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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

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

For the quarterly period ended September 30, 2015

or
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission File Number: 001-35480

Enphase Energy, Inc.
(Exact name of registrant as specified in its charter)

Delaware 20-4645388
(State or other jurisdiction of (IR.S. Employer
incorporation or organization) Identification No.)

1420 N. McDowell Blvd.

Petaluma, California

(Address of principal executive offices) (Zip Code)
(707) 774-7000

(Registrant’s telephone number, including area code)

94954

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer - Accelerated filer X

Non-accelerated filer " (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x
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As of November 2, 2015, there were 45,333,255 shares of the registrant’s common stock outstanding, $0.00001 par
value per share.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited)
ENPHASE ENERGY, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)
September 30, December 31,
2015 2014

ASSETS
Current assets:
Cash and cash equivalents $22,491 $42,032
Accounts receivable, net of allowances of $802 and $569 at September 30, 2015 and

. 75,322 45,119
December 31, 2014, respectively
Inventory 36,717 21,590
Prepaid expenses and other assets 7,080 6,155
Total current assets 141,610 114,896
Property and equipment, net 31,240 30,824
Goodwill 3,745 3,745
Intangibles, net 1,489 1,811
Other assets 4,879 916
Total assets $182,963 $152,192
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $32,707 $22.316
Accrued liabilities 18,986 26,036
Deferred revenues, current 3,834 2,747
Warranty obligations, current (includes $2,468 and $1,125 measured at fair value at 6.612 7 607
September 30, 2015 and December 31, 2014, respectively) ’ ’
Borrowings under revolving credit facility 17,000 —
Total current liabilities 79,139 58,706
Long-term liabilities:
Deferred revenues, noncurrent 22,701 16,612
Warranty obligations, noncurrent (includes $4,348 and $2,437 measured at fair value
at 26,194 26,333

September 30, 2015 and December 31, 2014, respectively)

Other liabilities 1,963 3,589
Total liabilities 129,997 105,240
Commitments and contingencies
Stockholders’ equity:
Preferred stock, $0.00001 par value, 10,000 shares authorized; none issued and
outstanding o o
Common stock, $0.00001 par value, 100,000 shares authorized; 45,004 and 43,756
shares issued and outstanding at September 30, 2015 and December 31, 2014, — —
respectively
Additional paid-in capital 220,467 208,022
Accumulated deficit (167,290 ) (160,991

Accumulated other comprehensive loss (211 ) (79
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Total stockholders’ equity 52,966 46,952
Total liabilities and stockholders’ equity $182,963 $152,192
See notes to condensed consolidated financial statements.
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ENPHASE ENERGY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended
September 30,
2015 2014
Net revenues $102,874 $99,113
Cost of revenues 71,408 66,592
Gross profit 31,466 32,521
Operating expenses:
Research and development 12,059 12,112
Sales and marketing 10,510 9,884
General and administrative 7,118 8,632
Total operating expenses 29,687 30,628
Income (loss) from operations 1,779 1,893
Other income (expense), net:
Interest expense (140 ) (356 )
Other income (expense) (704 ) (597 )
Total other expense, net (844 ) (953 )
Income (loss) before income taxes 935 940
Provision for income taxes (311 ) (127 )
Net income (loss) $624 $813
Net income (loss) per share:
Net loss per share, basic and diluted
Basic $0.01 $0.02
Diluted $0.01 $0.02
Shares used in per share calculation:
Basic 44,734 43,128
Diluted 47,996 48,786

See notes to condensed consolidated financial statements.

Nine Months Ended
September 30,

2015 2014
$291,620 $238,697
199,103 160,689
92,517 78,008
38,275 32,346
34,955 29,205
23,425 22,837
96,655 84,388
(4,138 ) (6,380
(305 ) (1,291
(1,152 ) (432
(1,457 ) (1,723
(5,595 ) (8,103
(704 ) (351
$(6,299 ) $(8,454
$(0.14 ) $(0.20
$(0.14 ) $(0.20
44,339 42,664
44,339 42,664
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ENPHASE ENERGY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In thousands)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
Net income (loss) $624 $813 $(6,299 ) $(8,454
Other comprehensive income (loss):
Foreign currency translation adjustments 187 (292 ) (132 ) (285
Comprehensive income (loss) $811 $521 $(6,431 ) $(8,739

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization

Provision for doubtful accounts

Net loss on disposal of assets

Non-cash interest expense

Stock-based compensation

Revaluation of contingent consideration liability

Changes in operating assets and liabilities:

Accounts receivable

Inventory

Prepaid expenses and other assets

Accounts payable, accrued and other liabilities

Warranty obligations

Deferred revenues

Net cash (used in) provided by operating activities

Cash flows from investing activities:

Purchases of property and equipment

Net cash used in investing activities

Cash flows from financing activities:

Borrowings under revolving credit facility

Payments toward revolving credit facility

Repayments of term loans

Proceeds from issuance of common stock under employee stock plans
Net cash provided by financing activities

Effect of exchange rate changes on cash

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents—Beginning of period

Cash and cash equivalents—End of period

Supplemental disclosures of non-cash investing and financing activities:
Purchases of property and equipment included in accounts payable
See notes to condensed consolidated financial statements.
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Nine Months Ended
September 30,
2015 2014

