in Europe, pose risks
for our business. These risks include slower ecanativity and investment in projects that make aéour products and services. These
economic developments, particularly decreased tcagdilability, have reduced demand for solar paisiuiThe European sovereign debt crisis
has caused and may continue to cause Europeamguasets to reduce, eliminate or allow to expire goweent subsidies and economic
incentives for solar energy, which could limit @rowth or cause our net sales to decline and nadlieand adversely affect our business,
financial condition, and results of operations. 3deonditions, including reduced incentives, cargthdecreases in credit availability, as well
as continued economic instability, may adverselgaot our business, financial condition and resaflisperations as we seek to do increased
business in Europe.

Our microinverter systems may not achieve broaderket acceptance, which would prevent us from inasing our revenue and market
share.

If we fail to achieve broad market acceptance afpyaducts, there would be an adverse impact orability to increase our revenue,
gain market share and achieve and sustain prdfitalidur ability to achieve broad market accep&afmr our products will be impacted by a
number of factors, including:

. our ability to timely introduce and complete nevsidas and timely qualify and certify our produ

. whether installers, system owners and solanfiimay providers will continue to adopt our microgmter solution, which is a
relatively new technology with a limited historytivirespect to reliability and performance;

. whether installers, system owners and solanfiimay providers will be willing to purchase micreerter systems from us given
our limited operating history;

. the ability of prospective system owners to obtang-term financing for solar PV installationaded on our product platform on
acceptable terms or at all;

. our ability to produce microinverter systemst ttampete favorably against other solutions orbhes of price, quality, reliability
and performance;

. our ability to develop products that comply witical standards and regulatory requirements, dsas@otential in-country
manufacturing requirements; and
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. our ability to develop and maintain successfultiefeships with our customers and suppli

In addition, our ability to achieve increased madtsare will depend on our ability to increase sadeestablished solar installers, who
have traditionally sold central inverters. Thesstallers often have made substantial investmerdgsign, installation resources and training ir
traditional central inverter systems, which mayateechallenges for us to achieve their adoptiomuofmicroinverter solution.

Our gross profit may fluctuate over time, which clduimpair our ability to achieve or maintain profability.

Our gross profit has varied in the past and idyike continue to vary significantly from period period. Our gross profit may be
adversely affected by numerous factors, some ofhvare beyond our control, including:

. changes in customer, geographic or product

. increased price competition, including the impdatustomer discounts and rebates; ability to recunmbcontrol product cos

. increased warranty costs and resel

. loss of cost savings due to changes in compasreraiw material pricing or charges incurred dugnt@ntory holding periods if
product demand is not correctly anticipated;

. introduction of new product

. price reductions on older generation products laemaining inventory

. our ability to reduce production costs, suclhasugh technology innovations, in order to offgdte declines in older products
over time;

. changes in shipment volun

. changes in distribution chann

. excess and obsolete inventory and inventory holdivayges; ar

. expediting costs incurred to meet customer deliveguirement:

Fluctuations in gross profit may adversely affaat ability to manage our business or achieve ontaai profitability.

The inverter industry is highly competitive and vegpect to face increased competition as hew andtaxy competitors introduce
microinverter products, which could negatively imgtaour results of operations and market share.

To date, we have competed primarily against cemvarter manufacturers and until recently havedhlittle direct competition in sellir
our microinverter systems. Marketing and selling microinverter solutions against traditional inegrsolutions is highly competitive and we
expect competition to intensify as new and existiompetitors enter the microinverter market. Weedvel that a number of companies have
developed or are developing microinverters andrgiheducts that will compete directly with our naarverter systems. SMA Solar
Technology AG, Power-One Inc. and SunPower Coepdihg inverter vendors serving the residential@rmercial inverter markets, have
recently introduced or announced plans to introdaaeoinverter products in 2013. In addition, selerew entrants to the microinverter
market have recently announced plans to ship ce hiready shipped products, including some of dakM@ustomers and partners.

Currently, competitors in the inverter market rafigen large companies such as SMA Solar Technok@y Fronius International
GmbH and Power-One Inc. to emerging companiesioffealternative microinverter or other solar elenics products. Some of our
competitors have announced plans to introduce rmieeoter products that could compete with our mitverter systems. Several of our
existing and potential competitors are significatdkger, have greater financial, marketing, disttion, customer support and other resources
are more established than we are, and have significbetter brand recognition. Some of our contpetihave more resources to develop or
acquire, and more experience in developing or acgyinew products and technologies and in creatingket awareness for these products
technologies. Further, certain competitors maylide o develop new products more quickly than we axad may be able to develop products
that are more reliable or that provide more funwldy than ours. In addition, some of our compesithave the financial resources to offer
competitive products at aggressive or below-mapkieing levels, which could cause us to lose satasarket share or require us to lower
prices for our microinverter systems in order tmpete effectively. Suppliers of solar productstipatarly solar modules, have experienced
eroding prices over the last several years andrasudt many have faced margin compression andnileglrevenues. If we have to reduce our
prices by more than we anticipated, or if we arahli to offset any future reductions in our aversgléng prices by increasing our sales
volume, reducing our costs and expenses or intindutew products, our revenues and gross profitidveuffer.
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We also may face competition from some of our austs who evaluate our capabilities against thetewefimanufacturing products
internally. For instance, solar module manufacticeuld attempt to develop components that dirgalyorm DC to AC conversion in the
module itself. Due to the fact that such customeaiy not seek to make a profit directly from the ofacture of these products, they may have
the ability to manufacture competitive producta &dwer cost than we would charge such customessa fesult, these customers may purcha:s
fewer of our microinverter systems or sell produbtt compete with our microinverters systems, Whiould negatively impact our revenue
and gross profit.

If we are unable to effectively manage our growthyr business and operating results may suff

We have recently experienced, and expect to comtio@xperience, significant growth in our saled @perations. Our historical growth
has placed, and planned future growth is expectedrtinue to place, significant demands on ouragament, as well as our financial and
operational resources, to:

. manage a larger organizati

. expand thirdparty manufacturing, testing and distribution catya

. build additional custom manufacturing test equipty

. manage an increasing number of relationships withamers, suppliers and other third par
. increase our sales and marketing effi

. train and manage a growing employee t

. broaden our customer support capabili

. implement new and upgrade existing operationalfanashcial systems; ai

. enhance our financial disclosure controls and pioges

We cannot assure you that our current and planperhtions, personnel, systems, internal procedamdscontrols will be adequate to
support our future growth. If we cannot managegroivth effectively, we may be unable to take adagatof market opportunities, execute
business strategies or respond to competitive pressany of which could have a material advereeebn our financial condition, results of
operation, business or prospects.

Our recent and planned expansion into new marketaitd subject us to additional business, financiahécompetitive risks.

We currently offer microinverter systems targetihg residential and commercial markets in the WC8nada, France, Italy, the United
Kingdom, the Benelux region, certain other selagtopean markets and Australia. We also intend paed into other international markets
and to introduce new microinverter systems targatddrger commercial and utility-scale installasoOur success in these new geographic
and product markets will depend on a number obfa¢such as:

. acceptance of microinverters in markets in whiatythave not traditionally been us

. our ability to compete in new product markets tdchitwe are not accustom

. our ability to manage an increasing manufacturigacity and productio

. willingness of our potential customers to incurighler upfront capital investment than may be resgifor competing solutior
. our ability to develop solutions to addressrdsguirements of the larger commercial and utiitgle market

. timely qualification and certification of newqatucts for larger commercial and utilisgale installation

. our ability to reduce production costs in ordeptie our products competitively over tir

. availability of government subsidies and economazitives for solar energy solutia

. accurate forecasting and effective managementvehitory levels in line with anticipated product derd; an

. our customer service capabilities and responsi
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Further, new geographic markets and the larger centiad and utility-scale installation markets hal#erent characteristics from the
markets in which we currently sell products, andsuccess will depend on our ability to properlgia@ss these differences. These differences
may include:

. differing regulatory requirements, including faws, trade laws, labor, safety, local content amasumer protection regulations,
tariffs, export quotas, customs duties or otheteneestrictions;

. limited or unfavorable intellectual property prdieo;

. risk of change in international political or ecorioroonditions

. restrictions on the repatriation of earnir

. fluctuations in the value of foreign currencies ameérest rate

. difficulties and increased expenses in complyiitt) a variety of U.S. and foreign laws, regulasaand trade standards, including
the Foreign Corrupt Practices Act;

. potentially longer sales cycli

. higher volume requiremen

. increased customer concentratis

. warranty expectations and product return policies

. cost, performance and compatibility requireme

Failure to develop and introduce these new prodiwatsessfully, to generate sufficient revenue fthese products to offset associated
research and development, marketing and manufagtadsts, or to otherwise effectively anticipatd amnage the risks and challenges
associated with our potential expansion into nesdpct and geographic markets, could adversely adf@gcrevenues and our ability to achieve
or sustain profitability.

A drop in the retail price of electricity deriveddm the utility grid or from alternative energy seces may harm our business, financi
condition and results of operations.

We believe that a system owner's decision to pgeehasolar PV system is strongly influenced bycthst of electricity generated by sa
PV installations relative to the retail price oéetricity from the utility grid and the cost of ethrenewable energy sources, including electricit
from solar PV installations using central invertddecreases in the retail prices of electricityrirthe utility grid would make it more difficult
for all solar PV systems to compete. In particugmowth in unconventional natural gas productiod an increase in global liquefied natural
gas capacity are expected to keep natural gasspetatively low for the foreseeable future. Pe¢esislow natural gas prices, lower prices of
electricity produced from other energy sourceshsasnuclear power, or improvements to the utififyastructure could reduce the retail price
of electricity from the utility grid, making the pthase of solar PV systems less economically &itteaand lowering sales of our microinverter
systems. In addition, energy conservation technetognd public initiatives to reduce demand foceileity also could cause a fall in the retail
price of electricity from the utility grid. Moreovgtechnological developments by our competitorthasolar components industry, including
manufacturers of central inverters, could allowstheompetitors or their partners to offer eledtyiai costs lower than those that can be
achieved from solar PV installations based on oadpct platform, which could result in reduced dadhéor our products. If the cost of
electricity generated by solar PV installationsoirporating our microinverter systems is high refkatio the cost of electricity from other
sources, our business, financial condition andltgstioperations may be harmed.

Problems with product quality or product performaaenay cause us to continue to incur additional wanty expenses and may damage ¢
market reputation and cause our revenue and grossfip to decline.

We have offered 15-year limited warranties for fitgt and second generation microinverters andrafigmited warranty of up to 25
years on our third generation microinverters. @uitéd warranties cover defects in materials andwvanship of our microinverters unc
normal use and service conditions for up to 25yéalfowing installation. As a result, we bear tigk of warranty claims long after we have
sold the product and recognized revenue. Our esihsts of warranty for previously sold produntsy change to the extent future products
are not compatible with earlier generation productder warranty.

While we offer warranties of up to 25 years, oucminverters have only been in use since mid-200&n we first commenced
commercial sales of our products. Although we cahdgcelerated life cycle testing to measure peréorce and reliability, our microinverter
systems have not been tested over the full wareydle and do not have a sufficient operating hysto confirm how they will perform over
their estimated useful life. In addition, underlv@arld operating conditions, which may vary by &ion and design, as well as insolation,
soiling and weather conditions, a typical solar PV
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installation may perform in a different way tharden standard test conditions. If our products perfbelow expectations or have unexpected
reliability problems, we may be unable to gainetain customers and could face substantial warexpgnse.

Because of the limited operating history of ourducts, we have been required to make assumptiahaply judgments, based on our
accelerated life cycle testing, regarding a nunabéactors, including the durability and reliabjliof our products and our anticipated rate of
warranty claims. Our assumptions could prove tonbgerially different from the actual performanceoaf products, causing us to incur
substantial expense to repair or replace defeptivducts in the future. An increase in our estimatiefuture warranty obligations due to
product failure rates, field service obligationslaework costs incurred in correcting product fakihave caused and could in the future caus
us to increase the amount of warranty obligatiorslaave had and may have in the future a correspgpmegative impact on our results of
operations.

We also depend significantly on our reputationr@iability and high-quality products and servicesceptional customer service and out
brand name to attract new customers and grow ainéss. If our products and services do not perfgranticipated or we experience
unexpected reliability problems or widespread podailures, our brand and reputation could beificantly impaired and we may lose, or be
unable to gain or retain, customers.

If we do not forecast demand for our products acately, we may experience product shortages, delaygoduct shipment, excess prodL
inventory, or difficulties in planning expenses, Wwth will adversely affect our business and finantieondition.

We manufacture our products according to our eséisnaf customer demand. This process requires mske multiple forecasts and
assumptions relating to the demand of our distoilsttheir end customers and general market congitBecause we sell most of our product:
to distributors, who in turn sell to their end araers, we have limited visibility as to end-customiemand. We depend significantly on our
distributors to provide us visibility into their értustomer demand, and we use these forecastskm aoa own forecasts and planning
decisions. If the information from our distributdtsns out to be incorrect, then our own forecasty also be inaccurate. Furthermore, we do
not have long-term purchase commitments from ostriutors or end customers, and our sales are@gnmade by purchase orders that may
be canceled, changed or deferred without notieestor penalty. As a result, it is difficult to faest future customer demand to plan our
operations.

If we overestimate demand for our products, owuifchase orders are canceled or shipments are delagemay have excess inventory
that we cannot sell. We may have to make signifipaovisions for inventory write-downs based onrggehat are currently not known, and
such provisions or any adjustments to such prawssauld be material. Conversely, if we underedengi@mand, we may not have sufficient
inventory to meet end-customer demand, and we osgyrharket share, damage relationships with otnitdisors and end customers and forgc
potential revenue opportunities. Obtaining addaicsupply in the face of product shortages maydstiy or impossible, particularly in the
short term and in light of our outsourced manufactuprocesses, which could prevent us from futfglorders in a timely and cost efficient
manner or at all. In addition, if we overestimate production requirements, our contract manufactumay purchase excess components an
build excess inventory. If our contract manufaatsirat our request, purchase excess componen@rehahique to our products and are unabls
to recoup the costs of such excess through resadgwrn or build excess products, we could beireguo pay for these excess parts or
products and recognize related inventory write-dawn

In addition, we plan our operating expenses, inalgdesearch and development expenses, hiring reeetimventory investments, in p
on our estimates of customer demand and futurentexdf customer demand or revenue for a partiqueaiod is lower than we expect, we n
not be able to proportionately reduce our fixedrapeg expenses for that period, which would hatmaperating results for that period.

We depend upon a small number of outside contraemfacturers. Our operations could be disrupteda® encounter problems with these
contract manufacturers.

We do not have internal manufacturing capabilitteas] rely upon a small number of contract manufacsuto build our products. In
particular, we rely on contract manufacturers far manufacture of microinverter products, cabling aur communications gateway related tc
our microinverter systems. Our reliance on a smathber of contract manufacturers makes us vulnetaklbossible capacity constraints and
reduced control over component availability, delvechedules, manufacturing yields and costs. Weaddave long-term supply contracts
with our other manufacturing partners. Consequettilyse manufacturers are not obligated to supplgiyzts to us for any period, in any
specified quantity or at any certain price.
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The revenues that our contract manufacturers genscam our orders represent a relatively smalteetage of their overall revenues.
a result, fulfilling our orders may not be consilta priority in the event of constrained abiliyftlfill all of their customer obligations in a
timely manner. In addition, the facilities in whickir microinverters, related cabling and commuinicet gateway products are manufactured
are located outside of the United States. We belibat the location of these facilities outsidehaf United States increases supply risk,
including the risk of supply interruptions or retions in manufacturing quality or controls.

If any of our contract manufacturers were unablerawilling to manufacture our products in requikedumes and at high quality levels
or renew existing terms under supply agreementsyetdd have to identify, qualify and select accepeaalternative contract manufacturers.
An alternative contract manufacturer may not bélalbke to us when needed or may not be in a postticsatisfy our quality or production
requirements on commercially reasonable termsydicy price. Any significant interruption in manataring would require us to reduce our
supply of products to our customers, which in twould reduce our revenues, harm our relationshifis @ur customers and damage our
relationships with our distributors and end custenand cause us to forgo potential revenue oppitigsn

Manufacturing problems could result in delays in pduct shipments to customers and could adversefgafour revenue, competitiv
position and reputation

We may experience delays, disruptions or qualitytrad problems in our manufacturing operations. @uwrduct development,
manufacturing and testing processes are complexegqdre significant technological and productiongess expertise. Such processes involv
a number of precise steps from design to produchorly change in our processes could cause one & production errors, requiring a
temporary suspension or delay in our productioe lintil the errors can be researched, identifiepmoperly addressed and rectified. This |
occur particularly as we introduce new productsdifiyoour engineering and production techniques, exyghnd our capacity. In addition, our
failure to maintain appropriate quality assuraneeEesses could result in increased product faijuioss of customers, increased production
costs and delays. Any of these developments caud b material adverse effect on our businessidinbcondition, and results of operations.

A disruption could also occur in our manufacturpagtner's fabrication facility due to any numberedsons, such as equipment failure,
contaminated materials or process deviations, wbathd adversely impact manufacturing yields oaglgdroduct shipments. As a result, we
could incur additional costs that would adverséfgct our gross profit, and product shipments to @istomers could be delayed beyond the
shipment schedules requested by our customershwidald negatively affect our revenue, competifpasition and reputation.

Additionally, manufacturing yields depend on a nembf factors, including the stability and manutaability of the product design,
manufacturing improvements gained over cumulatieglpction volumes and the quality and consisterf@omponent parts. Capacity
constraints, raw materials shortages, logistiaseisslabor shortages, changes in customer requitepmanufacturing facilities or processes
those of some third-party contract manufacturecssappliers of raw materials and components hastetically caused, and may in the future
cause, reduced manufacturing yields, negativelattipg the gross profit on, and our production c#gdor, those products. Moreover, an
increase in the rejection and rework rate of prégldaring the quality control process before, dyign after manufacture would result in our
experiencing lower yields, gross profit and produttapacity.

The risks of these types of manufacturing problamesfurther increased during the introduction of/peoduct lines, which has from tir
to time caused, and may in the future cause, teanpsuspension of production lines while problemesaaldressed or corrected. Since our
business is substantially dependent on a limitedlrar of product lines, any prolonged or substastigpension of manufacturing production
lines could result in a material adverse effecbanrevenue, gross profit, competitive positiord distributor and customer relationships.

We depend on sole source and limited source supplier key components and products. If we are unalb source these components on a
timely basis, we will not be able to deliver ouopglucts to our customers.

We depend on sole source and limited source suppitie key components of our products. For exampule ASICs are purchased from a
sole source supplier or developed for us by salecgosuppliers. Any of the sole source and limgedrce suppliers upon whom we rely could
experience quality and reliability issues, coulghgbroducing our components, cease operations acdpgred by, or enter into exclusive
arrangements with, our competitors. We generalipatchave long-term supply agreements with our Begp and our purchase volumes are
currently too low for us to be considered a priocitistomer by most of our suppliers. As a resudtsinof these suppliers could stop selling t
at commercially reasonable prices, or at all. Anghsquality or reliability issue, or interruption delay may force us to seek similar
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components or products from alternative sourceg;iwimay not be available on commercially reasonsdas, including price, or at all.
Switching suppliers may require that we redesignpraducts to accommodate new components, and wtayfoally require us to re-qualify
our products, which would be costly and time-conisignAny interruption in the quality or supply afle source or limited source components
for our products would adversely affect our abititymeet scheduled product deliveries to our custeptould result in lost revenue or higher
expenses and would harm our business.

If we or our contract manufacturers are unable tdtin raw materials in a timely manner or if the jwe of raw materials increase
significantly, production time and product costswld increase, which may adversely affect our busise

The manufacturing and packaging processes usedryootract manufacturers depend on raw matengds as copper, aluminum,
silicon and petroleum-based products. From timtgre, suppliers may extend lead times, limit suggpbr increase prices due to capacity
constraints or other factors. Certain of our sugplhave the ability to pass along to us direatlhoough our contract manufacturers any
increases in the price of raw materials. If thegsiof these raw materials rise significantly, wayrhe unable to pass on the increased cost to
our customers. While we may from time to time emntés hedging transactions to reduce our exposuvede fluctuations in the cost of raw
materials, the availability and effectiveness @sth hedging transactions may be limited. Due tthalle factors, our results of operations coul
be adversely affected if we or our contract martuf@cs are unable to obtain adequate suppliesnofiraterials in a timely manner or at
reasonable cost. In addition, from time to time,ox@ur contract manufacturers may need to repgtmaterials that do not meet our
specifications, resulting in potential delays ocldees in output. Furthermore, problems with ow raaterials may give rise to compatibility or
performance issues in our products, which could teaan increase in customer returns or productaméy claims. Errors or defects may arise
from raw materials supplied by third parties that lbeyond our detection or control, which coulddléaadditional customer returns or product
warranty claims that may adversely affect our bessnand results of operations.

If potential owners of solar PV systems based om ptoduct platform are unable to secure financinqi@cceptable terms, we cou
experience a reduction in the demand for our soRY systems.

Many owners of solar PV systems depend on finan@imrchase their systems. The limited use of @meerters to date, coupled with
our limited operating history, could result in lemsl refusing to provide the financing necessaputeghase solar PV systems based on our
product platform on favorable terms, or at all. Blaver, in the case of debt financed projects, éenders are willing to finance the purchase
of these systems, an increase in interest ratacbange in tax incentives could make it diffidalt owners to secure the financing necessary t
purchase a solar PV system on favorable termg, ail. &n addition, we believe that a significamrpentage of owners purchase solar PV
systems as an investment, funding the initial egxpenditure through a combination of upfronthcasd financing. Difficulties in obtaining
financing for solar PV installations on favorakdenhs, or increases in interest rates or changesimcentives, could lower an investor's returr
on investment in a solar PV installation, or malteraative solar PV systems or other investmenteenattractive relative to solar PV systems
based on our product platform. Any of these eveatsd result in reduced demand for our productsciwvbould have a material adverse effect
on our financial condition and results of operasgioim addition, an increasing share of residestiddr installations has been provided through
third party financing structures, such as powechase or lease agreements. Our sales growth theiatoeasingly depends on sales to
developers of third party solar finance offeringsosprovide solar as a service via power purchasseatents or leasing structures. The third
party finance market for residential solar in th® &hd elsewhere is or may become highly concediraii¢h a few significant finance
companies and several smaller entrants. If we @abla develop relationships and gain a signifistiatre of inverter sales to the major finance
companies or new entrants, our overall sales gratiltibe constrained.

We rely primarily on distributors to assist in sely our products, and the failure of these distritars to perform as expected could reduce
our future revenue.

