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Dear Fellow Shareholders,

As always, | would like to start this letter
by first thanking our employees for their
hard work and dedication throughout the
year. Their commitment is second to none,
and the loyalty of our customers, agents,
suppliers, and shareholders is reflected
in our 2022 results.

Our fiscal year 2022 was a year of new benchmarks. We
closed the year with $455 Million in revenues, a 44%
improvement over 2021, and a 66% improvement in adjusted
EBITDA at $35M or 7.7%. | am proud of how our teams
performed during a year of challenges, with the lingering
impact of the pandemic, supply chain disruptions, labor
shortages, and inflation. These challenges, coupled with

the ongoing work of integrating JSI Store Fixtures, required
disciplined execution from our ~1,400 employees. Yet,
regardless of the obstacles, the LSI team found creative and
innovative ways to provide the same or better level of service
and quality products our customers have expected for nearly
50 years.

These results, in part, were made possible by the improvements
implemented throughout our organization over the last two
years, transforming LSI into a customer-centric organization
centered around key vertical markets. These improvements
were comprehensive, and the results reflect the underlying
strength of our strategic plan, giving us the momentum to
capitalize on the fastest growing verticals such as Grocery,
Automotive, Convenience Stores, and Quick Serve Restaurants.

Standout Achievements

When considering the year now behind us, there are a few
achievements that stand out:

¢ Having now been with us for just over a year, JSI outpaced
our expectations and showed both a strategic and cultural fit

¢ We launched more than 50 new or redesigned
lighting products

¢ As a trusted, longtime partner of the QSR market’s largest
brands, we continued to expand our foothold in the market
with tens of millions of dollars in new contracts

* One of the country’s largest grocery retailers selected LSI for
a multimillion-dollar contract, growing our position in this
competitive industry

« We expanded our offering of energy-efficient, eco-friendly
technologies to include turnkey solar installations for
refueling stations

*« We announced a $15 million share repurchase program in
tandem with our third quarter results, in addition to
declaring a cash dividend for each of the four quarters
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Expanding our Share

Our diversified market verticals positioned us for a breakout
fiscal 2022. Some of our key vertical markets include:

* Automotive

¢ Grocery & Pharmacy

¢ Parking Lots & Garages
¢ Refueling & C-Stores

* Quick Serve Restaurants
* Retail

¢ Sports Courts & Fields

¢ Warehousing

We have expanded our presence of lighting and display
solutions in these markets by selectively identifying
opportunities that match up well with our core competencies
and have the right ingredients for sustainable growth.

The grocery industry was a prime example. Traditional
grocers, facing challenges to their market share from new,
more specialized, and boutique grocers, needed a way to
differentiate themselves. The first way they did that was

to improve their customer experience by improving and
modernizing the look and feel of their stores, bringing new and
fresh experiences to shoppers. We provided low-maintenance
and energy-efficient lighting, indoors and out, paired with
engaging graphics, signage, refrigerated and non-refrigerated
displays, along with turnkey management of the projects.

Many of North America’s largest and most recognizable
companies trust LSI as a crucial partner for creating

their brand and image strategy. Our lighting and graphics
solutions, combined with JSI’s custom display fixtures, create

a triad of solutions unmatched in the industry, allowing us

to penetrate deeper into each of our verticals. This solution

set differentiates us from our competitors because we offer
comprehensive products and solutions that help our customers
market and merchandise their products. We believe that clients
who previously relied on us for just one of these solutions will
continue moving more of their business to us, recognizing

the unique value we bring and making us a stronger, more
resilient company.
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New Products & Innovations

We launched more than 50 new and redesigned lighting and
display solution products in fiscal 2022, outpacing the 40 we
launched in 2021, and a lot goes into that number. Our teams of
engineers and product managers have always been responsive
to the needs of our customers and market forces.

Some of our most successful launches of the year included
our Aureus round high bay, which filled a void in the booming
warehouse and industrial sector and resulted in an immediate
flurry of sales activity. Our contemporary Clarity family of
luminaires was a success because of their available form factors
and other options that lend themselves to a wide variety

of applications in healthcare, education, retail, and more. In
addition, we continued our work in LS| Sports Lighting, a

new brand segment that houses our ZONE family of sports
luminaires, allowing us to capitalize on our outsized growth in
sports venues of all kinds. In display solutions, we introduced
five new refrigerated displays that increase the customer
service area of each unit and offer the option of using next-
generation, eco-friendly refrigerants.

ESG

We have made significant progress toward our ESG goals

over the last year. The most direct means of impacting our
environmental and sustainability objectives includes pursuing
greater efficiency standards for our products, reducing
energy loads and consumption in communities where they
are used, and the use of ecofriendly components and gases.
Additionally, with the continual assessment of our sourcing and
manufacturing practices, we require our partners to commit to
best practices and responsible processes.

Onward & Upward

As the story of LSI continues to evolve and we finish the
chapter that was 2022, | am inspired by the work our
employees do to make us a better, stronger, and smarter
company built for the future. | am grateful to you, our investors,
for believing in that work. The momentum we have built
together is just the beginning; we are poised for another
record-breaking year in 2023.

James A. Clark

President and Chief Executive Officer
LS/ Industries
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Note About Forward-Looking Statements

This report includes estimates, projections, statements relating to our business plans, objectives, and expected operating
results that are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995,
Section 27A of the Securities Act of 1933, and Section 21E of the Securities Exchange Act of 1934. Forward-looking
statements may appear throughout this report, including the following sections: “Business” (Part I, Item 1 of this Form 10-
K), “Risk Factors” (Part I, Item 1A of this Form 10-K), and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” (Part II, Item 7 of this Form 10-K). These forward-looking statements generally are
identified by the words “encourage,” “believe,” “project,” “expect,” “anticipate,” “estimate,” “intend,” “strategy,” “future,”
“opportunity,” “plan,” “may,” “should,” “will,” “would,” “will be,” “will continue,” “will likely result,” and similar
expressions. Forward-looking statements are based on current expectations and assumptions that are subject to risks and
uncertainties that may cause actual results to differ materially. We describe risks and uncertainties that could cause actual
results and events to differ materially in “Risk Factors,” “Management’s Discussion and Analysis of Financial Condition
and Results of Operations,” and “Quantitative and Qualitative Disclosures about Market Risk” (Part II, [tem 7A of this
Form 10-K). Readers are cautioned not to place undue reliance on forward-looking statements, which speak only as of the
date they are made. We undertake no obligation to update or revise publicly any forward-looking statements, whether
because of new information, future events, or otherwise.
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PART I
ITEM 1. BUSINESS

Overview

LSI Industries Inc. (LSI) is a leading producer of non-residential lighting and retail display solutions. Non-residential
lighting consists of high-performance, American-made lighting solutions. The Company’s strength in outdoor lighting
applications creates opportunities for it to introduce additional solutions to its valued customers. Retail display solutions
consist of graphics solutions, digital signage, and technically advanced food display equipment for strategic vertical
markets. LSI’s team of internal specialists also provide comprehensive project management services in support of large-
scale product rollouts.

Our business is organized as follows: the Lighting Segment, which represented 51% of our fiscal 2022 net sales and the
Display Solutions Segment, which represented 49% of our fiscal 2022 net sales. See Note 3 of Notes to Consolidated
Financial Statements beginning on page 48 of this Form 10-K for additional information on business segments. Net sales by
segment are as follows (in thousands):

2022 2021
Lighting SEZMENT.......cocieriieiieiieieeierteee e ee ettt e et eaeereseaessaessaeseens $ 233,449 $ 189,000
Display Solutions SEZMENt ..........c.cccuerierieriieiieiienie et eeens 221,671 126,612
TOtAl NEE SALES ...ttt ettt ettt e e eaae e $ 455,120 $ 315,612

Lighting Segment

Our Lighting Segment manufactures, markets, and sells outdoor and indoor lighting fixture and controls solutions in the
commercial and industrial markets, including the following vertical markets: refueling and convenience store, parking lot
and garage, quick-service restaurant, retail, grocery and pharmacy, automotive dealership, sports court and field, and
warehouse. We service these markets through multiple channels: project business sold through electrical distributors and
agents and shipped directly to the customer; standard products sold to and stocked by distributors; and direct to end-use
customers. Our products are designed and manufactured to provide maximum customer value and meet the high-quality,
competitively priced product requirements of the markets we serve. Focusing on key vertical applications allows us to
deliver unique product solutions, which in turn provide differentiated value to our customers.

Our lighting fixtures, poles and brackets are produced in a variety of designs, styles, and finishes. Important functional
variations include types of mounting, such as pole, bracket and surface, and the nature of the light requirement, such as but
not limited to interior and exterior down-lighting, wall-wash lighting, canopy lighting, flood lighting, emergency exit
lighting, area lighting and security lighting. We also offer a variety of lighting controls including sensors, photocontrols,
dimmers, motion detection and Bluetooth systems to support our lighting fixtures. Our engineering professionals perform
photometric analyses and wind load safety studies for our light fixtures. In addition, our light fixtures are certified to
Universal Labs (UL), DesignLights Consortium (DLC), International Dark-Sky Association (IDA, for outdoor lighting) and
Institute for Printed Circuits (IPC) standards, to name a few. Our lighting products utilize high efficient LED light sources.
All of our products are designed for performance, reliability, ease of installation and service, as well as attractive
appearance. In addition, we also focus on designing lighting system solutions and implementing strategies related to energy
savings in all markets served.

Display Solutions Segment

The Display Solutions Segment manufactures, sells and installs exterior and interior visual image and display elements,
including printed graphics, structural graphics, digital signage, menu board systems, store display fixtures, refrigerated
displays, and custom display elements. The major products and services offered within our Display Solutions Segment
include signage and canopy graphics, pump dispenser graphics, building fascia graphics, decals, interior signage and
marketing graphics, aisle markers, wall mural graphics, and refrigerated and non-refrigerated merchandising displays. We
also provide a variety of project management services to complement our display elements, such as installation
management, site surveys, permitting, and content management which are offered to our customers to support our digital
signage. We also manage and execute the implementation of large rollout programs with our professional services group.
These programs provide our customers a variety of display solutions and visual image upgrades in the same markets served
in the lighting segment, which include the following markets: refueling and convenience store, quick-service restaurant,
retail, grocery and pharmacy, and automotive dealerships. We believe our expertise with the products and services we offer
in the markets we serve represents a significant competitive advantage. We work with our customers and design firms to
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establish and implement cost-effective corporate visual image programs to advance our customer’s brands and deliver value
to their customers. Increasingly, we have become the primary supplier of exterior and interior visual image and display
elements for our customers.

Sales, Customers and Marketing

The products and services we offer are sold primarily throughout the United States, but also in Canada, Mexico, Australia,
and Latin America (approximately 5% of consolidated net sales are outside the United States). Our lighting product sales
originate from two primary revenue streams. The first revenue stream is from project-based business, quoting and receiving
orders as a preferred vendor for product sales to multiple end-users, including customer-owned as well as franchised and
licensed dealer operations. The second revenue stream is from selling standard products to stocking distributors, who
subsequently provide products to electrical contractors and end users for a variety of lighting applications. Our display
solution elements and related services, which in many instances are program-driven, are sold primarily through our own
sales force.

Sales are developed through a wide variety of contacts such as, but not limited to, national retail marketers, branded product
companies, and franchised and dealer operations. In addition, sales are also achieved through recommendations from local
architects, engineers, electrical distributors, and contractors. The Company utilizes the latest technology to track sales leads
and customer quotes with the goal to turn them into orders from our customers. Our sales are partially seasonal as
installation of our non-residential outdoor lighting and visual display solutions in the northern states decreases during the
winter months.

The Company markets its products and service capabilities to end users in multiple channels through a broad spectrum of
marketing and promotional methods, including direct customer contact, trade shows, on-site and virtual training, print
advertising in industry publications, product brochures and other literature, ¢ Learning, the company website, as well social
media. We have made investments in our marketing support team to continue to build awareness of LSI’s product and
service capabilities. Our marketing approach and means of distribution vary by product line and by market.

Manufacturing and Distribution

We currently operate out of eleven manufacturing facilities located within six U.S. states and one province in Ontario,
Canada. The Company added four manufacturing facilities resulting from the acquisition of JSI Store Fixtures (May 2021),
which included manufacturing facilities located in Maine, Utah, and Canada.

We design, engineer and manufacture most of our lighting and visual display products through the utilization of lean
manufacturing principles. Our investment in our production facilities is focused primarily on improving capabilities,
product quality, and manufacturing efficiency, as well as environmental, health, and safety compliance. The majority of
products we sell are engineered, designed, and assembled by the Company, while a small portion of the products and
components we sell are purchased from select qualified vendors. Our lighting and display solutions products are delivered
directly from our manufacturing facilities to our customers utilizing third-party common carriers.

The principal raw materials and purchased components used in the manufacturing of our products are steel, aluminum,
aluminum castings, fabrications, LEDs, power supplies, sensors, powder paint, steel tubing, wire harnesses, acrylic, silicon
and glass lenses, inks, various graphics substrates such as Aluminum Composite Material (ACM), Expanded PVC sheet
(EPVC), vinyl film, styrene, foamboards, wood and wood laminates, condensing units, and digital screens. We source these
materials and components from a variety of suppliers. Although an interruption of these supplies and components could
disrupt our operations, we believe generally that alternative sources of supply exist and could be readily arranged. As a
result of challenges encountered in the supply chain, we have increased our safety stock in certain components in order to
mitigate potential disruption to our operations resulting from an anticipated shortage of certain components. We are not
dependent on any one supplier for critical component parts. We strive to reduce price volatility in our purchases of raw
materials and components through annual contracts with strategic suppliers. Our Lighting operations generally carry a
certain level of sub-assemblies and finished goods inventory to meet quick delivery requirements. The Company’s
operations dealing with LED products generally carry LED and LED component inventory due to longer lead times. Most
lighting products are made to order and shipped shortly after they are manufactured. Our display solutions operations
manufacture custom products for customers who require us to stock certain amounts of finished goods in exchange for their
commitment to that inventory. An example is our digital signage business, where customers require us to carry an inventory
of digital screens to meet the demands of a large rollout program.



Research and Development:

We invest in the development of new products and solutions as well as the enhancement of existing product offerings to
meet the needs of our customers. Research and development costs are directly attributable to new product development,
including the development of new technology for both existing and new products, and consist of salaries, payroll taxes,
employee benefits, materials, outside legal costs and filing fees related to obtaining patents, supplies, depreciation, and
other administrative costs. Research and development costs related to both product and software development totaled $3.6
million and $3.7 million for the fiscal years ended June 30, 2022, and 2021, respectively.

Competition

We experience competition in both segments and in all markets we serve based on numerous factors, including price, brand
name recognition, product quality, product design, prompt delivery, energy efficiency, customer relationships, reputation,
and service capabilities. Although we have many competitors, both nationally and internationally, some of which have
greater financial and other resources, we do not compete with the same companies across both segments and all markets.

Working Capital

For a discussion of our working capital, see “Liquidity and Capital Resources” in Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations."

Backlog Orders

We had a backlog of orders, which we believe to be firm, of $112.4 million and $89.7 million at June 30, 2022, and 2021,
respectively. All orders are expected to be shipped or installed within twelve months.

Environmental Regulations

We are subject to a variety of federal, state, and local provisions regulating the discharge of materials into the environment
or otherwise relating to the protection of the environment. These include statutory and regulatory provisions under which
we are responsible for the management of hazardous materials we use and the disposition of hazardous wastes resulting
from our manufacturing processes. Failure to comply with such provisions could result in fines and other liabilities to the
government or third parties.

Human Capital

We recognize that in order to drive innovation, growth, and operational excellence, we must identify, attract, retain, and
motivate top talent. Our approach is to develop talent from within and supplement with external hires. We are committed to
building a diverse, inclusive, and engaged workforce. Our management teams and all of our employees are expected to
exhibit the principles of fairness, honesty, and integrity in the actions we undertake. Our employees must adhere to a code
of conduct that sets standards for appropriate behavior and includes required annual training on preventing, identifying,
reporting, and stopping any type of unlawful discrimination or unethical actions.

We have 1,380 full-time employees and 149 agency employees as of June 30, 2022. We offer a comprehensive
compensation and benefits program to our employees, including competitive wages, medical and dental insurance, and a
401(k)-retirement savings plan. The Company offers a nonqualified deferred compensation plan, an equity-based incentive
plan and an incentive plan that is based upon the achievement of the Company’s business plan goals, for certain employees.

Information Concerning LSI Industries Inc.

We file reports with the Securities and Exchange Commission (“SEC”) on Forms 10-K, 10-Q and 8-K. The SEC maintains
an internet website that contains reports, proxy and information statements and other information regarding us. The address
of that site is http://www.sec.gov. Our internet address is http://www.lIsicorp.com. We make available free of charge
through our internet website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and any amendments to those reports filed or furnished pursuant to Section 13(a) of the Securities Exchange Act of 1934,
as amended, as soon as reasonably practical after we electronically file them with the SEC.




The information found on our website is not part of, or incorporated by reference into, this or any other report we file with,
or furnish to, the SEC. In addition to these channels, we use social media to communicate to the public. It is possible that
the information we post on social media could be deemed to be material to investors. We encourage investors, the media,
and others interested in LSI to review the information we post on the social media channels listed on our Investor Relations
website.

ITEM 1A. RISK FACTORS

In addition to the other information set forth in this report, you should carefully consider the following factors which could
materially affect our business, financial condition, cash flows or future results. Any one of these factors could cause the
Company’s actual results to vary materially from recent results or from anticipated future results. The risks described below
are not the only risks facing our Company. Additional risks and uncertainties not currently known to us or that we currently
deem to be immaterial also may materially adversely affect our business, financial condition and/or operating results.

Risk Factor Summary

Risks Related to Our Strategy

e Our financial condition and results of operations for future periods may be adversely impacted by epidemics,
pandemics, outbreaks of infectious disease or similar public health threats and the resulting economic impact.

e Lower levels of economic activity in our end markets could adversely affect our operating results.

e  Our business is cyclical and seasonal, and in downward economic cycles our operating profits and cash flows
could be adversely affected.

e Our operating results may be adversely affected by unfavorable economic, political and market conditions.

e The inability to effectively execute our business strategies could adversely affect our financial condition and
results of operations.

e The markets in which we operate are subject to competitive pressures that could affect selling prices, and therefore
could adversely affect our operating results.

e We have a concentration of net sales to the refueling and convenience store and grocery markets, and any
substantial change in this market could have an adverse effect on our business.

e The Company may pursue future growth through strategic acquisitions and investments, which may not yield
anticipated benefits.

e Ifwe do not develop the appropriate new products or if customers do not accept new products, we could
experience a loss of competitive position which could adversely affect future revenues.

e Ifwe are unable to adequately protect our intellectual property, we may lose some of our competitive advantage.

Risks Related to our Operations

e Sudden or unexpected changes in a customer’s creditworthiness could result in significant accounts receivable
write-offs.

e Price increases, significant shortages of raw materials and components, shortages in transportation and an increase
in fuel prices could adversely affect our operating margin.

e Our information technology systems are subject to certain cyber risks and could be subject to disasters that are
beyond our control.

e Labor shortages or increases in labor costs could adversely impact our business and results of operations.

e If the Company’s products are improperly designed, manufactured, packaged, or labeled, the Company may need
to recall those items, may have increased warranty costs, and could be the target of product liability claims.

e Changes in a customer’s demands and commitment to proprietary inventory could result in significant inventory
write-offs.

e The turnover of independent commissioned sales representatives could cause a significant disruption in sales
volume.

e The Company may be unable to sustain significant customer and/or channel partner relationships.

e A loss of key personnel or inability to attract qualified personnel could have an adverse effect on our operating
results.

e Changes in a shift in product mix can have a significant impact on our gross margins.

e We may not recognize all revenues from our backlog or receive all payments anticipated under awarded projects
and customer contracts.

e We may be required to write-off or impair capitalized costs or intangible assets in the future, or we may incur
restructuring costs or other charges, each of which could harm our earnings.



Risks Related to Legal and Regulatory Matters
e The costs of litigation and compliance with environmental regulations, if significantly increased, could have an
adverse effect on our operating profits.
e Potential changes in U.S. trade policies could have a material adverse effect on the Company.

Risks Related to Financial Matters
e A significant decline in our stock price could adversely affect our ability to raise additional capital.
e Anti-takeover provisions in our organizational documents and in Ohio law could make difficult or delay a change
in management or negatively impact our share price.

RISKS RELATED TO OUR STRATEGY

Our financial condition and results of operations for future periods may be adversely impacted by epidemics,
pandemics, outbreaks of infectious disease or similar public health threats and the resulting economic impact.

The occurrence of regional epidemics or a global pandemic such as COVID-19 may adversely affect our operations,
financial condition, and results of operations. The COVID-19 pandemic has had widespread, rapidly evolving, and
unpredictable impacts on global society, economies, financial markets, and business practices. The extent to which global
pandemics impact our business going forward will depend on factors such as the duration and scope of the pandemic;
governmental, business, and individuals' actions in response to the pandemic; and the impact on economic activity
including the possibility of recession or financial market instability.

Infectious diseases, including COVID-19 and its variants, continue to spread globally, resulting in authorities implementing
numerous measures to try to contain them, including but not limited to, travel bans and restrictions, quarantines, shelter in
place orders, and shutdowns. These measures have impacted previous operating results and may continue to impact our
workforce and operations, the operations of our customers, and those of our respective vendors and suppliers if the diseases
continues to spread resulting in further mandated actions. We have experienced some limited disruptions in supply from
some of our suppliers, although the disruptions to date have not been significant. Additionally, infectious diseases cause
disruption to the construction markets, as well as inventory de-stocking by our distributors, both of which had a negative
impact on our sales. Restrictions on access to our manufacturing facilities or on our support operations or workforce, or
similar limitations for our vendors and suppliers, and restrictions or disruptions of transportation, such as reduced
availability of air transport, port closures, and increased border controls or closures, could limit our capacity to meet
customer demand, lead to increased costs and have a material adverse effect on our financial condition and results of
operations.

Lower levels of economic activity in our end markets could adversely affect our operating results.

Our businesses operate in several market segments including the refueling and convenience store markets, parking lot and
garage markets, quick-service restaurant market, retail and grocery store markets, the automotive market, the warehouse
market, and the sports complex market, to name a few. Operating results can be negatively impacted by volatility in these
markets. Future downturns in any of the markets we serve could adversely affect our overall sales, profitability, and cash
flow. In addition, customer difficulties in the future could result from economic declines or issues arising from the cyclical
nature of their business and, in turn, result in decreases in product demand, increases in bad debt write-offs, decreases in
timely collection of accounts receivable and adjustments to our allowance for credit losses, resulting in material reductions
to our revenues and net earnings.