We sell our microinverter systems primarily throwudistributors, as well as through direct salesalarsequipment installers and sales to
developers of third party solar finance offerinigsr 2012, Focused Energy, Inc. and Sunwize TeclgnedpInc. each accounted for more than
10% of our net revenues and collectively, both anted for 27% of our total net revenues. We dohawe exclusive arrangements with these
third parties and, as a result, many of our diataks also market and sell products from our coitgst which may reduce our sales. Our
distributors may terminate their relationships withat any time, or with short notice. Our disttdya may fail to devote resources necessary t
sell our products at the prices, in the volumesaitiin the time frames that we expect, or may ftheir marketing and sales efforts on
products of our competitors. Our future performadepends on our ability to effectively manage @lationships with our existing
distributors, as well as to attract additional rilisttors that will be able to market and suppornt jpoducts effectively, especially in markets in
which we have not previously distributed our pradu@ermination of agreements with
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current distributors, failure by these distributtorperform as expected, or failure by us to cativnew distributor relationships, could hinder
our ability to expand our operations and harm euenue and operating results.

Ordering patterns from our distributors may causerorevenue to fluctuate significantly from periodtperiod.

Our distributors place purchase orders with usdasetheir assessment of end-customer demand amddhecasts. Because these
forecasts may not be accurate, channel inventddyaieour distributors may fluctuate significantlye to the difference between their forecast
and actual demand. As a result, distributors adest purchase orders placed with us in respamsbadnging channel inventory levels, as well
as their assessment of the latest market demamdstréve have limited visibility into future end ¢tmser demand. A significant decrease in
distributors' channel inventory in one period megd to a significant rebuilding of channel invegtor subsequent periods, or vice versa, w
may cause our quarterly revenue and operatingtsesufluctuate significantly. This fluctuation maguse our results to fall short of analyst or
investor expectations in a certain period, whicly mweuse our stock price to decline.

Our success in an “AC module” version of our micioierter system may depend in part upon our abitibycontinue to work closely with
leading solar module manufacturers.

We are currently working on a variant of our miongérter system that will enable an “AC module” flirect attachment of the
microinverter to the solar modules. The market sas®f such solutions will depend in part on odulitgtio continue to work closely with solar
module manufacturers to design solar modules tlieat@mpatible with such direct attachment microitaefesolutions. We may not be able to
encourage solar module manufacturers to work wdtbruthe development of such compatible soluti@mmsbining our microinverter system
and solar modules for a variety of reasons, indgdiifferences in marketing or selling strategynpetitive considerations, lack of competitive
pricing, and technological compatibility. In additi our ability to form effective partnerships wiblar module manufacturers may be
adversely affected by the substantial changes fagedany of these manufacturers due to declinimgeprand revenues from sales of solar
modules.

If we fail to retain our key personnel or if we faio attract additional qualified personnel, we manpt be able to achieve our anticipated le
of growth and our business could suffer.

Our future success and ability to implement ouiirmss strategy depends, in part, on our abiligttiact and retain key personnel, anc
the continued contributions of members of our semanagement team and key technical personnel,afaghom would be difficult to
replace. All of our employees, including our sem@nagement, are free to terminate their employmedationships with us at any time.
Competition for highly skilled technical peoplecistremely intense, and we face challenges identfyhiring and retaining qualified personnel
in many areas of our business. If we fail to retain senior management and other key personnéla fail to attract additional qualified
personnel, we may not be able to achieve our gitatdjectives and our business could suffer.

If we fail to protect, or incur significant costidefending, our intellectual property and other gprietary rights, our business and results
operations could be materially harmed.

Our success depends to a significant degree oallitly to protect our intellectual property andhet proprietary rights. We rely on a
combination of patent, trademark, copyright, traderet and unfair competition laws, as well as idenftiality and license agreements and ¢
contractual provisions, to establish and protectiotellectual property and other proprietary rightVe have applied for patent and trademark
registrations in the United States and in cert#ieiocountries, some of which have been issuedcadaot guarantee that any of our pending
applications will be approved or that our existargl future intellectual property rights will be ficiently broad to protect our proprietary
technology, and any failure to obtain such appwalfinding that our intellectual property riglase invalid or unenforceable could force us
among other things, rebrand or re-design our ateptoducts. In countries where we have not apfitiegatent protection or where effective
intellectual property protection is not availabiethe same extent as in the United States, we may greater risk that our proprietary rights
will be misappropriated, infringed or otherwise laied.

To protect our unregistered intellectual propergluding our trade secrets and know-how, we nelgart on trade secret laws and
confidentiality and invention assignment agreemaitls our employees and independent consultantsaMerequire other third parties who
may have access to our proprietary technologiesrdadmation to enter into nodisclosure agreements. Such measures, howeveideronly
limited protection, and we cannot assure that oufidentiality and non-disclosure agreements wilyent unauthorized disclosure or use of
our confidential information, especially after @amployees or third parties end their employmertrayagement with us, or provide us with an
adequate remedy in the event of such disclosumthéumore, competitors or other third parties medependently discover our trade
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secrets, in which case we would not be able torasaee secret rights, copy or reverse engineepmducts or portions thereof or develop
similar technology. If we fail to protect our inedttual property and other proprietary rights,fauch intellectual property and proprietary
rights are infringed, misappropriated or otherwiggated, our business, results of operationsrarfcial condition could be materially harmed.

In the future, we may need to take legal actioprevent third parties from infringing upon or mipappriating our intellectual property
from otherwise gaining access to our technologgtdeting and enforcing our intellectual propertghts and determining their validity and
scope could result in significant litigation coatsd require significant time and attention from taahnical and management personnel, which
could significantly harm our business. In additiare, may not prevail in such proceedings. An advetgeome of any such proceeding may
reduce our competitive advantage or otherwise fmifinancial condition and our business.

Third parties may assert that we are infringing updheir intellectual property rights, which couldidert management's attention, cause us
to incur significant costs and prevent us from salj or using the technology to which such rightslate.

Our competitors and other third parties hold nuraenoatents related to technology used in our imguand claims of patent or other
intellectual property right infringement or violati have been litigated against certain of our cditggs. From time to time we may also be
subject to such claims and litigation. Regardldgt@ir merit, responding to such claims can beettonsuming, divert management's attentior
and resources and may cause us to incur signifeogregnses. While we believe that our products adldnology do not infringe in any material
respect upon any valid intellectual property rigbithird parties, we cannot be certain that we lvdne successful in defending against any
such claims. Furthermore, patent applications énhited States and most other countries are cemti@l for a period of time before being
published, so we cannot be certain that we arénfringing third parties' patent rights or that were the first to conceive inventions covered
by our patents or patent applications. As we becomoe visible as a publicly traded company, thesiiility that third parties may make
claims of intellectual property infringement or etlviolations against us may grow. An adverse guiwith respect to any such claim could
invalidate our proprietary rights and force us ¢oathe or more of the following:

. obtain from a third party claiming infringememticense to sell or use the relevant technolodyclvmay not be available on
reasonable terms, or at all;

. stop manufacturing, selling, incorporating or using products that embody the asserted intellegxogerty

. pay substantial monetary damay

. our customers pursuant to indemnification olilgges under some of our customer contracts; or egégnificant resources to

redesign the products that use the infringing tetdgy and to develop or acquire non-infringing teclogy.

Any of these actions could result in a substamédlction in our revenue and could result in logses an extended period of time.

Our failure to obtain the right to use necessanyirti-party intellectual property rights on reasonabkerms, or our failure to maintain, and
comply with the terms and conditions applicable these rights, could harm our business and prosgect

From time to time we have licensed, and in therfutue may choose to or be required to licensentolgy or intellectual property from
third parties in connection with the developmenbof products. We cannot assure that such licemtidse available to us on commercially
reasonable terms, or at all, and our inability itain such licenses could require us to substiadknology of lower quality or of greater cost.
In addition, we incorporate open source softwaeda our proprietary software. Use of open sosaféware can lead to greater risks than us
of third-party commercial software since open sedigensors generally do not provide warrantiesamtrols with respect to origin,
functionality or other features of the softwarent&oopen source software licenses require usergighdute open source software as part of
their products to publicly disclose all or parttleé source code in their software and make anyakire works of the open source code
available for limited fees or at no cost. Althougl monitor our use of open source software, opercedicense terms may be ambiguous, an
many of the risks associated with the use of opeince software cannot be eliminated. If we werenfbto have inappropriately used open
source software, we may be required to releaspmprietary source code, re-engineer our softwdisepntinue the sale of certain products in
the event re-engineering cannot be accomplishedtonely basis or take other remedial action. Famttore, if we are unable to obtain or
maintain licenses from third parties or fail to quynwith applicable open source licenses, we maguigect to costly third party claims of
intellectual property infringement or ownershipoair proprietary source code. Any of the foregoingld harm our business and put us at a
competitive disadvantage.
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Defects and poor performance in our products couésult in loss of customers, decreased revenue anexpected expenses, and we n
face warranty, indemnity and product liability clais arising from defective product

Our products must meet stringent quality requireivand may contain undetected errors or defeqigcely when first introduced or
when new generations are released. Errors, defegisor performance can arise due to design fldefgcts in raw materials or components ol
manufacturing difficulties, which can affect bottetquality and the yield of the product. Thesersrom defects may be dangerous, as defectiv
power components may cause power overloads, paligntsulting in explosion or fire. As we developw generations of our products and
enter new markets, we face higher risk of undetedefects, because our testing protocols may nableeto fully test the products under all
possible operating conditions. In the past, we leyerienced defects in our products due to ceetaors in the manufacturing and design
process. Any actual or perceived errors, defecfor performance in our products could resulhireplacement or recall of our products,
shipment delays, rejection of our products, dantageir reputation, lost revenue, diversion of augiaeering personnel from our product
development efforts in order to address or remegydeefects and increases in customer service gubstucosts, all of which could have a
material adverse effect on our business and opesati

Furthermore, defective, inefficient or poorly perfang power components may give rise to warramgiemnity or product liability
claims against us that exceed any revenue or prefiteceive from the affected products. We coubdiirsignificant costs and liabilities if we
are sued and if damages are awarded against usuiémtly maintain a moderate level of productiligbinsurance, and there can be no
assurance that this insurance will provide suffitimoverage in the event of a claim. Also, we cammedict whether we will be able to maint
this coverage on acceptable terms, if at all, at shproduct liability claim would not harm our mess or financial condition. Costs or
payments we may make in connection with warranty @noduct liability claims or product recalls majvarsely affect our financial condition
and results of operations.

Our Enlighten web-based monitoring service, whiah @ustomers use to track and monitor the perfoomatf their solar PV systems
based on our product platform, may contain undeteetrors, failures, or bugs, especially when nemiens or enhancements are released
have from time to time found defects in our sendo€e new errors in our existing service may bedaletein the future. Any errors, defects,
disruptions in service or other performance prolslevith our monitoring service could harm our repiotaand may damage our customers'
businesses.

Our business has been and could continue to be tifd by seasonal trends and construction cycles.

We have been and could continue to be subjectiiasiny-specific seasonal fluctuations in the futpaaticularly in climates that
experience colder weather during the winter morghieh as northern Europe, Canada, and the UniggdsSin general, we expect our product
revenue in the third and fourth quarters to betpedy affected by seasonal customer demand tréndisiding solar economic incentives,
weather patterns and construction cycles. In thigedrStates, customers will sometimes make purngatgcisions towards the end of the yeal
in order to take advantage of tax credits or fakdmtary reasons. In addition, construction levedstgpically slower in colder months. In
European countries with FiTs, the constructionad&isPV systems may be concentrated during thensklgalf of the calendar year, largely due
to the annual reduction of the applicable minimuih &nd the fact that the coldest winter monthsJamuary through March. Accordingly, our
business and quarterly results of operations cbeldffected by seasonal fluctuations in the future.

Covenants in our credit facilities may limit ourdkibility in responding to business opportunitiesé competitive developments and increase
our vulnerability to adverse economic or industrgrditions.

We have lending arrangements with several finanegtitutions, including loan and security agreetaamth Wells Fargo Bank, Nation
Association (“Wells Fargo”) and with Hercules Teology Growth Capital, Inc. (“Hercules”). The loandasecurity agreements with Wells
Fargo and with Hercules restrict our ability todadertain actions such as incurring additional dettumbering our tangible or intangible
property, paying dividends, or engaging in certeamsactions, such as mergers and acquisitionssiments and asset sales. Our loan and
security agreement with Wells Fargo also requisetounaintain certain financial covenants, inclgdiquidity ratios while our agreement with
Hercules includes a condition precedent to borrgwiat is subject to us achieving certain finanolgectives. These restrictions may limit our
flexibility in responding to business opportunitiesmpetitive developments and adverse economiwdaistry conditions. In addition, our
obligations under our loan and security agreem@ittsWells Fargo and Hercules are secured by sabatly all of our assets (excluding
intellectual property), which limits our ability fmrovide collateral for additional financing. A laeh of any of these covenants, or a failure to
pay interest or indebtedness when due under aayradredit facilities, could result in a varietyadverse consequences, including the
acceleration of our indebtedness and the forfeibfi@r assets subject to security interests inrfa¥ the lenders.
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We are an “emerging growth company,” and may eléztcomply with reduced public company reporting tégements applicable to
emerging growth companies, which could make our goonm stock less attractive to investors.

We are an “emerging growth company,” as definetth@nJOBS Act, and, for as long as we continue tarbtemerging growth
company,” we may choose to take advantage of exengpfrom various reporting requirements applicablether public companies but not to
“emerging growth companies,” including, but notilied to, not being required to comply with the aadattestation requirements of
Section 404 of the Sarbanes-Oxley Act of 2002,arb&nes-Oxley Act, reduced disclosure obligati@gmrding executive compensation in oul
periodic reports and proxy statements, and exemgfimm the requirements of holding a nonbindingisaty vote on executive compensation
and stockholder approval of any golden parachugenpats not previously approved. We could be an fging growth company” until
December 31, 2017 (the last day of the fiscal y@fowing the fifth anniversary of our initial publoffering), although we could cease to be
“emerging growth company” earlier if certain eveatsur as specified in the JOBS Act, such as obieag annual revenue of at least $1
billion or our becoming a “large accelerated filas' defined in Rule 12b-2 of the Exchange Act. \Wenot predict if investors will find our
common stock less attractive if we choose to relyhese exemptions. If some investors find our comstock less attractive as a result of an
choices to reduce future disclosure, there maylbssaactive trading market for our common stodk eur stock price may be more volatile.

If we fail to maintain an effective system of inteal controls or are unable to remediate any defiec@es in our internal controls, we migk
not be able to report our financial results accuedy or prevent fraud; in that case, our stockholdetould lose confidence in our financial
reporting, which would harm our business and couhégatively impact the price of our stock.

Effective internal controls are necessary for ugrtvide reliable financial reports and preventiétaln addition, Section 404 of the
Sarbanes-Oxley Act of 2002, or the Sarbanes-OxIgly ikquires us to evaluate and report on ourriaderontrol over financial reporting
beginning with our Annual Report on Form 10-K fhetyear ending December 31, 2013. In additionjruependent registered public
accounting firm is required to evaluate and reparbur internal control over financial reportinggb®ing with our first Annual Report on 10-
for the year in which we cease to be an “emergiogvth company,” as defined in the Jumpstart Ourifdess Startups Act enacted in April
2012, or the JOBS Act. The process of implementimginternal controls and complying with Sectior44ill be expensive and time
consuming, and will require significant attentidmmanagement. We cannot be certain that these mesasill ensure that we implement and
maintain adequate controls over our financial psees and reporting in the future. Even if we case]and our independent registered public
accounting firm concurs, that our internal contreér financial reporting provides reasonable asme@aegarding the reliability of financial
reporting and the preparation of financial statet:éor external purposes in accordance with gelyeaakepted accounting principles, because
of its inherent limitations, internal control oviamancial reporting may not prevent or detect frananisstatements. Failure to implement
required new or improved controls, or difficultiescountered in their implementation, could harmresults of operations or cause us to fail tc
meet our reporting obligations. If we or our indegent registered public accounting firm discovemnaterial weakness, the disclosure of that
fact, even if quickly remedied, could reduce thekmatis confidence in our financial statements asirhour stock price. In addition, a delay in
compliance with Section 404 could subject us tagety of administrative sanctions, including SEstian, ineligibility for short form resale
registration, the suspension or delisting of oumown stock from the stock exchange on which iistedl and the inability of registered broker-
dealers to make a market in our common stock, wiighld further reduce our stock price and couldhaur business.

Our ability to use net operating losses to reduoéufe tax payments may be limited by provisionglud Internal Revenue Code, and may be
subject to further limitation as a result of futur&ransactions.

Sections 382 and 383 of the Internal Revenue Cb6d686, as amended, contain rules that limit thétalof a company that undergoes
an ownership change, which is generally any curniv@lathange in ownership of more than 50% of itelsiwver a three-year period, to utilize
its net operating loss and tax credit carryforwamdd certain built-in losses recognized in the gedier the ownership change. These rules
generally operate by focusing on ownership chamgasving stockholders who directly or indirectlyva 5% or more of the stock of a
company and any change in ownership arising fraravaissuance of stock by the company. Generalgn ibwnership change occurs, the
yearly taxable income limitation on the use of oyérating loss and tax credit carryforwards is étpthe product of the applicable lc-term
tax exempt rate and the value of the company'« stomediately before the ownership change. As altese may be unable to offset our
taxable income with net operating losses, or axfitdility with credits, before these losses aneldits expire.

In addition, it is possible that future transactigmcluding issuances of new shares of our comstock and sales of shares of our
common stock) will cause us to undergo one or radditional ownership changes. In that event, wesgdly would not be able to use our net
operating losses from periods prior to this owngrshange to offset future taxable income
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in excess of the annual limitations imposed by i8ast382 and 383 and those attributes that ara@jlrsubject to limitations (as a result of our
prior ownership changes) may be subject to moneggnt limitations.

The requirements of being a public company may straur resources and divert management's attentiimam other aspects of our busine:

We are subject to the Dodd-Frank Wall Street Refanth Consumer Protection Act, or the Dodd-Frank thet Sarbanes-Oxley Act and
the rules implemented by the SEC and the NASDAh&ItMarket impose significant regulatory requiremsesn public companies, including
specific corporate governance practices. For exantipé listing requirements of the NASDAQ Globalrkk require that we satisfy certain
corporate governance requirements relating to iedéent directors, audit and compensation commijttésisibution of annual and interim
reports, stockholder meetings, stockholder appsywllicitation of proxies, conflicts of interestpckholder voting rights and codes of cond
Our management and other personnel are requirgehvime a substantial amount of time to these campd initiatives. Moreover, these rules
and regulations increase our legal and financialgl@nce costs and make some activities more tiomsuming and costly. As a public
company, being subject to these rules and reguktizakes it more difficult and more expensive ®taiobtain director and officer liability
insurance, and in the future, we may be requireattept reduced policy limits and coverage or irstiostantial additional costs to maintain
same or similar coverage. These rules and regoktiould also make it more difficult for us to atirand retain qualified persons to serve on
our board of directors, our board committees apxasutive officers.

These rules and regulations also contain requirésrikat apply to manufacturers of products incaaping specified minerals. The Dodd-
Frank Act requires public companies to report airthse of so-called conflict minerals originatiingm the Democratic Republic of Congo or
its nine immediate neighbors. Certain minerals camignused in semiconductors are on the list of kkctrmhinerals, and additional minerals
may be added to the list in the future. Complianith these rules, which will require us to disclaag use of these minerals and to obtain an
annual audit of our sourcing and the chain of alsif these minerals, will be time-consuming anstiyo

We may not be able to raise additional capital t@eute on our current or future business opportuiais on favorable terms, if at all, or
without dilution to our stockholders.

We believe that our existing cash and cash equitakevailable credit facilities and cash flows froaor operating activities, will be
sufficient to meet our anticipated cash needstfteast the next 12 months. However, we may needise additional capital to execute on our
current or future business strategies, including to

. invest in our research and development effortsibgdhadditional technical and other person
. expand our operations into new product marketsnemng geographie

. acquire complementary businesses, products, sereicechnologies;

. otherwise pursue our strategic plans and respondrpetitive pressure

We do not know what forms of financing, if any, Mdk available to us. If financing is not available acceptable terms, if and when
needed, our ability to fund our operations, expamdresearch and development, sales and marketimogidns, develop and enhance our
products, respond to unanticipated events, inctydimanticipated opportunities, or otherwise respooncbmpetitive pressures would be
significantly limited. In any such event, our buesis, financial condition and results of operatiomsld be materially harmed, and we may be
unable to continue our operations. Moreover, ifraige additional funds through the issuance oftgauiconvertible debt securities, the
percentage ownership of our stockholders coulddréfieantly diluted, and these newly issued se@gimay have rights, preferences or
privileges senior to those of existing stockholders

Natural disasters, terrorist or cyber attacks, ather catastrophic events could harm our operatiol

Our worldwide operations could be subject to natdisasters and other business disruptions, wtoeiidcharm our future revenue and
financial condition and increase our costs and egee. For example, our corporate headquarters@ufe, California is located near major
earthquake fault lines. Further, a terrorist attangluding one aimed at energy or communicatiofi@structure suppliers or our web-based
monitoring service, could hinder or delay the depetent and sale or performance of our productthdrevent that an earthquake, tsunami,
typhoon, terrorist or cyber attack, or other ndfureanmade or technical catastrophe were to desimgypart of our facilities or those of our
contract manufacturer, destroy or disrupt vitatasfructure systems or interrupt our operatiorseovices for any extended period of time, our
business, financial condition and results of openstwould be materially adversely affected.
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Changes in current or future laws or regulations éhe imposition of new laws or regulations, or nemterpretations thereof, by federal or
state agencies or foreign governments could impaiir ability to compete in international market

Changes in current laws or regulations applicablestor the imposition of new laws and regulationthe United States or other
jurisdictions in which we do business, such as @ankrance, Italy, the United Kingdom, the Benetegion and China, could materially a
adversely affect our business, financial conditiod results of operations. In addition, changesuinproducts or changes in export and import
laws and implementing regulations may create delajfse introduction of new products in internamarkets, prevent our customers from
deploying our products internationally or, in socases, prevent the export or import of our prodtectsertain countries altogether.

For example, the Italian energy authority (AEEQerly enacted a new set of interconnection stalsdar solar energy installations,
which took effect in July 2012. We are currentlyeleping a solution to meet these requirements. éd@n in the event that we cannot
implement our intended solution in the near terettial market available for our microinverter pwots in Italy, and our business as a result,
may be adversely impacted.

While we are not aware of any other current or psagl export or import regulations which would miatsr restrict our ability to sell oL
products in countries such as Canada, France, tteyUnited Kingdom, the Benelux region or Chiaay change in export or import
regulations or related legislation, shift in appo#o the enforcement or scope of existing reguteti or change in the countries, persons or
technologies targeted by these regulations, caddit in decreased use of our products by, or irdeareased ability to export or sell our
products to, existing or potential customers witfeinational operations. In such event, our busiaesl results of operations could be adve
affected.

The market price of our common stock may be volatir may decline regardless of our operating perf@ance.

The market price of our common stock has been aattide subject to wide fluctuations in responseitoong other things, the risk
factors described in this section of this Annuap&¢ on Form 10-K, and other factors beyond outmdnsuch as fluctuations in the valuation
of companies perceived by investors to be comparablis. Furthermore, the stock markets have estqpegd price and volume fluctuations 1
have affected and continue to affect the markeggrof equity securities of many companies. Thiestulations often have been unrelated or
disproportionate to the operating performance o$¢hcompanies. These broad market and industripétions, as well as general economic,
political and market conditions, such as recessiosrest rate changes or international currehgytdations, may negatively affect the market
price of our common stock. In the past, many congsathat have experienced volatility in the maykéte of their stock have been subject to
securities class action litigation. We may becohgetarget of this type of litigation in the futuf&ecurities litigation against us could result in
substantial costs and divert our management'stitefnom other business concerns, which couldosesty harm our business.

Our financial results may vary significantly fromwprter to quarter due to a number of factors, whichay lead to volatility in our stock
price.

Our quarterly revenue and results of operationg havied in the past and may continue to vary Sgamtly from quarter to quarter. This
variability may lead to volatility in our stock pe as research analysts and investors respondge tuarterly fluctuations. These fluctuations
are due to numerous factors, including:

. fluctuations in demand for our produt

. the timing, volume and product mix of sales of purducts, which may have different average seltiriges or profit margin

. changes in our pricing and sales policies or thgng and sales policies of our competit

. our ability to design, manufacture and deliveyducts to our customers in a timely and cost-&ffeananner and that meet
customer requirements;

. our ability to manage our relationships with ounttact manufacturers, customers and supp

. quality control or yield problems in our manufadbgy operations

. the anticipation, announcement or introductionee or enhanced products by our competitors ansebuas

. reductions in the retail price of electric

. changes in laws, regulations and policies appli to our business and products, particularigehelating to government

incentives for solar energy applications;

. unanticipated increases in costs or expe
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. the amount and timing of operating costs andtabgxpenditures related to the maintenance apdmesion of our business
operations;

. the impact of governmesonsored programs on our custorn

. our exposure to the credit risks of our custanparticularly in light of the fact that some afr@ustomers are relatively new
entrants to the solar market without long operatingredit histories;

. our ability to estimate future warranty obligatiahge to product failure rates, claim rates or regiaent cost

. our ability to forecast our customer demand, mattufing requirements and manage our inven

. fluctuations in our gross prot

. our ability to predict our revenue and plan ourenges appropriately; a

. fluctuations in foreign currency exchange re

The foregoing factors are difficult to forecastdahese, as well as other factors, could materaily adversely affect our quarterly and
annual results of operations. Any failure to adgmnding quickly enough to compensate for a rexahortfall could magnify the adverse
impact of this revenue shortfall on our result®pérations. Moreover, our results of operations matymeet our announced guidance or the
expectations of research analysts or investomshich case the price of our common stock could sz significantly. There can be no
assurance that we will be able to successfully esidthese risks.

If research analysts do not publish research abauir business or if they issue unfavorable commenmntar downgrade our common stoc
our stock price and trading volume could decline.

The trading market for our common stock depengsaith on the research and reports that researciisas@lublish about us and our
business. The price of our common stock could dedfione or more research analysts downgradetook sr if those analysts issue other
unfavorable commentary or cease publishing redrtait us or our business. If one or more of thearesh analysts ceases coverage of our
company or fails to publish reports on us reguladtsmand for our common stock could decrease, wduakd cause our stock price or trading
volume to decline.

Our principal stockholders, executive officers aumlitectors own a significant percentage of our stg@nd they may take actions that our
stockholders may not view as benefici

As of February 28, 2013, our executive officeisgators, greater than 5% stockholders and entitiasare affiliated with them,
beneficially owned approximately 47% of our outstiagg common stock. This significant concentratiéislvare ownership may adversely
affect the trading price for our common stock beeaimvestors often perceive disadvantages in owstimgk in companies with controlling
stockholders. Also, as a result, these stockhgldetig together, may be able to control our mensnt and affairs and matters requiring
stockholder approval, including the election ofdiors and approval of significant corporate tratisas, such as mergers, consolidations c
sale of substantially all of our assets. Consedyethis concentration of ownership may have tHeafof delaying or preventing a change in
control, including a merger, consolidation or othasiness combination involving us, or discouragimgptential acquirer from making a tendel
offer or otherwise attempting to obtain controleeyf this change in control would benefit our atetockholders.

Sales of a substantial number of shares of our coomstock in the public market by our existing stdudders could cause our stock price
fall.

Sales of a substantial number of shares of our camstock in the public market or the perception thase sales might occur, could
depress the market price of our common stock antiémpair our ability to raise capital through thede of additional equity securities. We
unable to predict the effect that sales may havihemprevailing market price of our common stock.ok February 28, 2013, we had
approximately 41.2 million shares of common stoatstanding, all of which are eligible for sale iretpublic market, subject in some cases to
the volume limitations and manner of sale requinetsef Rule 144 under the Securities Act. Salest@tk by our stockholders could have a
material adverse effect on the trading price ofaammon stock.

Certain holders of our securities are entitleddbts with respect to the registration of theirrglsaunder the Securities Act. Registration
of these shares under the Securities Act wouldtresthe shares becoming freely tradable with@striction under the Securities Act. Any
sales of securities by these stockholders coule hawaterial adverse effect on the trading priceuofcommon stock.
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We currently do not intend to pay dividends on aaommon stock and, consequently, your only opportyridb achieve a return on your
investment is if the price of our common stock apprates.

We currently do not plan to declare dividends oareh of our common stock in the foreseeable futaraddition, the terms of our bank
loan agreements restrict our ability to pay dividenConsequently, an investor's only opportunitgdbieve a return on its investment in our
company will be if the market price of our commaock appreciates and the investor sells its sretragrofit.

Our charter documents and Delaware law could prevartakeover that stockholders consider favorabtedacould also reduce the market
price of our stock

Our certificate of incorporation and our bylaws t@in provisions that could delay or prevent a climgcontrol of our company. These
provisions could also make it more difficult fooskholders to elect directors and take other catgoactions, including effecting changes in
our management. These provisions include:

. providing for a classified board of directorgtwstaggered, three-year terms, which could ddlayability of stockholders to
change the membership of a majority of our boardim@ctors;

. not providing for cumulative voting in the elmat of directors, which limits the ability of minity stockholders to elect directory
candidates;

. authorizing our board of directors to issue hwiit stockholder approval, preferred stock rigletsiar to those of common stock,

which could be used to significantly dilute the @sship of a hostile acquiror;

. prohibiting stockholder action by written consamhich forces stockholder action to be takennafmnual or special meeting of
our stockholders;

. requiring the affirmative vote of holders ofl@ast 66 2/3% of the voting power of all of thertfeutstanding shares of voting
stock, voting as a single class, to amend provésafrour certificate of incorporation relating teetmanagement of our business,
our board of directors, stockholder action by werittonsent, advance notification of stockholderinations and proposals, fort
selection and the liability of our directors, oramend our bylaws, which may inhibit the abilitysbbckholders or an acquiror to
effect such amendments to facilitate changes inag@ment or an unsolicited takeover attempt;

. requiring special meetings of stockholders maly de called by our chairman of the board, if amy;, chief executive officer, our
president or a majority of our board of directavhjch could delay the ability of our stockholdessorce consideration of a
proposal or to take action, including the removalicectors; and

. requiring advance notification of stockholdenrinations and proposals, which may discourage tardepotential acquiror from
conducting a solicitation of proxies to elect tlog@ror's own slate of directors or otherwise afiéng to obtain control of us.

In addition, the provisions of Section 203 of theldwvare General Corporate Law may prohibit largeldtolders, in particular those
owning 15% or more of our outstanding common stéwkn engaging in certain business combinationbavit approval of substantially all of
our stockholders for a certain period of time.

These provisions in our certificate of incorporatiour bylaws and under Delaware law could disogeiotential takeover attempts,
reduce the price that investors might be willingp&y for shares of our common stock in the futune esult in the market price being lower
than it would be without these provisions.

Iltem 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our corporate headquarters occupy approximatelj0@6square feet in Petaluma, California under sel¢hat expires in April 2022 and
accommodates our principal engineering, sales, etiak operations and finance and administrativiidies. In addition to our corporate
headquarters in Petaluma, as of December 31, 28 Based office space in Boise, Idaho, Santa OGakfornia, the United Kingdom,
France, Italy, China and New Zealand. These regjiacdities total approximately 136,000 squaretfed this time, we believe our facilities
are adequate for our near term operational anchessineeds.
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Item 3. Legal Proceedings

From time to time, we may be involved in litigaticelating to claims arising out of our operatione are not currently involved in any
material legal proceedings. We may, however, beliad in material legal proceedings in the fut@®ech matters are subject to uncertainty
and there can be no assurance that such legalggiogs will not have a material adverse effect onkbmsiness, results of operations, financial
position or cash flows.

Item 4. Mine Safety Disclosures

Not applicable.
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PART Il

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

Our common stock has been traded on The NASDAQ d@Mdlarket under the symbol “ENPH” since March 3012. The following
table sets forth the range of high and low salespmper share of our common stock as reported@NASDAQ Global Market for the
quarterly periods of 2012.

Price Range
High Low
Quarter Ended
March 31, 2012 (from March 30, 201:$ 82/ $ 7.0¢€
June 30, 2012 9.57 4.9C
September 31, 2012 6.8¢ 4.0t
December 31, 2012 4.2¢ 1.92

Holders

As of February 28, 2013, there were approxima@éiolders of record of our common stock.

Dividends

To date, we have not paid any cash dividends or@mmon stock. We currently anticipate that we vathin any available funds to
finance the growth and operation of our busineskvas do not anticipate paying any cash dividendhénforeseeable future. Certain preser
future agreements may limit or prevent the paynoéutividends on our common stock. For example,loan and security agreement and cr
agreement with Hercules and Wells Fargo, respdgtipeohibit the payment of dividends.

Recent Sales of Unregistered Securities
None.

Use of Proceeds from Public Offering of Common Stéc

On March 29, 2012, our registration statements amFS-1 (Registration Nos. 333-174925 and 388467) were declared effective
the SEC for our initial public offering, pursuamt which we registered 10,315,151 shares of comnmek o be sold by us. The stock \
offered at $6.00 per share. Our common stock cometetrading on March 30, 2012. The offering closadApril 4, 2012 after the sale of
10,315,151 shares registered, including 1,345,#454es sold pursuant to the owaletment option granted by the Company to the nndters
As a result, we received net proceeds of approxlyai53.8 million, after underwriters' discounts agproximately $3.3 million and ott
direct offering expenses of $4.8 million. Morgami8ey & Co. LLC, Merrill Lynch, Pierce, Fenner & &mIncorporated and Deutsche Bi
Securities Inc. acted as joint boakaning managers for the offering. Jefferies & Camy Inc. acted as joint lead manager, and Lazagit&
Markets LLC and ThinkEquity LLC acted as nmnagers. No offering expenses were paid directigdirectly to our directors, officers or th
associates, or to persons owning 10% or more ob&pyr equity securities.

As of the date of this report, there has been ntenad change in the use of proceeds from ourahjiublic offering as described in «
final prospectus filed with the SEC pursuant toedR424(b).
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Stock Performance Graph

This graph shall not be deemed “filed” for purposéSection 18 of the Securities and Exchange Ad984 (the Exchange Act) or
otherwise subject to the liabilities of that sestioor shall it be deemed incorporated by referémeay filing under the Securities Act of 1933
or the Exchange Act, regardless of any generarparation language in such filing.

The graph depicted below shows a comparison of tatme total stockholder returns for our commorckidhe Russell 2000 and the
Guggenheim Solar Index for the period from MarchZ2®12 (the date before our common stock begamtyazh the NASDAQ Global Marke
to December 31, 2012. An investment of $100 israsslito have been made in our common stock andchmiadex on March 29, 2012 and its
relative performance is tracked through Decembef812. The information shown is historical andd$ necessarily indicative of future
performance.

Enphase Stock Price vs. Indices March 29 - December 31, 2012
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—@— Enphase Energy - I - Russell 2000 Index - A~ Guggenheim Solar Index
3/29 6/30 9/30 12/31

Enphase Energy, Inc. $ 100.0( $ 103.6° $ 69.0C $ 60.8:
Russell 2000 Index $ 100.0C $ 96.0f $ 101.1C % 102.97
Guggenheim Solar Index  $ 100.0C $ 73.98 $ 67.2¢ $ 62.2¢€
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Iltem 6. Selected Consolidated Financial Data

The information set forth below for the five yearsled December 31, 2012 is not necessarily ingiati results of future operations,
and should be read in conjunction with ItenM&nagement's Discussion and Analysis of Financ@dition and Results of Operationand
the consolidated financial statements and relatégsrthereto included in Item 8pnsolidated Financial Statements and Supplemeraty,
of this Annual Report on Form 10-K to fully undenst the factors that may affect the comparabilitshe information presented below.

Year Ended December 31,

2012 2011 2010 2009 2008

(in thousands, except per share data)
Consolidated Statement of Operations Data:

Net revenues $ 216,67¢ $ 149,52 $ 61,66 $ 20,19 $ 1,66¢
Cost of revenues 161,39( 120,45: 55,15¢ 23,22: 7,47¢
Gross profit (loss) 55,28¢ 29,06¢ 6,50z (3,029 (5,807
Operating expenses:
Research and development 35,60: 25,09¢ 14,29¢ 8,411 5,35¢
Sales and marketing 25,97: 17,45« 6,55¢ 2,651 1,80¢
General and administrative 24,87¢ 15,22¢ 6,36¢ 2,60: 1,727
Total operating expenses 86,44¢ 57,78 27,21¢ 13,66¢ 8,89(
Loss from operations (31,167 (28,717 (20,717 (16,699 (14,697
Other income (expense), net:
Interest income 17 4 39 12t 20¢€
Interest expense (6,436 (3,006 (9149) (35€) (9
Other income (expense) 13 (57€) (18%) — @
Total other income (expense), net (6,406 (3,579 (1,060 (231) 19¢€
Loss before income taxes (37,567 (32,290 (22,777 (16,925 (14,509
Provision for income taxes (657) — — — —
Net loss attributable to common stockholders $ (38,219 $ (32,290 $ 21,77) $ (16,92 $ (14,50
Net loss per share attributable to common stockdre|d
basic and diluted $ 129 $ (25.79) % (28.9¢) $ (25.92) $ (24.70)
Shares used in computing net loss per share athl@ito
common stockholders, basic and diluted 30,74( 1,25¢ 752 652 587

As of December 31,
2012 2011 2010 2009 2008

(in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents $ 4529 % 51,52¢ % 39,99 % 8,64: $ 4,13¢
Working capital 61,14: 29,41° 39,75 11,00¢ 2,521
Total assets 122,29: 106,24. 59,50¢ 20,94% 8,71(
Term loans 11,06! 14,677 6,90: 411 571
Convertible notes — 19,20: — — —
Convertible preferred stock — 93,59¢ 93,59¢ 47,85¢ 21,87
Total stockholders’ equity 56,65 13,97 38,48: 13,621 4,35:
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Item 7. Managemen’s Discussion and Analysis of Financial Condition rad Results of Operations

Forward-Looking Statements

The following discussion and analysis of our finahcondition and results of operations should bad together with our consolidated
financial statements and related notes appearisgwhere in this Annual Report on Forn-K This discussion contains forward-looking
statements reflecting our current expectations iawdlves risks and uncertainties. In some caseas cam identify forward-looking statements
by terminology such as “may,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “intend,” “potential” or
“continue” or the negative of these terms or otlsemparable terminology. For example, statementandigg our expectations as to future
financial performance, expense levels and liquiddyrces are forwarlooking statements. Our actual results and thenipof events may
differ materially from those discussed in our forddooking statements as a result of various fagtamcluding those discussed below and
those discussed in the section entitled “Risk Fadtand elsewhere in this report.

” o« ” o« LI ” o« " ow ” o« ” o« LT

Overview

We deliver microinverter technology for the soladustry that increases energy production, simglifiesign and installation, improves
system uptime and reliability, reduces fire saféti and provides a platform for intelligent energgnagement. We were founded in March
2006 and have grown rapidly to become the marlaetdein the microinverter category. Since our fa@nmercial shipment in mid-2008, we
have sold over 3,000,000 microinverters as of D@81, 2012. Our products are certified for iflatedn in the United States, Canada,
France, the United Kingdom, Italy and the Benekgion.

We sell our microinverter systems primarily to disiitors who resell them to solar installers. Waoaell directly to large installers and
through original equipment manufacturers (“OEMaiid strategic partners. U.S. net revenues hawericesily comprised more than 85% of «
business, with the remainder from Canada and Europe

We have experienced significant revenue growthesma first commercial shipment in mid-2008. Our revenues were $ 216.7
million , $149.5 million and $61.7 million for 201,2011 and 2010 , respectively, which reflectspgeenarket penetration and broader
acceptance of microinverter technology. We incurretliosses of $38.2 million , $32.3 million andL$million for 2012 , 2011 and 2010 ,
respectively, as we invested significant resoutocetevelop new product offerings and focused dticatiresearch and development activities
required to reduce product costs, increase perfiocemand foster innovation. We also expanded ouratip@s into new product markets and
geographies and invested in our operational infuagire to support anticipated growth.

Our full-time employee headcount has grown from @6Becember 31, 2010, to 298 at December 31, aadito 384 at December 31,
2012. We do not expect similar growth rates in lteadt in the near term. We believe the investmeetfiave made in our corporate
infrastructure will enable us to deliver higherdés/of net revenues without proportionate increasessearch and development, sales and
marketing, and general and administrative expenses.

Components of Consolidated Statements of Operations
Net Revenues

We generate net revenues from sales of our micesier systems, which include microinverter units Emvoy communications gateway
device, and our Enlighten web-based monitoringiserWe sell to distributors, large installers, O£&hd strategic partners.

Our revenue is affected by changes in the volundeaaerage selling prices of our microinverter systedriven by supply and demand,
sales incentives, and competitive product offerifi@sr revenue growth is dependent on our abilitsneoket our products in a manner that
increases awareness for microinverter technoldgycontinual development and introduction of neadpcts to meet the changing technology
and performance requirements of our customersttandiversification and expansion of our revenuseba

Cost of Revenues and Gross Profit

Cost of revenues is comprised primarily of prodragts, warranty, manufacturing personnel and lmgistosts, depreciation and
amortization of test equipment and hosting servimesss. Our product costs are impacted by techiwabipnovations, such as advances in
semiconductor integration and new product introidnst, economies of scale resulting in lower comporests, and improvements in
production processes and automation. Certain gmstsarily personnel and depreciation and amotitzadf test equipment, are not directly
affected by sales volume.
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We outsource our manufacturing to third-party cacttmanufacturers and generally negotiate prodicihg with them on a quarterly
basis. In addition, a contract manufacturer alseeseas our logistics provider by warehousing aglivering our products in North America
and Europe. We believe our contract manufacturartners have sufficient production capacity to nteetgrowing demand for our products
for the foreseeable future. However, shortagebarsupply of certain key raw materials could adsfgraffect our ability to meet customer
demand for our products.

Gross profit may vary from quarter to quarter angrimarily affected by our average selling prigasduct cost, product mix, warranty
costs and sales volume fluctuations resulting fss@sonality.

Operating Expenses

Operating expenses consist of research and develdpsales and marketing and general and admitivgtrexpenses. Personnel-related
costs are the most significant component of eathesfe expense categories and include salariesfitsepayroll taxes, recruiting costs, sales
commissions and stock-based compensation. We bdlevinvestments we have made in our corporatasinticture will enable us to deliver
higher levels of net revenues without proportioriateeases in research and development, sales ariettimg, and general and administrative
expenses.

Research and development expense includes persataield expenses such as salaries, stock-basqzkosation and employee
benefits. Research and development employees gagjed in the design and development of power eleicts, semiconductors, powerline
communications and networking and software funeibyp Research and development expense also iesltdrd-party design and
development costs, testing and evaluation cospsedmtion expense and other indirect costs. Wetdesubstantial resources in ongoing
research and development programs that focus cameeriments to and cost efficiencies in our exigtirmglucts and timely development of new
products that utilize technological innovation tivd down product costs and enhance reliability. itWend to continue to invest substantial
resources in our research and development effedsuse we believe they are critical to maintaimingcompetitive position.

Sales and marketing expense consists primarilyerfgnnel-related expenses such as salaries, coimnsisstock-based compensation,
employee benefits and travel. It also includesdrsitbws, marketing, customer support and otherdgodcosts. We expect to continue to make
the necessary investments to enable us to exeautrategy to increase our market penetration iggbdcally and into new markets by
expanding our customer base of distributors, largellers, OEMs and strategic partners. Histoljcalubstantially all of our sales have bee
the United States and Canada. We began sellind-natace, Italy and the Benelux region in the fowytlarter of 2011 and commenced volume
shipments to such regions in the second quart2®@®b2. In addition, we opened a sales office inUhéed Kingdom during the second quarter
of 2012 and began shipping products to the Unitedjfom in the third quarter of 2012. We believe itheestments we have made in sales an
marketing to date will enable us to deliver higlesels of net revenues without proportionate insesafrom current levels of sales and
marketing expenses. However, we expect to contimespand the geographic reach of our product iofffisrand explore new sales channels ir
addressable markets in the future.

General and administrative expense consists pilynafrsalaries, stock-based compensation and eraplbgnefits for personnel related
to our executive, finance, human resources, inftiondaechnology and legal organizations. Generdl@ministrative expense also includes
facilities costs and fees for professional serviegsfessional services consist primarily of owtdihal, accounting and information technology
consulting costs. We believe the investments we maade in our corporate infrastructure to date evidble us to deliver higher levels of net
revenues without proportionate increases from atitevels of general and administrative expenses.

Other Income (Expense), Net

Other income (expense), net includes interest imcominvested cash balances and interest expersm@aumts outstanding under our
credit and convertible note facilities and non-ciadérest expense related to the amortization bf dscounts and deferred financing costs.
Other income (expense), net also includes markddket adjustments to record our preferred stockamas at fair value prior to our initial
public offering of our common stock, or IPO, whiglkere issued in conjunction with credit facilities, well as losses or gains on conversion of
non-U.S. dollar transactions into U.S. dollars &aréign currency forward contracts.

Provision for Income Taxes

We are subject to income taxes in the countriegevive sell our products. Historically, we have iity been subject to taxation in the
United States because we have sold the vast myapdritur products to customers in the United StaAsswve have expanded the sale of
products to customers outside the United Statefiave become subject to taxation
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based on the foreign statutory rates in the coemtrihere these sales took place. As sales in fojeiggdictions increase in the future, our
effective tax rate may fluctuate accordingly. Weédaot recorded any U.S. federal or state incom@tavision for any of the periods
presented because we have experienced operatsaslsmce inception. In 2012, a provision for inedaxes of $0.7 million has been
recognized related to our foreign operations. @uthé history of losses we have generated sin@ption, we have recorded a full valuation
allowance on our net deferred tax assets.