Our business is cyclical and seasonal, and in downward economic cycles our operating profits and cash flows could
be adversely affected.

Historically, sales of our products have been subject to cyclical variations caused by changes in general economic
conditions. The demand for our products reflects the capital investment decisions of our customers, which depend upon the
general economic conditions of the markets that our customers serve. During periods of expansion in construction and
industrial activity, we generally have benefited from increased demand for our products. Conversely, downward economic
cycles in these industries result in reductions in sales and pricing of our products, which may reduce our profits and cash
flow. During economic downturns, customers also tend to delay purchases of new products. The cyclical and seasonal
nature of our business could at times adversely affect our liquidity and financial results.
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Our operating results may be adversely affected by unfavorable economic, political and market conditions.

Economic and political conditions worldwide have from time to time contributed to slowdowns in our industry at large, as
well as to the specific markets in which we operate. When combined with ongoing customer consolidation activity and
periodic manufacturing and inventory initiatives, an uncertain macro-economic and political climate, including but not
limited to a recession or inflationary pressures, and the effects of possible weakness in domestic and foreign financial and
credit markets, could lead to reduced demand from our customers and increased price competition for our products,
increased risk of excess and obsolete inventories and uncollectible receivables, and higher overhead costs as a percentage of
revenue. If the markets in which we participate experience further economic downturns, as well as a slow recovery period,
this could negatively impact our sales and revenue generation, margins, and operating expenses, and consequently have a
material adverse effect on our business, financial condition and results of operations.

The inability to effectively execute our business strategies could adversely affect our financial condition and results
of operations.

Various uncertainties and risks are associated with our approach to strategically penetrate certain market verticals,
including but not limited to, the development, marketing and selling of new products and solutions, new product
development, and the overall development, marketing, and selling of lighting and display solutions. Those uncertainties and
risks include but are not limited to diversion of management’s attention; difficulty in retaining or attracting employees;
negative impact on relationships and customers; obsolescence of current products and slow new product development;
inability to produce products with quality, performance, and cost attributes equal to or better than provided by our
competitors; and unforeseen difficulties in the implementation of the management operating structure. Problems with
strategy execution could offset anticipated benefits, disrupt service to customers, and impact product quality as well as
adversely affect our business. With the addition of new products and solutions, we may encounter new and different
competitors that may have more experience with respect to such products and solutions.

The markets in which we operate are subject to competitive pressures that could affect selling prices, and therefore
could adversely affect our operating results.

Our businesses operate in markets that are highly competitive, and we compete on the basis of price, quality, service and/or
brand name across the industries and markets served. Some of our competitors for certain products, primarily in the
Lighting Segment, have greater sales, assets, and financial resources. Some of our competitors are based in foreign
countries and have cost structures and prices in foreign currencies. Accordingly, currency fluctuations could cause our U.S.
dollar-priced products to be less competitive than our competitors’ products which are priced in other currencies.
Competitive pressures could affect prices we charge our customers or demand for our products, which could adversely
affect our operating results. Additionally, customers for our products may attempt to reduce the number of vendors from
which they purchase in order to reduce the size and diversity of their inventories and their transaction costs. To remain
competitive, we will need to invest continuously in research and development, manufacturing, marketing, customer service
and support, and our distribution networks. We may not have sufficient resources to continue to make such investments and
we may be unable to maintain our competitive position.

We have a concentration of net sales to the refueling and convenience store and grocery markets, and any
substantial change in this market could have an adverse effect on our business.

The Company has a concentration of sales in the refueling and convenience store and grocery markets. Sales to the
refueling and convenience store market are dependent upon the general conditions prevailing in and the profitability of the
Petroleum industry and general market conditions. The refueling and convenience store market can be subject to reactions
by the petroleum industry due to world political events, to the price and supply of oil, and to a decline in demand resulting
from an economic recession, or other factors. Major disruptions in the petroleum industry generally result in a curtailment
of retail marketing efforts, including expansion and refurbishing of retail outlets by the petroleum industry, which could
adversely affect our business. The operating environment for the grocery market continues to be characterized by the
fragmentation of local, regional, and national retailers, including both retail and digital formats, market consolidation,
intense competition, and entry of non-traditional competitors. Customer behavior shifted quickly and considerably during
the pandemic, including a shift from food away from home to food at home. The changing operating environment along
with changes in customer behaviors within the grocery market could have an adverse impact on the purchasing decisions by
one or more of our larger customers in this market. In addition, actions by our competitors, our customer’s financial
constraints, and industry factors or otherwise, could have an adverse effect on our business in either of these markets.
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The Company may pursue future growth through strategic acquisitions and investments, which may not yield
anticipated benefits

The Company has strengthened its business through strategic acquisitions including the fiscal 2021 acquisition of JSI and
may continue to do so as opportunities arise in the future. The Company will benefit from such activity only to the extent
that it can effectively leverage and integrate the assets or capabilities of the acquired businesses including, but not limited
to, personnel, technology, and operating processes. Moreover, unanticipated events, negative revisions to valuation
assumptions and estimates, diversions of resources and management’s attention from other business concerns, and
difficulties in attaining synergies, among other factors, could adversely affect the Company’s ability to recover initial and
subsequent investments, particularly those related to acquired goodwill and intangible assets, which in turn could result in
the impairment of the acquired company’s goodwill and related assets. In addition, such investment transactions may limit
the Company’s ability to invest in other activities, which could be more profitable or advantageous.

If we do not develop the appropriate new products or if customers do not accept new products, we could experience
a loss of competitive position which could adversely affect future revenues.

The Company is committed to product innovation on a timely basis to meet customer demands. Development of new
products for targeted markets requires the Company to develop or otherwise leverage leading technologies in a cost-
effective and timely manner. Failure to meet these changing demands could result in a loss of competitive position and
seriously impact future revenues. Products or technologies developed by others may render the Company’s products or
technologies obsolete or noncompetitive. A fundamental shift in technologies in key product markets could have a material
adverse effect on the Company’s operating results and competitive position within the industry. More specifically, the
development of new or enhanced products is a complex and uncertain process requiring the anticipation of technological
and market trends. Rapidly changing product technologies could adversely impact operating results due to potential
technological obsolescence of certain inventories or increased warranty expense related to newly developed LED lighting
products or any of the Company’s other products and services. We may experience design, manufacturing, marketing, or
other difficulties, such as an inability to attract a sufficient number of experienced engineers which could delay or prevent
our development, introduction or marketing of new products or enhancements and result in unexpected expenses. Such
difficulties could cause us to lose business from our customers and could adversely affect our competitive position. In
addition, added expenses could decrease the profitability associated with those products that do not gain market acceptance.

If we are unable to adequately protect our intellectual property, we may lose some of our competitive advantage.

Our success is determined in part by our ability to obtain United States and foreign patent protection for our technology and
to preserve our trade secrets. Our ability to compete and the ability of our business to grow could suffer if our intellectual
property rights are not adequately protected. There can be no assurance that our patent applications will result in patents
being issued or that current or additional patents will afford protection against competitors. We rely on a combination of
patents, copyrights, trademarks and trade secret protection and contractual rights to establish and protect our intellectual
property. Failure of our patents, copyrights, trademarks and trade secret protection, non-disclosure agreements and other
measures to provide protection of our technology and our intellectual property rights could enable our competitors to
compete with us more effectively and have an adverse effect on our business, financial condition, and results of operations.
In addition, our trade secrets and proprietary know-how may otherwise become known or be independently discovered by
others. No guarantee can be given that others will not independently develop substantially equivalent proprietary
information or techniques, or otherwise gain access to our proprietary technology.

RISKS RELATED TO OUR OPERATIONS

Sudden or unexpected changes in a customer’s creditworthiness could result in significant accounts receivable write-
offs.

The Company takes a conservative approach when extending credit to its customers. Customers are granted an appropriate
credit limit based upon the due diligence performed on the customer which includes, among other things, the review of the
company’s financial statements and banking information, various credit checks, and payment history the customer has with
the Company. At any given time, the Company can have a significant amount of credit exposure with its larger customers.
While the Company is frequently monitoring its outstanding receivables with its customers, the risk does exist that a
customer with large credit exposure is unable to make payment on its outstanding receivables which could result in a
significant write-off of accounts receivable.
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Price increases, significant shortages of raw materials and components, shortages in transportation and an increase
in fuel prices could adversely affect our operating margin.

The Company purchases large quantities of raw materials and components such as steel, aluminum, aluminum castings,
fabrications, LEDs, power supplies, powder paint, steel tubing, wire harnesses, acrylic, silicon and glass lenses, inks,
various graphics substrates such as Aluminum Composite Material (ACM), Expanded PVC sheet (EPVC), vinyl film,
styrene, foamboards, wood and wood laminates, condensing units, and digital screens. Materials comprise the largest
component of costs, representing approximately 66% and 62% of the cost of sales in 2022 and 2021, respectively. The
Company’s operating results could be affected by the availability and price fluctuations of these materials. The Company’s
strategic sourcing plans include mitigating supply chain risk by utilizing multiple suppliers for a commodity to avoid
significant dependence on any single supplier. Although an interruption of these supplies and components could disrupt our
operations, we believe generally that alternative sources of supply exist and could be readily arranged. To mitigate the risk
of disruptions in the supply chain, we have increased our safety stock in certain components in order to mitigate a potential
disruption to our operations resulting from an anticipated shortage of these same components. With regard to price
fluctuations of our raw material and component purchases, the price risk for materials the Company purchases is related to
price increases in commodity items that affect all users of the materials, including the Company’s competitors. Significant
tariffs or increases in the price of these raw materials and components could further increase the Company’s operating costs
and materially adversely affect margins. The Company does, however, seek and qualify new suppliers, negotiate with
existing suppliers, and arranges stocking agreements to mitigate risk of supply and price increases. The Company is also
impacted by shortages and the availability of transportation of our products to our customers, in addition to rising fuel
prices. The Company’s Lighting Segment has implemented price increases and surcharges with customers to offset raw
material price increases along, rising transportation costs, and to mitigate the impact of trade tariffs. The Company’s
Display Solutions Segment generally establishes new sales prices, reflective of the then current raw material prices and
transportation costs, for each program as it begins, with further price increases throughout the life of the program when
warranted. Although the Company attempts to pass along increased costs in the form of price increases or surcharges to its
customers, the Company may be unsuccessful in doing so for competitive reasons. Even when price increases are
successful, the timing of such price increases may lag significantly behind the incurrence of higher costs.

Our information technology systems are subject to certain cyber risks and could be subject to disasters that are
beyond our control

We depend heavily on the proper functioning and availability of our information, communications, and data processing
systems, including operating and financial reporting systems, in operating our business. Our systems and those of our
technology and communications providers are vulnerable to interruptions caused by natural disasters, power loss,
telecommunication and internet failures, cyber-attack, and other events beyond our control. Accordingly, information security
and the continued development and enhancement of the controls and processes designed to protect our systems, computers,
software, data and networks from attack, damage or unauthorized access remain a priority for us.

We have been, and in the future may be, subject to cybersecurity and malware attacks and other intentional hacking. Any
failure to identify and address or to prevent a cyber- or malware-attack could result in service interruptions, operational
difficulties, loss of revenues or market share, liability to our customers or others, the diversion of corporate resources,
injury to our reputation and increased service and maintenance costs. We have significantly enhanced and will continue to
improve our cybersecurity controls in order to minimize the likelihood or impact of a cybersecurity or malware attack.

Our information systems are protected through physical and software security as well as redundant backup systems,
however, as cyber-attacks continue to evolve, we are committed to investing in our cyber defenses in order to mitigate the
risks. Some of our software systems are utilized by third parties who provide outsourced processing services which may
increase the risk of a cyber-security incident. We have invested and continue to invest in technology security initiatives,
employee training, information technology risk management and disaster recovery plans. The development and
maintenance of these measures is costly and requires ongoing monitoring and updating as technologies change and efforts
to overcome security measures become increasingly more sophisticated. Despite our efforts, we are not fully insulated from
data breaches, technology disruptions or data loss, which could adversely impact our competitiveness and results of
operations. Any future successful cyber-attack or catastrophic natural disaster could significantly affect our operating and
financial systems and could temporarily disrupt our ability to provide required services to our customers, impact our ability
to manage our operations and perform vital financial processes, any of which could have a materially adverse effect on our
business.
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Labor shortages or increases in labor costs could adversely impact our business and results of operations.

We rely heavily on our employees and any shortage of qualified labor could adversely affect our business. If we are not
successful in our recruiting and retention efforts due to general labor shortages or otherwise, we could encounter a shortage
of qualified employees in future periods. Any such shortage would decrease our ability to produce sufficient quantities of
our product to serve our customers effectively. Such a shortage may also require us to pay higher wages for employees and
incur a corresponding reduction in our profitability. Improvements in the economy and labor markets also could impact our
ability to attract and retain key personnel. Rising wages across an improving economy can increase the competition among
employers for a scarce labor force and make it difficult for us to attract and retain key personnel.

If the Company’s products are improperly designed, manufactured, packaged, or labeled, the Company may need
to recall those items, may have increased warranty costs, and could be the target of product liability claims.

The Company may need to recall products if they are improperly designed, manufactured, packaged, or labeled, and the
Company’s insurance may not provide full coverage for such recall events. Many of the Company's products and solutions
have become complex and include sophisticated and sensitive electronic components. The Company has increasingly
manufactured certain of those components and products in its own facilities. Widespread product recalls could result in
significant losses due to the costs of a recall, the destruction of product inventory, penalties, and lost sales due to the
unavailability of a product for a period of time. In addition, products developed by the Company that incorporates LED
technology, generally provide for more extensive warranty protection which may result in increased warranty claim costs.
The Company may also be liable if the use of any of its products causes harm and could suffer losses from a significant
product liability judgment against the Company in excess of its insurance limits. The Company may not be able to obtain
indemnity or reimbursement from its suppliers or other third parties for the warranty costs or liabilities associated with its
products. A significant product recall, warranty claim, or product liability case could also result in adverse publicity,
damage to the Company’s reputation, and a loss of consumer confidence in its products.

Changes in a customer’s demands and commitment to proprietary inventory could result in significant inventory
write-offs.

Upgrading or replacing a customer’s current image requires the manufacture of inventory that is specific to the particular
customer. This is particularly true in the Display Solutions Segment. In as many instances as possible, we require a
commitment from the customer before the inventory is produced. Our request for a commitment can range from a single
site or store to a large rollout program involving many sites or stores. The risk does exist that a customer cannot or will not
honor its commitment to us. The reasons a customer cannot or will not honor its commitment can range from the
bankruptcy of the customer to the change in the image during the rollout program, to canceling the program before its
completion and before the inventory is sold to the customer. In each of these instances, we could be left with significant
amounts of inventory required to support the customer’s re-imaging. While all efforts are made to hold the customer
accountable for its commitment, there is the risk that a significant amount of inventory could be deemed obsolete or no
longer usable which could result in significant inventory write-offs.

The turnover of independent commissioned sales representatives could cause a significant disruption in sales
volume.

Commissioned sales representatives are critical to generating business in the Lighting Segment. From time to time,
commissioned sales representatives representing a particular region resign or are terminated and replaced with new
commissioned sales representatives. During this period of transition from the previous agency to the new one, sales in the
particular region will likely fall as business is disrupted. It may take several months for the new sales representative to
generate sales that will equal or exceed the previous sales representative. There is also the risk that the new sales agency
will not attain the sales volume of the previous agency. These sales representative changes may occur individually as one
agency is replaced due to lack of performance or changes may occur as a result of the mergers or acquisitions within the
lighting industry. On the other hand, these sales representative changes can be widespread as a result of the competitive
nature of the lighting industry as LSI and its competition vie for the strongest sales agency in a particular region.

The Company may be unable to sustain significant customer and/or channel partner relationships.

Relationships with customers are directly impacted by the Company’s ability to deliver quality products and services. The
loss of or a substantial decrease in the volume of purchases by certain large customers could significantly harm the
Company. The Company has relationships with channel partners such as electrical distributors, independent sales agencies,
system integrators, contractors, and value-added resellers, to name a few. While the Company maintains positive, and in
many cases long-term relationships with these channel partners, the loss of a number of channel partners or substantial
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decrease in the volume of purchases from a major channel partner or group of channel partners could adversely affect the
Company.

A loss of key personnel or inability to attract qualified personnel could have an adverse effect on our operating
results.

The Company’s future success depends on the ability to attract and retain highly skilled technical, managerial, marketing
and finance personnel, and, to a significant extent, upon the efforts and abilities of senior management. The Company’s
management philosophy of cost-control results in a lean workforce. Future success of the Company will depend on, among
other factors, the ability to attract and retain other qualified personnel, particularly executive management, research and
development engineers, and sales professionals. The loss of the services of any key employees or the failure to attract or
retain other qualified personnel could have a material adverse effect on the Company’s results of operations.

Changes in a shift in product mix can have a significant impact on our gross margins.

Certain of our products have higher gross profit margins than others. Further, the difference in gross margin of the products
sold within the Lighting and Display Solutions Segments can also vary significantly. Consequently, changes in the product
mix of our sales from quarter-to-quarter or from year-to-year can have a significant impact on our reported gross profit
margins.

We may not recognize all revenues from our backlog or receive all payments anticipated under awarded projects
and customer contracts.

We had backlog of orders of approximately $112.4 million and $89.7 million, as of June 30, 2022, and June 30, 2021,
respectively, with respect to expected future revenues. Our customers have the right under some circumstances to terminate
contracts or defer the timing of our shipments or installments and their payments to us. We may not receive all of the
revenues from our backlog. If we do not receive all of the revenues we currently expect to receive, our future operating
results will be adversely affected. In addition, a delay in the receipt of revenues, even if such revenues are eventually
received, may cause our operating results for a particular quarter to fall below our expectations.

We may be required to write-off or impair capitalized costs or intangible assets in the future, or we may incur
restructuring costs or other changes, each of which could harm our earnings.

In accordance with generally accepted accounting principles in the United States, we capitalize certain expenditures and
advances relating to our acquisitions, pending acquisitions, project development costs, interest costs related to project
financing and certain other assets. In addition, we have considerable unamortized assets. From time to time in future
periods, we may be required to incur a charge against earnings in an amount equal to any unamortized capitalized
expenditures and advances, net of any portion thereof that we estimate will be recoverable, through sale or otherwise,
relating to: (i) any operation or other asset that is being sold, permanently shut down, impaired or has not generated or is
not expected to generate sufficient cash flow; (ii) any project that is not expected to be successfully completed; and (iii) any
goodwill or other intangible assets that are determined to be impaired. As a result of such actions, we would expect to incur
restructuring expenses and accounting charges which may be material and may have a material effect on our financial
condition.

RISKS RELATED TO LEGAL AND REGULATORY MATTERS

The costs of litigation and compliance with environmental regulations, if significantly increased, could have an
adverse effect on our operating profits.

We are, and may in the future be, a party to any number of legal proceedings and claims, including those involving patent
litigation, product liability, employment matters, and environmental matters, which could be significant. Given the inherent
uncertainty of litigation, we can offer no assurance that existing litigation or a future adverse development will not have a
material adverse impact. We are also subject to various laws and regulations relating to environmental protection and the
discharge of materials into the environment, and it could potentially be possible we could incur substantial costs as a result
of the noncompliance with or liability for clean up or other costs or damages under environmental laws.

Potential changes in U.S. trade policies could have a material adverse effect on the Company.

Changes in the U.S. trade policy, U.S. social, political, regulatory, and economic conditions or in laws and policies
governing foreign trade, manufacturing, development and investment in the territories and countries where we currently
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purchase component parts and sell products, and any resulting negative sentiments towards the United States as a result of
such changes, could have an adverse effect on our business.

We rely on purchased components that are sourced from or manufactured in foreign countries. Import tariffs and potential
import tariffs have resulted or may result in increased prices for these imported goods and materials and, in some cases,
may result or have resulted in price increases for domestically sourced goods and materials. Changes in U.S. trade policy
have resulted and could result in additional reactions from U.S. trading partners, including adopting responsive trade
policies making it more difficult or costly for us to export our products or import goods and materials from those countries.
These measures could also result in increased costs for goods imported into the U.S. or may cause us to adjust our foreign
supply chain. Either of these could require us to increase prices to our customers which may reduce demand, or, if we are
unable to increase prices, result in lowering our margin on products sold.

We cannot predict future trade policy or the terms of any renegotiated trade agreements and their impacts on our business.
The adoption and expansion of trade restrictions, the occurrence of a trade war, or other governmental action related to
tariffs or trade agreements, or policies has the potential to adversely impact demand for our products, our costs, our
customers, our suppliers, and the U.S. economy, which in turn could adversely impact our business, financial condition, and
results of operations.

RISKS RELATED TO FINANCIAL MATTERS

A significant decline in our stock price could adversely affect our ability to raise additional capital.

The market price of our common stock has experienced fluctuations in fiscal 2021 and prior years. Our progress in
developing and commercializing our products, our quarterly operating results, announcements of new products by us or our
competitors, our perceived prospects, changes in general conditions in the economy or the financial markets, adverse events
related to our strategic relationships, and other developments affecting us, or our competitors could cause the market price
of our common stock to fluctuate substantially. In addition, in recent years, including in fiscal 2021, the stock market has
experienced significant price and volume fluctuations. This volatility has had a significant effect on the market prices of
securities issued by many companies for reasons unrelated to their operating performance. These market fluctuations,
regardless of the cause, may materially and adversely affect our stock price, regardless of our operating results, and this
could impact our ability to raise capital.

Anti-takeover provisions in our organizational documents and in Ohio law could make difficult or delay a change in
management or negatively impact our share price.

Certain provisions of our Articles of Incorporation and Code of Regulations could make it more difficult for a
third party to acquire control of us even if such a change in control would increase the value of our common stock and
could prevent or hinder attempts by our shareholders to replace or remove our current board of directors or management.

We have a number of provisions in place that will hinder takeover attempts and could reduce the market value of
our common stock or prevent sale at a premium. These provisions include:

e the authorization of undesignated preferred stock, which makes it possible for the board of directors to
issue preferred stock with voting or other rights or preferences in a manner that could delay or prevent a
transaction or a change in control;

e a provision that specifies that special meetings of our shareholders may be called only by our board of
directors, our chairman of the board, if one has been elected, our president, or persons holding 50% of our
outstanding voting stock;

e any business combination between us and a beneficial owner of 15% or more of our voting power
requires the vote of 66 2/3% of the voting power of disinterested shareholders for five years after a party
became an interested shareholder;

e any person who becomes a beneficial owner of 15% or more of our voting power must offer to purchase
all of our voting securities and securities convertible into or exercisable for our voting securities within
25 days after achieving 15% ownership. The price to be paid would be the greater of the highest price
paid by such 15% owner in acquiring its shares or the highest trading price for a period of time prior to
such person becoming a 15% owner;

e the votes of holders of 66 2/3% of all outstanding shares is required to amend our Articles of
Incorporation and to approve mergers, reorganizations, and similar transactions; and advance notice
requirements by shareholders for director nominations and actions to be taken at annual meetings.
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Ohio corporation law contains provisions that may discourage takeover bids for our company that have not negotiated with
the board of directors. Such provisions could limit the price that investors might be willing to pay in the future for our
shares of common stock. Additionally, shareholders may act by written consent without a meeting only if such written
consent is signed by all shareholders.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Description Size Location Status

1) Corporate Headquarters and Lighting and 243,000 sq. ft. (includes 66,000 Cincinnati, OH Owned
Display Solutions manufacturing sq. ft of office space)

2) Lighting manufacturing 122,000 sq. ft. Cincinnati, OH Owned

3) Lighting office and manufacturing 96,000 sq. ft. (includes 5,000 sq. Independence, KY  Owned

ft. of office space

4) Display Solutions office and manufacturing 183,000 sq. ft. (includes 34,000 Houston, TX Leased
sq. ft. of office space)

5) Display Solutions office and manufacturing 46,000 sq. ft. (includes 10,000 sq.  Akron, OH Leased
ft. of office space

6) Lighting office and manufacturing 57,000 sq. ft. (includes 5,000 sq. Columbus, OH Owned
ft. of office space)

7) Lighting office and manufacturing 336,000 sq. ft. (includes 60,000 Burlington, NC Leased
sq. ft. of office space)

8) Display Solutions office and manufacturing 77,000 sq. ft. (includes 8,000 sq. Milo, ME Owned
ft. of office space

9) Display Solutions office and manufacturing 42,000 sq. ft. (includes 4,000 sq.  Bangor, ME Leased
ft. of office space)

10) Display Solutions manufacturing 77,000 sq. ft. Collingwood, ON  Leased
11) Display Solutions office 1,000 sq. ft. Gloucester, MA Leased
12) Display Solutions manufacturing 68,000 sq. ft. Payson, UT Leased

The Company considers these 12 operating facilities adequate for its current level of operations.
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ITEM 3. LEGAL PROCEEDINGS
See Note 14 of Notes to the Consolidated Financial Statements beginning on page 42 of this Form 10-K.
ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

LSI’s shares of common stock are traded on the NASDAQ Global Select Market under the symbol “LYTS.” At August 31,
2022, there were approximately 581sharcholders of record. The Company believes this represents approximately 3,000
beneficial shareholders.

The Company’s Board of Directors has adopted a dividend policy which indicates that dividends will be determined by the
Board of Directors in its discretion based upon its evaluation of earnings, cash flow requirements, financial condition, debt
levels, stock repurchases, future business developments and opportunities, and other factors deemed relevant by the Board
of Directors. The Company has paid annual cash dividends beginning in fiscal 1987 through fiscal 1994, and quarterly cash
dividends since fiscal 1995. The Company’s indicated annual rate for payment of a cash dividend at the end of fiscal 2022
was $0.20 per share.

On April 28, 2022, the Company announced that its Board of Directors authorized a new share repurchase program under
which the Company may repurchase up to $15 million of its outstanding shares of common stock in the open market, in
accordance with all applicable securities laws and regulations, including Rule 10b-18 of the Securities Exchange Act of
1934, as amended. The Company’s decision to repurchase its shares, as well as the timing of such repurchases, will depend
on a variety of factors, including the ongoing assessment of the Company’s capital needs, the market price of the
Company’s common stock, general market conditions and other corporate considerations, as determined by management.
The repurchase program may be suspended or discontinued at any time. The Company did not repurchase any shares in the
fiscal year ended June 30, 2022.

ITEM 6. [RESERVED]

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ appears on pages 25 through
31 of this Form 10-K.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to market risk from changes in variable interest rates, changes in prices of raw materials and
purchased component parts, and changes in foreign currency translation rates. Each of these risks is discussed below.

Interest Rate Risk

The Company earns interest income on its cash, cash equivalents, and short-term investments (if any) and pays interest
expense on its debt (if any). Because of variable interest rates, the Company is exposed to the risk of interest rate
fluctuations, which impact interest income, interest expense, and cash flows.

The Company’s $75 million revolving line of credit and $25 million term loan is subject to interest rate fluctuations.
Additionally, the Company expects to generate cash from its operations that will subsequently be used to pay down as
much of the debt (if any is outstanding) as possible or invest cash in short-term investments (if no debt is outstanding),
while still funding the growth of the Company.

Raw Material Price Risk

The Company purchases large quantities of raw materials and components such as are steel, aluminum, aluminum castings,
fabrications, LEDs, power supplies, powder paint, steel tubing, wire harnesses, acrylic, silicon and glass lenses, inks,
various graphics substrates such as Aluminum Composite Material (ACM), Expanded PVC sheet (EPVC), vinyl film,
styrene, foamboards, wood and wood laminates, condensing units, and digital screens. The Company’s operating results
could be affected by the availability and price fluctuations of these materials. The Company’s strategic sourcing plans
include mitigating supply chain risk by utilizing multiple suppliers for a commodity to avoid significant dependence on any
single supplier. Although an interruption of these supplies and components could disrupt our operations, we believe
generally that alternative sources of supply exist and could be readily arranged. We have increased our safety stock in
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certain components in order to mitigate a potential disruption to our operations resulting from an anticipated shortage of
these same components. The Company has not experienced any significant supply chain problems in recent years. With
regard to price fluctuations of our raw material and component purchases, the price risk for materials the Company
purchases is related to price increases in commodity items that affect all users of the materials, including the Company’s
competitors. For the fiscal year ended June 30, 2022, the raw material component of cost of goods sold subject to price risk
was approximately $226.7 million. The Company does not actively hedge or use derivative instruments to manage its risk
in this area. The Company does, however, seek and qualify new suppliers, negotiate with existing suppliers, and arranges
stocking agreements to mitigate risk of supply shortages and price increases. The Company’s Lighting Segment has
implemented price increases with customers to offset raw material price increases and to mitigate the impact of trade tariffs.
The Company’s Display Solutions Segment generally establishes new sales prices, reflective of the then current raw
material prices, for each program as it begins, with further price increases throughout the life of the program when
warranted.

Foreign Currency Translation Risk

The Company has minimal foreign currency risk with respect to its Mexican and Canadian subsidiaries. The sales
transacted by these subsidiaries in pesos and Canadian dollars combined represents approximately 3.6% of the Company’s
fiscal 2022 consolidated net sales. All other business conducted by the Company is in U.S. dollars.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Index to Financial Statements

Begins
on
Page

Financial Statements:
Management’s Report On Internal Control Over Financial Reporting ............ccccevveiieieriieiienieniecee e 32
Report of Independent Registered Public Accounting Firm(PCAOB ID 248) .......cocieiirieiieriereee e 33
Report of Independent Registered Public Accounting Firm(PCAOB ID 248) .......cooiviiiiiiiiirieneeeee e 34
Consolidated Statements of Operations for the years ended June 30, 2022, and 2021 .........ceceeiirienienienienceeecene 36
Consolidated Statements of Comprehensive Income for the years ended June 30, 2022, and 2021 .........cccevveereennne 37
Consolidated Balance Sheets at June 30, 2022, and 2021 ........cooiomiiiiiiiiiiiieeeee ettt e e e e e e e eeaanees 38
Consolidated Statements of Shareholders’ Equity for the years ended June 30, 2022, and 2021 .........cccceoeerieninene 40
Consolidated Statements of Cash Flows for the years ended June 30, 2022, and 2021 .........ccceeveeeeiienieenieenieeieens 41
Notes to Consolidated FInancial StAtEMENTS ..........coeciririeiriniiiniinineteente ettt ettt ee 42
Financial Statement Schedule:
Schedule II — Valuation and Qualifying Accounts for the years ended June 30, 2022, and 2021.........cccceeerereecnne. 65

Schedules other than those listed above are omitted for the reason(s) that they are either not applicable or not required or
because the information required is contained in the financial statements or notes thereto. Selected quarterly financial data
is found in Note 17 of the accompanying consolidated financial statements.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

Not applicable.
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ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures (as such term is defined Rules 13a-15(e) and 15d-15(e) of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), that are designed to ensure that information required
to be disclosed by the Company in the reports that it files under the Exchange Act is recorded, processed, summarized, and
reported within required time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include,
without limitation, controls and procedures designed to ensure that information required to be disclosed is accumulated and
communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow
timely decisions regarding required disclosure.

We conducted, under the supervision of our management, including the Chief Executive Officer and Chief Financial
Officer, an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures as defined
in Rules 13a-15(e) and 15d-15(e) of the Exchange Act. Based upon our evaluation, our Chief Executive Officer and Chief
Financial Officer concluded that, as of June 30, 2022, our disclosure controls and procedures were effective. Management
believes that the consolidated financial statements included in this Annual Report on Form 10-K are fairly presented in all
material respects in accordance with U.S GAAP, and the Company’s Chief Executive Officer and Chief Financial Officer
have certified that, based on their knowledge, the consolidated financial statements included in this report fairly present in
all material respects the Company’s financial condition, results of operations, statement of shareholders’ equity, and cash
flows for each of the periods presented in this report.

Management's Report on Internal Control over Financial Reporting appearing on page 32 of this report is incorporated by
reference in this Item 9A.

Changes in Internal Control

There have been no changes in the Company’s internal control over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f) under the Exchange Act) during the fiscal quarter ended June 30, 2022, that have materially affected, or are
reasonably likely to materially affect, the Company’s internal control over financial reporting. See Management’s Report
On Internal Control Over Financial Reporting on page 32.

ITEM 9B. OTHER INFORMATION

Not applicable.
PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information about our directors and officers may be found under the captions “Nominees for Board of Directors” and
“Executive Officers” in our Proxy Statement for the Annual Meeting of Shareholders to be held November 1, 2022 (the
“Proxy Statement”). Information about our Audit Committee may be found under the caption “Committees of the Board” in
the Proxy Statement. That information is incorporated herein by reference.

We have adopted a code of ethics that applies to all of our employees, including our Chief Executive Officer, Chief
Financial Officer, Chief Accounting Officer, and other finance organization employees. The code of ethics is publicly
available on our website at Isicorp.com. If we make any substantive amendments to the code of ethics or grant any waiver,
including any implicit waiver, from a provision of the code to our Chief Executive Officer, Chief Financial Officer, or
Chief Accounting Officer, we will disclose the nature of the amendment or waiver on that website or in a report on Form
8-K.

ITEM 11. EXECUTIVE COMPENSATION
The information in the Proxy Statement set forth under the captions “Director Compensation,” “Compensation Discussion

and Analysis” “Compensation Committee Interlocks and Insider Participation,” and “Compensation Committee Report” is
incorporated herein by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information in the Proxy Statement set forth under the captions “Security Ownership,” and “Equity Compensation Plan
Information” is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information set forth in the Proxy Statement under the captions “Corporate Governance” and “Related Person
Transactions” is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
Information concerning fees and services provided by our principal accountant Grant Thorton LLP (PCAOB ID No.
248) appears in the Proxy Statement under the headings “Ratification of Appointment of Independent Registered Public
Accounting Firm” and “Committees of the Board” and is incorporated herein by reference.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) The following documents are filed as part of this report:

(1) Consolidated Financial Statements appear as part of Item 8 of this Form 10-K.

(2) Exhibits — Exhibits set forth below are either on file with the Securities and Exchange Commission and are
incorporated by reference as exhibits hereto, or are filed with this Form 10-K.

Exhibit
No.  Exhibit Description

2.1 Stock Purchase Agreement dated as of May 21, 2021, among LSI Fresh Subsidiary Inc., JSI Holding Corp., Fresh
Seller Rep, LLC and the Sellers identified therein ++ (incorporated by reference to Exhibit 2.1 to LSI’s Form 8-K
filed on May 24, 2021)

3.1 Certificate of Amended Articles of Incorporation of LSI (incorporated by reference to Exhibit 3.1 to LSI’s Form
10-K filed on September 11, 2020).

3.2 Amended and Restated Code of Regulations of LSI (incorporated by reference to Exhibit 3.2 to LSI’s Form 10-K
filed on September 11, 2020).

4.1 Description of Securities (incorporated by reference to Exhibit 4.1 to LSI’s Annual Report on Form 10-K filed on
September 6, 2019).

10.1 Third Amendment to Loan Documents dated February 21, 2017 between LSI and PNC Bank, National
Association (incorporated by reference to Exhibit 4.2 to LSI’s Form 8-K filed on February 21, 2017).

10.2 Fourth Amendment to Loan Documents dated February 28, 2019 between LSI and PNC Bank, National
Association (incorporated by reference to Exhibit 10.2 to LSI’s Form 10-Q filed on May 8§, 2019).

10.3 Amended and Restated Loan Agreement dated as of June 19, 2014 between LSI and PNC Bank, National
Association (incorporated by reference to Exhibit 10.1 of LSI’s Form 10-K filed on September 10, 2014)

10.4* Amended and Restated 2012 Stock Incentive Plan amended as of November 17, 2016 (incorporated by reference
to Exhibit 10.1 to LSI’s Form 10-Q filed on February 3, 2017).

10.5*% Form of Indemnification Agreement (incorporated by reference to Exhibit 10.1 to LSI’s Form 8-K filed on June
23,2016)
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10.6*

10.7*

10.8%*

10.9%*

10.10*

10.11

10.12*

10.13*

10.14*

10.15*

10.16*

10.17*

10.18

10.19%*

10.20%*

14

21

23.1

24

31.1

31.2

32.1

322

Employment Agreement between LSI and James A. Clark (incorporated by reference to Exhibit 10.1 to LSI’s 8-K
filed on October 17, 2018).

Employment Offer Letter between LSI and James E. Galeese (incorporated by reference to Exhibit 10.1 to LSI’s
Form 8-K filed on June 13, 2017).

Employment Offer Letter between LSI and Thomas A. Caneris (incorporated by reference to Exhibit 10.1 to LSI’s
Form 8-K filed on August 5, 2019).

Form of Change in Control Agreement (incorporated by reference to Exhibit 10.1 to LSI’s Form 10-Q filed on
January 29, 2021).

2019 Omnibus Award Plan (incorporated by reference to Exhibit 10.1 to LSI’s Form S-8 Registration Statement
File No. 333-234556 filed on November 7, 2019).

Fifth Amendment to Loan Documents dated as of March 30, 2021, between LSI and PNC Bank, National
Association (incorporated by reference to Exhibit 10.1 to LSI’s Form 8-K filed on April 1, 2021).

Form of Supplemental Benefits Agreement (incorporated by reference to Exhibit 10.2 to LSI’s Form 10-Q filed on
January 29, 2021).

Fiscal Year 2021 Long-Term Incentive Plan (LTIP)++ (incorporated by reference to Exhibit 10.1 to LSI’s Form
10-Q filed on November 5, 2020).

Form of 2019 Omnibus Award Plan Non-Qualified Stock Option Award Agreement (incorporated by reference to
Exhibit 10.3 to LSI’s Form 10-Q filed on November 5, 2020).

Form of 2019 Omnibus Award Plan Restricted Stock Unit Award Agreement (incorporated by reference to Exhibit
10.3 to LSI’s Form 10-Q filed on February 4, 2022).

Form of 2019 Omnibus Award Plan Performance Stock Unit Award Agreement++ (incorporated by reference to
Exhibit 10.4 to LSI’s Form 10-Q filed on February 4, 2022).

LSI Industries Inc. 2021 Employee Stock Purchase Plan (incorporated by reference to LSI’s Proxy Statement on
Schedule 14A filed on September 15, 2021).

Sixth Amendment to Loan Documents dated as of September 30, 2021, between LSI and PNC Bank National
Association (incorporated by reference to Exhibit 10.1 to LSI’s Form 10-Q filed on November 4, 2021).

Fiscal Year 2022 Long-Term Incentive Plan (LTIP)++ (incorporated by reference to Exhibit 10.1 to LSI’s Form
10-Q filed on February 4, 2022).

LSI Industries Inc. Nonqualified Deferred Compensation Plan (Amended and Restated as of December 30, 2019)
(incorporated by reference to Exhibit 10.1 to LSI’s Form 10-Q filed on February 6, 2020).

Code of Conduct (incorporated by reference to Exhibit 14 to LSI’s Form 10-K filed on September 10, 2021)
Subsidiaries of the Registrant

Consent of Independent Registered Public Accounting Firm (Grant Thornton LLP)

Power of Attorney (included as part of signature page)

Certification of Principal Executive Officer required by Rule 13a-14(a)

Certification of Principal Financial Officer required by Rule 13a-14(a)

18 U.S.C. Section 1350 Certification of Principal Executive Officer

18 U.S.C. Section 1350 Certification of Principal Financial Officer
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101.INS

101.SCH

101.CAL

101.LAB

101.PRE

101.DEF

104

Inline XBRL Instance Document

Inline XBRL Taxonomy Extension Schema

Inline XBRL Taxonomy Extension Calculation Linkbase

Inline XBRL Taxonomy Extension Label Linkbase

Inline XBRL Taxonomy Extension Presentation Linkbase
Inline XBRL Taxonomy Extension Definition Document

Cover Page Interactive Data File (formatted as Inline XBRL with applicable taxonomy extension information
contained in Exhibits 101)

*Management compensatory agreement.

++ Certain portions of this exhibit have been omitted pursuant to Item 601(b)(10) of Regulation S-K. The omitted
information is not material and would likely cause competitive harm to the Registrant if publicly disclosed. The Registrant
hereby agrees to furnish a copy of any omitted portion to the SEC upon request.

LSI will provide shareholders with any exhibit upon the payment of a specified reasonable fee, which fee shall be limited to
LSI’s reasonable expenses in furnishing such exhibit. The exhibits identified herein as being filed with the SEC have been
so filed with the SEC but may not be included in this version of the Annual Report to Shareholders.

ITEM 16. FORM 10-K SUMMARY

Not included.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

LSTINDUSTRIES INC.
September 9, 2022 BY:/s/ James A. Clark
Date James A. Clark

Chief Executive Officer and President

We, the undersigned directors, and officers of LSI Industries Inc. hereby severally constitute James A. Clark and James E.
Galeese, and each of them singly, our true and lawful attorneys with full power to them and each of them to sign for us, in
our names in the capacities indicated below, any and all amendments to this Annual Report on Form 10-K filed with the
Securities and Exchange Commission.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title

/s/ James A. Clark Chief Executive Officer and President

James A. Clark (Principal Executive Officer)

Date: September 9, 2022

/s/ James E. Galeese Executive Vice President, and Chief Financial Officer
James E. Galeese (Principal Financial Officer)

Date: September 9, 2022

/s/ Jeffery S. Bastian Vice President and Chief Accounting Officer
Jeffery S. Bastian (Principal Accounting Officer)
Date: September 9, 2022

/s/ Robert P. Beech Director
Robert P. Beech
Date: September 9, 2022

/s/ Ronald D. Brown Director
Ronald D. Brown
Date: September 9, 2022

/s/ Amy L. Hanson Director
Amy L. Hanson
Date: September 9, 2022

Director
Ernest W. Marshall, Jr.
Date: September 9, 2022
/s/ Chantel E. Lenard Director
Chantel E. Lenard
Date: September 9, 2022
/s/ Wilfred T. O’Gara Chairman of the Board of Directors

Wilfred T. O’Gara
Date: September 9, 2022
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is
intended to help the reader understand the results of operations and financial condition of Microsoft Corporation. MD&A is
provided as a supplement to, and should be read in conjunction with, our consolidated financial statements and the
accompanying Notes to Financial Statements (Part II, Item 8 of this Form 10-K). This section generally discusses the
results of our operations for the year ended June 30, 2022, compared to the year ended June 30, 2021. For a discussion of
the year ended June 30, 2021, compared to the year ended June 30, 2020, please refer to Part II, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in our Annual Report on Form 10-K for the
year ended June 30, 2021.

Overview

LSl is a leading producer of non-residential lighting and retail display solutions. Non-residential lighting consists of high-
performance, American-made lighting products. The Company’s strength in outdoor lighting applications creates
opportunities for it to introduce additional solutions to its customers. Retail display solutions consist of graphics solutions,

digital signage, and technically advanced food display equipment for strategic vertical markets. LSI’s team of internal
specialists also provide comprehensive project management services in support of large-scale rollouts.

Summary of Consolidated Results

Net Sales by Business Segment

(In thousands) 2022 2021

Lighting SEGMENL .......ccvieieiieiieiiesieerie ettt ettt e eteesreebeesbeesaeseaesreesseesseenseenns $ 233,449 $ 189,000

Display Solutions SEZMENt ..........c.cccuerierienieiieeie et seeeeeens 221,671 126,612
TOtAl NEt SALES ...ttt $ 455,120 $ 315,612

Operating Income (Loss) by Business Segment

(In thousands) 2022 2021
Lighting SEZIMENT ........c.eovieviiiiiiieieieieeteeie ettt ettt eas s eseee e $ 20,942 § 13,328
Display Solutions SEZMENt ..........c.cccueeierierieiriiieiiereesieesie et eee e seeens 17,589 9,864
Corporate and EIlIMINations.............ccoecverierieniiecienienieneenieeie e sneseesaeeee e (17,330) (15,162)
Total Operating INCOME .........covvivieviiieeieriieeieteeieeeete et $ 21,201 $ 8,030

Fiscal 2022 net sales of $455.1 million increased $139.5 million or 44.2% as compared to fiscal 2021 net sales of $315.6
million. Net sales were favorably influenced by increased net sales in the Lighting Segment (up $44.4 million or 23.5%)
and favorably influenced by increased net sales in the Display Solutions Segment (up $95.1 million or 75.1%). The growth
can be attributed to continued strengthening demand in the Company’s core markets and from the acquisition of JSI.