Summary Consolidated Statements of Operations

The following table sets forth a summary of our smidated statements of operations for the penwdsented (in thousands):

Year Ended December 31,

2012 2011 2010
Net revenues $ 216,67¢ $ 149,527 $ 61,66:
Cost of revenues 161,39( 120,45- 55,15¢
Gross profit 55,28¢ 29,06¢ 6,50:
Operating expenses:
Research and development 35,60: 25,09¢ 14,29¢
Sales and marketing 25,97: 17,45¢ 6,55¢
General and administrative 24,87 15,22¢ 6,365
Total operating expenses 86,44¢ 57,78 27,21¢
Loss from operations (31,167 (28,717) (20,717
Other expense, net (6,40¢) (3,57%) (1,060)
Loss before income taxes (37,567 (32,290 (21,777)
Provision for income taxes (6517) — —
Net loss $ (38,219 $ (32,290 $ (21,77
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Comparison of 2012 , 2011 and 2010

Net Revenues

Year Ended December 31, Change in Year Ended December 31, Change in
2012 2011 $ % 2011 2010 $ %
(In thousands, except percentages) (In thousands, except percentages)
Net revenues $ 216,67¢ $ 149,520 $ 67,15¢ 45% $ 149,520 $ 61,66 $ 87,86: 142%

2012 Compared to 201Net revenues increased by 45% to $216.7 milliok0h2 compared to 2011. The increase in net revenass
primarily due to the increase in the overall voluofi®ur products shipped. The number of microireeunits sold increased by 51% from
approximately 1,002,000 units in 2011, to approxetal,510,000 units in 2012. The overall increimsenits sold was attributable primarily to
sales of our third generation microinverter, whighs introduced during the second quarter of 201 &ddition, the increase in unit sales was
driven by deeper penetration of our existing cugtiobase, the addition of new customers, and braaztsptance of our products resulting
from, among other factors, investments made irssatel marketing. During 2012, we continued to grpee a modest decline in the average
selling price of our microinverters. The declineaiverage selling price reflects and is consistatit iecent trends in the solar industry.

2011 Compared to 2010let revenues increased by 142% to $149.5 millio20hl compared to 2010 . The increase in net resewmas
primarily due to the increase in the overall voluofi®ur products shipped. The number of microirsednits sold increased by 142% from
approximately 414,000 units in 2010, to approxiryate002,000 units in 2011. The overall increasanits sold was attributable primarily to
sales of our third generation microinverter, whigds introduced during the second quarter of 201 &ddition, the increase in unit sales was
driven by deeper penetration of our existing custobase, the addition of new customers, and braaztsptance of our products resulting
from, among other factors, investments made irssahel marketing.

Cost of Revenues and Gross Margin

Year Ended December 31, Change in Year Ended December 31, Change in
2012 2011 $ % 2011 2010 $ %
(In thousands, except percentages) (In thousands, except percentages)
Cost of revenues $ 161,39C $ 120,45: $ 40,93¢ 34% $ 120,45¢ $ 55,15¢ $ 65,29t 11&%
Gross profit 55,28¢ 29,06¢ 26,21¢ 9C% 29,06¢ 6,50z 22,56, 347%
Gross margin 25.5% 19.0% 19.4% 10.5%

2012 Compared to 201Cost of revenues increased by 34% in 2012, as cadpa 2011. The increase in cost of revenues was
primarily due to an increase in the number of miorerter units sold to customers, consistent withaverall increase in net revenues as
described above. Gross profit increased by 9099ir22as compared to 2011, primarily due to incréaseenue. Gross margin increased by 6
percentage points to 25.5% in 2012, as comparé@.4% in 2011. The increase was primarily driveral®/percentage point increase from a
larger mix of our higher-margin third generatiorcroinverter, which has a lower per unit manufacigicost than our second generation
microinverter. The lower per unit cost was achieggtharily through design enhancements, which teduh a higher level of semiconductor
integration, and improved efficiencies on increagemtiuction volume. In addition, gross margin im0 by 2 percentage points in 2012 as a
result of a reduction in usage of expedited aiigfrefor finished goods due to improvements inwdaly scheduling. These increases were
partially offset by a 4 percentage point reductimigross margin due to a net increase in warraxpggrese primarily attributable to changes in
estimates to warranty obligations associated withpoevious generation products.

2011 Compared to 201Q@ost of revenues increased by 118% in 2011, as amdpo 2010. The increase in cost of revenues was
primarily due to an increase in the number of niforerter units sold to customers, consistent wighdverall increase in net revenues as
described above. Gross profit increased by 3#4v2012, as compared to 2011, primarily due togased revenue. Gross margin increased
percentage points to 19.4% in 2011 compared t@4@52010. Substantially all of this increase ingg margin was driven by sales of our
higher-margin third generation microinverter, whimcame available in June 2011and has a lowemsemanufacturing cost than our second
generation microinverter. The increase in grosgyinaras partially offset by a 2 percentage poictéase in usage of expedited air-freight for
finished goods and an 1 percentage point increasiranty expense.
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Research and Development

Year Ended December 31, Change in Year Ended December 31, Change in
2012 2011 $ % 2011 2010 $ %
(In thousands, except percentages) (In thousands, except percentages)
Research and development $ 35,60. $ 25,09¢ $ 10,50: 42% $ 25,09¢ $ 14,29¢ $ 10,80¢ 76%
Percentage of net revenues 16% 17% 17% 23%

2012 Compared to 201Research and development expenses increased y$illlon in 2012 as compared to 2011, primarileda a
$7.8 million increase in personnel-related costa eesult of increases in research and developheattcount. The increase in headcount
reflects our continuing investment in enhancemehexisting products, as well as efforts to brirgwproducts to market. In addition, the use
of outside services for the development of new peteland depreciation and amortization relate@search and development equipment
increased by $1.6 million and $1.0 million, respedy, as compared to the prior year period.

2011 Compared to 201®Research and development expenses increased [8/$illlon in 2011 as compared to 2010, primarilyeda a
$7.1 million increase in personnel-related costa eessult of increases in research and developheaticount. The increase in headcount
reflects our continuing investment in enhancemehexisting products as well as efforts to bringvrEroducts to market, including our third
generation microinverter. In addition, depreciatéord amortization related to research and developeguipment and the use of outside
services for the development of new products irsgddy $2.2 million and $1.4 million, respectivedg, compared to the prior year period.

Sales and Marketing

Year Ended December 31, Change in Year Ended December 31, Change in
2012 2011 $ % 2011 2010 $ %
(In thousands, except percentages) (In thousands, except percentages)
Sales and marketing $ 2597 $ 17,45¢ $ 8,51¢ 4%% $ 17,45 $ 6,55¢ $ 10,89¢ 16€%
Percentage of net revenues 12% 12% 12% 11%

2012 Compared to 2018ales and marketing expenses increased by $8i6miill 2012 as compared to 2011, primarily duentweases
in sales and marketing headcount to support highless volumes and international expansion. Persgataed costs increased by $6.5 milli
which included a $2.4 million increase due to addg in sales and marketing headcount for inteonatilocations. Costs related to trade
shows, the use of outside services and facilit&ted costs contributed an additional $1.0 millthe increase in 2012. In addition, bad debt
expense increased by $0.9 million in 2012 as coatptr 2011.

2011 Compared to 201&ales and marketing expenses increased by $10i8miil 2011 as compared to 2010, primarily due to
increases in sales and marketing headcount to supigber sales volumes and international expangtensonnel-related costs increased by
$8.1 million, which included a $2.3 million increadue to additions in sales and marketing headdouirtternational locations. In addition,
costs related to trade shows, the use of outsidéces and other facilities related costs contebuan additional $1.2 million, $1.1 million and
$0.5 million, respectively, to the increase in 2011
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General and Administrative

Year Ended December 31, Change in Year Ended December 31, Change in
2012 2011 $ % 2011 2010 $ %
(In thousands, except percentages) (In thousands, except percentages)
General and administrative $ 24,87 $ 1522¢ $ 9,64i 63% $ 1522¢ $ 6,36t $ 8,868 13<%
Percentage of net revenues 11% 10% 1C% 10%

2012 Compared to 201General and administrative expenses increased Byn§iflion in 2012 as compared to 2011, primaribedo a
$3.6 million increase in personnel-related costa essult of increases in general and adminisedteadcount and a $2.8 million increase in
accounting, legal and other professional servigesrred to assist us with building an infrastruetto support operating as a public compan
addition, depreciation and amortization and faesitcosts contributed $2.4 million to the incredse to increased capital expenditures and
facilities costs incurred to support our increakeddcount and the expansion of our operationsrdinaining $0.8 million of the increase was
attributable to insurance and other corporate esg®n

2011 Compared to 201General and administrative expenses increased Byr$ilion in 2011 as compared to 2010, primaribedo a
$4.7 million increase in personnel-related costa essult of increases in general and adminisgdteadcount and a $2.5 million increase in
accounting, legal and other professional servicesried to assist us with building an infrastruetto support public company requirements. Ir
addition, depreciation and amortization and faesitcosts contributed $1.7 million to the increms2011 compared to 2010 as a result of
increased capital expenditures and facilities ciostsrred to support our increased headcount am@xpansion of our operations.

Other Income (Expense), Net

Year Ended December 31, Change in Year Ended December 31, Change in
2012 2011 $ % 2011 2010 $ %
(In thousands, except percentages) (In thousands, except percentages)
Other income/(expense), net $ (6,406) $ (3,578 $ (2,82¢ 7% $ (3579 $ (1,060 $ (2,51% 23¢%

2012 Compared to 201 0ther expense increased by $2.8 million in 201€amspared to 2011. The increase was attributabde$h®.4
million increase in interest expense from writesadf deferred financing costs and debt discoumt lesult of the early extinguishment of
convertible debt and term loans and the terminaifomrevolving line of credit. In addition, foreigurrency losses contributed $0.4 million to
the increase. The increases were partially offget $0.8 million decrease in the fair value of oanvertible preferred stock warrant prior to
liability being reclassified as equity upon our IPO

2011 Compared to 201@ther expense increased by $2.5 million in 201dcaspared to 2010. This increase was primarily duemnt
increase in interest expense from higher debt bakand non-cash interest charges. Non-cash intdragjes totaled $1.8 million and $0.1
million for 2011 and 2010, respectively, and cotexisof amortization of debt discounts as well adqiakind interest on our convertible not
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Liquidity and Capital Resources

Prior to our IPO in April 2012, we funded our optéras primarily through private placements of caride preferred stock and
convertible notes, and proceeds from term loansA@ni 4, 2012, we completed our IPO, in which wsued and sold 10,315,151 shares o
common stock and received net proceeds of appraeiyn®53.8 million. As of December 31, 2012 , wel I$45.3 million in cash and cash
equivalents, which are held primarily in bank defsand money market accounts, and $61.1 milliowanking capital. The following table
summarizes our cash flows for the periods indicated

Year Ended December 31,

2012 2011 2010
(In thousands)
Net cash used in operating activities $ (44,64%) $ (367) $ (17,857)
Net cash used in investing activities (12,990 (14,66:) (3,262)
Net cash provided by financing activities 51,43¢ 26,48. 52,46

Net Cash Used in Operating Activities

We have experienced negative operating cash flewgeainvested significant resources to develop mewsluct offerings and focused on
critical research and development activities rezfito reduce product costs, increase performaratéoster innovation. In addition, we used
cash to expand our operations into new product etarknd geographies and invested in our operatiofiabtructure to support the growth of
our business.

For 2012, net cash used in operating activities $4as6 million primarily resulting from a net los§$38.2 million . The net loss was
partially offset by non-cash items including, degméon and amortization of $5.6 million , stocksed compensation of $4.8 million and
interest expense of $4.8 million . In addition, &ffect of changes in net operating assets anditieb resulted in the use of cash totaling $22.2
million .

The primary use of cash from changes in net opayassets and liabilities was attributable to a®@illion decrease in deferred
revenues, which was primarily due to shipmentsrofipcts during 2012 for which upfront payments 289 million were received from
customers in December 2011, as discussed beloaddition, other uses of cash from changes in netating assets and liabilities included an
$11.0 million increase in accounts receivable an8&6 million increase in inventorglated purchases, both consistent with the ovgraiith
of our business in 2012 as compared to 2011. Gifigethese uses of cash was an increase in accpaydble of $16.8 millionwhich was als
driven by the growth of our business.

For 2011, notwithstanding a net loss of $32.3 omillj net cash used in operating activities appraiéeh break-even primarily due to a
$25.4 million increase in deferred revenues. Indbalcer 2011, we entered into several agreementdltmigroinverters to customers, with
product delivery in 2012. These agreements wereidygart, to the anticipated expiration of certgavernment incentives for investments in
renewable energy projects on December 31, 201dr. frDecember 31, 2011, we received $29.4 miliiocash in advance from these
customers, of which $6.4 million and $23.0 millimere recorded as revenues and deferred revensgesctively. Our net loss included non-
cash charges in the form of depreciation and agaiitin of $3.0 million, stock-based compensatioff2fl million and non-cash interest
expense of $1.8 million related to the amortizatibebt discounts and deferred financing costangbs in working capital items other than
deferred revenues used $1.0 million of operatirghdbow and consisted of increases in accountsvaile, inventory and prepaid and other
assets offset by increases in accounts payablethrdaccrued liabilities.

For 2010, net cash used in operating activities $18s9 million primarily resulting from a net los$21.8 million offset by the effect of
non-cash expenses of $1.6 million associated vafiretiation and amortization and $0.8 million iocétbased compensation. Additionally,
the primary source of cash from changes in ouppetating assets and liabilities was attributabla $1.4 million increase in deferred
revenues.

Net Cash Used in Investing Activities
Net cash used in investing activities primarilyatek to capital expenditures to support our growth.

For 2012, net cash used in investing activitie$X8.0 million included purchases of manufacturiegt equipment and expenditures on
leasehold improvements and furniture and fixturesannection with our relocation to a new headaudeicility.

For 2011, net cash used in investing activitie$1f.7 million included purchases of manufacturiest quipment and
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the development of software for internal use.

For 2010, net cash used in investing activitie$38 million included cash outlays for leaseholghiovements at our corporate offices,
manufacturing test equipment, lab equipment foeaesh and development, and the development of addtfor internal use.

Net Cash Provided by Financing Activities

For 2012, net cash provided by financing activipesarily consisted of net proceeds of $56.4 miilreceived from our IPO, after
deducting underwriting discounts and commissiortsa@her offering costs paid during 2012. Cash usdthancing activities consisted of
$14.1 million in principal repayments of term loaargd $1.0 million in financing costs associatechweitering into new credit facilities in
November 2012. This was partially offset$10.0 million in proceeds from term loan borrowings

For 2011, net cash provided by financing activitessisted of $19.7 million in net proceeds recgifrem the issuance of our converti
notes, $9.3 million in net proceeds from an equipini@ancing facility and term loans, and $1.9 roiil from the sale of common stock
partially offset by $2.6 million in direct costscimred in connection with the preparation of owistration statement and $2.0 million relate:
payments on our term loans and capital lease dldiga

For 2010, net cash provided by financing activiieasisted of $45.7 million in net proceeds recgifrem our Series E convertible
preferred stock issuance and $7.0 million fromrentlan.

Debt Obligations

Our debt obligations are summarized below. As afdbeber 31, 2012, we were in compliance with alunesg financial covenants of @
debt facilities.

Wells Fargo Bank, N.A.—On November 7, 2012, we entered into a new $50l®mrevolving credit facility (the “Revolver”) wih
Wells Fargo. The Revolver matures on November I520he amount of loans available to be drawn utiteRevolver is subject to a
borrowing base calculation that limits availabilitya percentage of eligible domestic accountsivabée plus a percentage of the value of
eligible domestic inventory, less certain reserWéslls Fargo and Hercules are parties to an irgditar agreement, pursuant to which Herc
has a first lien on certain of our assets and arsgkpriority on our other assets. Subject to therareditor agreement, loans under the Revolve
are secured by a pledge of substantially all osetsother than intellectual property. Loans utideRevolver bear interest in cash at an an
rate equal to, at our option, either LIBOR or asbaate” that is comprised of, among other thitigs prime rate, plus a margin that is betweer
1.5% and 4.25% depending on the currency borroweddtee specific term of repayment. The Revolvertaimis customary affirmative and
negative covenants and events of default, and regjus to maintain at least $15.0 million of ligtyicat all times, of which at least $8.0 million
must be undrawn availability. As of December 3112021.2 million was available for borrowing and have not drawn any loans under the
Revolver.

Hercules Technology Growth Capital— On November 7, 2012 , we entered into a loans&edrity agreement with Hercules, pursuan
to which we borrowed $7.4 million (the "Initial TrarLoan") and may borrow an additional $15.6 milliarterm loans (the "Additional Term
Loans"). Borrowings under the Initial Term Loan amy Additional Term Loans are subject to certaistemary conditions precedent
(including, in the case of Additional Term Loansay-to-date achievement of at least 70% of projeE®ITDA and revenue), and are only
available for drawing during the 15-day perioddaling delivery to Hercules of our quarterly finaalcstatements for fiscal 2013 . In addition,
the Additional Term Loans must be drawn, if at adif later than March 31, 2014. We used the praceéthe Initial Term Loan to replenish
cash on hand, which had previously been used tyrége approximately $7.5 milliagn outstanding term loans owed Horizon. Loans urlde
Hercules facility bear interest at an annual raggaéto the higher of (i) the prime rate plus 8.2684b) 11.5% . All loans under the Hercules
facility will mature on August 1, 2016 . Interestgayable in cash on a monthly basis, and the dhamortize in equal monthly installments
commencing on March 1, 2014 , in the case of titeliTerm Loan, and on December 1, 2013, in theecof Additional Term Loans (or, if no
Additional Term Loan is drawn until after Decemiie2013, then the month following the drawing oflsadditional loan). The Hercules
facility contains customary affirmative and negatoovenants and events of default, but does nhtda@ny financial maintenance covenants.
Prepayments of loans under the facility are suligeetarly payment penalties. Loans under the Hesciacility are secured by a pledge of
substantially all our assets other than intelldgbuaperty. As of December 31, 2012 , the principalance under the Initial Term Loan wi&4
million .
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Equipment Financing Facility— On June 13, 2011, we entered into a $5.0 millianpment financing facility with Hercules. The
equipment financing facility has a variable intémege set at the higher of 5.75% above the pramdihg rate and 9.0% annually and expires
July 1, 2014 . This facility is secured by the finad equipment and restricts our ability to paydéimds and take on certain types of additional
liens. In connection with this facility, we issuadrrants to purchase 25,285 shares of Series Eedilnie preferred stock (see Note 10 ). As of
December 31, 2012 , the principal balance undeegfuipment financing facility was $3.8 million .

Bridge Bank, N.A. and Comerica Bank—As of December 31, 2011, we had a $33.0 milliarohéng line of credit facility with Bridge
Bank, N.A. and Comerica Bank under which there m@sutstanding balance. In November 2012 , we teatad this facility and replaced it
with a $50.0 million revolving credit facility withVells Fargo Bank, N.A., as discussed above.

Horizon Technology Finance Corporation—As of December 31, 2011, the total outstandinggdpial balance of term loans with
Horizon Technology Finance Corporation ("Horizowgs $10.3 million. Borrowings under the term loapse interest at an annual interest
ranging from 10.75% to 12.6%. In connection with Horrowings, we issued warrants to purchase 181sB&res of our Series E Preferred
Stock at an exercise price of $6.17 per share avithggregate fair value at issuance of $0.7 million

In November 2012, we repaid all outstanding amoawntsd to Horizon in anticipation of proceeds frofe@n and security agreement
with Hercules, as discussed above. The facilithwibrizon was terminated concurrently with the ggpant of the loans outstanding
thereunder.

Convertible Facility —In 2011, we entered into a junior secured conbkrtioan facility, or Convertible Facility, with dain existing
preferred stockholders that provided for up to 884illion in borrowings. Pursuant to the facilitye issued $20.0 million in convertible notes,
which provided the note holders the right to coh\egrtheir election, all principal and accrueckeiesst into shares of our common stock at a
conversion price of $8.8984 per share. In additiomjssued to the note holders (i) 352,665 sharesramon stock at $5.27 per share, and (ii)
warrants to purchase 131,516 shares of our comtock at $5.27 per share that were immediately és&lote and have a contractual term of
five years from the date of issuance.

On March 27, 2012, the Convertible Facility was adexd to provide for the automatic conversion ofghecipal and accrued paid-in-
kind interest into common stock upon consummatioanoinitial public offering at a conversion priequal to the lesser of $8.8984 or the IPO
price. On April 4, 2012, the convertible notes aedrued paid-in-kind interest automatically coneérinto 3,533,988 shares of common stock
based upon the IPO price of $6.00 per share. Porsoi@s terms, the Convertible Facility termirchigpon consummation of the IPO on April
4,2012.

Operating and Capital Expenditure Requirements

Our future capital requirements may vary materiadlyhe future and will depend on many factorsjudeg, but not limited to, our rate
of revenue growth, the expansion of our sales aadketing activities and the timing and extent afrsging to support product development
efforts and other costs necessary to support catesly.

We believe our current cash and cash equivalerd®f million as of December 31, 2012 , togethi¢h Wworrowings expected to be
available under our Revolver with Wells Fargo aretlit facility with Hercules, will be adequate tnfl our debt obligations as well as our
planned capital expenditures and operations owendixt 12 months.

If additional sources of liquidity were needed, mvay consider new debt or equity offerings but thiemo assurance that such
transactions could be consummated on acceptalohs t@rat all. Failure to raise sufficient capitddem needed could have a material adverse
effect on our business, results of operations arah€ial position.
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Contractual Obligations

The following table summarizes our outstanding @mettial obligations as of December 31, 2012:

Payments Due by Period
Total Less Than 1 Year 1-3 Years 4-5 Years More Than 5 Years

(in thousands)

Term Loans $ 11,158 $ 2447 $ 6,511 $ 2,197 $ =
Interest payments on term loans 2,44 1,101 1,24¢ 98 —
Operating leases 16,19 1,74% 3,61( 3,48( 7,361
Purchase commitments under agreements

Q) 115,59¢ 27,26« 33,61: 48,10: 6,62:
Total $ 145,39! $ 3255F % 4498. % 53,87¢ $ 13,98:

(1) Represents amounts associated with our cdntrasufacturers that are non-cancelable. Such pgecbommitments are based on our
forecasted manufacturing requirements and typigaibyide for fulfillment within agreed upon leaawis and/or commercially standard
lead-times for the particular part or product. Tineing and amount of payments represent our beéisha®e and may change due to
changing business needs and other factors. Cexga@ements specify future quantities and pricingrotiucts to be supplied by our
contract manufacturers for periods up to sevensyéirthe $115.6 million included in purchase cotnmeints, $98.6 million are
cancelable; however if canceled, the agreemenirexjus to pay cancellation penalties of up to $5illon .