Fiscal 2022 operating income of $21.2 million represents a $13.2 million increase from fiscal 2021 operating income of
$8.0 million. Current year results include $0.5 million of transaction costs related to the acquisition of JSI. Prior year results
were also unfavorably impacted by $2.9 million transaction costs related to the acquisition of JSI. Non-GAAP adjusted
operating income in fiscal 2022 of $25.0 million increased $12.0 million or 93% from adjusted fiscal 2021 operating
income of $13.0 million. Refer to “Non-GAAP Financial Measures” below for a reconciliation of Non-GAAP financial
measures to U.S. GAAP measures. The increase in adjusted operating income was the net result of an increase in net sales,
higher-value sales mix resulting from targeted pricing actions, and lower selling and administrative expenses.
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Non-GAAP Financial Measures

We believe it is appropriate to evaluate our performance after making adjustments to the as-reported U.S. GAAP operating
income, net income, and earnings per share. Adjusted operating income, net income, and earnings per share, which exclude
the impact of acquisition costs, stock compensation expense, severance costs and restructuring and plant closure (gains)
costs are Non-GAAP financial measures. Also included below are Non-GAAP financial measures including Earnings
before Interest, Taxes, Depreciation and Amortization (EBITDA and Adjusted EBITDA), Free Cash Flow and Net Debt.
We believe that these adjusted supplemental measures are useful in assessing the operating performance of our business.
These supplemental measures are used by our management, including our chief operating decision maker, to evaluate
business results. We exclude these items because they are not representative of the ongoing results of operations of our
business. These Non-GAAP measures may be different from Non-GAAP measures used by other companies. In addition,
the Non-GAAP measures are not based on any comprehensive set of accounting rules or principles. Non-GAAP measures
have limitations, in that they do not reflect all amounts associated with our results as determined in accordance with U.S.
GAAP. Therefore, these measures should only be used to evaluate our results in conjunction with corresponding GAAP
measures. Below is a reconciliation of these non-GAAP measures to operating income, net income, and earnings per share
for the periods indicated along with the calculation of EBITDA and Adjusted EBITDA, Free Cash Flow, and Net Debt.

Reconciliation of operating income to adjusted operating income:

(In thousands) 2022 2021
Operating Income as reported ................ccocovieriiiiriiieieieiee e $ 21,201 § 8,030
ACGUISTEION COSES ...ttt ittt ettt st ettt ettt et et e e ee e saeesbeenbeenbeeneeeee 473 1,977
Stock COMPENSALION CXPEIISC....eeuveeureererirerrerseersreseerestesseesseesseasseessessaesseensesssessessees 3,288 2,938
SEVETAINICE COSES ...veeuriiiiieniieeniitenite ettt ri e ettt e stte ettt e sbteebee e bt e ettt ebtesabeeebaesbeesbeesaneenn 11 41
Restructuring, plant closure (gain) costs and related inventory write-downs.............. - (14)
Adjusted Operating INCOME...........ccvovviruieriiriiieieieiecie ettt vt nesnens $ 24973 § 12,972

Reconciliation of net income to adjusted net income

(In thousands, except per share data) 2022 2021
Diluted Diluted
EPS EPS

Net Income as reported................ccooeeieieiienineneeieceee e $ 15032 § 054 $ 5868 $ 0.21
ACQUISIEION COSES ..vvvenvrenrieirieiientietieieetesteesseeseeaeseresseesseenseennenns 373 (1) 0.01 1,497 (4) 0.05
Stock compensation EXPENSE........ceueevereereerierrieeiereeseeneeeneeenns 2,594 (2) 0.09 2,161 (5) 0.08
SEVETANCE COSES ...viiruriiiiieriieeiiieriteeteeesieeereeereesreesseeseseessneenenes 4 (3) - 32 (6) -
Restructuring, plant closure (gain) costs and related inventory

WIIEE=AOWILS ..ovviiiiieiiiciie ettt ettt r et beesne e - - (11)(7) -
Tax impact due to the change in the estimated annual tax rate

used for GAAP reporting purposes.........eeeveeeeerueenieeieneeneennens - - 216 0.01
Net Income adjusted.........ccoeivviveriiriieieieeeeceeee e 18,003 § 0.64 $ 9,763  $ 0.35

The following represents the income tax effects of the adjustments in the tables above, which were calculated using the
estimated combined U.S., Canada and Mexico effective income tax rates for the periods indicated:

M $100
@ $694
@ $7
@ $480
) $777
© $9
M ($2)
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The reconciliation of reported earnings per share to adjusted earnings per share may not produce identical amounts due to
rounding differences.

Reconciliation of operating income to EBITDA and Adjusted EBITDA

(In thousands) 2022 2021
Operating Income as reported ...............cccooveiieiiieiiiiieiieeee e $ 21,201 $ 8,030
Depreciation and AMOTtIZATION ......c..eeivieriiereieieeiierieeee et see e e e e e 10,118 8,114
EBITDA ... oottt ettt ettt ettt et e s e et e e st e st e st et assesseeseeseeseaseansansensans $ 31,319 $ 16,144
ACGUISTEION COSES ...vtentieniieniieiieetie et ie ittt ettt sttt ettt ettt et et e e ee e seeesbee bt ebeeneeeee 473 2,938
Stock COMPENSALION CXPEIISC....eeuveerreeererrrerieerieerieeteesreestesseesseesseesseessesseesseessesssesssessees 3,288 1,977
SEVEIANCE COSES ...uvirviiniieiiiiieiieiteniteett ettt ettt sttt e sttt ebtesbee bt e b e et e earesenesbeenbees 11 41
Restructuring, plant closure (gain) costs and related inventory write-downs.............. - (14)
Adjusted EBITDA ......ccooiiiiiiieieeeseseeeeeet ettt $ 35,091 § 21,086

Reconciliation of cash flow from operations to free cash flow

(In thousands) 2022 2021

Cash Flow from Operations .............ccccccoviiiiriiiiniiiiiiienieeeecee et $ (3,863) $ 28,009
Capital EXPENAITUIES ....eeeeeeriieieierieeie ettt et ettt st e st see et e eneesseesseeseenseeneesneas (2,122) (2,233)
FIee Cash FIOW.......oooiiiiiiiieiieeeeteeete ettt ettt ettt e ens $ (5,985) $ 25,776

Reconciliation of net debt

(In thousands) 2022 2021
Long-term debt as rePOIted .........ccoeiuieiieeiieiieiierieee e $ 79,596 $ 68,178
Less:

Cash and cash equivalents as reported..........ccoccerieiiiiiinienieeeeeeeeeee e 2,462 2,282
NEEDIEDE ...ttt ettt ettt e e $ 77,134 § 65,896
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Results of Operations

2022 Compared to 2021

Lighting Segment

(In thousands) 2022 2021

NEE SALES. ....veeieieeettieteee ettt ettt ettt s ettt et et et et a et e e s e ese e s s et et e s en et esese e senens $ 233,449 $ 189,000
GIOSS PIOTIt 1ottt ettt e e et eete e et s eteeenreeennes $ 70,120 $ 57,002
OPETrating INCOME ......eouieiieiienieierieete ettt et ettt sttt et este e beesesseeseeseeseessensessessens $ 20,942 $ 13,328

Lighting Segment net sales of $233.4 million in fiscal 2022 increased 23.5% from fiscal 2021 net sales of $189.0 million.
The sales growth was across all key vertical markets, with significant contributions from new and enhanced products.

Gross profit of $70.1 million in fiscal 2022 increased $13.1 million or 23.0% from fiscal 2021. Gross profit as a percentage
of net sales was 30.0% in fiscal 2022 compared to 30.2% in fiscal 2021. Gross profit as a percentage of sales was relatively
flat as selling price increase realization offset the majority of rapid cost increases to material input costs and transportation
costs.

Operating expenses of $49.2 million in fiscal 2022 increased $5.5 million or 12.6% from fiscal 2021 operating expenses of
$43.7 million, primarily driven by higher commission expense as a result of higher sales.

Fiscal 2022 Lighting Segment operating income of $20.9 million increased $7.6 million or 57.1% from operating income of
$13.3 million in fiscal 2021 and operating income as a percentage of sales also increased from 7.1 to 9.0%. Both increases

were primarily driven by sales volume and price realization..

Display Solutions Segment

(In thousands) 2022 2021

INEE SALES. .ttt ettt ettt ettt et e e et e e aeeeeeeaestesatesat e et et e enteennenaeens $ 221,671 $ 126,612
[ o TSIl 5 o) 4 | AT R R $ 39,076 $ 21,989
OPETrating INCOIME ......eouieiieiieiieierieete ettt ettt ettt et este s e e eseeseeseeseeseessensessensens $ 17,589 $ 9,864

Display Solutions Segment net sales of $221.7 million in fiscal 2022 increased $95.1 million or 75.1% from fiscal 2021 net
sales of $126.6 million. The increase reflects the acquisition of JSI and continued growth in the grocery and quick-service-
restaurant markets.

Gross profit of $39.1 million in fiscal 2022 increased $17.1 million or 77.7% from fiscal 2021. Gross profit as a percentage
of net sales increased to 17.6% in fiscal 2022 compared from 17.4% in fiscal 2021. Gross profit as a percentage of net sales
reflects both the accretive effect of the JSI acquisition and improvements to core business margins, partially offset by the
impact of input costs.

Operating expenses of $21.5 million in fiscal 2022 increased $9.4 million or 77.2% from fiscal 2021, primarily driven by
the inclusion of 12 months of results for JSI.

Fiscal 2022 Display Solutions Segment operating income of $17.6 million increased $7.7 or 78.3% million from operating
income of $9.9 million in fiscal 2021. The increase of $7.7 million was primarily driven by an increase in sales.

Corporate and Eliminations

(In thousands) 2022 2021
GTOSS (LOSS) PrOTIt ...viviciiiiieiieiieieiecteeteet ettt sb bbb te s esse s b $ 12§ 17
OPETAtING (LLOSS)...vreuvieuieeiieiiesierieete et et eette st e bt esbesetessaesseesseesseesseeseessaenseensennsesssessees $ (17,330) $ (15,162)
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The gross profit (loss) relates to the intercompany profit in inventory elimination.

Operating expenses of $17.3 million in fiscal 2022 increased $2.2 million or 14.3% from fiscal 2021. The increase is
primarily due an increase in stock compensation expense and incentive plan expenses as the result of improved business
performance.

Consolidated Results

We reported $2.0 million net interest expense in fiscal 2022 compared to $0.3 million net interest expense in fiscal 2021.
The increase in interest expense from fiscal 2021 to fiscal 2022 is the result of higher levels of debt outstanding on our
credit facility which is the result of partially funding of the JSI acquisition. We also recorded other expense/(income) $0.1
and ($0.2) in fiscal 2022 and fiscal 2021, respectively, related to net foreign exchange currency transaction losses and gains
through our Mexican and Canadian subsidiaries.

The $4.1 million of tax expense in fiscal 2022 reflects a consolidated effective tax rate of 21.2%. The $2.0 million of
income tax expense in fiscal 2021 represents a consolidated effective tax rate of 25.9%. The effective tax rate in fiscal 2021
was higher as a result of non-deductible transaction costs related to the acquisition of JSI.

We reported net income of $15.0 million in fiscal 2022 compared to net income of $5.9 million in fiscal 2021. Non-GAAP
adjusted net income was $18.0 million in fiscal 2022 compared to adjusted net income of $9.8 million in fiscal 2021 (Refer
to the Non-GAAP tables above). The increase in Non-GAAP adjusted net income is primarily the result of an increase in
net sales. Diluted earnings per share of $0.54 was reported in fiscal 2022 compared to $0.21 diluted earnings per share in
fiscal 2021. The weighted average common shares outstanding for purposes of computing diluted earnings per share in
fiscal 2022 were 27,993,000 shares compared to 27,440,000 shares in fiscal 2021.

Liquidity and Capital Resources

We consider our level of cash on hand, borrowing capacity, current ratio and working capital levels to be our most
important measures of short-term liquidity. For long-term liquidity indicators, we believe our ratio of long-term debt to
equity and our historical levels of net cash flows from operating activities to be the most important measures.

At June 30, 2022, we had working capital of $84.3 million, compared to $54.1 million at June 30, 2021. The ratio of current
assets to current liabilities was 2.13 to 1 as of June 30, 2022, compared to a ratio of 1.76 to 1 as of June 30, 2021. The $30.2
million increase in working capital from June 30, 2021, to June 30, 2022, is primarily driven by a $15.5 million increase in
inventory, a $20.1 million increase in accounts receivable offset by a $1.8 million increase in accounts payable and the $3.8
million current portion of the $25.0 million term loan.

Net accounts receivable were $77.8 million and $57.7 million at June 30, 2022, and June 30, 2021, respectively. The
increase in accounts receivable is due primarily to an increase in sales. DSO was 54 days and 56 days as of June 30, 2022,
and June 30, 2021, respectively. We believe that our receivables are ultimately collectible or recoverable, net of certain
reserves, and that aggregate allowances for credit losses are adequate.

Net inventories of $74.4 million at June 30, 2022, increased $15.5 million from $58.9 million at June 30, 2021. The
increase of $15.5 million is the primarily the result of an increase in gross inventory of $15.5 million and a negligible
increase in obsolescence reserves. Lighting Segment net inventory increased $12.0 million, in anticipation of an increase in
market demand and to mitigate escalating supply chain challenges in the first half of fiscal 2022. Net inventory in the
Display Solutions Segment increased $3.5 million to support several on-going programs.

Cash generated from operations and borrowing capacity under our credit facility is our primary source of liquidity. In
September 2021, we amended our previous $100 million secured line of credit, to a $25 million term loan and the
remaining $75 million as a secured revolving line of credit. Both facilities expire in the third quarter of fiscal 2026. As of
June 30, 2022, $17.7 million of the line of credit was available. As of June 30, 2022, we are in compliance with all of our
loan covenants. We believe that our $100 million credit facility plus cash flows from operating activities are adequate for
operational and capital expenditure needs for the next 12 months. We have on file with the SEC a shelf registration
statement which allows us to sell any combination of common stock, preferred stock warrants, senior or subordinated debt
securities or other securities in one or more offerings if we choose to do so in the future.

We used $3.8 million of cash from operating activities in fiscal 2022 compared to a source of cash of $28.0 million in fiscal
2021. The $31.8 million decrease in net cash flows from operating activity is the result of increases in inventory and
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accounts receivable and decreases in accrued expense and customer prepayments, partially offset by improved earnings and
an increase in accounts payable.

We used $1.6 million of cash from investing activities in fiscal 2022 compared to a use of cash of $93.0 million in fiscal
2021. Capital expenditures were approximately $2.0 million in both fiscal years. The primary difference between cash flow
from investing activities is the acquisition of JSI.

We had a source of cash of $5.6 million related to financing activities in fiscal 2022 compared to a source of cash of $63.6
million in fiscal 2021. The $58.0 million change in cash flow was the net result of an increase in the borrowings on the line
of credit to support the growth in working capital and due to the acquisition of JSI. Most of the growth in working capital
can be attributed to the increase in inventory to ensure product availability for critical sales growth initiatives and to
mitigate supply chain challenges.

We have on our balance sheet financial instruments consisting primarily of cash and cash equivalents, revolving lines of
credit, and long-term debt. The fair value of these financial instruments approximates carrying value because of their short-
term maturity and/or variable, market-driven interest rates.

Off-Balance Sheet Arrangements

We have no financial instruments with off-balance sheet risk.

Cash Dividends

In August 2022, the Board of Directors declared a regular quarterly cash dividend of $0.05 per share payable September 6,
2022, to shareholders of record as of August 29, 2022. The indicated annual cash dividend rate for fiscal 2022 was $0.20
per share. The Board of Directors has adopted a policy regarding dividends which indicates that dividends will be
determined by the Board of Directors at its discretion based upon its evaluation of earnings, cash flow requirements,
financial conditions, debt levels, stock repurchases, future business developments and opportunities, and other factors

deemed relevant.

Critical Accounting Policies and Use of Estimates

We have adopted various accounting policies to prepare the consolidated financial statements in accordance with U.S.
GAAP. Our significant accounting policies are described in Note 1. "Summary if Significant accounting Policies" of the
Notes to Consolidated Financial Statements. Some of those significant accounting policies require us to make difficult,
subjective, or complex judgments or estimates. An accounting estimate is considered to be critical if it meets both of the
following criteria: (i) the estimate requires assumptions about matters that are highly uncertain at the time the accounting
estimate is made, and (ii) different estimates reasonably could have been used, or changes in the estimate that are
reasonably likely to occur may have a material impact on our financial condition or results of operations. The significant
accounting policies that management believes are critical to the understanding and evaluating our reported financial results
include the following: income taxes, warranty, goodwill and intangible assets, stock-based compensation, and revenue
recognition. For further information see Note 1. “Summary of Significant accounting Policies " of the Notes to
Consolidated Financial Statements in this Annual Report on Form 10-K

Warranty Reserves:

The Company offers a limited warranty that its products are free from defects in workmanship and materials. The specific
terms and conditions vary somewhat by product line, but generally cover defective products returned within one to five
years, with some exceptions where the terms extend to 10 years, from the date of shipment. The Company records warranty
liabilities to cover the estimated future costs for repair or replacement of defective returned products as well as products
that need to be repaired or replaced in the field after installation. The Company calculates its liability for warranty claims
by applying estimates based upon historical claims as a percentage of sales to cover unknown claims, as well as estimating
the total amount to be incurred for known warranty issues. The Company periodically assesses the adequacy of its recorded
warranty liabilities and adjusts the amount as necessary. If actual warranty costs differ significantly from these estimates,
adjustments may be required in the future, which could adversely affect our gross profit and results of operations.

Revenue Recognition:

The Company recognizes revenue when it satisfies the performance obligation in its customer contracts or purchase orders.
Most of the Company’s products have a single performance obligation which is satisfied at a point in time when control is
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transferred to the customer. Control is generally transferred at time of shipment when title and risk of ownership passes to
the customer. For customer contracts with multiple performance obligations, the Company allocates the transaction price
and any discounts to each performance obligation based on relative standalone selling prices. Payment terms are typically
within 30 to 90 days from the shipping date, depending on the terms with the customer. The Company offers standard
warranties that do not represent separate performance obligations. Provisions for discounts, rebates, sales incentives,
returns, and other adjustments are generally provided for in the period the related sales are recorded, based on
management’s assessment of historical trends and projection of future results.

Goodwill and Intangible Assets:

Goodwill represents the excess of purchase price over the fair value of the net assets of businesses acquired. The carrying
values of goodwill and other intangible assets with indefinite lives are reviewed at least annually for possible impairment.
The Company may first assess qualitative factors in order to determine if goodwill and indefinite-lived intangible assets are
impaired. If through the qualitative assessment it is determined that it is more likely than not that goodwill and indefinite-
lived assets are not impaired, no further testing is required. If it is determined more likely than not that goodwill and
indefinite-lived assets are impaired, or if the Company elects not to first assess qualitative factors, the Company’s
impairment testing continues with the estimation of the fair value of the reporting unit using a combination of a market
approach and an income (discounted cash flow) approach, at the reporting unit level. The estimation of the fair value of
reporting unit requires significant management judgment with respect to revenue and expense growth rates, changes in
working capital and the selection and use of an appropriate discount rate. The estimates of the fair value of reporting units
are based on the best information available as of the date of the assessment. The use of different assumptions would
increase or decrease estimated discounted future operating cash flows and could increase or decrease an impairment
charge. Company management uses its judgment in assessing whether assets may have become impaired between annual
impairment tests. Indicators such as adverse business conditions, economic factors and technological change or competitive
activities may signal that an asset has become impaired. The Company relies upon a number of factors, judgments and
estimates when conducting its impairment testing including, but not limited to, the Company’s stock price, operating
results, forecasts, anticipated future cash flows and marketplace data. There are inherent uncertainties related to these
factors and judgments in applying them to the analysis of goodwill impairment.

Income Tax Valuation Allowances:

The Company accounts for income taxes in accordance with the accounting guidance for income taxes. Accordingly,
deferred income taxes are provided on items that are reported as either income or expense in different time periods for
financial reporting purposes than they are for income tax purposes. Deferred income tax assets are reported on the Company’s
balance sheet. Significant management judgment is required in developing the Company’s income tax provision, including
the estimation of taxable income and the effective income tax rates in the multiple taxing jurisdictions in which the Company
operates, the estimation of the liability for uncertain income tax positions, the determination of deferred tax assets and
liabilities, and any valuation allowances that might be required against deferred tax assets. Changes in the expectations
regarding the realization of deferred tax assets and any related valuation allowances, the development of the Company’s
income tax provision, and the estimation of the liability for uncertain tax positions, could materially impact income tax
expense in future periods.

Stock-Based Compensation:

The Company accounts for stock-based compensation to certain employees and its directors in accordance with accounting
guidance for stock-based compensation. The accounting guidance requires companies to measure the cost of employee and
director services received in exchange for an award of equity instruments, including stock options, restricted stock units,
and performance stock units, based on the grant date fair value of the award and to recognize it as compensation expense
over the period the employee is required to provide service in exchange for the award, usually the vesting period. Equity
award forfeitures are recognized at the date of employee termination. If any of the assumptions used in the Black-Scholes
pricing model changes significantly, stock-based compensation expense may differ materially in the future from that
recorded in the current period
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Management of LSI Industries Inc. and subsidiaries (the “Company” or “LSI”) is responsible for the preparation and
accuracy of the financial statements and other information included in this report. LSI’s Management is also responsible for
establishing and maintaining adequate internal control over financial reporting, as such term is defined in Securities
Exchange Act Rules 13a-15(f). Under the supervision and with the participation of Management, including LSI’s principal
executive officer and principal financial officer, the Company conducted an evaluation of the effectiveness of internal
control over financial reporting as of June 30, 2022, based on the criteria set forth in “the 2013 Internal Control — Integrated
Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission.

A control system, no matter how well conceived and operated, can provide only reasonable assurance that the objectives of
the control system are met. Because of the inherent limitations in all control systems, no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, have been detected. These inherent limitations
include the reality that judgments in decision making can be faulty, the possibility of human error, and the circumvention or
overriding of the controls and procedures.

In meeting its responsibility for the reliability of the financial statements, the Company depends upon its system of internal
accounting controls. The system is designed to provide reasonable assurance that assets are safeguarded and that
transactions are properly authorized and recorded. The system is supported by policies and guidelines, and by careful
selection and training of financial management personnel. The Company also has a Disclosure Controls Committee, whose
responsibility is to help ensure appropriate disclosures and presentation of the financial statements and notes thereto.
Additionally, the Company has an Internal Audit Department to assist in monitoring compliance with financial policies and
procedures.

The Board of Directors meets its responsibility for overview of the Company’s financial statements through its Audit
Committee which is composed entirely of independent Directors who are not employees of the Company. The Audit
Committee meets periodically with Management and Internal Audit to review and assess the activities of each in meeting
their respective responsibilities. Grant Thornton LLP has full access to the Audit Committee to discuss the results of their
audit work, the adequacy of internal accounting controls, and the quality of financial reporting.

Based upon LSI’s evaluation, the Company’s principal executive officer and principal financial officer concluded that
internal control over financial reporting was effective as of June 30, 2022. We reviewed the results of Management’s
assessment with the Audit Committee of our Board of Directors. Additionally, our independent registered public
accounting firm audited and independently assessed the effectiveness of the Company’s internal control over financial
reporting. Grant Thornton LLP, an independent registered public accounting firm, has issued an opinion on the
effectiveness of the Company’s internal control over financial reporting, which is presented in the financial statements.

James A. Clark
President and Chief Executive Officer
(Principal Executive Officer)

James E. Galeese

Executive Vice President and Chief Financial Officer
(Principal Financial Officer)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
Board of Directors and Shareholders
LSI Industries Inc.

Opinion on internal control over financial reporting

We have audited the internal control over financial reporting of LSI Industries Inc. (an Ohio Corporation) and subsidiaries
(the “Company”) as of June 30, 2022, based on criteria established in the 2013 Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”). In our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of June 30, 2022, based
on criteria established in the 2013 Internal Control—Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (“PCAOB”), the consolidated financial statements of the Company as of and for the year ended June 30, 2022, and
our report dated September 9, 2022 expressed an unqualified opinion on those financial statements.

Basis for opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s
Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal
control over financial reporting based on our audit. We are a public accounting firm registered with the PCAOB and are
required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing
the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

Definition and limitations of internal control over financial reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

/s/ GRANT THORNTON LLP

Cincinnati, Ohio
September 9, 2022
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
LSI Industries Inc.

Opinion on the financial statements

We have audited the accompanying consolidated balance sheets of LSI Industries Inc. (an Ohio corporation) and
subsidiaries (the “Company”) as of June 30, 2022 and 2021, the related consolidated statements of operations,
comprehensive income, shareholders’ equity, and cash flows for each of the two years in the period ended June 30, 2022,
and the related notes and financial statement schedule included under Item 15(a) (collectively referred to as the “financial
statements”). In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Company as of June 30, 2022 and 2021, and the results of its operations and its cash flows for each of the two years in the
period ended June 30, 2022, in conformity with accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (“PCAOB”), the Company’s internal control over financial reporting as of June 30, 2022, based on criteria
established in the 2013 Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (“COSO”), and our report dated September 9, 2022 expressed unqualified opinion.

Basis for opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on the Company’s financial statements based on our audits. We are a public accounting firm registered with the PCAOB
and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement,
whether due to error or fraud. Our audits included performing procedures to assess the risks of material misstatement of the
financial statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures
included examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits
also included evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for our
opinion.
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Critical audit matter

The critical audit matter communicated below is a matter arising from the current period audit of the financial statements
that was communicated or required to be communicated to the audit committee and that: (1) relates to accounts or
disclosures that are material to the financial statements and (2) involved our especially challenging, subjective, or complex
judgments. The communication of the critical audit matter does not alter in any way our opinion on the financial
statements, taken as a whole, and we are not, by communicating the critical audit matter below, providing a separate
opinion on the critical audit matter or on the accounts or disclosures to which it relates.

Estimation of product warranty reserves

As described further in note 1 to the financial statements, the Company provides warranty terms based upon the type of
product sold. The Company estimates the amount of warranty costs associated with future product warranty claims, which
are accrued at the time revenue is recognized. The estimate of the likelihood and cost of future claims considers various
factors, including historical warranty costs, warranty terms, current trends, product mix and sales. The Company’s product
warranty accrual as of June 30, 2022 was $4.5 million.

The principal considerations for our determination that the estimation of product warranty reserves is a critical audit matter
is due to a higher risk of estimation uncertainty related to the determination of the likelihood and cost of future claims. The
evaluation of the warranty accrual required a high degree of auditor judgement and an increased effort in assessing the
reasonableness of management’s estimates of the likelihood and cost of future claims.

Our audit procedures related to the estimation of product warranty reserves included the following, among others:

e Tested management’s internal controls over the Company’s product warranty accrual process including controls
over the inputs to the estimate as well as controls over the process of capturing warranty claims
e Tested the completeness and accuracy of the underlying claims used to develop the estimate
e Evaluated the relevance, reliability, and sufficiency of the sources of claims used by the Company in developing
the estimate
e Evaluated the methods and assumptions used by management by:
o Developing an estimation for the warranty accrual and comparing the results to the Company’s product
warranty accrual estimate
o Utilized retrospective warranty claim and lag data to evaluate the warranty reserve estimated by
management

/s/ GRANT THORNTON LLP
We have served as the Company’s auditor since 2009.

Cincinnati, Ohio
September 9, 2022

35



LSI INDUSTRIES INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
For the years ended June 30, 2022, and 2021

(In thousands, except per share data)

INETE SALES....eeiiiieiie ettt et e st e e e b e e sabe e st e e sabeestbeesabeessbeessbeensbeessseeseean
Cost of products and Services SOId .........ccooiiriiiiiiiiiieeee e
SEVETANCE COSS ...vveviiiiiiiiiieiiieiteeit ettt ettt ettt sb e st e bt ettt ebe e s bt e bt et e esbeeabesbaesbaenaeen
RESIUCTUIING COSS ..uvvitiiiieiieieeiieeieste et eteeeeseee st e steesbeesseesseessessaesseesseessessaesseesseenseenns

GTOSS PIOTIE ..eevvieiiieieeiie ettt ettt ettt et et e et eesae st e e se e seenseessessnesseesseenseenseensenns
Selling and adminiStrative EXPENSES.....ccuverveerrerrierrerrerreereerteeeeeeesaesseesseesseesessessessnes
SEVETANCE COSES ..vviriiuirireiiiiieeeiiiieeetteeessttteeesteeesstteeessseeeasnseeeesssaeessssseeeasseeesssssesassseenns

OPEIAtING INCOMIC ....veeueieeeeeiieeiierieete et eteettesteesteeteenteentesseesseesseenseenaeeneesneesseenseenseans
331 o A (1816702001 TSRS
INEETESE EXPEIISE ...ttt ettt e e ettt e e ettt e sttt e e s s b e e e abaeesaeees
Other eXPense (INCOME).........ccueiierrieriiereereetesteesreesseestesaeseesseesseeseessesssesseesseessessesses

Income Defore INCOME LAXES.......c.eerueiiririerierieniieteteestest ettt
INCOME tAX EXPEIISE . .euvereiiieiieiietenteete sttt ettt ettt ettt b e st be et eee e b e

DAL T VT o o LSRR

The accompanying notes are an integral part of these financial statements.
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Twelve Months Ended
2022 2021

455,120 $ 315,612
345912 236,637
- 15

- (14)
109,208 78,974
87,995 70,918
12 26
21,201 8,030

- (19)

1,968 287

148 (154)
19,085 7,916
4,053 2,048
15,032 § 5,868
055 § 0.22
054 § 0.21
27,286 26,692
27,993 27,440




LSI INDUSTRIES INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the years ended June 30, 2022, and 2021

(In thousands)

2022 2021
INEETNCOIME ...ttt ea et e et e et e e et e eeteeeeaeeeeteeeeaeeenaeeeneeeteean $ 15032 $ 5,868
Foreign currency translation adjustment .............cooceeveriirienierieeee e 4) 142
Comprehensive INCOME .......co.eiuiiieieieieie ettt ettt eees $ 15,028 $ 6,010

The accompanying notes are an integral part of these financial statements.
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LSI INDUSTRIES INC.

CONSOLIDATED BALANCE SHEETS
June 30, 2022, and 2021
(In thousands, except shares)

ASSETS

Current assets

Cash and cash equivalents

Accounts receivable, less allowance for credit losses of $499 and $256,
respectively

Inventories
Refundable income tax
Other current assets
Total current assets
Property, Plant and Equipment, at cost

BUIIAINES. ...ttt ettt se e te e beesbeeseeessesseenseensaenseas
Machinery and equipment
Buildings under finance leases

Construction in progress

Less accumulated depreciation
Net property, plant and equipment

GOOAWILL. ...ttt ettt e et e et e e teeetee e teeeseeesbaeenseeensaaenseeanns
Other Intangible Assets, net
Operating Lease Right-Of-Use Assets
Other Long-Term Assets, net

Total assets

The accompanying notes are an integral part of these financial statements.
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June 30, June 30,
2022 2021
2,462 $ 2,282
77,750 57,685
74,421 58,941
1,041 1,275
3,243 4,825
158,917 125,008
4,010 3,984
24,495 24,393
66,762 65,928
2,033 2,033
618 933
97,918 97,271
(70,760) (66,719)
27,158 30,552
45,030 43,788
67,964 72,773
8,664 11,579
3,347 3,121
311,080 $ 286,821




LSI INDUSTRIES INC.

CONSOLIDATED BALANCE SHEETS (continued)
June 30, 2022, and 2021

(In thousands, except shares)

June 30, June 30,
2022 2021
LIABILITIES & SHAREHOLDERS' EQUITY
Current liabilities
Current maturities of long-term debt...........ccccueevviiiiiieniiiiiiiee e $ 3,571 $ -
AcCCOUNLS PAYADIL ..ottt 34,783 32,977
ACCTUC EXPEIISES ...cuvieurieiiietieitiesieeteetestesteesteeseeseessesseesseesseessesssesssesseessesssesses 36,264 37,918
Total current HabilitieS .......covviiiieiiiiciie e 74,618 70,895
Long-Term DEbt......c.cccueeieiieiieieceeceeee ettt eees 76,025 68,178
Finance Lease Liabilities........cccuvviivuiieiiieieeeiec et 1,246 1,521
Operating Lease Liabilities .......cccocverierierieiieieeiiesieeie e 8,240 10,890
Other Long-Term Liabilities .........c.ccvvevieviieiieieiiecieeie et reens 3,182 4,167
Commitments and Contingencies (NOte 13) ...coeecviiviieeiiieiiiieeieecieeeie e - -
Shareholders' Equity
Preferred shares, without par value;

Authorized 1,000,000 shares, none iSSUEd............ccceveevveeeeevreeeiirneenns - -
Common shares, without par value;

Authorized 40,000,000 shares;

Outstanding 26,662,638 and 26,517,836 shares, respectively .............. 139,500 132,526
Treasury shares, without par value.............occoeoiiiiiieiieiceeeeeee e (5,927) (2,450)
Deferred compensation plan ...........cccoeoeevieiieiinieiieieeecee e 5,927 2,450
Retained Earnings (LLOSS) ....ccuieriierieeriienieeeieesieeereesveeeeveesveeseveeseveeneneens 8,224 (1,405)
Accumulated other comprehensive INCOME ..........coceeverieniinieneenciieneee 45 49
Total shareholders' €qUILY ......coceerueeriiriinieriee e 147,769 131,170
Total liabilities & shareholders' €qUILY ..........cccoevevveviiviiviiirieiiieieieieienns $ 311,080 $ 286,821

The accompanying notes are an integral part of these financial statements.
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LSI INDUSTRIES INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For the years ended June 30, 2022, and 2021
(amounts in thousands)

Common Shares Treasury Shares

Number
Of Shares

Number

Of Shares Amount Amount

Key Executive
Compensation
Amount

Accumulated Other
Comprehensive
Income (Loss)

Total
Shareholders'
Equity

Retained
Earnings

Balance at June 30,

26,466 $ 127,713 (180) $

(1,121) $

1,121

93)

$ (1,920) $ 125,700

Net Income............ - - -
Other
comprehensive
income.............. - - -
Stock
compensation
awards...............
Restricted stock
units issued.......

43 315 -
28 - -
Shares issued for

deferred

compensation....
Activity of treasury

shares, net......... -
Deferred stock

compensation.... - - -
Stock-based

compensation

EXPENSe.............. -

193 1,534 -

(166)

1,977 -
Stock options
exercised, net....

Dividends — $0.20
per share ........... - - -

133 987 -

(1,329)

1,329

142

5,868 5,868

- 1,534
- (1,329)

- 1,329

- 1,977
- 987

(5,353) (5,353)

Balance at June 30,

26,863 $ 132,526 (346) $

(2,450) $

2,450

$  (1,405) $ 131,170

Net Income............ - - -

Other
comprehensive

Stock
compensation
awards...............

Restricted stock
units issued.......

42 300 -
(250) -
Shares issued for

deferred

compensation....
Activity of treasury

shares, net......... -
Deferred stock

compensation.... - - -
Stock-based

compensation

eXpense............. -

3,610 -

(476)

3,288 -
Stock options

exercised, net.... 5
Dividends — $0.20

per share ..

(3,477)

3,477

“)

15,032 15,032

- (250)

- 3,610
- (3.477)

- 3,477

- 3,288
- 26

(5,403) (5,403)

Balance at June 30,

27,484 $ 139,500 (822) $

(5927) $

5,927

$ 8224 § 147,769

The accompanying notes are an integral part of these financial statements.
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LSI INDUSTRIES INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended June 30, 2022, and 2021

(In thousands)

Cash Flows from Operating Activities

INET IIICOIMIC. ...ttt ettt ettt ettt et et e bt et e setesaeesnee st e et emteeneeeneeeseenseenseenneennesnean

Non-cash items included in net income
Depreciation and amortiZation ...........cceeeeruierieerieeiesieseeieeeeeeeseeseeee et seee e eeeens
Deferred INCOME tAXES. .....ueiuieieiertieiieie ettt sttt seeesaeens
Deferred compensation plan.............ceceeuiiiirienieieeeie et
Stock COMPENSALION EXPEIISE. ... .eeveertierieniieiierieenteeteenteeseesteesbeebeetessaeseeesseeneeeeeeaes
Issuance of common shares as COMPENSALION .........ccveeververiereerreerieereeeeeeeeseesseens
Loss on disposition Of fiXed @SSELS .........cevvierieriieciiiieiieneeie et ere e eeeeseeens
Allowance for doubtful aCCOUNLS ..........ceiruirieieiiie e
Inventory 0DSOIESCENCE IESCIVE. .......iviereieiieiieieeeteettesteete e e seesee e eeeenre e seeenseens

Changes in certain assets and liabilities:
ACCOUNLS TECEIVADIL......outiiiieiieie ettt sttt sneeeneens
BTN 110} o Tt PSSP
Refundable INCOME taXES .....cc.eeiuieiiiiieiie et
AcCOUNLS PAYADIC......ouiiiieiiiteee et
Accrued expenses and Other ..........ccooiiiiiiiiiiiieeeee e
Net cash (used in) from operating actiVities.........cceceerueeriirierienienieieeee e

Cash Flows from Investing Activities
AcqUISTEION OF JST . ..iiiiiiiciecece et a e e eaaeereereens
Purchases of property, plant, and equipmMent .............cccoeeveeveeierieniecieeie e
Proceeds from the sale of fiXed aSSELS .....ceeveeierieriririiirieeeee e
Net cash flows (used in) INVEStING ACHIVILIES ...veevverereieieiieriieie et

Cash Flows from Financing Activities

Payments on 1ong-term debt ...........ccoevieiiiiiiiiieiieeeeeeee e
Borrowings on long-term debt...........cocveiiiiiiiieiiieicceceee e
Cash dividends Paid..........ccoeciieiirienieeeeee et enes
Shares withheld on employees' taXeS.......cevverierieriieieeeeeiereee e
Payments on financing lease obligations ............ceceeeerierieieene e
Proceeds from Stock Option EXEICISES ......eeureriereieriierieeie e eiee st eee et

Net cash flows provided by financing activities...........ccceerverrerieeierierierieeeeee e

Change related to FOreign CUITENCY .....ccvieiveeriiierieeciieecie ettt eiee e eveeeeeesbeeeeee s
Increase (decrease) in cash and cash equivalents ..........ccccoeeeieeiiiiiiinieniiceee
Cash and cash equivalents at beginning of period.........c.ccccevvevieriieviieienienieeee e,

Cash and cash equivalents at end of Period...........cceeevvveieiiieriienienicieceeeeeee e

2022 2021
15,032 $ 5,868
10,118 8,114

(342) (1,058)
3,610 1,534
3,288 1,977
300 315
65 154
246 19
2,111 1,754
(20,311) (10,570)
(17,586) (11,983)
235 1,517
1,784 14,442
(2,413) 15,926
(3,863) $ 28,009
500 (90,725)
(2,122) (2,233)
49 :
(1,573) (92,958)

(161,627) (18,579)
173,074 86,757
(5,322) (5,288)

(250) (60)
(268) (239)
26 987
5,633 63,578
a7 136
180 (1,235)
2,282 3,517
2,462 $ 2,282

The accompanying notes are an integral part of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Consolidation:

The consolidated financial statements include the accounts of LSI Industries Inc. (an Ohio corporation) and its subsidiaries
(collectively, the “Company”), all of which are wholly owned. All intercompany transactions and balances have been
eliminated in consolidation.

Revenue Recognition:

The Company recognizes revenue when it satisfies the performance obligation in its customer contracts or purchase orders.
Most of the Company’s products have a single performance obligation which is satisfied at a point in time when control is
transferred to the customer. Control is generally transferred at time of shipment when title and risk of ownership passes to
the customer. For customer contracts with multiple performance obligations, the Company allocates the transaction price
and any discounts to each performance obligation based on relative standalone selling prices. Payment terms are typically
within 30 to 90 days from the shipping date, depending on the terms with the customer. The Company offers standard
warranties that do not represent separate performance obligations.

Installation is a separate performance obligation, except for the Company’s digital signage products. For digital signage
products, installation is not a separate performance obligation as the product and installation is the combined item promised
in digital signage contracts. The Company is not always responsible for installation of products it sells and has no post-
installation responsibilities other than standard warranties.

A number of the Company's display solutions and select lighting products are customized for specific customers. As a
result, these customized products do not have an alternative use. For these products, the Company has a legal right to
payment for performance to date and generally does not accept returns on these items. The measurement of performance is
based upon cost plus a reasonable profit margin for work completed. Because there is no alternative use and there is a legal
right to payment, the Company transfers control of the item as the item is being produced and therefore, recognizes revenue
over time. The customized product types are as follows:

e  Customer specific branded print graphics
e Flectrical components based on customer specifications
e Digital signage and related media content

The Company also offers installation services for its display solutions elements and select lighting products. Installation
revenue is recognized over time as the customer simultaneously receives and consumes the benefits provided through the
installation process.

For these customized products and installation services, revenue is recognized using a cost-based input method: recognizing
revenue and gross profit as work is performed based on the relationship between the actual cost incurred and the total
estimated cost for the performance obligation.

On occasion, the Company enters into bill-and-hold arrangements on a limited basis. Each bill-and-hold arrangement is
reviewed and revenue is recognized only when certain criteria have been met: (1) the customer has requested delayed
delivery and storage of the products by the Company because the customer wants to secure a supply of the products but
lacks storage space; (ii) the risk of ownership has passed to the customer; (iii) the products are segregated from the
Company’s other inventory items held for sale; (iv) the products are ready for shipment to the customer; and (v) the
Company does not have the ability to use the products or direct them to another customer.
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Disaggregation of Revenue

The Company disaggregates the revenue from contracts with customers by the timing of revenue recognition because the
Company believes it best depicts the nature, amount, and timing of its revenue and cash flows. The table below presents a
reconciliation of the disaggregation by reportable segments:

Twelve Months Ended
(In thousands) June 30, 2022
Display
Lighting Solutions
Segment Segment
Timing of revenue recognition
Products and services transferred at a point in time ...........ccceeveereriienierceneeeene. $ 204,241 $ 156,241
Products and services transferred over time............ceceeeevienienenienienienceeee e 29,208 65,430
$ 233,449 $ 221,671
Type of Product and Services
LED lighting, digital signage solutions, electronic circuit boards......................... $ 191,791 $ 44,771
Poles and other display solutions elements ............ccoceereerierieniencnnenceceee 39,339 136,573
Project management, installation services, shipping and handling ........................ 2,319 40,327
$ 233,449 $ 221,671
Twelve Months Ended
(In thousands) June 30, 2021
Display
Lighting Solutions
Segment Segment
Timing of revenue recognition
Products and services transferred at a point in time............ccoecevereneeeeeeniesienenne. $ 165,062 $ 66,123
Products and services transferred OVer time..........c.ccoeeeeeerieneneneneececeeeeenen 23,938 60,489
$ 189,000 $ 126,612
Type of Product and Services
LED lighting, digital signage solutions, electronic circuit boards.......................... $ 164,778 § 35,976
Poles and other display solutions elements ............ccocvevveecierieieeneenie e 22,492 61,919
Project management, installation services, shipping and handling ........................ 1,730 28,717
$ 189,000 $ 126,612

Practical Expedients and Exemptions

e The Company’s contracts with customers have an expected duration of one year or less, as such, the Company
applies the practical expedient to expense sales commissions as incurred and has omitted disclosures on the
amount of remaining performance obligations.

e Shipping costs that are not material in context of the delivery of products are expensed as incurred.

e The Company’s accounts receivable balance represents the Company’s unconditional right to receive payment
from its customers with contracts. Payments are generally due within 30 to 90 days of completion of the
performance obligation and invoicing; therefore, payments do not contain significant financing components.

e The Company collects sales tax and other taxes concurrent with revenue-producing activities which are excluded
from revenue. Shipping and handling costs are treated as fulfillment activities and included in cost of products and
services sold on the Consolidated Statements of Operations.

Credit and Collections:

The Company maintains allowances for credit losses for probable estimated losses resulting from either customer disputes
or the inability of its customers to make required payments. If the financial condition of the Company’s customers were to
deteriorate, resulting in their inability to make the required payments, the Company may be required to record additional
allowances or charges against income. The Company determines its allowance for credit losses by first considering all
known collectability problems of customers’ accounts, and then applying certain percentages against the various aging
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categories based on the due date of the remaining receivables. The resulting allowance for credit losses is an estimate based
upon the Company’s knowledge of its business and customer base, the current economic climate and historical

trends. Receivables deemed uncollectable are written-off against the allowance for credit losses after all reasonable
collection efforts have been exhausted. The Company also establishes allowances, at the time revenue is recognized, for
returns, discounts, pricing and other possible customer deductions. These allowances are based upon historical trends. The
following table presents the Company’s net accounts receivable at the dates indicated.

(In thousands) June 30,2022  June 30, 2021

ACCOUNLS TECEIVADIE ...ttt ettt ettt ettt e eae e eneeeneeeaeeeneenns $ 78,249 §$ 57,941

Less: Allowance for Credit 10SSES .......ovviiiiiiiiieiierieie ettt (499) (256)
ACCOUNLS TECEIVADIE, NEL ....oiiiieiviiiiiiiee et eaaee s $ 77,750 $ 57,685

Cash and Cash Equivalents:

The cash balance includes cash and cash equivalents which have original maturities of less than three months. Cash and
cash equivalents consist primarily of bank deposits and a bank money market account that is stated at cost, which
approximates fair value. The Company maintains balances at financial institutions in the United States, Canada, and
Mexico. In the United States, the FDIC limit for insurance coverage on non-interest-bearing accounts is $250,000 per
institution. As of June 30, 2022, and June 30, 2021, the Company had bank balances of $2.7 million and $2.3 million,
respectively, without insurance coverage.

Inventories, Net:

Inventories are stated at the lower of cost or net realizable value. Cost of inventories includes the cost of purchased raw
materials and purchased components, direct labor, as well as manufacturing overhead which is generally applied to
inventory based on direct labor and on material content, is determined on the first-in, first-out basis.