Off-Balance Sheet Arrangements

Since our inception, we have not engaged in anpalfince sheet arrangements including the useuwsftsted finance, special purpose
entities or variable interest entities.

Critical Accounting Policies and Significant Managenent Estimates

Our consolidated financial statements are preparadcordance with accounting principles generadigepted in the U.S., or GAAP.
Note 2 to our consolidated financial statementedass the significant accounting policies and radthused in the preparation of «
consolidated financial statements, which requirasagement to make assumptions and estimates altorg €vents, and apply judgments tha
affect the reported amounts of assets, liabilitiegenue, expenses and the related disclosureba®éeour assumptions, estimates and
judgments on historical experience, current treartts other factors that management believes tolbeant at the time our consolidat
financial statements are prepared. On a regulas,bas review the accounting policies, assumptiestimates and judgments to ensure tha
consolidated financial statements are presentelgt faid in accordance with GAAP. However, becaugeré events and their effects cannot be
determined with certainty, actual results couldedimaterially from our assumptions and estimafesthe extent that there are material
differences between these estimates and actudis;esur future financial statement presentatiamaricial condition, results of operations and
cash flows will be affected.

We consider an accounting policy to be criticat i important to our financial condition and réswof operations, and if it entails
significant judgment, subjectivity and complexity the part of management in its application. Wesater the following to be our critical
accounting policies:

Revenue Recognition

We generate revenue from sales of its microinvesgstems, which include microinverter units anated accessories, an Envoy
communications gateway device, and an Enlightenvas®d monitoring service, to distributors, lamygallers, OEMs and strategic partners.
Enlighten service revenue represented less thaafB4r total revenues for all periods presented.

Revenues from sales of microinverters and relatedssories, and communication gateways are recedjaiben: (i) persuasive evider
of an arrangement exists; (ii) delivery of the prog has occurred in accordance with the termkeoales agreement and title of and risk of
loss have passed to the customer; (iii) the sébe g fixed or determinable; and

38




Table of Contents

(iv) collection is reasonably assured. Provisiarsrébates, sales incentives, and discounts tomess are accounted for as reductions in
revenue in the same period the related sales eneded.

Prior to June 2011, we sold Envoy communicatiorieway devices and our Enlighten web-based mongasérvice separately.
Beginning in June 2011, each sale of an Envoy comications gateway device includes the Enlighten-vaked monitoring service. The
allocation of revenue between the two deliveralidmsed on the best estimate of selling priceragted by considering multiple factors,
including internal costs, gross margin and histdrpricing practices. After allocating the over@dnsideration from such sale to each
deliverable using the best estimate of the seflirice, (i) revenue from the sale of Envoy devicgegecognized upon shipment, assuming all
other revenue recognition criteria have been meét({@nrevenue from the webased monitoring service is recognized ratably tiverestimate
economic life of the related Envoy devices of 1@rge

Inventory Valuation

Inventories are valued at the lower of cost or ragrén a first-in, first-out basis. Certain factomild affect the realizable value of our
inventories including market and economic condgidechnological changes, new product introductant changes in strategic direction. We
consider historic usage, expected demand, antédpssles price, effect of new product introductjgmeduct obsolescence, customer
concentrations, product merchantability and othetdrs when evaluating the value of inventoriegeitiory write-downs are equal to the
difference between the cost of inventories and tb&imated fair market value. During 2012, 201d 2810, we recorded write-downs of
inventories of $0.8 million , $2.7 million and $0illion , respectively.

We do not believe there is a reasonable likelinthad there will be a material change in the fuesgmates or assumptions that we use t
record inventory at the lower of cost or marketwdaer, if estimates regarding customer demandnaecurate or changes in technology af
demand for certain products in an unforeseen mamm@emay be exposed to losses that could be miateria

Warranty Obligations

We provide a limited warranty against defects interials and workmanship under normal use and seogaditions for our
microinverters. The warranty obligation is gengradl the form of product replacement. The first @edond generation microinverters (sold
through the third quarter of 2012) include a 15ryeaited warranty period. The third generation roiaverters (sold since the second quarter
of 2011) provide for up to a 25-year limited watsaperiod.

Estimated warranty costs are included in cost vémees and are accrued at the time of sale on antesold basis. Such estimates are
based on various factors including assumptionsgémh generation of microinverters) about the feeqy of product failures, future warranty
claim rates, and replacement costs as follows:

. Product failure rates are estimated primarilyubing field monitoring of the actual failure ratefsthe microinverters we have sold
to date. In addition, due to our limited operatimsgtory, we also utilize third party data collectadsimilar equipment deployed in
outdoor environments similar to those in which oucroinverters are installed, as well as accelerite cycle testing, which
simulates the service life of the product in a speriod of time. The accelerated life cycle téstorporate test methodologies
derived from standard tests used by solar moduldws to evaluate the period over which solar meglwlear out. Predicted
failure rates are updated periodically based dd fieturn data.

. Future warranty claim rates are estimated baped historical claim rates and expectations afritlaim rate percentages over
the warranty period. Due to the inherent uncerigsnincluded in making estimates related to custehfigture behavior, our
estimated future warranty claim rates may change.

. Corresponding replacement costs are updateddpesily to reflect changes in the actual and esttéd production costs for our
microinverters. Our estimated costs of warrantypi@viously sold products may change to the exXténte products are not
compatible with earlier generation products undarranty.

The calculation of estimated warranty obligatioeguires management to make significant assumptginse we have only been
producing microinverters for a relatively shortipdr the calculation of warranty obligations isénéntly uncertain. If actual experience relatec
to product failure rates, claim rates or cost faee differs materially from our estimates, we rbayrequired to revise those estimates,
resulting in adjustments to our financial resuttstie period during which such changes in estimatesnade. Such adjustments could
materially adversely affect our gross profit anemging results. Changes in estimates related tcawty obligations resulted in net increase
warranty expense of $7.6 million , $1.8 million &#@in 2012, 2011 and 2010, respectively (see Hpte
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ltem 7A. Quantitative and Qualitative Disclosures &out Market Risk
Concentrations of Credit Risk and Major Customers

We are potentially subject to financial instrumeancentration of credit risk through our cash eglgmts and trade accounts receivables
We place our cash and cash equivalents with magan€ial institutions that management assesses & bigh credit quality, to limit the
exposure of each investment. Trade accounts rddewvaan be potentially exposed to a concentrati@nedit risk with our major customers.
As of December 31, 2012 , we had amounts due fraorcustomers that represented 21% and 16% of thkaccounts receivable balance. As
of December 31, 2011 , our two largest accountsivable balances represented 24% and 10% of thkatotounts receivable balance. In
2012 , two customers accounted for 16% , and 1186taf net revenues. In 2011 , three customersuented for 17% , 11% and 10% of total
net revenues. In 2010 , two customers accountetidfedr , and 11% of total net revenues.

Foreign Currency Exchange Risk

We operate and conduct business in foreign cosntvfeere our foreign entities use the local curreaxyheir respective functional
currency and, as a result, are exposed to moverirefaseign currency exchange rates. More spedificave face foreign currency exposure
from the effect of fluctuating exchange rates oyatdes and receivables relating to transactiontsateadenominated in Euros, British Pounds
and New Zealand Dollars. These payables and rdues@rimarily arise from sales to customers atefradompany transactions. We also face
currency exposure that arises from translatingélalts of our European and New Zealand operatinokiding sales and marketing and
research and development expenses, to the U.&r dbkexchange rates that have fluctuated fronbéiginning of a reporting period.

In June 2012, we began to utilize foreign currefocward contracts to reduce the impact of foreigrrency fluctuations related to
anticipated cash receipts from expected futuremees denominated in Euros and intercompany transagains or losses. The contracts we
enter into typically have maturities of less thame gear. We do not enter into derivative finantiatruments for trading or speculative
purposes. The foreign currency forward contractsagicounted for as derivatives whereby the fauevalf the contracts is reported as other
current assets or current liabilities in the accanypng condensed consolidated balance sheets,aamsland losses resulting from changes in
the fair value are reported in other income (expgnget, in the accompanying condensed consolidatedments of operations.

A summary of our open foreign currency forward cacts at December 31, 2012 is as follows (all apmrtracts are obligations for the
Company to deliver the foreign currency) (in thowds):

Contract Market Asset
Maturity Date Foreign Quantity Value Value (Liability)
January 15, 2013 € 4,80C $ 6,05¢ $ 579C $ (26¢)

The foreign currency exchange rate risk associatgdour forward currency exchange contracts istkohas the exposure is substanti
offset by exchange rate changes of the underly@ayd amounts. A hypothetical 10% strengtheningefuro compared to the U.S. Dolla
December 31, 2012 would have decreased the faiewaflour open contracts by $0.6 million.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Eaphnergy, Inc.:

We have audited the accompanying consolidated balsineets of Enphase Energy, Inc. and subsidighesCompany”) as of
December 31, 2012 and 2011, and the related cdasedl statements of operations, comprehensivedtsskholders’ equity, and cash flows
for each of the three years in the period endec®éer 31, 2012. These consolidated financial statésrare the responsibility of the
Company’s management. Our responsibility is to egpran opinion on these consolidated financiastants based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet &dndbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of isrirdl control over financial reporting.
Our audit includes consideration of internal cohtnger financial reporting as a basis for desigranglit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tin@ricial position of Enphase Energy, |
and subsidiaries as of December 31, 2012 and 20tilthe results of their operations and their ¢lasts for each of the three years in the
period ended December 31, 2012, in conformity \&itbounting principles generally accepted in thetdthStates of America.

/sl Deloitte & Touche LLP

San Francisco, California
March 5, 2013
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ENPHASE ENERGY, INC.

Consolidated Balance Sheets
(In thousands, except par value)

December 31,

2012 2011
ASSETS
Current assets:
Cash and cash equivalents $ 4529: % 51,52«
Accounts receivable, net of allowances of $1,17¥ $i¥4 as of December 31, 2012 and 2011 27,74: 17,77:
Inventory 19,84: 11,22¢
Prepaid expenses and other 2,11¢ 1,26¢
Total current assets 94,99¢ 81,78
Property and equipment, net 25,54: 18,41
Other assets 1,752 6,04¢
Total assets $ 122,29. % 106,24.
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 11,27 $ 12,92¢
Accrued liabilities 19,26¢ 10,10(
Deferred revenues 93¢ 23,41«
Current portion of term loans 2,38¢ 4,52¢
Convertible preferred stock warrant liability — 1,39¢
Total current liabilities 33,85¢ 52,37(
Long-term liabilities:
Deferred revenues 7,53 3,67(
Warranty obligations 15,26( 6,73:
Other liabilities 307 14t
Term loans 8,671 10,14¢
Convertible notes — 19,20:
Total long-term liabilities 31,78: 39,89¢
Total liabilities 65,63¢ 92,26¢

Commitments and contingencies
Stockholders’ equity:

Convertible preferred stock, $0.00001 par valuesimares authorized, issued or outstanding at Dese&ih

2012; 23,559 shares authorized, 22,221 shareglisswkoutstanding at December 31, 2011 — 93,59¢
Preferred stock, $0.00001 par value, 10,000 staré®rized, none issued and outstanding at Dece®iher

2012; no shares authorized, issued or outstandibgeember 31, 2011 — —

Common stock, $0.00001 par value, 100,000 shatesr@zed, 40,856 shares issued and outstanding at
December 31, 2012; 41,410 shares authorized, El6&&s issued and outstanding at December 31, 2011 — —

Additional paid-in capital 183,62 9,10:
Accumulated deficit (127,02f) (88,809
Accumulated other comprehensive income 52 83
Total stockholders’ equity 56,65¢ 13,974

Total liabilities and stockholders’ equity $ 122,29:  § 106,24:

See notes to consolidated financial statements.
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ENPHASE ENERGY, INC.

Consolidated Statements of Operations
(In thousands, except per share data)

Year Ended December 31,

2012 2011 2010
Net revenues $ 216,67¢ $ 149,527 $ 61,66:
Cost of revenues 161,39( 120,45- 55,15¢
Gross profit 55,28¢ 29,06¢ 6,50:
Operating expenses:
Research and development 35,60: 25,09¢ 14,29¢
Sales and marketing 25,97: 17,45¢ 6,55¢
General and administrative 24,87¢ 15,22¢ 6,36¢
Total operating expenses 86,44¢ 57,78 27,21¢
Loss from operations (31,167 (28,717) (20,717
Other expense, net:
Interest income 17 4 3¢
Interest expense (6,436 (3,00€) (919
Other income (expense) 13 (57€) (185)
Total other expense, net (6,40¢) (3,57%) (1,060)
Loss before income taxes (37,567 (32,290 (21,777
Provision for income taxes (657) — —
Net loss attributable to common stockholders $ (38,219 $ (32,290 $ (21,77
Net loss per share attributable to common stoclkdrs|dasic and diluted $ 1.29 $ (25.779) $ (28.9¢)
Shares used in computing net loss per share athilmito common stockholders,
basic and diluted 30, 74( 1,25 752

See notes to consolidated financial statements.
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ENPHASE ENERGY, INC.

Consolidated Statements of Comprehensive Loss
(In thousands)

Year Ended December 31,

2012 2011 2010
Net loss attributable to common stockholders $ (38,219 $ (32,290 $ (21,77
Other comprehensive (loss) income:
Foreign currency translation adjustments (31 83 —
Other comprehensive (loss) income (32) 83 —
Comprehensive loss attributable to common stocldreld $ (38,249 § (32,20) $ (21,77

See notes to consolidated financial statements.
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Convertible Preferred Stock

ENPHASE ENERGY, INC.
Consolidated Statements of Stockholders’ Equity
(In thousands, except per share data)

Common Stock

Accumulated

Total

BALANCE—December 31, 2009

Issuance of Series E convertible
preferred stock at $6.17 per
share, net of issuance costs of
$145

Exercise of stock options
Stock-based compensation

Net loss

BALANCE—December 31, 2010

Private placement of common
stock at $5.27 per share

Exercise of stock options

Stock-based compensation

Fair value of warrants and
common stock issued in
connection with convertible
notes

Fair value of beneficial
conversion feature upon
issuance of convertible notes

Fair value of beneficial
conversion feature from
accrued paid-ifkind interest o
convertible notes

Net loss

Foreign currency translation
adjustment

BALANCE—December 31, 2011

Issuance of common stock uni
employee stock plans

Stock-based compensation

Common stock issued upon
initial public offering (“IPQ”),
net of offering costs

Conversion of convertible
preferred stock into common
stock upon IPO

Conversion of convertible notes
and paid-in-kind interest into
common stock upon IPO

Reclassification of preferred
stock warrant liability to APIC
upon IPO

Net loss

Foreign currency translation
adjustment

Additional Comprehensive Stockholders’
Paid-In Accumulated

Shares Amount Shares Amount Capital Deficit Income Equity
14,79( 47,85¢ 732 — % 50¢ $ (34,74) $ — % 13,627
7,431 45,73’ 45,73°
111 — 65 65

82¢ 82¢

(21,77)) (21,777)

22,22: 93,59¢ 84z — 1,40¢ (56,519 — 38,48:
358 — 1,85¢ 1,85¢

50z — 19C 19C

2,12( 2,12(

2,31% 2,31

1,16¢ 1,16¢

55 55

(32,290 (32,290)

83 83

22,22: 93,59¢ 1,69¢ — 9,10¢ (88,809 83 13,97«
13€ — 25k 25E

4,76¢€ 4,76¢€

10,31t — 53,82¢ 53,82¢

(22,22)) (93,59¢) 25,17: — 93,59¢ —
3,563¢ — 21,20« 21,20«

87¢ 87¢

(38,219 (38,21%)

31) (32)

— — 40,85¢ — $ 18362¢ $ (127,020 $ 52  $ 56,65t

See notes to consolidated financial statements.
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ENPHASE ENERGY, INC.
Consolidated Statements of Cash Flows
(In thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash usegerating activities:
Depreciation and amortization
Provision for doubtful accounts
Net loss on disposal of assets
Non-cash interest expense
Stock-based compensation
Change in fair value of convertible preferred steekrants
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other assets
Accounts payable, accrued and other liabilities
Deferred revenues
Net cash used in operating activities
Cash flows from investing activities:
Purchases of property and equipment
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from issuance of convertible preferrecksto
Costs related to issuance of convertible prefestedk
Proceeds from issuance of convertible notes
Costs related to issuance of convertible notes
Proceeds from private placement of common stock
Principal payments under capital leases
Proceeds from borrowings under term loans
Payments of financing costs
Repayments of term loans
Proceeds from issuance of common stock under em@lstock plans
Proceeds from issuance of common stock in IPOginatderwriting discounts and commissions
Payment of offering costs
Net cash provided by financing activities
Effect of exchange rate changes on cash
Net (decrease) increase in cash and cash equisalent
Cash and cash equivalents — Beginning of period
Cash and cash equivalents — End of period
Supplemental disclosures of cash flow information:
Cash paid for interest
Non-cash financing and investing activities:
Assets acquired under capital lease
Purchases of property and equipment included iowats payable
Offering costs not yet paid
Conversion of convertible notes into common stqoérulPO

Reclassification of convertible preferred stock naat liability to additional paid-in capital upoRO
See notes to consolidated financial statements.

Year Ended December 31,

2012 2011 2010

$ (38,219 $ (32,290 $ (21,77)
5,56¢ 3,03: 1,55¢(

1,06¢ 127 =

12¢ — 24

4,77 1,83t 9C

4,76¢ 2,12( 82¢

(520 321 18¢
(11,040 (9,879 (1,658

(8,615) (6,709 (3,039

(712) (1,649 (299

16,77 17,278 4,87

(18,619 25,44: 1,35;
(44,645 (367) (17,85)
(12,990 (14,669 (3,267)
(12,990 (14,669 (3,262

= = 45,88;

— — (148)

= 20,00( =

— (274 —

— 1,85¢ —

(9€) (169 (65)

10,00 9,89¢ 7,00

(1,03) (579 (90)

(14,109 (1,869 179

25E 19¢ 61

58,60¢ = =

(2,199 (2,58 —

51,43 26,48: 52,46

(31) 78 —

(6,230 11,53 31,35:

51,52 39,99: 8,64:

$ 4529: $ 5152 $ 39,99:
$ 1,681 $ 1,23 $ 69E
$ — % 298 $ —
$ 77 $ 20z $ 521
$ — 3 371 $ —
$ 2120 $ — % —
$ 87¢ $ — % —
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ENPHASE ENERGY, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010

1. ORGANIZATION AND DESCRIPTION OF BUSINESS

Enphase Energy, Inc. and subsidiaries (the “Compal®signs, develops, and sells microinverter systéor the solar photovoltaic
industry. The Company was incorporated in 2006k@ghn selling its products in 2008. The Companytgamverter system consists of (i) an
Enphase microinverter and related accessoriestimaiert direct current (“DC”) power to grid-compiiaalternating current (“AC”) power;

(i) an Envoy communications gateway device thdlects and transmits performance information fraaatesolar module to the Company’s
hosted data center; and (iii) the Enlighten webebasoftware platform that collects and processiedriformation to enable customers to
monitor and manage their solar power systems. Tdmepgany sells microinverter systems primarily tarilisitors who resell them to solar
installers. The Company also sells directly to dairstallers as well as through original equipmeanufacturers (“OEMs”) and strategic
partners.

On April 4, 2012, the Company consummated itsahfiublic offering (“IPO”). As a result, the follamg transactions were recorded in
the Company’s consolidated financial statementiduhe second quarter of 2012:

. the Company issued 10,315,151 shares of comitock @ncluding exercise of the full over-allotmdayt the underwriters of
1,345,454 shares of common stock), at an offerifaef $6.00 per share, for gross proceeds of%@illion . Certain related
parties, who owned convertible preferred and comstook and held convertible notes, purchased 20800hares of the total
amount of shares issued of the Company’s commak siiothe $6.00 offering price. The net proceedmfthe sale of the shares
were $53.8 million , after deducting the underwst@liscounts and commissions of $3.3 million aitteo offering costs of $4.8
million ;

. the 22,220,856 outstanding shares of the Conip@oyvertible preferred stock ( $93.6 million gang value) automatically
converted into 25,171,017 shares of common stock;

. the convertible preferred stock warrant liakiljt$0.9 million carrying value) was reclassifiedadditional paid-in capital and the
warrants to purchase 187,243 shares of convepiieferred stock became warrants to purchase 198/#&@s of common stock;

. the outstanding balance of principal and accpagd-in-kind interest thereon ( $21.2 million gsa=arrying value) for the
Convertible Notes (see Note 8 ) automatically corakinto 3,533,988 shares of common stock at &ersion price equal to the
initial public offering price of $6.00 per share;

. the aggregate debt issuance costs and debudiscof $2.8 million related to the Convertible ific(see Note 8 ) were written-
off to interest expense as a result of the coneersf the outstanding notes and the automatic teation of the $80.0 million
Convertible Facility; and

. the Company filed an amended and restated icatsfof incorporation, which authorized 100,000,88ares of common stock
and 10,000,000 shares of preferred stock.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation—The accompanying consolidated financial statemi@stade the accounts of the Company and its wholly
owned subsidiaries. All intercompany balances aaustactions have been eliminated in consolidation.

Use of Estimates—The preparation of the Company’s consolidatedrfiia statements in conformity with accounting pijles
generally accepted in the United States of Amarcaires management to make estimates and assusfit affect the reported amounts of
assets and liabilities, disclosure of contingesetsand liabilities at the date of the financiateaments and the reported amounts of income ai
expenses during the reporting period. These estBraae based on information available as of the afathe financial statements; therefore,
actual results could differ materially from manageit's estimates using different assumptions or udiferent conditions.

Risks and Uncertainties—The Company is subject to risks inherent in afess with a limited operating history, includingt ot
limited to, new and rapidly evolving markets, adv@s and trends in the development of new technaoglyservices, unfavorable economic
and market conditions, competition from larger amate established companies, limited managementires® and dependence on a limited
number of contract manufacturers and suppliers.ifiédiaility to
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anticipate or to respond adequately to technolbgie@elopments in the Company's industry, changesistomer or supplier requirements, or
changes in regulatory requirements or industrydsieas could have a material adverse effect on tregany's business and operating results.

Revenue Recognition—The Company generates revenue from sales of @moimiverter systems, which include microinverteitsiand
related accessories, an Envoy communications ggtdesxice, and an Enlighten web-based monitoringiserto distributors, large installers,
OEMs and strategic partners. Enlighten servicemegeepresented less than 1% of the total reveiouedl periods presented.