The Company maintains an inventory reserve for obsolete and excess inventory. The Company first determines its obsolete
inventory reserve by considering specific known obsolete items, and then by applying certain percentages to specific
inventory categories based upon inventory turns. The Company uses various tools, in addition to inventory turns, to identify
which inventory items have the potential to become obsolete. Judgment is used to establish excess and obsolete inventory
reserves and management adjusts these reserves as more information becomes available about the ultimate disposition of
the inventory item.

Property, Plant and Equipment and Related Depreciation:
Property, plant, and equipment are stated at cost. Major additions and betterments are capitalized while maintenance and

repairs are expensed. For financial reporting purposes, depreciation is computed on the straight-line method over the
estimated useful lives of the assets as follows:

BUIlAINGS (10 YEAIS)...cveeueeueeieiitintinierieete ettt ettt sttt ettt st sb e sbe ettt esbesa b saeeneeneennen 28 - 40
Machinery and equipment (in years) 3 -10
ComPULET SOTIWATE (1N YEAIS)...c.veevieiierieieiieieesteesteeteeeteeteeeteesseeseesseessessaesseesseesseessesssesssesssessenns 3 - 8

Costs related to the purchase, internal development, and implementation of the Company’s fully integrated enterprise
resource planning/business operating software system are either capitalized or expensed. Leasehold improvements are
depreciated over the shorter of fifteen years or the remaining term of the lease.

The Company recorded $5.3 million and $5.2 million of depreciation expense in the years ended June 30, 2022, and 2021
respectively.

Goodwill and Intangible Assets:

Intangible assets consisting of customer relationships, trade names and trademarks, patents, technology and software are
recorded on the Company's balance sheet. The definite-lived intangible assets are being amortized to expense over periods
ranging between five and twenty years. The Company evaluates definite-lived intangible assets for possible impairment
when triggering events are identified. Neither indefinite-lived intangible assets nor the excess of cost over fair value of
assets acquired ("goodwill") are amortized, however, they are subject to review for impairment. See additional information
about goodwill and intangible assets in Note 7.

-44-



Fair Value:

The Company has financial instruments consisting primarily of cash and cash equivalents, revolving lines of credit,
accounts receivable, accounts payable, and long-term debt. The fair value of these financial instruments approximates
carrying value because of their short-term maturity and/or variable, market-driven interest rates. The Company has no
financial instruments with off-balance sheet risk.

Fair value measurements of nonfinancial assets and nonfinancial liabilities are primarily used in goodwill and other
intangible asset impairment analyses, long-lived asset impairment analyses and valuation of acquired assets and assumed
liabilities. The accounting guidance on fair value measurement was used to measure the fair value of these nonfinancial
assets and nonfinancial liabilities.

Product Warranties:

The Company offers a limited warranty that its products are free from defects in workmanship and materials. The specific
terms and conditions vary somewhat by product line, but generally cover defective products returned within one to five
years, with some exceptions where the terms extend to 10 years, from the date of shipment. The Company records warranty
liabilities to cover the estimated future costs for repair or replacement of defective returned products as well as products
that need to be repaired or replaced in the field after installation. The Company calculates its liability for warranty claims
by applying estimates based upon historical claims as a percentage of sales to cover unknown claims, as well as estimating
the total amount to be incurred for known warranty issues. The Company periodically assesses the adequacy of its recorded
warranty liabilities and adjusts the amount as necessary.

Changes in the Company’s warranty liabilities, which are included in accrued expenses in the accompanying consolidated
balance sheets, during the periods indicated below were as follows:

Product Warranties

(In thousands) June 30, 2022 June 30, 2021
Balance at beginning of the period..........cceceviirierieiiieeeeeeee e $ 5295 $ 6,956
Additions from company acqUITed ..........cceeeuerieriierieriieie e - 248
Additions charged t0 EXPENSE. ......ceeueiierieriieie ettt 2,960 859
Deductions for repairs and replacements. ..........cocveeueerierieiinieniereee e (3,764) (2,768)
Balance at end of the Period..........coceeiieiiriiiieeee e $ 4,491 $ 5,295

Employee Benefit Plans:

The Company has a 401(k) retirement plan whereby employee’s contributions to the 401(k) are matched by the Company.
The 401(k) match program covers substantially all of its employees. The Company also has a nonqualified deferred
compensation plan covering certain employees. The costs of employee benefit plans are charged to expense and funded
annually. Total costs were $2.9 million and $1.4 million in June 30, 2022, and 2021, respectively.

Research and Development Costs:

Research and development costs are directly attributable to new product development, including the development of new
technology for both existing and new products, and consist of salaries, payroll taxes, employee benefits, materials, outside
legal costs and filing fees related to obtaining patents, supplies, depreciation, and other administrative costs. The Company
expenses as research and development all costs associated with development of software used in solid-state LED

products. All costs are expensed as incurred and are included in selling and administrative expenses. Research and
development costs related to both product and software development totaled $3.6 million and $3.7 million for the fiscal
years ended June 30, 2022, and 2021, respectively.

Cost of Products and Services Sold:

Cost of products sold is primarily comprised of direct materials and supplies consumed in the manufacture of products, as
well as manufacturing labor, depreciation expense and direct overhead expense necessary to acquire and convert the
purchased materials and supplies into finished product. Cost of products sold also includes the cost to distribute products to

customers, inbound freight costs, internal transfer costs, warehousing costs and other shipping and handling activity. Cost
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of services sold is primarily comprised of the internal and external labor costs required to support the Company’s
installation and service revenue along with the management of media content.

Stock-Based Compensation:

The Company accounts for stock-based compensation to certain employees and its directors in accordance with accounting
guidance for stock-based compensation. The accounting guidance requires companies to measure the cost of employee and
director services received in exchange for an award of equity instruments, including stock options, restricted stock units, and
performance stock unites, based on the grant date fair value of the award and to recognize it as compensation expense over
the period the employee is required to provide service in exchange for the award, usually the vesting period. Equity award
forfeitures are recognized at the date of employee termination.

Earnings Per Common Share:

The computation of basic earnings per common share is based on the weighted average common shares outstanding for the
period net of treasury shares held in the Company’s nonqualified deferred compensation plan. The computation of diluted
earnings per share is based on the weighted average common shares outstanding for the period and includes common share
equivalents. Common share equivalents include the dilutive effect of stock options, restricted stock units, contingently
issuable shares and common shares to be issued under a deferred compensation plan, all of which totaled 1,375,000 shares
and 1,029,000 shares in fiscal 2022 and 2021, respectively. See further discussion in Note 4.

Income Taxes:

The Company accounts for income taxes in accordance with the accounting guidance for income taxes. Accordingly,
deferred income taxes are provided on items that are reported as either income or expense in different time periods for
financial reporting purposes than they are for income tax purposes. Deferred income tax assets are reported on the
Company’s balance sheet. Significant management judgment is required in developing the Company’s income tax
provision, including the estimation of taxable income and the effective income tax rates in the multiple taxing jurisdictions
in which the Company operates, the estimation of the liability for uncertain income tax positions, the determination of
deferred tax assets and liabilities, and any valuation allowances that might be required against deferred tax assets.

Foreign Exchange:

The functional currency of the Company’s Mexican subsidiary is the Mexican Peso and the functional currency of the
Company’s Canadian subsidiary is the Canadian Dollar. Assets and liabilities of foreign operations are translated using
period end exchange rates. Revenue and expenses are translated using average exchange rates during each period reported.
Translation losses (gains) are reported in accumulated other comprehensive loss (gain) as a component of shareholders
equity and was nominal as of June 30, 2022, and ($0.1) million as of June 30, 2021. The Company recognizes foreign
currency transaction (gains) and losses on certain assets and liabilities that are denominated in the Mexican Peso and
Canadian Dollar. These transaction (gains) and losses are reported in other expense in the consolidated statements of
operations and were $0.1 million and ($0.2) million for the fiscal year ended June 30, 2022, and 2021, respectively.

New Accounting Pronouncements:

In October 2021, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2021-08,
“Business Combinations (Topic 805): Accounting for Contract Assets and Contract Liabilities from Contracts with
Customers,” creating an exception to the recognition and measurement principles in ASC 805. The amendment requires
that entities apply ASC 606, “Revenue from Contracts with Customers,” rather than using fair value, to recognize and
measure contracts assets and contract liabilities from contracts with customers acquired in a business combination. The
ASU is effective for fiscal years beginning after December 15, 2022, and interim periods therein. Early adoption is
permitted, including adoption in an interim period, regardless of whether a business combination occurs in that period. The
guidance should be applied prospectively; however, an entity that elects to early adopt in an interim period should apply the
amendments to all business combinations that occurred during the fiscal year that includes that interim period. The
Company is evaluating the impact this guidance may have on its consolidated financial statements and related disclosures.

On July 1, 2020, the Company adopted ASU 2016-13, "Financial Instruments - Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments" (ASC 326 or "CECL"), which amended the impairment model by requiring entities
to use a forward-looking approach based on expected losses rather than incurred losses to estimate credit losses on certain
types of financial instruments, including trade receivables. The adoption of ASU 2016-13 did not have a material impact on
the consolidated financial statements and related disclosures.
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In March 2020 and January 2021, the FASB issued ASU 2020-04, “Facilitation of the Effects of Reference Rate Reform on
Financial Reporting” and ASU 2021-01, “Reference Rate Reform: Scope,” respectively. Together, the ASUs provide
temporary optional expedients and exceptions to the U.S. GAAP guidance on contract modifications and hedge accounting
to ease the financial reporting burdens related to the expected market transition from the London Interbank Offered Rate
(LIBOR) and other interbank offered rates to alternative reference rates. This guidance is effective beginning on March 12,
2020, and the Company may elect to apply the amendments prospectively through December 31, 2022. The adoption of this
guidance did not have a material impact on the consolidated financial statements and related disclosures.

In December 2019, the Financial Accounting Standards Board ("FASB") issued ASU 2019-12, "Income Taxes - Simplifying
the Accounting for Income Taxes (Topic 740)." This guidance removes certain exceptions to the general principles in ASC
740 such as recognizing deferred taxes for equity investments, the incremental approach to performing intra-period tax
allocation and calculating income taxes in interim periods. The standard also simplifies accounting for income taxes under
U.S. GAAP by clarifying and amending existing guidance, including the recognition of deferred taxes for goodwill, the
allocation of taxes to members of a consolidated group and requiring that an entity reflect the effect of enacted changes in tax
laws or rates in the annual effective tax rate computation in the interim period that includes the enactment date. The Company
adopted ASC 2019-12 effective July 1, 2021, which did not have a material impact on its consolidated financial statements
or disclosures.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires the Company to make estimates and assumptions that affect the amounts reported in the consolidated
financial statements and accompanying notes. Actual results could differ from those estimates.

Subsequent Events:

The Company has evaluated subsequent events for potential recognition and disclosure through the date the consolidated
financial statements were filed. No items were identified during this evaluation that required adjustment to or disclosure in
the accompanying consolidated financial statements.

NOTE 2 — ACQUISITION OF JSI STORE FIXTURES

On May 21, 2021, the Company acquired 100% of the issued and outstanding shares of capital stock of JSI Store Fixtures
(JSI), a Maine-based provider of retail commercial display solutions, for $94.3 million. The acquisition of JSI expands the
Company’s total addressable markets within the grocery and refueling and convenience store verticals. The Company
funded the acquisition with a combination of cash on hand and $71.6 million from the credit facility

The Company accounted for this transaction as a business combination. The Company preliminarily allocated the purchase
price of approximately $93.7 million, which included an estimate of customary post-closing purchase price adjustments to
the assets acquired and liabilities assumed at estimated fair values, and the excess of the purchase price over the aggregate
fair values was recorded as goodwill. During the second quarter of fiscal 2022, goodwill increased by $0.6 million. The
increase is the net difference between the original estimate of recovery from the pre-funded working capital and the final
cash received of $0.5 million. During the fourth quarter of fiscal 2022, goodwill, deferred income taxes, and current tax
liabilities were adjusted related to the finalization of pre-acquisition tax filings. The final allocation of the purchase
consideration to the fair value of the assets acquired and liabilities assumed as of May 21, 2021, is as follows:

May 21, 2021 May 21, 2021
as initially reported Adjustments as adjusted

Cash and Cash Equivalents ..............cccevevevierernennene. $ 4,067 $ 4,067
Account Receivable 9,252 (280) 8,972
INVENLOTIES ...vveeiiieeeiiee e 9,898 9,898
Property, Plant and Equipment...........ccccooceeveneenene 7,076 7,076
Other ASSELS ......veeeeevieeeeeeeeeeeeeeee e 7,440 (2,062) 5,378
Intangible ASSetS......cceververuenuienens 45,760 45,760
Accounts Payable (4,199) (4,199)
Accrued Liabilities ......ccvrveeeieeeireeneeeeeseeeine (8,434) (225) (8,659)
Deferred Tax Liability........ccoooevenerieiieiniicieeee (10,583) 1,925 (8,658)

Identifiable Net Assets 60,277 (642) 59,635
GOOAWILL ..ot 33,415 1,242 34,657

Net Purchase Consideration .............cccceeeveunen. $ 93,692 § 600 $ 94,292
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The gross amount of accounts receivable is $9.3 million.

Goodwill recorded from the acquisition of JSI is attributable to the impact of the positive cash flow from JSI in addition to
expected synergies from the business combination. The intangible assets include amounts recognized for the fair value of
the trade name, technology assets, non-compete agreements and customer relationships. The fair value of the intangible
assets was determined based upon the income (discounted cash flow) approach. The following table presents the details of
the intangible assets acquired at the date of acquisition

Estimated
Estimated Useful
(In thousands) Fair Value Life (Years)
TTAACNAINIC ...t e e et et e e e e s eeeene e $ 8,680  Indefinite life
TECHNOIOZY ASSEE....eiiviieieieeiiieiie ettt ettt eete et e et e sbeesaeessbeeesbeessseessseessseenssaenes 4,900 7
INOIACOIMPELR ...ttt ettt ettt b e b e b e et e e s atesaeesbe e et enteeneeeneenaeans 260 5
Customer relatioNSNIP ...cveeviiiiiiiiieiiet et 31,920 20

$ 45,760

The fair market value write-up of the property, plant, and equipment totaled $1.8 million. Transaction costs related to the
acquisition totaled $2.9 million in the fourth quarter of fiscal 2021.

JST’s post-acquisition results of operations for the period from May 21, 2021, through June 30, 2021, are included in the
Company’s Consolidated Statements of Operations. Since the acquisition date, net sales of JSI for the period from May 21,
2021, through June 30, 2021, were $9.1 million and operating income was $0.7 million. The operating results of JSI are
included in the Display Solutions Segment.

Pro Forma Impact of the Acquisition of JSI (unaudited)

The following table represents unaudited pro forma results of operations and gives effect to the acquisition of JSI as if the
transaction had occurred on July 1, 2019. The unaudited pro forma results of operations have been prepared for
comparative purposes only and are not necessarily indicative of what would have occurred had the business combination
been completed at the beginning of the period or the results that may occur in the future. Furthermore, the unaudited pro
forma financial information does not reflect the impact of any synergies or operating efficiencies resulting from the
acquisition of JSI.

The unaudited pro forma financial information for the twelve months ended June 30, 2021, and June 30, 2020, is prepared
using the acquisition method of accounting and has been adjusted to give effect to the pro forma events that are: (1) directly
attributable to the acquisition; (2) factually supportable; and (3) expected to have a continuing impact on the combined
results. The unaudited pro forma operating income of $19.3 million for fiscal 2021 excludes acquisition-related expenses of
$2.9 million.

Twelve Months Ended
June 30
(In thousands, unaudited) 2021 2020
INEE SALES .ottt et et e et e e e e e e et eeaeeeaeeeeesee st e e e e e e eeeeeeeesneanean $ 391,000 $ 362,541
GTOSS PIOTIE..eviiviiiiitictiete ettt ettt ettt ettt et b e beeveeteetsesae st essesseebeeseeseereessessens $ 97,947 $ 86,399
OPETAtING INCOMMIE ......evivieeieeieeiiteeteeteere ettt et et et et e eteeteeteeseessessesesseeseeteeseessessessessens $ 19,312 $ 13,878

NOTE 3 — BUSINESS SEGMENT INFORMATION

The accounting guidance on Segment Reporting establishes standards for reporting information regarding operating
segments in annual financial statements and requires selected information of those segments to be presented in financial
statements. Operating segments are identified as components of an enterprise for which separate discrete financial
information is available for evaluation by the chief operating decision maker (the Company’s Chief Executive Officer or
“CODM”) in making decisions on how to allocate resources and assess performance. The Company’s two operating
segments are Lighting and Display Solutions (formerly known as the Graphics Segment), with one executive team under
the organizational structure reporting directly to the CODM with responsibilities for managing each segment. Corporate

-48-



and Eliminations, which captures the Company’s corporate administrative activities, is also reported in the segment
information.

The Lighting Segment includes non-residential outdoor and indoor lighting fixtures utilizing LED light sources that have
been fabricated and assembled for the Company’s markets, primarily the refueling and convenience store markets, parking
lot and garage markets, quick-service restaurant market, retail and grocery store markets, the automotive market, the
warehouse market, and the sports court and field market. The Company also offers a variety of lighting controls to
complement its lighting fixtures which include sensors, photocontrols, dimmers, motion detection and Bluetooth systems.
The Company also services lighting product customers through the commercial and industrial project, stock and flow, and
renovation channels. The Lighting Segment also includes the design, engineering and manufacturing of electronic circuit
boards, assemblies and sub-assemblies which are sold directly to customers.

The Company acquired JSI in the fourth quarter of fiscal 2021, and consolidated it into the former Graphics Segment,
which has been rebranded as the Display Solutions Segment, to more closely align the Company’s comprehensive product
offering with the markets it serves. The Display Solutions Segment manufactures, sells and installs exterior and interior
visual image and display elements, including printed graphics, structural graphics, digital signage, menu board systems,
display fixtures, refrigerated displays, and custom display elements. These products are used in visual image programs in
several markets including the refueling and convenience store markets, parking lot and garage markets, quick-service
restaurant market, retail and grocery store markets, the automotive market, the warehouse market, and the sports court and
field market. The Display Solutions Segment also provides a variety of project management services to complement our
display elements, such as installation management, site surveys, permitting, and content management which are offered to
our customers to support our digital signage.

The Company’s corporate administration activities are reported in the Corporate and Eliminations line item. These
activities primarily include intercompany profit in inventory eliminations, expense related to certain corporate officers and
support staff, the Company’s internal audit staff, expense related to the Company’s Board of Directors, equity
compensation expense for various equity awards granted to corporate administration employees, certain consulting
expenses, investor relations activities, and a portion of the Company’s legal, auditing, and professional fee expenses.
Corporate identifiable assets primarily consist of cash, invested cash (if any), refundable income taxes (if any), and deferred
Income taxes.

There were no customers or customer programs representing a concentration of 10% or more of the Company’s net sales in
the fiscal year ended June 30, 2022. There was no concentration of accounts receivable at June 30, 2022, or 2021.0ne
customer program in the Display Solutions Segment represents $35.2 million or 11.2% of the Company’s net sales in the
fiscal year ended June 30, 2021. Summarized financial information for the Company’s reportable business segments is
provided for the indicated periods and as of June 30, 2022, and June 30, 2021:
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(In thousands) Twelve Months Ended

June 30
Net Sales:
Lighting SE@MENT........ccviivietiiuieiieeieieciecteete ettt ettt eve et te s ess s beereereeveessessennas $ 233,449 §$ 189,000
Display SoIUtions SEZMENL..........cceevuieiirieriieitieieeiesee et esreereeeesseesseesseesseessens 221,671 126,612
$ 455,120 $ 315,612
Operating Income (Loss):
Lighting SE@MENT........ccviiviiriiuieriieieiecie ettt ettt ettt et et ts s ess s besteereereeasesseneas $ 20,942 $ 13,328
Display SoIUtions SEZMENL..........cceeciieiirierieitieieeie e see sttt ere e eeeesseesseesseenseas 17,589 9,864
Corporate and EIIMINAtIONS .........ccveevieciieieiieiienieie e eteseeseeesteeseessesssesssesseesseessens (17,330) (15,162)
$ 21,201 $ 8,030
Capital Expenditures:
Lighting SE@MENT........ccvoiviitiiuierieiieieie ettt ettt eveete e s ess et beereereeveersesseneas $ 1,017 $ 1,596
Display SoIUtions SEZMENL..........cc.eeevieiirierieitieieeie e seesee sttt ereeveeseesseesseeseessens 1,162 177
Corporate and EIIMINAtIONS .........ccvevvieeiieiiiieniieseeie e seeseessee e eseesseessessaesseesseessens (57) 460
$ 2,122 § 2,233
Depreciation and Amortization:
Lighting SE@MENT........ccviiviitiiiietieiieiecie ettt ettt ettt et te s ess s beereereereessessennas $ 5782 § 6,306
Display SoIUtions SEZMENL..........cceecvieierieriieitieieeie e seesee sttt ereeresseesseesseesseesseas 4,073 1,525
Corporate and EIIMINAtIONS .........ccvervieciieierienieniesiesste e seesseeseeeseeseesssessaessaesseensens 263 283
$ 10,118 § 8,114

June 30, 2022 June 30, 2021

Identifiable Assets:

Lighting SE@MENL.....ccueeiuiiiiiiieeiieiesieesieete et eseeesteeteeseeeseesteeseesseessesssessnesseesseesseenns $ 152,431 $ 132,169
Display SoIUtions SEZMENL..........ccuevvieriieriirieiieieerie et eeeeeeeeesteereesesaesraesreesseesseenns 152,302 147,354
Corporate and EIMINAtIONS .........cceeverierierieeiieiieseesieeee e seesieesseesessaesaesseesseeseenns 6,347 7,298

$ 311,080 $ 286,821

The segment net sales reported above represent sales to external customers. Segment operating income (loss), which is used
in management’s evaluation of segment performance, represents net sales less all operating expenses. Identifiable assets are
those assets used by each segment in its operations.

The Company records a 10% mark-up on most intersegment revenues. Any intersegment profit in inventory is eliminated in
consolidation. Intersegment revenues were eliminated in consolidation as follows:

Twelve Months Ended
(In thousands) June 30

2022 2021
Lighting Segment inter-segment Net SAlES..........cceevveviieriieiieieiiereee e $ 38,310 $ 28,449
Display Solutions Segment inter-segment net Sales ...........coeverieriirinienienieneeeeeene $ 352§ 219
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NOTE 4 — EARNINGS PER SHARE

The following table presents the amounts used to compute basic and diluted earnings per common share, as well as the
effect of dilutive potential common shares on weighted average shares outstanding:

(in thousands, except per share data)

BASIC EARNINGS PER SHARE 2022 2021

INEEINCOIMIE ..ttt et ettt ettt e e et e st saeeeaseseensesanesaeesneeneeans $ 15,032 $ 5,868
Weighted average shares outstanding during the period, net of treasury shares ............. 26,618 26,411
Weighted average vested restricted stock units outstanding .............cceeeeevverieneenieenenne. 30 17

01 10 T RPN 638 264
Weighted average shares outsStanding .............ccoeeeevierierienieseeeee e 27,286 26,692
Basic INCOME PET SNATE..........ceeieieieie ittt ettt eae e saensesse s e $ 055 § 0.22

INEE INCOIMIE ..ttt ettt ettt et e e et e st sateeaseseenteeaeesasesneeneeans $ 15,032 $ 5,868

BASIC v eeeee e e ee e e e et e e e e s e s s e e oo s ee e 27,286 26,692

Effect of dilutive securities (a):
Impact of common shares to be issued under stock option plans, and Contingently

1SSUAbIe Shares, If ANY.......ccccoiiviiiiicieciee e 707 748
Weighted average shares outStanding .............cceocvevierieniieniieciieieeee et eae e 27,993 27,440
Diluted iINCOME PET SNATEC. ......ceiviieeieieieiietiieieetet ettt ettt ereste s eee s e teebessesesseseesesseneas $ 054 $ 0.21
ANti-dilutive SECUTTIES (D)..ivvieeriieiiieeitieiiieeiie et etee et et e e e ereesreesreesebeesaaeessseessneenns 1,100 976

(a) Calculated using the “Treasury Stock” method as if dilutive securities were exercised and the funds were used to
purchase common shares at the average market price during the period.

(b) Anti-dilutive securities were excluded in the computation of diluted earnings per share for the year ended June 30,
2022, and June 30, 2021, because the exercise price was greater than the fair market price of the common shares or
because the assumed proceeds from the award’s exercise or vesting was greater than the average fair market price
of the common shares.
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NOTE 5 — INVENTORIES, NET

The following information is provided as of the dates indicated:

(In thousands) June 30, 2022 June 30, 2021
Inventories:
RAW MALETIALS ..ottt ettt ettt et e et esraeeaeesreeeneennesns $ 51,637 $ 40,567
WOTK-IN-PIOZIESS -ttt ettt ettt ettt ettt e e eee st e st e seeeneeneeeneeeneenneens 3,029 4,757
FIniShed ZO0AS ... .ooueiiieiieie et 19,755 13,617
TOtAl INVENLOTIES ....eveieevieeereeceie ettt ettt e et e et e et e eeaeeeteseteeenreeenneeennes $ 74,421 $ 58,941

NOTE 6 — ACCRUED EXPENSES

The following information is provided as of the dates indicated:

(In thousands) June 30, 2022 June 30, 2021
Accrued Expenses:
CUSEOMET PIEPAYIMICILS .....eeeeeiietieteettenteetteeteesteeteeteeetesetesaeestee bt enteeseesseesbeenbeenseensesnees $ 6,416 $ 11,352
Compensation and DENETILS .........ccvevieriireiiiiiiieeee ettt sre e 9,611 10,051
ACCTUCA WAITANLY ....cvvieiiiiiiieeiietieeteete ettt et e e e saeebeesbesteesta e seesseesseessasssessaesseesseensennns 4,491 5,295
Accrued Sales COMMUISSIONS ........couveiiiierieeeeeereeeeeeeeeeteeeeeaeeeeereeeeessaeeeenaaeessanaeeesenteeeeennees 4,783 2,568
ACCTUCA FIEIGNt...c.eiiiiiiicii ettt et s ne e 3,680 1,629
ACCIUCA FICA ..ottt ettt sttt ettt enaessaessaessaenseensesnnenns 1,122 1,190
Operating 18ase HADIIILIES .......cvevieriieiieiecieeiee et enbe e e 1,274 1,424
ACCTUCA INCOME tAX ......eeiieieeiie ettt e et e e e et e e e aae e e eeane e e e enaeeeeenneeeeennnes 109 434
Finance 1ease Habilities ...........coooiiiiiiuieiieeie e 275 263
Other aCCIUCA EXPEISES ... veeuveeueeeiietietieteeteeiteette et et e teetesaeesaee et e et eneeeseesseenseenseensesneas 4,503 3,712
Total Accrued EXPENSES ......ccueeuiiruieniieiieieeie ettt ettt ettt s esee e $ 36,264 $ 37,918

NOTE 7 — GOODWILL AND OTHER INTANGIBLE ASSETS

The carrying values of goodwill and other intangible assets with indefinite lives are reviewed at least annually for possible
impairment. The Company may first assess qualitative factors in order to determine if goodwill and indefinite-lived
intangible assets are impaired. If through the qualitative assessment it is determined that it is more likely than not that
goodwill and indefinite-lived assets are not impaired, no further testing is required. If it is determined more likely

than not that goodwill and indefinite-lived assets are impaired, or if the Company elects not to first assess qualitative
factors, the Company’s impairment testing continues with the estimation of the fair value of the reporting unit using a
combination of a market approach and an income (discounted cash flow) approach, at the reporting unit level. The
estimation of the fair value of reporting unit requires significant management judgment with respect to revenue and expense
growth rates, changes in working capital and the selection and use of an appropriate discount rate. The estimates of the fair
value of reporting units are based on the best information available as of the date of the assessment. The use of different
assumptions would increase or decrease estimated discounted future operating cash flows and could increase or decrease an
impairment charge. Company management uses its judgment in assessing whether assets may have become impaired
between annual impairment tests. Indicators such as adverse business conditions, economic factors and technological
change or competitive activities may signal that an asset has become impaired.

The Company identified its reporting units in conjunction with its annual goodwill impairment testing. Following the
acquisition of JSI, the Company has a total of three reporting units that contain goodwill. One reporting unit is within the
Lighting Segment and two reporting units are within the Display Solutions Segment. The tradename intangible assets have
an indefinite life and are also tested separately on an annual basis. The Company relies upon a number of factors,
judgments and estimates when conducting its impairment testing including, but not limited to, the Company’s stock price,
operating results, forecasts, anticipated future cash flows and marketplace data. There are inherent uncertainties related to
these factors and judgments in applying them to the analysis of goodwill impairment.
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Fiscal 2022:

As of March 1, 2022, the Company performed its annual goodwill impairment test on the three reporting units that contain
goodwill. The goodwill impairment test of the reporting unit in the Lighting Segment passed with a business enterprise
value of $31.6 million or 18% above the carrying value of the reporting unit including goodwill. The goodwill impairment
test of one reporting unit with goodwill in the Display Solutions Segment passed with an estimated business enterprise
value of $12.2 million or 1,316% above the carrying value of the reporting unit including goodwill. The goodwill
impairment test of the second reporting unit with goodwill in the Display Solutions Segment passed with an estimated
business enterprise value of $100.4 million or 12% above the carrying value of the reporting unit including goodwill.

The Company has two indefinite-lived intangible assets. The Company also performed its annual review of indefinite-lived
intangible assets as of March 1, 2022 and determined there was no impairment. The impairment test of the first indefinite-
lived intangible asset passed with a fair market value of $17.0 million or 396% above its carrying value. The impairment
test of the second indefinite-lived intangible asset passed with a fair market value of and $10.6 million or 22% above its
carrying value.

Fiscal 2021:

As of March 1, 2021, the Company performed its annual goodwill impairment test on the two reporting units that contain
goodwill. The goodwill impairment test of the reporting unit in the Lighting Segment passed with a business enterprise
value of $28.2 million or 26% above the carrying value of this reporting unit including goodwill. The goodwill impairment
test of the reporting unit in the Display Solutions Segment passed with a business enterprise value of $11.4 million or
2,065% above the carrying value of the reporting unit including goodwill.

The Company also performed its annual review of its indefinite-lived intangible asset as of March 1, 2021, and determined
there was no impairment. The indefinite-lived intangible impairment test passed with a fair market value that was $15.7
million or 358% above its carrying value.

The Company has performed an assessment of its goodwill and intangible assets from the date of the interim test as of
March 1, 2022, through the balance sheet date for possible triggering events and has concluded that there were no triggering

events that would indicate the assets are impaired.

The following table presents information about the Company's goodwill on the dates or for the periods indicated:

Display
Lighting Solutions

(In thousands) Segment Segment Total
Balance as of June 30, 2021

GOOAWIIL .. e $ 70,971 § 28,690 $ 99,661

GOoOdWIll ACQUITEd .....veenvieiieiieie et - 33,415 33,415

Accumulated impairment 10SSES ..........cceeverierieerieeieeieneesieeneeens (61,763) (27,525) (89,288)
Goodwill, net as of June 30, 2021 .....c..oooviiiiiiiiiiieeeeeceeeeee e $ 9,208 $ 34580 $ 43,788
Balance as of June 30, 2022

GOOAWIIL ..o $ 70,971 § 62,105 § 133,076

Measurement period adjustment...........c.ecveeveecveeienieseeneesieeneeenn. - 1,242 1,242

Accumulated impairment 10SSES ..........ccueeverierieerieeieeieneesie e (61,763) (27,525) (89,288)
Goodwill, net as of June 30, 2022 ........cooiiiiuiiiiieiieeeeeeeee e $ 9,208 $ 35,822 $ 45,030
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In fiscal 2021, the Company wrote-off the goodwill and impairment loss for a dissolved entity. The net impact to the
consolidated financial statements, including the goodwill, net balance, was zero.

The gross carrying amount and accumulated amortization by major other intangible asset class is as follows:

(In thousands) June 30, 2022
Gross
Carrying Accumulated
Amount Amortization Net Amount

Amortized Intangible Assets

Customer relationships ..........ccocvevirierienieeee e $ 62,083 $ 14,400 $ 47,683
PatENS...cciiiiiiecie e e e 268 268 -
LED technology, SOftWare .........c.cccceeicveeecieeeiiieeiie e 20,966 14,598 6,368
Trade NAME .......ooiiiiiieeeeec e e 2,658 1,049 1,609
NON-COMPELE ...evvieeeiieeiieeiieeieeetee st e sttt esreesireesreesbeeesaeessbaesseenans 260 58 202
Total Amortized Intangible ASSetS.......ccceevveevieierierieieeieeeeeane. S 86,235 $ 30,373 $ 55,862
Indefinite-lived Intangible Assets
Trademarks and trade NAMES ...........oooevvvvieeeiiiiiieeeeeeee e, 12,102 - 12,102
Total indefinite-lived Intangible ASSEts .......ccceecveevereerreerernnenne. 12,102 - 12,102
Total Other Intangible ASSELS.......cecvverierreerieiieiieneeie e $ 98,337 $ 30,373 $ 67,964
(In thousands) June 30, 2021
Gross Carrying  Accumulated
Amount Amortization Net Amount

Amortized Intangible Assets

Customer relationShips ........c.ecveveveirierieinieieiieeeeeee e eveeenes $ 62,083 § 10,967 $ 51,116
Patents.......oviiiiiiiieeee e 268 237 31
LED technology, SOftWare ............cccccveveeviieiieieeieceeeere e 20,966 13,415 7,551
TTAAE NAMIE ...eeeeiieiieeeeeeeeeeeeee et e e e e et e e e e e s eeeaaeeeeeeeas 2,658 939 1,719
INON-COMPELE ....eenvrieiiieiiieiieete ettt sttt ettt e e 260 6 254
Total Amortized Intangible ASSetS..........ccoevvveeiiveererieierirreneane $ 86,235 $ 25564 % 60,671
Indefinite-lived Intangible Assets
Trademarks and trade NAMES ..........ocoevvvveirieieeeieiiieeeeee e 12,102 - 12,102
Total indefinite-lived Intangible ASSEtS ........cceecververieerierrerennne. 12,102 - 12,102
Total Other Intangible ASSEtS..........ccoeivveieririeiiriieicreeeeeeee e $ 98,337 $ 25564 % 72,773

In the fiscal 2021, the Company wrote-off intangible assets’ gross carrying amount and accumulated amortization for a
dissolved entity. The net impact to the consolidated financial statements, including the total other intangible assets, was
Zero.

(In thousands) 2022 2021

Amortization expense of other intangible assets..........ccoovvevvievieeierierieecieeieseennn $ 4,809 § 2,948
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The Company expects to record annual amortization expense as follows:

(In thousands)

2023 ettt bt h e eh e h ettt bt na e bt aeeh e ettt e bbbt bt bt eae et et ettt et nee $ 4,808
2024 <ottt h ettt h e h e bt a e a ettt a ke bbbt et eat oot ae e et e $ 4,760
2025 e et h et $ 4,760
2026 <t h e e bbb a e e bttt et ae e $ 4,760
2027 e e e b et h e bt h ettt ae e $ 4,754
ATIEE 2027 .o et b et bttt nae e re e $ 32,020

NOTE 8 — REVOLVING LINE OF CREDIT AND LONG-TERM DEBT

The Company’s long-term debt as of June 30, 2022, and June 30, 2021, consisted of the following:

June 30, June 30,
(In thousands) 2022 2021
SeCUTEd 1INE OF CIEAIt.....cviiviieieieieeeieete ettt ereeeaeeaean $ 57,275 $ 68,178
Term loan, net of debt issuance costs of $30 and $0, respectively.........cccovvvevrverennen. 22,321 -
TOAL AEDE....viieiieiiceeeceeeee ettt et ettt et et ettt eaeereeans 79,596 68,178
Less: amounts due Within ONE YEaT ........ccuivieiieiieiieie e 3,571 -
Total amounts due after ONe Year, Net..........cecvevuerierierieiiieieieiee e $ 76,025 $ 68,178

In September 2021, the Company amended its existing $100 million secured line of credit, to a $25 million term loan and
$75 million remaining as a secured revolving line of credit. Both facilities expire in the third quarter of fiscal 2026. The
principal of the term loan is repaid annually in the amount of $3.6 million over a five-year period with a balloon payment of
the remaining balance due on the last month. Interest on both the revolving line of credit and the term loan is charged based
upon an increment over the LIBOR rate or a base rate, at the Company’s option. The base rate is calculated as the highest of
(a) the Prime rate, (b) the sum of the Overnight Funding Rate plus 50 basis points and (c) the sum of the Daily LIBOR Rate
plus 100 basis points as long as a Daily LIBOR rate is offered, ascertainable and not unlawful. The increment over the
LIBOR borrowing rate fluctuates between 100 and 225 basis points, and the increment over the Base Rate fluctuates
between 0 and 125 basis points, both of which depend upon the ratio of indebtedness to earnings before interest, taxes,
depreciation, and amortization (“EBITDA”), as defined in the line of credit agreement. As of June 30, 2022, the Company’s
borrowing rate against its revolving line of credit was 3.7%. The increment over LIBOR borrowing rate will be 175 basis
points for the second quarter of fiscal 2023. The fee on the unused balance of the $75 million committed line of credit
fluctuates between 15 and 25 basis points. Under the terms of this line of credit, the Company has agreed to a negative
pledge of real estate assets and is required to comply with financial covenants that limit the ratio of indebtedness to
EBITDA and require a minimum fixed charge ratio. As of June 30, 2022, there was $17.7 million available for borrowing
under the $75 million line of credit.

NOTE 9 — CASH DIVIDENDS

The Company paid cash dividends of $5.3 million in fiscal years 2022 and 2021. Dividends on restricted stock units in the
amount of $0.2 million and $0.1 million were accrued as of June 30, 2022, and 2021, respectively. These dividends are paid
upon the vesting of the restricted stock units when shares are issued to the award recipients. In August 2022, the Board of
Directors declared a regular quarterly cash dividend of $0.05 per share payable September 6, 2022, to shareholders of
record August 29, 2022.

NOTE 10 — EQUITY COMPENSATION

In November 2019, the Company’s shareholders approved the 2019 Omnibus Award Plan (“2019 Omnibus Plan”). The
purpose of the 2019 Omnibus Plan is to provide a means through which the Company may attract and retain key personnel
and to provide a means by which directors, officers, and employees can acquire and maintain an equity interest in the

Company. The 2019 Omnibus Plan replaced the 2012 Stock Incentive Plan (“2012 Stock Plan”). The number of shares of
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common stock authorized for issuance under the 2019 Omnibus Plan is 2,650,000 which were combined with the remaining
shares available under the 2012 Stock Plan. The number of shares reserved for issuance under the 2019 Omnibus Plan is
1,411,321 shares, all of which are available for future grant or award as of June 30, 2022. The Plan contains a fungible
share ratio that consumes 2.5 available shares for every full value share awarded by the Company as stock compensation.
The 2019 Omnibus Plan allows for the grant of non-qualified stock options, stock appreciation rights, restricted stock
awards, restricted stock units (RSU’s), performance stock units (PSU’s), and other stock-based awards. The Company also
awards Inducement awards are granted by the Company to attract and retain key executives. Inducement awards are
separately registered securities and are not part of the 2019 Omnibus Plan.

In fiscal 2022, 146,281 RSUs and 190,980 PSUs were granted. In fiscal 2021, 75,000 inducement options, 30,626 RSUs
and 122,509 PSUs were granted.

Stock Options
The fair value of each option on the date of grant was estimated using the Black-Scholes option pricing model. The

following table summarizes the weighted-average assumptions used in the Black-Scholes option pricing model to value the
stock options granted in the periods indicated. There were no options granted in fiscal 2022.

Stock Options

2022 2021
DiIVIAEN YICLA. .ottt a et b et n e - 2.9%
Expected volatility ....... - 50%
Risk-free interest rate.... - 0.3%
Expected life (in years) .... - 6.0
Fair value Per SNATE........cccveiuieieiieieeeeeee ettt sttt sttt eaae e s -3 2.40

Stock option expense is recorded on a straight-line basis, or sooner if the grantee is retirement eligible as defined in the
2019 Omnibus Plan, net of forfeitures. The forfeiture rate is based on historical rates and reduces the compensation expense
recognized. The expected volatility of the Company’s stock was calculated based upon the historic monthly fluctuation in
stock price for a period approximating the expected life of option grants. The risk-free interest rate is the rate of a five-year
Treasury security at constant, fixed maturity on the approximate date of the stock option grant. The expected life of
outstanding options is determined to be less than the contractual term for a period equal to the aggregate group of option
holders’ estimated weighted average time within which options will be exercised. It is the Company’s policy that when
stock options are exercised, new common shares shall be issued.

Service-based options have a three-year ratable vesting period beginning one year after the date of grant. Inducement stock
options have a term of ten years only if the employee is employed for three years from the date of grant. The maximum
exercise period of service-based and performance-based stock options granted under the 2019 Omnibus Plan is ten years.
There were no service - based or inducement stock options awarded in fiscal 2022.

The Company recorded $0.7 million and $0.8 million of expense related to stock options in fiscal years 2022 and 2021,
respectively.

A summary of stock option activity as of June 30, 2022, and changes during the period from July 1, 2021 through June 30,
2022 are as follows:

Weighted
Average
Weighted Remaining Aggregate
Average Contractual Intrinsic
Shares Exercise Price Term (in years) Value
Outstanding at June 30, 2021 ........c.ccccoeveenene 2,327,148  § 6.07 67 § 5,320,456
Granted.........oeveveeiriririeieeeeeetee e - 8 -
Exercised (4,833) $ 5.48
Forfeited.......cooovevveieeiicieeieeeeeeeeeeeei (7,024) $ 6.80
EXPIred.....coeieiiieeieieeeeeee s (14,500) $ 9.27
Outstanding at June 30, 2022 ..........cccecveuenenee. 2,300,791  $ 6.05 57 § 2,287,764
Exercisable at June 30, 2022........ccceeeverrrevennene 1,730,964  $ 6.31 52 % 1,608,413
Vested and expected to vest at June 30, 2022 .. 2,286,311  $ 6.05 57 % 2,282,521
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The aggregate intrinsic value of options exercised during the years ended June 30, 2022, and June 30, 2021, was nominal as
of June 30, 2022, and $0.2 million as of June 30, 2021. The Company received a nominal amount of proceeds from the
exercise of stock options in fiscal 2022 and $1.0 million of proceeds from stock options exercises in fiscal 2021.

As of June 30, 2022, there was $0.7 million of unrecognized compensation cost, net of forfeitures, related to stock options,
which is expected to be recognized over a weighted-average remaining period of 1.2 years.

For fiscal year 2022, the Company recognized a current income tax benefit of $0.2 million for tax deductions related to
equity compensation. A discrete tax expense of 0.1 million was recognized to reduce deferred tax assets for cancelled
awards and detriments in excess of the tax deductions.

For fiscal year 2021, the Company recognized a current income tax benefit of $0.1 million for tax deductions related to
equity compensation. A discrete tax expense of $0.1 million was recognized to reduce deferred tax assets for cancelled
awards and detriments in excess of the tax deductions.

Restricted Stock Units

A total of 146,281 RSUs with a weighted average fair value of $8.13 per share were awarded to employees during fiscal
2021. The RSUs awarded during fiscal 2022 have a three-year vesting period, with one-third vesting on each of the
anniversary dates. The Company determined the fair value of the awards based on the closing price of the Company stock
on the date the RSUs were awarded. The unvested RSUs are non-voting but accrue cash dividends at the same per share
rate as those cash dividends declared and paid on LSI’s common stock. Dividends on RSUs in the amount of $65,743 were
accrued as of June 30, 2022. Accrued dividends are paid to the holder upon vesting of the RSUs and issuance of shares.

The Company recorded $0.9 million and $0.6 million of expense related to RSUs during fiscal years 2022, and 2021,
respectively.

A summary of outstanding and unvested RSU activity as of June 30, 2022, and changes during the period from July 1,
2021, through June 30, 2022, are as follows:

Weighted-

Average Grant

Shares Date Fair Value

Unvested at June 30, 2021 ......occviiiiieeieeeieeeieeete ettt veesare e rbeesaae e 200,721 $ 6.42
GIANEE ... e ettt et e e e 146,281 $ 8.13
VESEEA. ..ttt ettt ettt ettt ettt et e ettt ettt et e teeteeteereean e et eteaaea (96,671) $ 6.26
FOITEItEA ...ttt et ettt e ete et e te e eaeeae e (3,059) $ 6.96
Unvested at JUNE 30, 2022 ...ttt 247272 $ 7.48

As of June 30, 2022, there was $0.9 million of unrecognized compensation cost, net of forfeitures, related to RSUs, which
is expected to be recognized over a weighted-average remaining period of 1.9 years. The total fair value of RSUs that
became fully vested during fiscal 2022 was $0.7 million.