Revenues from sales of microinverters and relatedssories, and communication gateways are recetjaiben: (i) persuasive evider
of an arrangement exists; (ii) delivery of the prog has occurred in accordance with the termkeoales agreement and title of and risk of
loss have passed to the customer; (iii) the sabe |5 fixed or determinable; and (iv) collectiareasonably assured. Provisions for rebates,
sales incentives, and discounts to customers amuated for as reductions in revenue in the samedgthe related sales are recorded.

Prior to June 2011, the Company sold Envoy comnatioics gateway devices and its Enlighten yeabed monitoring service separat
Beginning in June 2011, each sale of an Envoy conications gateway device includes the Enlighten-ba&ked monitoring service. The
allocation of revenue between the two deliveralsdmsed on the Company's best estimate of sqlticg determined by considering multiple
factors including, internal costs, gross margin historical pricing practices. After allocating tbeerall consideration from such sale to each
deliverable using a best estimate of the sellingep(i) revenue from the sale of Envoy device®gnized upon shipment, assuming all othe
revenue recognition criteria have been met andeiignue from the web-based monitoring servicedsgnized ratably over the estimated
economic life of the related Envoy devices of 1@rge

Deferred revenues consist of payments received fnastomers in advance of revenue recognition ferGbmpany’s products and
services described above. As of December 31, 2{Hf2rred revenues consist entirely of service regeAs of December 31, 2011, deferred
revenues consist of service revenue and $23.0omidif deferred revenues for products.

Cost of Revenues—The Company includes the following in cost of newes: product costs, warranty, manufacturing persiosind
logistics costs, inventory write-downs, hostingveees costs related to the Company’s Enlighteniservffering, and depreciation and
amortization of manufacturing test equipment.

Cash and Cash Equivalents—The Company considers all highly liquid investnsestuch as certificates of deposit and money market
instruments with maturities of three months or lasthe time of acquisition to be cash equivalerts.all periods presented, its cash balances
consist of amounts held in non-interest-bearingodiép and money market accounts.

Fair Value of Financial Instruments —The carrying amounts of cash and cash equivalanotgunts receivable and accounts payable
approximate fair value due to their relatively gterm nature. The carrying values of the Compavgttable rate term loans approximate fair
value. The fair value of the convertible notes tanding at December 31, 2011 was estimated to b& $@illion based on a valuation model
that incorporates relevant Level 3 market inputs.

Derivative Instruments —The Company operates and conducts business iigfioceuntries where its foreign entities use ttealo
currency as their respective functional currency a&esult, the Company is exposed to movemeriggergn currency exchange rates. The
Company utilizes foreign currency forward contraotseduce the impact of foreign currency fluctoas related to anticipated cash receipts
from expected future revenues denominated in Eamdsntercompany transaction gains or losses. @teéghn currency forward contracts are
accounted for as derivatives whereby the fair valutae contracts is reported as other currenttegsecurrent liabilities in the accompanying
consolidated balance sheets, and gains and loss@$ing from changes in the fair value are rembineother income (expense), net, in the
accompanying consolidated statements of operations.

Allowances for Doubtful Accounts—The Company maintains allowances for doubtful act® for uncollectible accounts receivable.
Management estimates anticipated losses from ddudat€ounts based on days past due, collectioaritiand other factors. The allowance for
doubtful accounts was $1.2 million and $0.1 milletrDecember 31, 2012 and 2011, respectively.

Inventory —Inventory is valued at the lower of cost or markéte Company determines cost on a first-in firgt4masis. Certain factors
could affect the realizable value of its inventdngluding customer demand and market conditiorsnagiement assesses the valuation on a
quarterly basis and writes down the value for axgess and obsolete inventory based upon expectedrdk anticipated sales price, effect of
new product introductions, product obsolescencgtocner
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concentrations, product merchantability and othetdrs. Inventory write-downs are equal to theetléfice between the cost of inventories anc
their estimated net realizable market value.

Property and Equipment —Property and equipment are stated at cost lessradated depreciation. Cost includes the price fmid
acquire or construct the asset as well as any elpea that substantially adds to the value ofignificantly extends the useful life of an
existing asset. Repair and maintenance costs pane&d as incurred. Depreciation and amortizasi@omputed using the straight-line methoc
over the estimated useful lives of the assets, aage from three to ten years. Leasehold imprevasnare amortized over the shorter of the
lease term or expected useful life of the improvetsie

Capitalized Software Costs—Costs related to internal-use software are capéalwhen preliminary development efforts are
successfully completed, management has authoriz@d@mmitted project funding, and it is probablatithe project will be completed and the
software will be used as intended. Such costsraetized on a straight-line basis over their estedaiseful lives. Costs incurred prior to
meeting these criteria, together with costs in@ifog training and maintenance, are expensed asraxt.

Long-Lived Assets—Management evaluates long-lived assets for impaitrwhenever events or changes in circumstancésabedhat
the carrying amount of such assets may not be ezable. Recoverability of assets to be held and issmeasured by a comparison of the
carrying amount of an asset to future undiscounttaash flows expected to be generated by thé. dssech assets are considered to be
impaired, the impairment to be recognized is maabby the amount by which the carrying amount efahsets exceeds the fair value of the
assets.

Warranty Obligations —The Company provides a limited warranty againgtcts in materials and workmanship under normalamt
service conditions for its microinverters. The veautly obligation is generally in the form of produeplacement. The first and second
generation microinverters (sold through the thiudrger of 2012) include a 1§ear limited warranty period. The third generatmicroinverter:
(sold since the second quarter of 2011) includmadd warranty of up to 25 years.

Estimated warranty costs are included in cost wémaes and are accrued at the time of sale onanitesold basis. Such estimates are
based on various factors including assumptionsgémh generation of microinverters) about the feeqy of product failures, future warranty
claim rates, and replacement costs as follows:

. Product failure rates are estimated primarilyubing field monitoring of the actual failure rate#sthe microinverters the Company
has sold to date. In addition, due to the Compdimglted operating history, it also utilizes thipdrty data collected on similar
equipment deployed in outdoor environments simdahose in which its microinverters are installag well as accelerated life
cycle testing, which simulates the service liféhef product in a short period of time. The accédetdife cycle tests incorporate
test methodologies derived from standard tests bgeslar module vendors to evaluate the period wAdch solar modules wear
out. Predicted failure rates are updated periolitesed on field return data.

. Future warranty claim rates are estimated baped historical claim rates and expectations afrieiclaim rate percentages over
the warranty period. Due to the inherent uncerisnncluded in making estimates related to custehfigture behavior, the
Company's estimated future warranty claim rates chayge.

. Corresponding replacement costs are updateddieaily to reflect changes in the actual and est#d production costs for the
Company's microinverters. The Company's estimatsts®f warranty for previously sold products mhgmge to the extent
future products are not compatible with earliereyation products under warranty.

The calculation of estimated warranty obligatioeguires management to make significant assumpt®inse the Company has only
been producing microinverters for a relatively shpariod, the calculation of warranty obligatiossriherently uncertain. If actual experience
related to product failure rates, claim rates @t ¢o replace differs materially from managemesdtmates, the Company may be required to
revise those estimates, resulting in adjustmenits ftnancial results in the period during whiaftk changes in estimates are made. Such
adjustments could materially adversely affect thenany's gross profit and operating results. Changestimates related to warranty
obligations resulted in net increases in warranpease of $7.6 million , $1.8 million and $0 in 202011 and 2010, respectively (see Note 5

Research and Development Costs-The Company expenses research and developmestastcurred. Research and development
costs totaled $35.6 million , $25.1 million and &#illion in 2012, 2011 and 2010, respectively.

Stock-Based Compensatior—Share-based payments are required to be recogmized Company’s consolidated
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statements of operations based on their fair vaduesthe estimated number of shares expected tofres Company measures stock-based
compensation expense for all share-based paymemtlaywincluding stock options made to employeesdadtors, based on the estimated fai
values on the date of the grant. The fair valueawh stock option granted is estimated using thelB&choles option valuation model. Stock-
based compensation, net of estimated forfeitusagdognized on a straight-line basis over theis@guservice period, which is typically four
years.

Comprehensive Loss—Comprehensive loss consists of two componentdpestand other comprehensive income (loss). Other
comprehensive income (loss) refers to gains arsblothat are recorded as an element of stockhbketpugty but are excluded from net incoi
The Company’s other comprehensive income (loss3istaof foreign currency translation adjustmeatsall periods presented.

Convertible Preferred Stock Warrants —Prior to its initial public offering, the Compamgcorded its freestanding warrants to purchas
its convertible preferred stock as liabilitieslait fair value upon issuance by utilizing a Mo@t&rlo simulation model that takes into account
estimated probabilities of possible outcomes. Hirevialue of the warrants were subject to remeasent at each balance sheet date with any
change in value being reflected as other incompgiese). Upon the completion of the initial publifedng in April 2012, the convertible
preferred stock warrants became warrants to puecttaares of the Company's common stock and, asibh, rigualified for equity classification.
The then-current aggregate fair value of theseamésrof $0.9 million was reclassified from currbabilities to additional paid-in capital, a
component of stockholders’ equity, and the Compesagy/ceased to record any further periodic fairezaldjustments.

Income Taxes—The Company records income taxes using the anddtadbility method, which requires the recognitioindeferred tax
assets and liabilities for the expected tax consecgs of temporary differences between the taxshafsassets and liabilities for financial
reporting purposes and amounts recognized for ilecax purposes. In estimating future tax consegsergenerally all expected future events
other than enactments or changes in the tax lawates are considered. Valuation allowances areiggdwhen necessary to reduce deferred
tax assets to the amount expected to be realized.

The Company operates in various tax jurisdictiams ia subject to audit by various tax authoritilse Company follows accounting for
uncertainty in income taxes which requires thattétxeeffects of a position be recognized only isitmore likely than not” to be sustained
based solely on its technical merits as of the ntémpdate. The Company considers many factors vevatuating and estimating its tax
positions and tax benefits, which may require gdadjustments and which may not accurately gydiei actual outcomes.

Deferred Offering Costs—Deferred offering costs include costs directlyihtitable to the Company'initial public offering. These co:
totaled $4.8 million and were charged to additiqueatl-in capital upon the completion of the Compaumyitial public offering in April 2012.

Deferred Financing Costs—Deferred financing costs are included in otheetsand are amortized over the life of the respeaebt
facility.

3. INVENTORY

Inventory as of December 31, 2012 and 2011, canefghe following (in thousands):

December 31,

2012 2011
Raw materials $ 2,22: % 1,84¢
Finished goods 17,62( 9,38(
Total inventory $ 19,841 § 11,22¢

In 2012, 2011 and 2010, the Company recorded wotens of inventories of $0.8 million , $2.7 milliemd $0.1 million , respectively.
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4. PROPERTY AND EQUIPMENT, NET

As of December 31, 2012 and 2011, property andoeagmt, net consists of the following (in thousands)

Estimated Useful December 31,

Life (Years) 2012 2011

Equipment and machinery 5 $ 18,72: $ 11,24:
Furniture and fixtures 5-7 2,78¢ 99C
Computer equipment 3 1,68¢ 1,20(
Capitalized software 3 5,76( 2,51t
Leasehold improvements 3-10 5,64 694
Construction in progress 1,41¢ 7,49¢
Total 36,02( 24,14

Less accumulated depreciation and amortization (10,479 (5,730
Property and equipment, net $ 2554 § 18,41:

Depreciation and amortization was $5.6 million d &3.0 million and $1.6 million in 2012, 2011 an@lP, respectively.

Included in property and equipment are assets eetjunder capital lease obligations with an oribawst of $350,000 and $494,000 and
$199,000 as of December 31, 2012, 2011 and 204Pectvely. Accumulated amortization was $107,09080,000 and $149,000 as of
December 31, 2012, 2011 and 2010, respectively.

Capitalized Internal Use Software—The Company capitalized $881,000 , $806,000 arié $®0 internal use software costs for 2012,
2011 and 2010, respectively. Capitalized softveasts are being amortized ratably over the estinageful lives and are included within
amortization expense in the amount of $516,00648H0 and $423,000 for 2012, 2011 and 2010, r&spic

5. WARRANTY OBLIGATIONS

Changes in the Company’s warranty obligations ih22@011 and 2010 were as follows (in thousands):

December 31,

2012 2011 2010
Balance, at beginning of year $ 8,73t 2,66¢ $ 1,08
Warranty expense 15,82¢ 7,03( 1,89¢
Settlements (3,225 (960) (315)
Balance, at end of year 21,33¢ 8,73¢ 2,66¢
Less current portion (6,07¢) (2,00%) (340
Long-term portion $ 15,26( $ 6,73 $ 2,32¢

In 2012, warranty expense included $7.6 milliorulitsg from changes in estimates comprised of iases to warranty expense of $10.2
million related to analyses of accumulated infolioratvith respect to the estimated long-term perfomoe and related replacement costs of thi
Company's previous generation products, offsetdzyahses to warranty expense of $2.6 milffom reductions in estimated replacement ¢
and claim rates. In the fourth quarter of 2012,Gloenpany revised its accounting presentation tegiewarranty obligations on a gross basis.
Previously, warranty obligations were shown neamy warranty related inventory write-downs. Waryaewpense for 2012 and warranty
obligations as of December 31, 2012 include $1l6aniwhich had been presented as inventory wridesas in the nine months ended
September 30, 2012. The revision had no impacteviqusly reported gross profit, net loss, accuntealaleficit or cash used in operating
activities.

In 2011, warranty expense included $1.8 milliorutisg from changes in estimates to reflect inceglasstimated replacement costs for
certain products.
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In 2010, no adjustments for material changes imes¢s were recognized.

6. FAIR VALUE OF FINANCIAL INSTRUMENTS

The accounting guidance defines fair value as ttoe phat would be received from selling an assgtaad to transfer a liability in an
orderly transaction between market participantb@imeasurement date. When determining the fairevaleasurements for assets and liabi
required to be recorded at fair value, the Compamsiders the principal or most advantageous markehich it would transact and considers

assumptions that market participants would use vghieimg the asset or liability, such as inheresit,rtransfer restrictions, and risk of
nonperformance.

The fair value hierarchy requires an entity to ma@xe the use of observable inputs and minimizeueeof unobservable inputs when
measuring fair value. An asset’s or liability’s @gbrization within the fair value hierarchy is béisgon the lowest level of input that is
significant to the fair value measurement. Threelof inputs may be used to measure fair value:

. Level 1—Valuations based on quoted prices iivaaharkets for identical assets or liabilitiesttttee Company is able to access.

Since valuations are based on quoted prices thatadily and regularly available in an active nearikaluation of such assets or
liabilities do not entail a significant degree nfigment.

. Level 2—Valuations based on one or more quotaskp in markets that are not active or for whittlsignificant inputs are
observable, either directly or indirectly.

. Level 3—Valuations based on inputs that are unobservallesigmificant to the overall fair value measuren

Derivative Instruments— The Company utilizes foreign currency forward caaots to reduce the impact of foreign currency tiatibns
related to anticipated cash receipts from expeftitenle revenues denominated in Euros and intercagnppansaction gains or losses.

A summary of the Company's open foreign currencyéod contracts at December 31, 2012 is as foll@Nopen contracts are
obligations for the Company to deliver the fore@mrency) (in thousands):

Contract Market Asset
Maturity Date Foreign Quantity Value Value (Liability)
January 15, 2013 € 480 $ 6,05¢ $ 579C $ (26¢€)

In 2012 , the Company recognized losses of $505:@@fed to foreign currency forward contracts.

The following table presents the Company’s finahicistruments that were measured at fair value mtarring basis by level within the
fair value hierarchy (in thousands):

December 31,

2012 2011
Financial Liabilities:
Preferred stock warrant liability (Level 3) $ — 3 1,39¢
Foreign currency forward contracts (Level 2) 26¢ —
Total $ 26t 3 1,39¢
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7. LONG-TERM DEBT

The Company’s long-term debt was comprised of tiewing at December 31, 2012 and 2011 (in thousand

December 31,

2012 2011
Term loans, net of unamortized discount of $0 a#@6$ respectively $ 7400 $ 9,93t
Equipment financing facility, net of unamortizegabunt of $94 and $156, respectively 3,661 4,74
Total debt 11,06: 14,67
Less current portion (2,389 (4,529
Long-term portion $ 8671 $ 10,14¢

As of December 31, 2012 , the amount of futureqgipial repayments due on the total debt is as fdl{iw thousands):

2013 $ 2,44,
2014 3,53¢
2015 2,97:
2016 2,19
Total $ 11,15¢

Wells Fargo Bank, N.A.—On November 7, 2012, the Company entered into a$&0 million revolving credit facility (the
“Revolver”) with Wells Fargo Bank, N.A. (“Wells Fgo"). The Revolver matures on November 7, 2015. dineunt of loans available to be
drawn under the Revolver is subject to a borroviiage calculation that limits availability to a pemtage of eligible domestic accounts
receivable plus a percentage of the value of déigilomestic inventory, less certain reserves. Wdigjo and Hercules Technology Growth
Capital, Inc. ("Hercules") are parties to an inteditor agreement, pursuant to which Hercules Hastdien on certain of the Company's asset:
and a second priority on its other assets. Subjette intercreditor agreement, loans under theoRev are secured by a pledge of substantiall
all of the Company's assets other than intellegiugperty. Loans under the Revolver bear interestish at an annual rate equal to, at the
Company's option, either LIBOR or a “base rate't tkaomprised of, among other things, the prime,rplus a margin that is between 1.5%
and 4.25% depending on the currency borrowed amdpRcific term of repayment. The Revolver containgomary affirmative and negative
covenants and events of default, and requires tiep@ny to maintain at least $15.0 million of ligtycat all times, of which at least $8.0
million must be undrawn availability. As of Decemi3d, 2012, $21.2 million was available for borragiiand the Company has not drawn an
loans under the Revolver.

Hercules Technology Growth Capital— On November 7, 2012 , the Company entered i@ and security agreement with
Hercules, pursuant to which it borrowed $7.4 millighe "Initial Term Loan") and may borrow an adzhil $15.6 million in term loans (the
"Additional Term Loans"). Borrowings of the Initidlerm Loan and any Additional Term Loans are sulijecertain customary conditions
precedent (including, in the case of Additionalmdroans, year-to-date achievement of at least 7Dpsajected EBITDA and revenue), and
are only available for drawing during the 15 -dayipd following delivery to Hercules of the Companguarterly financial statements facal
2013. In addition, the additional term loans must bawdr, if at all, not later than March 31, 2014. Tmmpany used the proceeds of the Ir
Term Loan to replenish cash on hand, which hadipusly been used to repay the approximately $7IBomiin outstanding term loans owed
to Horizon Technology Finance Corporation ("HoriZoh.oans under the Hercules facility bear intemsan annual rate equal to the higher of
(i) the prime rate plus 8.25% or (b) 11.5% . Alits under the Hercules facility will mature on Asgl, 2016 . Interest is payable in cash on ¢
monthly basis, and the loans will amortize in equahthly installments commencing on March 1, 20i¥the case of the Initial Term Loan,
and on December 1, 2018 the case of Additional Term Loans (or, if ndditional Term Loan is drawn until after DecembeRQ13, then tF
month following the drawing of such additional Idaihhe Hercules facility contains customary affitima and negative covenants and events
of default, but does not include any financial ni@ivance covenants. Prepayments of loans undeadhigyfare subject to early payment
penalties. Loans under the Hercules facility amiged by a pledge of substantially all the Compaagsets other than intellectual property. As
of December 31, 2012 , the principal balance uttgeinitial Term Loan was $7.4 million .
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Equipment Financing Facility— On June 13, 2011, the Company entered into a $#idbnmrequipment financing facility with Hercules.
The equipment financing facility has a variablenest rate set at the higher of 5.75% above tmeeplénding rate and 9.0% annually and
expires July 1, 2014 . This facility is securedthg financed equipment and restricts the Compaatyility to pay dividends and take on certain
types of additional liens. In connection with tfasility, the Company issued warrants to purchds@85 shares of Series E convertible
preferred stock (see Note 10 ). As of Decembe@B812 , the principal balance under the equipmetniting facility was $3.8 million .

Horizon Technology Finance Corporation—As of December 31, 2011, the total outstandinggdpial balance of term loans with
Horizon was $10.3 million . Borrowings under thentdoans bore interest at an annual interest eatging from 10.75% to 12.6% . In
connection with the borrowings, the Company isswatrants to purchase 161,958 shares of the Cong8eyies E Preferred Stock at an
exercise price of $6.17 per share with an aggregatealue at issuance of $0.7 million .

In November 2012, the Company repaid all outstamdimounts owed to Horizon in anticipation of pratef&om a loan and security
agreement with Hercules, as discussed above. THiyfavith Horizon was terminated concurrently tithe repayment of the loans outstan
thereunder.

Bridge Bank, N.A. and Comerica Bank—As of December 31, 2011, the Company had a $38l@mrevolving line of credit facility
with Bridge Bank, N.A. and Comerica Bank under whilsere was no outstanding balance . In Novemb&2 2¢he Company terminated this
facility and replaced it with a $50.0 million revaig credit facility with Wells Fargo, as discusssibve.

8. CONVERTIBLE FACILITY

Convertible Facility —In 2011, the Company entered into a junior secemwertible loan facility, or Convertible Faciljtwith certain
existing preferred stockholders that provided foita $80.0 million in borrowings. Pursuant to theifity, the Company issued $20.0 million
convertible notes, which provided the note holdkesright to convert, at their election, all pripal and accrued interest into shares of the
Company’s common stock at a conversion price 8%®4 per share. In addition, the Company issu¢demote holders (i) 352,665 shares of
common stock at $5.27 per share, and (ii) warrenpairchase 131,516 shares of the Company’s constogk at $5.27 per share that were
immediately exercisable and have a contractual tdrfive years from the date of issuance. The Camgpacorded $3.1 million in debt
discounts and debt issuance costs related toaghsactions at the respective issuance dates.

On March 27, 2012, the Convertible Facility was adex to provide for the automatic conversion ofghiacipal and accrued paid-in-
kind interest into common stock upon consummatioanolPO at a conversion price equal to the les8B.8984 or the IPO price. On April 4,
2012, the convertible notes and accrued paid-id-kiterest automatically converted into 3,533,988res of common stock, based upon the
IPO price of $6.00 per share. As a result of theveeosion, the Company recorded a charge of $2 lBomio interest expense during the nine
months ended September 30, 2012 for the extingwshof debt relative to the unamortized debt issaarosts and debt discounts. Pursuant t
its terms, the Convertible Facility terminated upomsummation of the IPO on April 4, 2012.

9. COMMITMENTS AND CONTINGENCIES

Operating Leases—The Company leases office facilities under nonchkaide operating leases that expire on various datesigh 2022
The terms of the lease agreements generally prdordental payments on a graduated basis, andindeases require the Company to pay its
portion of executory costs such as taxes, insutarmtoperating expenses. The Company recogninesxpense on a straight-line basis over
the lease term.