Performance Stock Units

A total of 190,980 PSUs with a weighted average fair value of $8.12 per share were awarded to employees during fiscal
2022. The Company determined the fair value of the awards based on the closing price of the Company stock on the date
the PSUs were awarded. PSUs vest if the Company meets certain financial metrics over a three-year period. The PSUs are
non-voting but accrue cash dividends at the same per share rate as those cash dividends declared and paid on LSI’s
common stock. This applies to PSUs granted under the 2012 Stock Plan only. Dividends on PSUs in the amount of
$104,978 and $86,196 were accrued as of June 30, 2022, and 2021, respectively. Accrued dividends are paid to the holder
upon vesting of the PSUs and issuance of shares.

The Company recorded $1.6 million and $0.6 million of expense related to PSUs during fiscal years 2022, and 2021,
respectively.
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A summary of outstanding and unvested PSU activity as of June 30, 2022, and changes during the period from July 1, 2021
through June 30, 2022 are as follows:

Weighted-

Average Grant

Shares Date Fair Value

Unvested at June 30, 2021 .......ooooieiiiiiiieeeeee e e 456,887 $ 5.96
(32 111« O TR TRO TR TR 190,980 $ 8.12
VESEEA. ..ttt ettt ettt e et e et ettt et e eteete e e et e erearea (27,350) $ 4.94
FOITEItEA ...ttt et e ete e e enee s eeneeneas (23,950) $ 7.50
Unvested at June 30, 2022.......cccuieiiieeieeeiie ettt e sve e re e sveeseeeseaeesaseesrseensneenes 596,567 $ 6.63

As of June 30, 2022, there was $2.4 million of unrecognized compensation cost, net of forfeitures, related to PSUs, which is
expected to be recognized over a weighted-average remaining period of 1.91 years.

Director and Employee Stock Compensation Awards

The Company awarded a total of 42,420 and 43,049 common shares as stock compensation awards in fiscal years 2022, and
2021, respectively. These common shares were valued at their approximate $0.3 million fair market values based on their
stock price at dates of issuance multiplied by the number of common shares awarded, pursuant to the compensation
programs for non-employee directors who receive a portion of their compensation as an award of Company stock and for
employees who received a nominal recognition award in the form of Company stock. Stock compensation awards are made
in the form of newly issued common shares of the Company.

Deferred Compensation Plan

The Company has a non-qualified deferred compensation plan providing for both Company matching contributions and
participant funded deferrals of compensation. This plan is fully funded in a Rabbi Trust. All plan investments are in
common shares of the Company. As of June 30, 2022, there were 32 participants, all with fully vested account balances. A
total of 821,876 common shares with a cost of $5.9 million, and 345,875 common shares with a cost of $2.5 million, both
of which included the Company contributions and the participant deferrals, were held in the plan as of June 30, 2022, and
2021, respectively, and, accordingly, have been recorded as treasury shares.

The change in the number of shares held by this plan is the net result of newly issued shares as compensation deferred into
the plan offset by distributions to terminated employees. The Company issued 494,047 and 193,510 new common shares
for purposes of the non-qualified deferred compensation plan during fiscal 2022, and during fiscal 2021, respectively.

NOTE 11 — LEASES AND PURCHASE COMMITMENTS
Purchase commitments of the Company totaled $65.6 million as of June 30, 2022.

The Company leases certain manufacturing facilities along with a small office space, a company vehicle, several forklifts,
several small tooling items and various items of office equipment. The Company also acquired buildings, machinery and
forklift leases with the acquisition of JSI, as well as one sublease. All but two of the Company’s leases are operating.
Leases have a remaining term of one to seven years, some of which have an option to renew. The Company does not
assume renewals in determining the lease term unless the renewals are deemed reasonably certain. The lease agreements do
not contain any material residual guarantees or material variable lease payments.

The Company has periodically entered into short-term operating leases with an initial term of twelve months or less. The
Company elected not to record these leases on the balance sheet. The rent expense for these leases was immaterial for fiscal
years 2022 and 2021.

The Company has certain leases that contain lease and non-lease components and has elected to utilize the practical
expedient to account for these components together as a single lease component.

-58-



Lease expense is recognized on a straight-line basis over the lease term.

when determining the present value of lease payments.

(In thousands)

OPErating [8aSE COSt ...evvrvirierrerieiierteerteeste et ereete st esseeseenseenaeseaesanenes

Financing lease cost:

Amortization of right 0f USE aSSELS ......ceovervieciieiieierieeeeee e
Interest on lease 11abilities..........ccouvvieeieieieiiee e
Variable 1€aSE€ COSt......cuuiiiiiiie e
SUDIEASE INCOMIE........veeeeeeeieeeeieee et
TOtAl 1€ASE COST...uvvieinriieeeeeee et et

Supplemental Cash Flow Information

(in thousands)

Cash flows from operating leases

Fixed payments - operating lease cash flows.........cccccooeiviiiiniininnens
Liability reduction - operating cash flows .........cccceeveiiiiiiniiniieniee,

Cash flows from finance leases

Interest - operating cash flOWS .........cccoecvivieiiinienicece e
Repayments of principal portion - financing cash flows ......................

Operating Leases:

Total operating right-0f-use assets .........ccevverieiiieierienieeeie e
Accrued expenses (Current liabilities) ........ccoeververiiecieeienieieeie e

Long-term operating lease liability ..........cccccovievieiiniiniieeeeee e
Total operating lease liabilities. .........cccvevierrerieiieeierieeeee e

Weighted Average remaining Lease Term (in years)......c.ccoceveeereeeennens

Weighted Average Discount Rate ..........cccoocvevierieniieciieiicieeee e

-59.

The Company used its incremental borrowing rate

2022 2021
................... $ 3,483 $ 2,428
................... 295 291
................... 80 91
................... 87 10
................... - (43)
................... $ 3,945 $ 2,777

2022 2021
....................... $ 3,576 $ 2,412
....................... $ 3,064 $ 1,983
....................... $ 80 §$ 91
....................... $ 268 $ 239
June 30, 2022 June 30, 2021

....................... $ 8,664 § 11,579
....................... $ 1,274  $ 1,424
....................... 8,240 10,890
....................... $ 9,514 § 12,314
....................... 3.05 3.93
....................... 4.81% 4.81%




Finance Leases: June 30, 2022 June 30, 2021

Buldings under finance [€aSES .........c.cccuerieriieriieieiiesieesie ettt re e beeeae e S 2,033 §$ 2,033
Equipment under finance 16aSes .........ccuevvirvvieciiiieiieiieie et 11 30
Accumulated depreCiation...........ccvevieriieriirieiieieere ettt et e st ereeaeeaesaesraesaeesaeenseenes (634) (339)
Total fINANCE 1€aSE ASSELS, NEL.......eecviiiiieiiceieeeiiete ettt ettt ee e ea e aeeae e $ 1,410 $ 1,724
Accured expenses (Current labilities) .......ccevverierieniieriieieeeeciee e 275§ 263
Long-term finance lease Hability.........ccccivviiiiiiiiiiiiii e 1,246 1,521
Total finance 16ase HADIIITIES .........ocoivviiiieiii et $ 1,521 $ 1,784
Weighted Average remaining Lease Term (in YEars).........ccoeeveeeereerieecverceeseeseenveeneenns 4.80 5.78
Weighted Average Discount RAte ..........cceeviiiiiiiiieniiciiciiceceeeee e 4.86% 4.86%

Maturities of Lease Liability:

Operating Finance
Lease Lease Operating Net Lease
Liabilities Liabilities = Subleases Commitments

2023 ettt ra e reeneenteenreeneeneenes $ 3,738 § 343 § 377) $ 3,704
2024 ...t ettt ra et ereereens 3,285 337 (377) 3,245
2025 ettt et et ra e ereeereereens 2,136 362 3D 2,467
2026 ...ttt ettt et e ere s 835 362 - 1,197
2027 ettt e e be e e aeenreenns 215 302 - 517
Ther@after ....occveiiiieeie et 4 - - 4
Total [ease PAYMENLS ........cceeveiiererireeeeteeeeieee e $ 10213 $ 1,706 $ (785) $ 11,134
LeSS: INTEIEST .uviieiieeiiecieeetee ettt sre e ere e sbeesaae e (699) (185) (884)
Present Value of Lease Liabilities ..........ccocvevvveeevieeiiieecieceveeennen $ 9,514 $ 1,521 $ 10,250

NOTE 12 — INCOME TAXES

The following information is provided for the years ended June 30:

(In thousands) 2022 2021
Components of income (loss) before income taxes:

UNIEEA STALES ..ottt ettt ettt ettt ee e ea e e s et e et e et e et e eaeeanesaeesns $ 20,124 $ 7,117
203 (<3 1 LSRR (1,039) 799
INCOmMeE befOre INCOME tAXES.......eeiivieerieeiieeree ettt et e ettt ere e et eenneeennes $ 19,085 $ 7,916

Provision for income taxes

U.S. FEAETAl.....ouoiieiieiie ettt ettt et eae s $ 3,586 §$ 2,425
Y03 (<3 1 LSRR 165 247
State and 10CAL ..........voiiieeie e 644 434
TOLAl CUITENL ....coeveieeeeeeeeee e e e e e e e e e e 4,395 3,106
LD ] 157 0 (< OSSR SPS (342) (1,058)
Total provision for INCOME TAXES ........c.ecveirveieririeeiereceeeete ettt $ 4,053 § 2,048
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(In thousands) 2022 2021
Reconciliation to federal statutory rate:
Federal Statutory TAtC.......c.ecviiieiieieeie ettt ettt e e e e s eeesaeesaeesseesne e 21.0% 21.0%
State and local taxes, net of federal benefit.........ccceevvviiiiiiiiiiiiiiiiiee s 3.0 1.5
FOT@IGN OPEIALIONS.....ecvieiieieiiieieieiieesit ettt e et e et e teebeebeesbesaesaeesaeesseesseessessseeseeseens - 1.0
Federal tax CTEAILS .....c.evvereieriieiieieeie ettt ettt et et e e ssaesse e seenseensessnennnes (1.0) (1.5)
Valuation allOWANCE........cc.eevviriieierieieeieeie ettt et et e e e enseensessnesenas - (25.9)
NY State TaX Credits ..c..eoerererieieieriinenerieeteteesteste ettt st - 259
TTANSACTION COST.uvieutieuiieieeieeiie et ee st et ettt e et e st et e et enteeseesseesaeeseeeseeneeeneeeneenseeseens - 35
Uncertain taX poSition aCtIVILY........cccvereeriieiierieiieseeneesteeeeete et eee e eseeseeeneas (0.3) (0.1)
Stock-based COMPENSALION .......cc.eeruieriieiieieiie ettt eeeeee st eete et eeeseee et eae e sneeees (0.3) 1.0
TaX 1AE CRANZES ... .eeiviieiieeiie ettt ee et e e e et e e teeetee e taeebeeenbaeesseesnseeenseens (1.4) (0.3)
L@ 13 1 < SRS 0.2 (0.2)
EffECtiVe taX TALE ....eeiuieiieiieii ettt ettt naean 21.2% 25.9%
The components of deferred income tax assets and (liabilities) at June 30, 2022, and 2021 are as follows:
Components of deferred income tax assets and liabilities
(In thousands) 2022 2021
Uncertain tax POSILIONS........cvevveriirrertierietieteeteeeeee et eere et ete e eteeeeeseessessesseereereenas $ 169 $ 138
Reserves against CUITENt @SSELS........ueervieciieieriertiereeteeeesteesteereseeseesseeseessessnens 1,110 936
ACCTUC EXPEIISES ..vveuvierierrierrierieeteesteesteeteeetesssesteesseesseeseesseesseesseessesssesssesseessenssens 2,596 3,348
TEETEST ...ttt - 927
Deferred COMPENSAtION. ........c.veivieriieieiieriertenie ettt et sreseaesteesbeensesnaeseees 1,195 514
Stock-based COMPENSALION .......cc.eevieierieriieriieieeeestesieeee e ereeseeeeeseeaessaesseennes 1,421 841
State net operating loss carryover and credits ..........covverrerierieeienieneee e 310 624
Lease LiaDIlity ... cecuieieieieeie ettt 2,667 4,408
Canadian NOL.........c.ooiiiiiiiee ettt sttt e e e ens 538
Goodwill, acquisition costs and intangible assets............coveeverviirieniienieiienienees - -
U.S. Federal net operating loss carryover and credits ..........cccceeeevverveneencneenen. 1,235 1,587
Deferred income tax asset before valuation allowance...............ccoeevvvveeiiennnnn. 11,241 13,323
Valuation allOWanCe...........ooeiriiiiiiieieeese e (108) (108)
Deferred INCOME X ASSEL......vvvviieiiiiiiiiiiiieeeeieiieeeeeeeeeeeeeee e e e eesaaaeeeeeeseenaanees 11,133 13,215
Goodwill, acquisition costs and intangible assets...........ccoveeverviinieniienieienieneee (3,519) (3,683)
DIEPIECIALION ..ttt teete et e e etesteesaeeaeesseesbeesaesseesseesseessenssesseenseas (2,205) (2,677)
RIZHE OF USE ASSCL..ecuvieiiieiiciieciieie ettt ettt teesbeesbe e e e eaeesseesseesseessensaens (2,513) (4,299)
Deferred income tax Hability .........ccceevvieviieiieieriieieeie et (8,237) (10,659)
Net deferred INCOME tAX @SSEL .....ovveeeieeeeeee ettt eeee et e e s $ 2,896 $ 2,556

The Company has U.S. federal net operating loss carry forward deferred tax assets of $1.1 million and $1.5 million at June
30, 2022, and June 30, 2021, respectively. The increase of $1.4 million in fiscal 2021 was from the acquisition of JSI which
has an unlimited carryforward period. The remaining $0.1 million will expire over a three-year period beginning June 30,
2029. The Company has deferred tax assets for research and development credits of $0.1 million at both June 30, 2022, and
June 30, 2021. Utilization of the federal net operating losses and research and development credits are limited by Internal

Revenue Code Section 382 but are expected to be realized before expiration.

The Company has Canadian net operating loss carry forward deferred tax assets of $0.5 million at June 30, 2022. The $0.5
million deferred tax asset was from the acquisition of JSI and has a 20 year carryforward period.
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The Company has state net operating loss carryovers and tax credit deferred tax assets of $0.3 million and $0.6 million at
June 30, 2022, and June 30, 2021, respectively. At June 30, 2021, there was $0.3 million of state net operating losses from
the acquisition of JSI and $0.3 million other state net operating losses and tax credits. A valuation allowance of $0.1 million
exists at June 30, 2022 against Oregon tax credits not expected to be used. The Oregon credits are otherwise expected to
expire over a 4-year period beginning June 30, 2027.

During fiscal year 2021, the Company eliminated the deferred tax asset and related valuation allowance for the New York
tax credits of $2.1 million when the entity holding the New York credits was dissolved. There was no impact to the
consolidated financial statements.

At June 30, 2022, tax, interest, and penalties, net of potential federal tax benefits, were $0.6 million, $0.3 million, and $0.2
million, respectively, of the total reserve for uncertain tax positions of $1.1 million. The entire uncertain tax position of
$0.6 million, net of federal tax benefit, would impact the effective tax rate if recognized.

At June 30, 2021, tax, interest, and penalties, net of potential federal tax benefits, were $0.7 million, $0.3 million and $0.2
million, respectively, of the total reserve for uncertain tax positions of $1.2 million. The entire uncertain tax position of
$0.7 million net of federal tax benefit, would impact the effective tax rate if recognized. The liability for uncertain tax
position is included in Other Long-Term Liabilities.

The Company is recording estimated interest and penalties related to potential underpayment of income taxes as a
component of tax expense in the Consolidated Statements of Operations. The Company recognized a $0.1 million net tax
(benefit)/expense in both fiscal 2022 and fiscal 2021, related to the change in reserves for uncertain tax positions. The
Company recognized interest net of federal benefit and penalties of ($8,000) and ($10,000), respectively, in fiscal 2022 and
$32,000 and $19,000, respectively, in fiscal 2021. The reserve for uncertain tax positions is not expected to change
significantly in the next twelve months.

The tax activity in the liability for uncertain tax positions was as follows:

(In thousands) 2022 2021

Balance at the beginning of the fiscal year..........ccccevveverieicieriere e $ 682 §$ 607
Decreases - tax positions in prior Period...........cceeeeereereerieerieeieseeeee e (117) (52)
Increase - tax positions in CUrrent Period..........ceeevereereerieereeeiesiereeeieeee e 82 49
Increases - tax positions in Prior Period.........cecceeeeerieriereeriere e - 78

Settlements and PAYMENES. .....cccuevuiriirierieieie ettt - -
Lapse of statute of lImitations............coeereeiiiieniiiieieeee e - -
Balance at end of the fiscal Year.........cccovcvieeiiiiiieeiecee e 647 682

The Company files a consolidated federal income tax return in the United States, and files various combined and separate
tax returns in several state and local jurisdictions, and also in Canada and Mexico. In general, the Company is no longer
subject to U.S. Federal, state, and local tax examinations by tax authorities for fiscal years ending prior to June 30, 2019.
Except that US tax years prior to June 30, 2019, are subject to exam to the extent of the US tax refunds generated from the
carry back of the June 30, 2019, federal net operating loss. The Company received notice that the IRS intends to examine
the US tax year ended June 30, 2020, but the exam has not started.

NOTE 13 — SUPPLEMENTAL CASH FLOW INFORMATION

(in thousands)

Cash Payments: 2022 2021
L R1 S (=] TSRO $ 1,668 $ 127
INICOIME TAXES ...ttt ettt ettt e ete s eaeeete e te et e enseenseeteesteenneeneeanes $ 4,965 $ 356
Non-cash investing and financing activities
Issuance of common shares as COMPENSAION ........ccveeveeveereerieenieeieeieeeeseeseeeseenns $ 300 $ 315
Issuance of common shares to fund deferred compensation plan...............cccveeuenne $ 3,610 $ 1,534
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NOTE 14 — COMMITMENTS AND CONTINGENCIES

The Company is party to various negotiations, customer bankruptcies, and legal proceedings arising in the normal course of
business. The Company provides reserves for these matters when a loss is probable and reasonably estimable. The
Company does not disclose a range of potential loss because the likelihood of such a loss is remote. In the opinion of
management, the ultimate disposition of these matters will not have a material adverse effect on the Company’s financial
position, results of operations, cash flows or liquidity.

The Company may occasionally issue a standby letter of credit in favor of third parties. As of June 30, 2022, there were no
such standby letters of credit issued.
NOTE 15 - SEVERANCE COSTS

The Company recorded severance charges of less than $0.1 million in fiscal 2022 and 2021, respectively. This severance
expense was related to reductions in staffing not related to plant restructuring.

The activity in the Company’s accrued severance liability was as follows for the twelve months ended June 30, 2021, and
2020:

June 30, June 30,
(In thousands) 2022 2021
Balance at beginning of Period..........coceruiiiiiiiiiiiieeeee e $ 13 § 639
ACCTUAL OF EXPENSE ...ttt ettt st 13 41
PAYIMENLS ...ttt et ettt st e e st e enaaeentes (26) (667)
Balance at end of Period.........ccoeiieiiiiiiiiiiee e $ - $ 13

NOTE 16 — RELATED PARTY TRANSACTIONS

One of the Company’s former independent outside directors is a director of Wesco International (Wesco). Wesco
purchases lighting fixtures from the Company. Wesco was no longer be considered a related party after fiscal 2021 because
the outside director no longer serves on the Company’s Board of Directors.

The Company has recognized revenue related to the following related party transactions in the fiscal years indicated:

(In thousands) 2022 2021

WeSCo INternational.............ocuveeuiiiiieeiieciee et $ -9 2,013

As of the balance sheet date indicated, the Company had the following accounts receivable recorded with respect to related
party transactions:

(In thousands) 2022 2021

WESCO INtEINAtIONAL. ...ttt et ettt ee e eeeereseeee e $ - 3 264
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NOTE 17 — SUMMARY OF QUARTERLY RESULTS (UNAUDITED)

(In thousands except per share data)

2022

Net SaleS....cooviviieieeiiiiiieeeineeen,
Gross Profit.........ccovvveeeeeeicnnnnn.
Net Income .......cccovvveeeeeeeecnnnnn...

Earnings per share

BaSIC ..ooiiiiiiiiiieee e
Diluted ......ooovviiiiieiieieieeeee

Range of share prices

High oo,

2021

Net SaleS....oooiiieeiieeiiiiieeeineneen,
Gross Profit......ccovveveveeieeiiiiinnns
Net Income ...

Earnings per share

BaSIC ..oviiiiiiiieieeeeeeee

High oo

Quarter Ended
Sep. 30 Dec. 31 Mar. 31 Jun. 30 Fiscal Year
$ 106,397 $ 111,143 § 110,111 $ 127,469 $ 455,120
24,510 25,448 26,793 32,457 109,208
3,133 3,105 3,618 5,176 15,032
$ 012 § 0.11 § 0.13 § 0.19 § 0.55(a)
$ 0.11 § 0.11 § 0.13 § 0.18 § 0.54(a)
$ 843 § 842 § 749 § 7.66 $ 8.43
$ 712§ 641 § 6.00 $ 553§ 5.53
$§ 70,006 $ 76387 $ 72,204 § 97,015 § 315,612
18,272 19,706 18,092 22,904 78,974
1,990 2,208 1,472 198 5,868
$ 0.08 $ 0.08 $ 005 $ 0.01 $ 0.22(a)
$ 007 $ 008 $ 0.05 § 001 § 0.21(a)
$ 734 § 9.01 § 10.78 $ 954 3§ 10.78
$ 552§ 6.75 $ 8.09 § 755 % 5.52
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LSI INDUSTRIES INC. AND SUBSIDIARIES
SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED JUNE 30, 2022, and 2021
(In thousands)

Additions Additions

Balance Charged to from Balance

Beginning  Costs and Company Deductions End of
Description of Period Expenses Acquired (a) Period
Allowance for Credit Losses:
Year Ended June 30, 2022........c.cccooieveverieiernnne. $ 256 $ 249 § -3 ©) $ 499
Year Ended June 30, 2021 ........ccooevvevereiieieene, $ 273§ 19 § 24§ (60) $ 256
Inventory Obsolescence Reserve:
Year Ended June 30, 2022.......cccoveeeveeeiieieeennnn $ 5,050 $ 2,111  $ -3 (1,714) $ 5,447
Year Ended June 30, 2021 .......ccccoevienenincncnenne. $ 3,821 § 1,754 $ 380 S (905) $ 5,050
Deferred Tax Asset Valuation Reserve:
Year Ended June 30, 2022.......coooviviiiiieeeiieeeens $ 108 $ - 3 - 3 - 3 108
Year Ended June 30, 2021 .....c.ccovevieviecrieiiereeneens $ 2,194 % -3 -3 (2,086) $ 108

(a) For Allowance for credit losses, deductions are uncollectible accounts charged off, less recoveries.
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