Rent expense for 2012 , 2011 and 2010 was $2.#{bmill$1.2 million and $0.6 million , respectively.
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The Company’s minimum lease payments under nontatsiesoperating leases, exclusive of executorys;c@st of December 31, 2012
are as follows (in thousands):

2013 $ 1,74:
2014 1,76¢
2015 1,84«
2016 1,861
2017 1,61¢
Thereafter 7,361

Total minimum lease payments $ 16,19:

The Company has an agreement to lease approxin®8&Q0 square feet of office space for its corfmh@adquarters, which expires in
April 2022.

Purchase Obligations—The Company has contractual obligations to purelga®ds and services, which specify fixed or minimu
guantities to be purchased; fixed, minimum, orafale price provisions; and the approximate timihthe transaction. Purchase obligations do
not include contracts that may be canceled witpeu@lty.

The Company utilizes third parties to manufacttsg@roducts. As of December 31, 2012 , the Compaitypurchase obligations with
third party manufacturers and suppliers totalingragimately $115.6 million . Certain agreementscifyefuture quantities and pricing of
products to be supplied by the Company's contractufacturers for periods up to seven years . O$1&.6 million included in purchase
obligations, $98.6 million are cancelable; howefeanceled, the agreement requires the Compapgyaancellation penalties of up to $5.4
million .

Contingencies—From time to time, the Company may be involvedtigation relating to claims arising out of its @fations. The
Company is not currently involved in any materegdal proceedings. The Company may, however, béviestan material legal proceedings in
the future. Such matters are subject to uncertaintythere can be no assurance that such legaqaiogs will not have a material adverse
effect on its business, results of operations i position or cash flows.

10. STOCKHOLDERS' EQUITY AND WARRANTS
Convertible Preferred Stock

In connection with the Company's initial publicexihg in April 2012, all 22.2 million shares of itenvertible preferred stock
outstanding automatically converted into 25.2 millshares of common stock.

Warrant Transactions
Warrants to Purchase Convertible Preferred Stock

Prior to its initial public offering, the Compangsued warrants to purchase its Series E convepibferred stock as part of several
financing transactions. These warrants became wiarta purchase common stock upon the completigheoinitial public offering. The
Company recorded the fair value of the convertiislferred stock warrants at the time of grant usfigMonte Carlo simulation model with
the following assumptions:

On Date of Issuance

Expected term (in years) 45—6.0
Expected volatility 60.5%—73.0%
Annual risk-free rate of return 1.5%—2.7%
Dividend yield 0%
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The following table summarizes the changes inviaiue of the convertible preferred stock warraability, which was subject to fair
value measurement on a recurring basis while oudstg, using significant unobservable inputs (Le3)lfor the years presented (in
thousands):

Balance at December 31, 2010 $ 61C
Issuance of warrant to purchase 48,587 sharesri@s3e convertible preferred stock at $6.174 pereh 28¢€
Issuance of warrant to purchase 25,285 sharesrigs3e convertible preferred stock at $8.8984 peares 182
Fair value adjustments recognized in other (incoexpense 321
Balance at December 31, 2011 1,39¢
Fair value adjustments recognized in other (incoexpense (520
Reclassification of preferred stock warrant liggito APIC upon IPO (879
Balance at December 31, 2012 $ —

As of December 31, 2012, warrants to purchase 330sBares of the Company's common stock were odisgwith exercise prices
ranging from $5.27 — $6.17 . Such warrants arecsalble and will expire on various dates from 2@¥6ugh 2021.

11. STOCK-BASED COMPENSATION

Equity Incentive Plans

2006 Plan—Prior to the adoption and effectiveness of thel2B4juity Incentive Plan (the “2011 Plan”), as dssed below, certain
employees, officers, directors and non-employees weanted options to purchase shares of commah atad stock purchase rights under the
Company's 2006 Equity Incentive Plan (the “2006BlaEquity awards granted under the 2006 Plan geiyevest over a four -year period
from the date of grant with a contractual term pfta 10 years . Common shares purchased undef@&Ran were subject to certain
restrictions, including the right of first refuda} the Company for sale or transfer of these sharestside parties. The Company's right of first
refusal terminated upon completion of the IPO (dete 1 ). As of December 31, 2012 and 2011 , thene 6.4 million and 6.3 million shares
of common stock outstanding under the 2006 Plapeetively. Upon the effectiveness of the 2011 BlaMarch 29, 2012, which replaces the
2006 Plan, no further stock options or other stwshkrds may be granted under the 2006 Plan. Altanding stock options and other equity
awards previously granted under the 2006 Plan meswbject to the terms of the 2006 Plan.

2011 Plan—Under the 2011 Plan, the Company may, initiabguie up to 2,643,171 shares of its common stodupat to stock
options, stock appreciation rights, restricted lstawards, restricted stock unit awards, performéyased stock awards, and other forms of
equity compensation, or collectively, stock awaalspf which may be granted to employees, inclgdifficers, and to non-employee directors
and consultants. The Company utilizes stock optamiss primary vehicle for equity compensationti@ys granted under the 2011 Plan befor:
August 1, 2012 generally expire 10 years aftegtiaat date and options granted thereafter geneaflire 7 years after the grant date. Equity
awards granted under the 2011 Plan generally westafour -year period from the date of grant dame continued employment. The number
of shares of the Company's common stock reservaddoance under the 2011 Plan will automaticalbréase, on each January 1, by 4.5% o
the total number of shares of the Company's comstmrk outstanding on December 31 of the precedatendar year, or such lesser number
of shares of common stock as determined by thedbafadirectors. As of December 31, 2012, there V8@ 855 shares of common stock
available for issuance pursuant to future grantteathe 2011 Plan.

2011 Employee Stock Purchase Plan-In 2011, the board of directors adopted the 20mplByee Stock Purchase Plan (“ESPRHjich
became effective immediately upon the executiondeidery of the underwriting agreement for the Qamy’s IPO on March 29, 2012. The
ESPP initially authorizes the issuance of 669,8G8es of the Company's common stock pursuant whpse rights granted to employees. The
number of shares of common stock reserved for iesuwvill automatically increase, on each Janualy1330,396 shares of the Company's
common stock or a lesser number of shares of constomk as determined by the Company's board oftdire. The ESPP is administered by
the board of directors, who has delegated its aityhto administer the ESPP to the compensationmittae.
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The ESPP is implemented by concurrent offeringquls;i the duration of which may not exceed 27 mon#s offering period may
contain up to four interim purchase periods. Inegah offering periods consists of the 24 month$ggs commencing on each May 1 and
November 1 of a calendar ye

Generally, all full time employees, including exgee officers, are eligible to participate in th&EP. The ESPP permits eligible
employees to purchase the Company’s common stockdh payroll deductions, which may not exceed %e employee’s total
compensation subject to certain limits. Stock maybrchased under the plan at a price equal tod5#e fair market value of the Company’s
stock on either the date of purchase or the fagtaf an offering period, whichever is lower. A tyear look-back feature in the Company's
ESPP causes an offering period to reset if thevidire of the Company’s common stock on a purcdaseis less than that on the initial
offering date for that offering period. The reseatiire, when triggered, will be accounted for asodification to the original offering, resulting
in additional expense to be recognized over thexhth period of the new offering. During any calanyear, participants may not purchase
shares of common stock having a value greater$B&(000 , based on the fair market value per sbfattee common stock at the beginning of
an offering period.

The board of directors may terminate or amend BB subject to stockholder approval in some cistantes. Unless terminated
earlier by the board of directors, the ESPP hasma bf 10 years .

The first offering period began on March 29, 20h# &as a duration of 25 months consisting of faucpase periods. For the first
purchase period only, eligible participants werenptted to remit catch-up amounts (up to a maximaggregate withholding of 15 percent of
their earnings during the first purchase periodhtoCompany at any time through October 15, 28%2uch, the grant date was determined t
be October 15, 2012 and compensation expenseddéaESPP of $247,000 was recorded in the fourtirtquof 2012.

As of December 31, 2012 , there were 610,290 sludrgee Company's common stock pursuant to purchights granted to employees
available for issuance under the ESPP.

Stock Options

A summary of the Company’s stock option activity 810 , 2011 and 2012 is as follows (in thousargsept per share data):

Weighted-
Average
Exercise Price

Shares per Share
Options outstanding — December 31, 2009 3,59t $ 0.3¢
Granted 2,54¢ 1.57
Exercised (111) 0.5¢
Canceled (230 0.5z
Options outstanding — December 31, 2010 5,80z 0.9C
Granted 1,11¢( 6.1¢€
Exercised (502) 0.3¢
Canceled (1549 2.82
Options outstanding — December 31, 2011 6,25¢ 1.8:
Granted 2,47¢ 7.3t
Exercised (59 1.2¢
Canceled (50€) 5.5
Options outstanding — December 31, 2012 8,16¢ 3.2¢
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The following table summarizes information abowicktoptions outstanding at December 31, 2012 :

Options Outstanding Options Exercisable
Weighted-

Average Weighted- Weighted-

Number of Remaining Average Number of Average

Shares Life Exercise Shares Exercise

Range of Exercise Prices (in thousands) (in years) Price (in thousands) Price

$0.27-$0.27 2,54: 6.5 $ 0.27 2290 $ 0.27
0.54-0.91 312 2.3 0.7C 301 0.7
1.63-1.63 1,78 7.3 1.6 1,162 1.6
2.00-5.11 1,152 6.6 3.27 51¢ 2.5¢
5.23-8.43 1,62( 9.1 7.24 20¢ 7.07
8.82-10.35 57¢ 8.6 9.5(C 15¢ 9.57
11.00-11.00 18¢ 9.1 11.0C 28 11.0(
Total 8,16¢ 7.3 3.2¢ 4,651 1.57

The intrinsic value of options exercised during 2®das $0.3 million . As of December 31, 2012 , ¢heere 7.9 million options
outstanding that were vested, exercisable and éghéa vest. Such options have a weighted-averagieise price of $3.19 and a weighted-
average remaining contractual term of 7.2 yeassoffDecember 31, 2012 , the aggregate intrindicevaas $11.5 million for the 4.7 million
exercisable shares. The intrinsic value is basetti®Company’s common stock fair value of $3.65gt&re as of December 31, 2012 .

Restricted Stock Unit

The following is a summary of restricted stock wattivity for the year ended December 31, 2012Hausands, except per share data):

Weighted Average
Fair Value per Share

Restricted Stock at
Units Grant Date
Outstanding at December 31, 2011 — $ =
Granted 282 5.6¢
Vested (20 2.00
Canceled 149 6.90
Outstanding at December 31, 2012 24¢ 5.52

The intrinsic value of restricted stock units velstieiring 2012 was $39,000 . As of December 31, 2@ restricted stock units
outstanding had a weighted average remaining cto@bterm of 1.7 years with an intrinsic valuebot9 million .

The following table summarizes the components @l stock-based compensation expense includecindhsolidated statement of
operations for the periods presented (in thousands)

Year Ended December 31,

2012 2011 2010
Cost of revenues $ 19¢ $ 39 % 9
Research and development 1,72¢ 79t 28¢€
Sales and marketing 1,25¢ 671 25¢€
General and administrative 1,58¢ 61t 27¢
Total stock-based compensation expense $ 4,76¢  $ 2,12 $ 82¢
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The following table summarizes stock-based comp&msassociated with each type of award:

Year Ended December 31,

2012 2011 2010

Stock options and restricted stock units $ 4,51¢ % 2,12C $ 82¢
ESPP 247 — _
Total stock-based compensation expense $ 4,76 $ 2,12 $ 82¢

Valuation Assumptions

The fair value of each option granted during thequs presented was estimated on the date of giging the Black-Scholes option-
pricing model with the following weighted-averagssamptions:

Stock Options

Year Ended December 31,

2012 2011 2010
Expected term (in years) 5.7 6.C 6.C
Expected volatility 74.5% 72.(% 73.5%
Annual risk-free rate of return 0.S% 1.8% 2.2%
Dividend yield 0.C% 0.C% 0.C%
Weighted-average fair value on grant date $ 46 % 5.0¢ % 1.72

As of December 31, 2012 , there was approximat&R$million of total unrecognized compensationtecetated to unvested stock
options, restricted stock units and ESPP, net péeted forfeitures, which is expected to be recogphbver a weighted-average period of 3.0
years.

No income tax benefit has been recognized reldatirgjock-based compensation expense and no tafitsdreve been realized from
exercised stock options.

12. INCOME TAXES

No provision for U.S. federal or state income talxas been made due to cumulative losses sincethmencement of operations.

A provision for income taxes of $0.7 million haebeecognized for 2012 related to the Company&idaroperations.

A reconciliation of total income tax expense ang dmount computed by applying the federal statutmmgme tax rate of 34% to loss
before income taxes for 2012, 2011 and 2010 islésAfs (in thousands):

Year Ended December 31,

2012 2011 2010
Income tax benefit at statutory rate $ (12,779 $ (10,88Y) $ (7,289
State taxes, net of federal benefit (1,479 (1,95¢€) 19C
Change in valuation allowance 12,57 12,45 6,78:
Other nondeductible/nontaxable items 2,15¢ 38¢ 311
Uncertain tax positions 7e — —
Provision for income taxes $ 651 $ — 3 —
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A summary of significant components of the Compardgéferred tax assets and liabilities as of Dece®bg2012 and 2011 is as folla
(in thousands):

December 31,

2012 2011

Current:
Reserves and allowances $ 11,52 % 4,641
Valuation allowance (11,529 (4,637)

Total Current — 4
Non-current:
Net operating losses 14,36¢ 15,65
Stock-based compensation 91¢ 41C
Deferred revenue 1,42¢ 1,43¢
Fixed assets and intangibles 10,30: 4,71¢
Other 88C —
Valuation allowance (27,889 (22,199

Total non-current — 21
Deferred tax liability — (25)
Net deferred tax assets $ — $ —

Due to the history of losses the Company has getesince inception, the Company believes thatiare-likely-thamot that all of the
deferred tax assets will not be realized as of Bber 31, 2012. Therefore, the Company has recaadeali valuation allowance on its deferred
tax assets.

The Company has net operating loss carryforwand&efteral and California income tax purposes ofrapmately $54 million and $49
million , respectively, as of December 31, 2012e Téderal and state net operating loss carryforsyafdot utilized, will expire beginning in
2026 and 2016, respectively. Utilization of the opérating loss carryforwards may be subject tobstntial annual limitation due to the
ownership change limitations provided by the IntéiRevenue Code of 1986, as amended (the "Codwl)similar state provisions. The ann
limitation may result in the expiration of net ogténg losses before utilization. The Company hasompleted a study to assess whether an
ownership change has occurred or whether there It multiple ownership changes since the Compaogme a “loss corporation” under
the Code. Due to the existence of the valuatiamalhce, it is not expected that any possible litaitawill have an impact on the results of
operations or financial position of the Company.

The accounting for uncertain tax positions pregsia recognition threshold and measurement agrfioutthe financial statement
recognition and measurement of a tax position takeyxpected to be taken in a tax return. The Compsrequired to recognize in the
financial statements the impact of a tax positibthat position is more-likely-thanet of being sustained on audit, based on the teahmerits
of the position. The gross unrecognized tax bembfitve increased from $0 at December 31, 201160,8Q0 at December 31, 2012, due to
increases in tax positions for the current yea#1df0,000 and increases in tax positions for prearyf $50,000 The unrecognized tax bene
of $160,000 at December 31, 2012, if recognizedjldveeduce our annual effective tax rate. The Cami@dso accrued interest and penalties
of $13,000 to unrecognized tax benefits during 2012

The Company does not have any tax positions fochvhiis reasonably possible the total amount oégrunrecognized tax benefits will
increase or decrease over the next year. The umexml tax benefits may increase or change duhiegéxt year for items that arise in the
ordinary course of business. The Company recotdsest related to uncertain tax positions as isteaad any penalties as other expense.

The Company'’s tax returns continue to remain sutgeexamination by U.S. federal authorities fa tlears 2009 through 2012 and by
California state authorities for the years 200®tigh 2012.
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13. CONCENTRATION OF CREDIT RISK AND MAJOR CUSTOMER S

The Company is potentially subject to financiatinment concentration of credit risk through itslkt@quivalents and trade accounts
receivables. The Company places its cash and cpstagents with major financial institutions, whidtbelieves to be of high credit quality, in
order to limit the exposure of each investmentd€&raccounts receivables can be potentially expmsadoncentration of credit risk with its
major customers. As of December 31, 2012 , the Gmpjpad amounts due from two customers that repied®1% and 16% of the total
accounts receivable balance. As of December 311, 2014 two largest accounts receivable balangeesented 24% and 10% of the total
accounts receivable balance. In 2012 , two custemerounted for 16% , and 11% of total net reverine®011 , threeustomers accounted
17% , 11% and 10% of total net revenues. In 2a0® customers accounted for 14% , and 11% of taalevenues.

14. NET LOSS PER SHARE ATTRIBUTABLE TO COMMON STOCK HOLDERS

In April 2012, all of the Company’s then outstargltonvertible preferred stock automatically coneerihto common stock in
connection with its IPO. For periods that endedmtt the conversion, basic and diluted net incperecommon share were presented in
conformity with the two-class method required fartipating securities.

Under the two-class method, net loss is allocagtadiden common shares and other participating sEsutd the extent that the securities
are required to share in the losses. The Compawyigertible preferred stock did not meet the d&éiniof a participating security in periods of
net losses as the convertible preferred stockheldiernot have a contractual obligation to sharténCompany’s losses. Accordingly, net
losses were attributable to common stockholderss&yuent to the CompasyfPO and the automatic conversion of the outstandonvertible
preferred stock, the Company had no other particigpaecurities and the two-class method is nodomgplicable.

Basic net loss per share attributable to commorkbtuders is calculated by dividing net loss atttéble to common stockholders by the
weighted average number of shares outstandindgnéopériod. The disproportional change in loss paresin 2012 is attributed to the autom.
conversion of our convertible preferred stock aoadvertible notes into 28.7 million shares of itsneoon stock upon IPO.

Diluted net loss per share attributable to comnionk$olders is calculated by dividing net lossilatitable to common stockholders by
the weighted average number of common shares aedtfa dilutive common share equivalents outstagdiuring the period if the effect is
dilutive. The Company'’s potentially dilutive commsehares include convertible notes and convertil#éepred stock prior to their conversion,
outstanding stock options and warrants and noredasistricted stock units.

The following table presents the potential commbares outstanding that were excluded from the ceaipn of diluted net loss f
share attributable to common stockholders for #rgops presented because including them would bega anti-dilutive (in thousands):

Year Ended December 31,

2012 2011 2010

Convertible preferred stock — 25,17: 25,17:
Stock options to purchase common stock 8,16¢ 6,25¢ 5,80z
Convertible notes — 2,32¢ —
Shares issuable pursuant to ESPP 5 — —
Unvested restricted stock units 24¢ — —
Common stock warrants 331 142 11
Convertible preferred stock warrants — 21t 141

Total 8,75 34,11 31,12¢

15. GEOGRAPHIC INFORMATION

The Company considers operating segments to beaengs of its entity in which separate financidrimation is available that is
evaluated regularly by its chief operating decisiwaker in deciding how to allocate resources arabgessing performance. The Company's
chief operating decision maker is the Chief Exami®fficer. The Chief Executive
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Officer reviews financial information presentedanonsolidated basis. The Company has one busic#siy, which entails the design,
development, manufacture and sale of microinvesgtstems for the solar photovoltaic industry. Theeeno segment managers who are held
accountable for operations, operating results angfor levels or components below the consolidatétlevel. Accordingly, management has
determined that the Company has a single repostiggnent and operating unit structure.

The following tables present net revenues (baseati@destination of the shipments) and long-livesets by geographic region as of anc
for the periods presented (in thousands):

Net Revenues

Year Ended December 31,

2012 2011 2010
United States $ 189,71 $ 128,69: $ 53,38
International 26,96° 20,83: 8,27¢
Total $ 216,67¢ $ 149,52 $ 61,66

In 2011 and 2010, Canada accounted for approxignaf and 13% of our net revenues, respectively.

Long-Lived Assets

As of December 31,

2012 2011 2010
United States $ 17,13¢  $ 11,19¢ $ 5,33(
China 6,642 5,97¢ 71C
Other 1,763 1,23¢ 63
Total $ 2554. $ 18,41. $ 6,10:

16. RELATED PARTY TRANSACTIONS

The Company recognized revenues of $16.8 milliah®$h4 million in 2012 and 2011 , respectivelynfreales of microinverters to
entities that are majority-owned by KPCB Holdinlys;., as nominee (“KPCB"} related party which has a significant ownershiprest in th
Company.
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Net revenues

Cost of revenues
Gross profit
Operating expenses:

ENPHASE ENERGY, INC.

Quarterly Financial Information

(Unaudited)
(In thousands, except per share data)

Quarters Ended for Fiscal 2012

Research and development

Sales and marketing

General and administrative
Total operating expenses

Loss from operations
Other expense, net

Loss before income taxes
Provision for income taxes
Net loss

Net loss per share, basic and diluted

Net revenues

Cost of revenues
Gross profit
Operating expenses:

Research and development

Sales and marketing

General and administrative
Total operating expenses

Loss from operations
Other expense, net
Net loss

Net loss per share, basic and diluted

March 31 June 30 September 30 December 31

$ 42,60( $ 55,697 $ 60,81 $ 57,56¢
33,29: 42,09¢ 44,48¢ 41,51:

9,301 13,60: 16,32¢ 16,05¢

7,84: 8,65¢ 10,57: 8,53:

5,04¢ 6,36( 7,03¢ 7,52¢

5,69¢ 6,091 6,911 6,177

18,58’ 21,10¢ 24,52 22,23t
(9,280) (7,50%) (8,197 (6,179
(839 (3,729 (580 (1,25%)
(10,119 (11,239 (8,777%) (7,437)
(65) (151) (130) (30%)
$ (10,189 $ (11,38Y) $ (8,907 $ (7,742)
$ 597 $ (0.29 $ (0.22) $ (0.19

Quarters Ended for Fiscal 2011
March 31 June 30 September 30 December 31

$ 18,06¢ $ 29,59: $ 44,72¢ % 57,13¢
15,42: 24,78¢ 36,18¢ 44,06

2,64¢ 4,807 8,54: 13,07:

5,34t 6,14: 6,431 7,18(

3,01( 4,26¢ 4,567 5,612

3,25( 3,88¢ 3,98( 4,10¢

11,60¢ 14,29 14,97¢ 16,90:

(8,957 (9,490 (6,43%) (3,830

(332) (799) (742) (1,707

$ (9,289 $ (10,289 $ (7,17¢) $ (5,537
$ (10.95) $ (9.95 $ 4.77) $ (3.4))
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Item 9. Changes in and Disagreements with Account&mon Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of December 31, 2012, we have carried out atuatian under the supervision of, and with the isgration of, our management,
including our Chief Executive Officer and Chief Birtial Officer, of the effectiveness of the desamal operation of our disclosure controls
procedures pursuant to Rule 13a-15 under the Siesuixchange Act of 1934, as amended (the "Exchéay’).

Our Chief Executive Officer and Chief Financial i0&r have concluded that, as of December 31, 20d2disclosure controls and
procedures are effective to ensure that the infaomaequired to be disclosed by us in the repibrds we file or submit under the Exchange
is recorded, processed, summarized and reportdéhvite time periods specified in SEC rules andni&rand that information required to be
disclosed by us in such reports is accumulateccantnunicated to our management, including our prai@xecutive officer and principal
financial officer, as appropriate to allow timelgdaisions regarding required disclosure.

Management's Report on Internal Control over Finangdal Reporting

This Annual Report on Form 10-K does not includeort of management’s assessment regarding imteong&ol over financial
reporting or an attestation report of our registgrablic accounting firm due to a transition peresiablished by the rules of the SEC for newly
public companies. We are an “emerging growth compas defined in the Jumpstart Our Business StarAqd, or the JOBS Act. After the
initial transition period provided for newly publdompanies, for as long as we remain an “emergiag/tlp company”, we are exempt from the
auditor attestation requirement in the assessnfahea@ffectiveness of our internal control overaficial reporting through the end of the fiscal
year following the fifth anniversary of our IPO, fiscal 2017,
Changes in Internal Control over Financial Reportirg

There were no changes in our internal control éwancial reporting that occurred during the thneenths ended December 31, 2012
that have materially affected, or are reasonakbjyjito materially affect, our internal control af@ancial reporting.

Item 9B. Other Information

None.
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PART III
Item 10. Directors and Executive Officers and Corpmate Governance

The information required regarding our directormiorporated herein by reference from the infoiomatontained in the section
entitled “Proposal 1-Election of Directors” in adefinitive Proxy Statement for the 2013 Annual Megtf Stockholders (our “Proxy
Statement”), a copy of which will be filed with ti$ecurities and Exchange Commission on or beford 3@, 2013.

The information required regarding our executiviécefs is incorporated herein by reference fromittiermation contained in the
section entitled “Management” in our Proxy Statemen

The information required regarding Section 16(ajdfieial ownership reporting compliance is incorged by reference from the
information contained in the section entitled “$@cttl6(a) Beneficial Ownership Reporting Complidhioeour Proxy Statement.

The information required with respect to procedumgsvhich security holders may recommend nomineesit board of directors, ai
the composition of our Audit Committee, and whetlverhave an “audit committee financial expert,ihisorporated by reference from the
information contained in the section entitled “Infation Regarding the Board of Directors and CaxpoGovernancet our Proxy Statemer

Code of Conduct

We have a written code of conduct that applieditoua executive officers, directors and employdgasr Code of Conduct is available
on our website dtttp://investor.enphase.com/governance.cficopy of our Code of Conduct may also be obwiinee of charge by writing
to our Assistant Secretary, Enphase Energy, 1420 N. McDowell Blvd., Petaluma, CA 94954. If we keaany substantive amendments to
our Code of Conduct or grant any waiver from a giown of the Code of Conduct to any executive effior director, we intend to promptly
disclose the nature of the amendment or waivenomwebsite.

Item 11. Executive Compensation

The information required regarding the compensatibour directors and executive officers is incagied herein by reference fri
the information contained in the sections entitlEdecutive Compensation,” “Director CompensatiofCbmpensation Committee Repogic
“Compensation Committee Interlocks and InsideriBigdtion” in our Proxy Statement.

Item 12. Security Ownership of Certain Beneficial @vners and Management and Related Stockholder Matter

The information required regarding security owngrsif our 5% or greater stockholders and of ouediors and management is
incorporated herein by reference from the infororationtained in the section entitled “Security Owgh@ of Certain Beneficial Owners and
Management” in our Proxy Statement.

Equity Compensation Plan Information

T he information required regarding securities ati#ted for issuance under our equity compensatiansas incorporated herein by
reference from the information contained in thetisacentitled “Employee Benefit Plans” in our ProRjatement.
Item 13. Certain Relationships and Related Transa&ins, and Director Independence

The information required regarding related trarisast is incorporated herein by reference from thf@rimation contained in tl

section entitled “Transactions With Related Pers@msl, with respect to director independence, thetisn entitled “Proposal Election o
Directors” in our Proxy Statement.
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Item 14. Principal Accounting Fees and Services

The information required is incorporated herein reyerence from the information contained in thetises entitled Principa
Accountant Fees and Services” and “Pre-Approvalcksl and Procedures” in the section entitled “Begh 2Ratification of Selection
Independent Registered Public Accounting Firm”im Broxy Statement.
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PART IV
Item 15. Exhibits, Financial Statement Schedules
Consolidated Financial Statements
The information concerning our consolidated finahstatements, and Report of Independent Regisiubtic Accounting Firm
required by this Item is incorporated by refereheeein to the section of this Annual Report on FaGK in Item 8,Consolidated Financial

Statements and Supplementary Data

No schedules are provided because they are ndtablg, not required under the instructions, orruested information is showr
the financial statements or related notes thereto.

Exhibits

The exhibits listed in the accompanying index thibits are filed or incorporated by reference as phthis Annual Report on Form
10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized on March 5, 2013 .

Enphase Energy, Inc.

By: /s/ PAUL B. NAHI

Paul B. Nahi
President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each persoroat signature appears below constitutes and ageaul B. Nahi ar
Kris Sennesael, jointly and severally, as his tod lawful attorneys-ifiact and agents, with full power of substitutiordaesubstitution, fc
him and in his name, place and stead, in any drehphcities, to sign any and all amendments ® Amnual Report on Form 10-and to file
the same, with all exhibits thereto, and other doeots in connection therewith, with the Securiiesl Exchange Commission, granting 1
said attorneys-irfiact and agents full power and authority to do pedorm each and every act and thing requisiteeoessary to be done in :
about the premises hereby ratifying and confirmalighat said attorneys-ifact and agents, or his substitute or substitutes; lawfully do o
cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélpthe following persons on
behalf of the registrant and in the capacitieshendates indicated.

Signature Title Date
/s/ PAUL B. NAHI President and Chief Executive Officer (PrincipabEntive March 5, 2013
Paul B. Nahi Officer)
/s/ KRIS SENNESAEL Vice President and Chief Financial Officer (Priradip March 5, 2013
Kris Sennesael Financial and Accounting Officer)
/sl RAGHUVEER R. BELUR Director March 5, 2013

Raghuveer R. Belur

/s NEAL DEMPSEY Director March 5, 2013
Neal Dempsey

/s/ STEVEN J. GOMO Director March 5, 2013
Steven J. Gomo

/sl BENJAMIN KORTLANG Director March 5, 2013
Benjamin Kortlang

/sl JAMESON J. MCJUNKIN Director March 5, 2013
Jameson J. McJunkin

/sl CHONG SUP PARK Director March 5, 2013
Chong Sup Park

/sl ROBERT SCHWARTZ Director March 5, 2013
Robert Schwartz

/s/ STODDARD M. WILSON Director March 5, 2013
Stoddard M. Wilson
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EXHIBIT INDEX

Exhibit No. Description of Exhibit

3.1 Amended and Restated Certificate of IncorporatioErphase Energy, In&)

3.2 Amended and Restated Bylaws of Enphase Energy@Iinc.

4.1 Specimen Common Stock Certificate of Enphase Enéngy®

4.2 2010 Amended and Restated Investors’ Rights Agreeimeand between Enphase Energy, Inc. and thetoselisted on
Exhibit A thereto, dated March 15, 2010, as amended

4.3 Common Stock Purchase Warrant, between Enphaseytec. and MS Solar Solutions Corp, dated Marchc4.0.®)

4.4 Warrant to Purchase Stock, between Enphase Ernemyand Compass Horizon Funding Company LLC, ddacch 11, 2010.
®

4.5 Warrant to Purchase Stock, between Enphase Erneyand Horizon Technology Finance Corporationedaarch 25, 2011.
®

4.6 Warrant Agreement to Purchase Stock, between Epfbiasrgy, Inc. and Hercules Technology Growth @Géginc., dated June
13, 2011®

4.7 Form of June 2011 Warrant to Purchase Common StbEkphase Energy, Inc., pursuant to that certameAded and Restated
Subordinated Convertible Loan Facility and Secutigyeement®

4.8 Form of November 2011 Warrant to Purchase CommocokSif Enphase Energy, Inc., pursuant to that teAemended and
Restated Subordinated Convertible Loan Facility @adurity Agreement?

10.1 Form of Indemnification Agreement by and betweepl&se Energy, Inc. and each of its directors aficeos$.®

10.2 2006 Equity Incentive Plan, as amended, and rededments® *

10.3 2011 Equity Incentive Plan and forms of agreemlesitetunder® *

10.4 2011 Employee Stock Purchase PIéri.

10.5 Offer Letter by and between Enphase Energy, Ind.Raul B. Nahi, dated January 1, 2007, as amefiled.

10.8 Offer Letter by and between Enphase Energy, Ind.Jaff Loebbaka, dated April 19, 2019.

10.9 Employment Agreement by and between Enphase Enirgyand Raghuveer R. Belur, dated March 21, 288@&mended

10.10 Amended and Restated Venture Loan and Securityehgeat by and between Enphase Energy, Inc., Hofizachnology
Finance Corporation and Horizon Credit | LLC, dakéarch 25, 2011, as amendé&.

10.11 Amended and Restated Loan and Security Agreemeantpetween Enphase Energy, Inc., Bridge BankphatAssociation
and Comerica Bank, dated March 24, 2011, as amefided

10.12 Loan and Security Agreement by and between Enpiassgy, Inc. and Hercules Technology Growth Capited., dated June
13, 2011, as amend€d.

10.13 Waterfront Office Building Full Service Lease byddmetween Enphase Energy, Inc. and Petaluma THeastméct, LLC, dated
February 3, 2008, as amend&.

10.14 Redwood Business Park NNN Lease by and betweendsedbnergy, Inc. and Sequoia Center LLC, dated 3up@11 (1400
North McDowell Boulevard), as amendéd.

10.15 Redwood Business Park NNN Lease by and betweendsedbnergy, Inc. and Sequoia Center LLC, dated 3u2@11 (1420
North McDowell Boulevard), as amendéd.

10.16 Cooperation Agreement “AC cabling system for saféero-inverter” by and among Enphase Energy, laed Phoenix Contact
GmbH & Co. KG and Phoenix Contact USA, Inc., debetember 7, 201® 7

10.17 Flextronics Logistics Services Agreement by andveen Enphase Energy, Inc. and Flextronics Ametic€, dated May 1,
2009.01

10.18 Flextronics Manufacturing Services Agreement by betiveen Enphase Energy, Inc. and Flextronics midid_td., dated
March 1, 2009, as amendéd|!

10.19 Master Development and Production Agreement bytetdeen Enphase Energy, Inc. and Fujitsu Microedaats America,
Inc., dated August 19, 2009."

10.20 License and Technology Transfer Agreement by amddsn Enphase Energy, Inc. and Ariane Controls, ttated December
21, 2007®1

10.21 Software License Agreement by and between PVI 8uols}f Inc. (subsequently known as Enphase Enengy), &nd DCD,
Digital Core Design, dated May 8, 2007, as amen@éd.

10.22 Amended and Restated Subordinated Convertible Eeaility and Security Agreement dated as of Novenilée 2011 by and
between KPCB Holdings, Inc. as nominee (as ageahteatler), certain other lenders, and Enphase Enkrg © '

10.23 Executive Severance Agreement by and between Eepthargy, Inc. and Paul B. Nahi, dated June 141 291

10.26 Change in Control and Severance Agreement by afeba Enphase Energy, Inc. and Jeff Loebbaka, dateel 14, 20113+

10.27 Executive Severance Agreement by and between Eefthaergy, Inc. and Raghuveer R. Belur, dated Jd4ng2a11.®*

10.28

Non-emplovee Director Compensation Poli® +



10.36

10.37
10.38

10.39

10.40

10.41
10.42

10.43
10.44
10.45
10.46

10.47

10.48

10.49
21.1
23.1
24.1
31.1
31.2
32.1

101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

1)
)
®3)
(4)
®)
(6)
()
(8)
9)

First Amendment of Amended and Restated Subordinatamvertible Loan Facility and Security Agreemieptand between
KPCB Holdings, Inc. as nominee (as agent and lgndertain other lenders, and Enphase Energy, dated March 27, 2018)

2012 Performance Bonus Program Summ@ry.

Loan and Security Modification Agreement betweeid@e Bank, National Association, Comerica Bank, Enghase Energy,
Inc. dated June 29, 2019.

Third Amendment of Amended and Restated Venturanlaoal Security Agreement by and among Horizon Teldyy Finance
Corporation, Horizon Credit | LLC, and Enphase Epyeinc., dated June 29,2012.

Second Amendment to Redwood Business Park NNN |easeeen Enphase Energy, Inc. & Sequoia Center, datd July 3,
2012.®

Separation Agreement, dated August 6, 2012, bybathdleen Sanjeev Kumar and Enphase Energy®c.

Amendment No. 4 to Loan and Security Agreemengalduly 27, 2012, by and between Hercules TechgaBrgwth Capital,
Inc. and Enphase Energy, Ifi2.

Offer Letter by and between Enphase Energy, Ind.Kais Sennesael, dated September 17, 2812.

Offer Letter by and between Enphase Energy, Ind.Stephen Lapointe, dated July 31, 20%22.

Offer Letter by and between Enphase Energy, Ind.Giaran Fox, dated May 2, 2012*

Form of Change of Control and Severance Agreemgfiniphase Energy, Inc. and each of Kris SenneS&phen Lapoint and
Ciaran Fox""

Credit Agreement by and among the lenders idedtifie the signature pages thereof, Wells Fargo Bdrk,, as an agent for
the lenders, and Enphase Energy, Inc. dated Novemi2912

Loan and Security Agreement by and between EnpBassgy, Inc., certain of it subsidiaries and Heesul'echnology Growth
Capital, Inc. dated November 7, 20£2.

2013 Performance Bonus Program Summiy.

List of subsidiaries of the Registrant

Consent of Deloitte & Touche LLP, Independent Rieged Public Accounting Firm

Power of Attorney (incorporated by reference todlgmature page of this Annual Report on Form 10-K)

Certification of Chief Executive Officer pursuantRule 13a-14(a)/15d-14(a).

Certification of Chief Financial Officer pursuaotRule 13a-14(a)/15d-14(a).

Certification of Chief Executive Officer and Chiginancial Officer pursuant to 18 U.S.C. Section@ 85 Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.*

XBRL Instance Document.**

XBRL Taxonomy Extension Schema Document.**

XBRL Taxonomy Extension Calculation Linkbase Docute

XBRL Taxonomy Extension Definition Linkbase Docurnt&n

XBRL Taxonomy Extension Label Linkbase Document.**

XBRL Taxonomy Extension Presentation Document.**

Previously filed as Exhibit 3.1 to the CurrdRéport on Form 8-K (File No. 0035480), filed with the Securities &
Exchange Commission on April 6, 2012, and incorteatdy reference herein.

Previously filed as Exhibit 3.5 to Amendmerd.N to the Registration Statement on Form S-1/ke (Ro. 3334174925), file(
with the Securities and Exchange Commission on Mag&; 2012, and incorporated by reference herein.

Previously filed as the like-numbered exhitutthe Registration Statement on Form S-1/A (File. 1833174925), an
incorporated herein by reference.

Previously filed as Exhibit 99.1 to the Regitibn Statement on Form S-8 (File No. 338t382), filed with the Securities ¢
Exchange Commission on May 14, 2012, and incorpdrherein by reference.

Previously filed as Exhibit 99.2 to the Regitibn Statement on Form S-8 (File No. 338t382), filed with the Securities ¢
Exchange Commission on May 14, 2012, and incorpdrherein by reference.

Previously filed as Exhibit 99.3 to the Regitibn Statement on Form S-8 (File No. 338t382), filed with the Securities ¢
Exchange Commission on May 14, 2012, and incorpdrherein by reference.

Previously filed as Exhibit 10.1 to the Cutréeport on Form 8-K/A (File No. 0035480), filed with the Securities &
Exchange Commission on May 17, 2012, and incorpdrhy reference herein.

Previously filed as the like numbered exhioitthe Quarterly Report on Form 10-Q (File No. BBY80), filed with th
Securities and Exchange Commission on August 1B ,28nd incorporated by reference herein.

Previously filed as the like numbered exhioitthe Quarterly Report on Form 10-Q (File No. BBY80), filed with th
Securities and Exchange Commission on Novembe2d1®, and incorporated by reference herein.

(10) Previously filed as Exhibit 10.1 to the CumtrdReport on Form 8-K (File No. 0®5480), filed with the Securities &

Exchange Commission on November 13, 2012, and pacated by reference herein.



(¢}

(11) Previously filed as Exhibit 10.2 to the CumrdReport on Form 8-K (File No. 0(85480), filed with the Securities
Exchange Commission on November 13, 2012, and pocated by reference herein.

(12) Previously filed as Exhibit 10.1 to the CuntrdReport on Form 8-K (File No. 0085480), filed with the Securities
Exchange Commission on January 29, 2013, and incatgd by reference herein.

+ Management compensatory plan or arrangel

(¢}

t Material in the exhibit marked with a “***has been omitted pursuant to a request for cortfalemeatment filed with tr
Securities and Exchange Commission. Omitted pastibave been filed separately with the Securitied Bmchang
Commission.

* The certifications attached as Exhibit 32.1 anpany this quarterly report on Form KQpursuant to 18 U.S.C. Section 12
as adopted pursuant to Section 906 of the Sarb@rkey Act of 2002, and shall not be deemed “fildy’ Enphase Enerc
Inc. for purposes of Section 18 of the Securitiesiange Act of 1934, as amended.

*x Pursuant to applicable securities laws and reguiafiEnphase Energy, Inc. is deemed to have codnplith the reportin
obligation relating to the submission of interaetidata files in such exhibits and are not subjediability under any anti-
fraud provisions of the federal securities lawdomg as Enphase Energy, Inc. has made a gooddté@mpt to comply wit
the submission requirements and promptly amendhteeactive data files after becoming aware thatittteractive data file
fail to comply with the submission requirements.actordance with Rule 406T of Regulatio Sthe information in the!
exhibits is furnished and deemed not filed or & p&a registration statement or prospectus foppses of Sections 11 or
of the Securities Act of 1933, as amended, is deenm filed for purposes of Section 18 of the Exujm Act of 1934, ¢
amended, and otherwise is not subject to liabilitgler these sections and shall not be incorpofayekference into ai
registration statement or other document filed uride Securities Act of 1933, as amended, excepixpeessly set forth |
specific reference in such filing.
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Exhibit 21.1
SUBSIDIARIES OF REGISTRANT

Enphase Energy S.A.S., a French corporation.

Enphase Energy S.r.l., an Italian corporation.

Enphase Energy New Zealand Limited, a New Zealangazation.
Enphase Energy UK Limited, a United Kingdom corpiora



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegjion Statement No. 333-181382 on Form S-8uwfreport dated March 5, 2013
relating to the consolidated financial statemeft&nphase Energy, Inc. and subsidiaries, appearititis Annual Report on Form 10-K of
Enphase Energy, Inc. for the year ended Decemhet(@P.

/sl Deloitte & Touche LLP

San Francisco, California
March 5, 2013



Exhibit 31.1
CERTIFICATION

[, Paul B. Nahi, certify that:
1.1 have reviewed this Annual Report on FormKL.@f Enphase Energy, In

2.Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omstéde a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered
by this report;

3.Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theooks presented in this report;

4.The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as det
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Herregistrant and have:

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoitge designed under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

(b) [Reserved]

(c) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentinisi report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahceporting; and

5.The registrant's other certifying officer(s) anabalve disclosed, based on our most recent evaluatiimtiernal control over financial reportii
to the registrant's auditors and the audit commitifiethe registrant's board of directors (or pesgmerforming the equivalent functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cébotrer financial reporting
which are reasonably likely to adversely affectrdgistrant's ability to record, process, summaaize report financial
information; and

(b)  Any fraud, whether or not material, that innedvmanagement or other employees who have a s@niifiole in the
registrant's internal control over financial repugt

Date: March 5, 2013

/s/ Paul B. Nahi

Paul B. Nahi
President and Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2
CERTIFICATION

I, Kris Sennesael, certify that:
1.1 have reviewed this Annual Report on FormKL.@f Enphase Energy, In

2.Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omstéde a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered
by this report;

3.Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theooks presented in this report;

4.The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as det
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Herregistrant and have:

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoitge designed under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

(b) [Reserved]

(c) Evaluated the effectiveness of the registrati$slosure controls and procedures and presentinisi report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant's internal control over finahceporting; and

5.The registrant's other certifying officer(s) anabalve disclosed, based on our most recent evaluatiimtiernal control over financial reportii
to the registrant's auditors and the audit commitifiethe registrant's board of directors (or pesgmerforming the equivalent functions):

(@  All significant deficiencies and material weakses in the design or operation of internal cébotrer financial reporting
which are reasonably likely to adversely affectrdgistrant's ability to record, process, summaaize report financial
information; and

(b)  Any fraud, whether or not material, that innedvmanagement or other employees who have a s@niifiole in the
registrant's internal control over financial repugt

Date: March 5, 2013

/sl Kris Sennesael

Kris Sennesael
Vice President and Chief Financial Officer
(Principal Financial Officer)




Exhibit 32.1
CERTIFICATION

Pursuant to the requirement set forth in Rule 18@}lof the Securities Exchange Act of 1934, asrated, (the "Exchange Act") and
Section 1350 of Chapter 63 of Title 18 of the Udiftates Code (18 U.S.C. §1350), Paul B. Nahi,itRrasand Chief Executive Officer of
Enphase Energy, Inc. (the "Company"), and Kris &saal, Vice President and Chief Financial Offidethe Company, each hereby certifies
that, to the best of his knowledge:

1.The Company's Annual Report on Form 10-K for theush period ended December 31, 2012, to whichGleigification is attached as
Exhibit 32.1 (the "Report"), fully complies withelrequirements of Section 13(a) or Section 15(dhefExchange Act; and

2.The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the
Company.

In Witness Whereof, the undersigned have set their hands heretothe &"day of March, 2013 .

/s/ Paul B. Nahi /sl Kris Sennesael
Paul B. Nahi Kris Sennesael
President and Chief Executive Officer Vice President and Chief Financial Officer

This certification accompanies the FormHK@e which it relates, is not deemed filed with tBecurities and Exchange Commission and is r
be incorporated by reference into any filing of Bage Energy, Inc. under the Securities Act of 1833amended, or the Securities Exchange
Act of 1934, as amended (whether made before er tifé date of the Form 10-K), irrespective of gayeral incorporation language containes
in such filing.