$(6,299 ) $(8,454

7,704 6,004
344 711
479 247
120 256
9,579 7,037
(1,600 ) —

(30,547 ) (17,897
(15,127 ) 1,092

(5,008 ) (1,867
5,004 22,638
(1,134 ) 1,875
7,176 3,700

(29,309 ) 15,342

(9,682 ) (9,836
(9,682 ) (9,836

34,000 —
(17,000 ) —

— (2,847
2,866 3,958
19,866 1,111
416 ) (270
(19,541 ) 6,347
42,032 38,190
$22,491 $44,537
$584 $1,291
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ENPHASE ENERGY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. OVERVIEW AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Enphase Energy, Inc. and subsidiaries (the “Company”) designs, develops, and sells microinverter systems for the solar
photovoltaic industry. The Company was incorporated in 2006 and began selling its products in 2008. The Company’s
microinverter system consists of (i) an Enphase microinverter and related accessories that convert direct current (“DC”)
power to grid-compliant alternating current (“AC”) power; (ii) an Envoy communications gateway device that collects
and transmits performance information from each solar module to the Company’s hosted data center; and (iii) the
Enlighten web-based software platform that collects and processes this information to enable customers to monitor
and manage their solar power systems. The Company sells microinverter systems primarily to distributors who resell
them to solar installers. The Company also sells directly to large installers as well as through original equipment
manufacturers (“OEMs”) and strategic partners. The Company also offers operations and maintenance services for
photovoltaic (“PV”) systems including preventive and corrective maintenance, solar panel cleaning and solar system
commissioning.

Basis of Presentation and Consolidation

The accompanying condensed consolidated financial statements are presented in accordance with accounting
principles generally accepted in the U.S, or GAAP. The condensed consolidated financial statements include the
accounts of the Company and its wholly-owned subsidiaries. All intercompany balances and transactions have been
eliminated in the consolidation.

Unaudited Interim Financial Information

These accompanying unaudited condensed consolidated financial statements have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission (the “SEC”) for interim financial reporting. In the opinion
of management, these unaudited condensed consolidated financial statements reflect all adjustments, consisting of
normal recurring items, considered necessary to present fairly the Company's financial condition, results of operations,
comprehensive income (loss) and cash flows for the interim periods indicated. The results of operations for the three
and nine months ended September 30, 2015 are not necessarily indicative of the operating results for the full year.
Certain information and footnote disclosures typically included in annual consolidated financial statements have been
condensed or omitted. Accordingly, these unaudited interim condensed consolidated financial statements should be
read in conjunction with the consolidated financial statements and related notes included in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2014.

There have been no material changes in the Company’s significant accounting policies during the nine months ended
September 30, 2015, as compared to the significant accounting policies described in the Company’s Annual Report on
Form 10-K for the year ended December 31, 2014. Reference is made to the disclosures therein for a summary of all
of the Company’s significant accounting policies.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of income and expenses during the reporting period.
Significant estimates and assumptions reflected in the financial statements include revenue recognition, inventory
valuation and accrued warranty obligations. These estimates are based on information available as of the date of the
financial statements; therefore, actual results could differ materially from management’s estimates using different
assumptions or under different conditions.

Recent Accounting Pronouncements Not Yet Effective

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”’) No.
2014-09 (Topic 606), Revenue from Contracts with Customers, which will replace most existing revenue recognition
guidance under US GAAP. The updated standard’s core principle is that revenue is recognized when promised goods
or services are transferred to customers in an amount that reflects the consideration to which an entity expects to be
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entitled in exchange for those goods or services. The standard generally requires an entity to identify performance
obligations in its contracts, estimate the amount of variable consideration to be received in the transaction price,
allocate the transaction price to each separate performance obligation, and recognize revenue as obligations are
satisfied. In addition, the updated standard requires additional disclosure about the nature, amount, timing and
uncertainty of revenue and cash flows arising from customer contracts. The effective date was recently deferred for
one year to the interim and annual periods beginning on or after December 15, 2017.
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Early adoption is permitted for interim and annual periods beginning on or after December 15, 2016. The guidance
permits the use of either a retrospective or cumulative effect transition method. The Company has not yet selected a
transition method and is currently evaluating the effect that the updated standard will have on its consolidated
financial statements and related disclosures.
2. INVENTORY
Inventory as of September 30, 2015 and December 31, 2014 consists of the following (in thousands):

September 30, December 31,

2015 2014
Raw materials $2.882 $3,429
Finished goods 33,835 18,161
Total inventory $36,717 $21,590

3. WARRANTY OBLIGATIONS
The Company’s warranty activities during the three and nine months ended September 30, 2015 and 2014 were as
follows (in thousands):

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014
Warranty obligations, beginning of period $33,763 $32,969 $33,940 $30,432
Accruals for warranties issued during period 1,400 1,361 3,707 3,112
Changes in estimates 498 1,146 736 5,506
Settlements (2,615 ) (3,041 ) (5,480 ) (6,666 )
Increase due to accretion expense 272 47 643 87
Other (512 ) (175 ) (740 ) (164 )
Warranty obligations, end of period $32,806 $32,307 $32,806 $32,307
Less current portion $(6,612 ) $(7,749 )
Noncurrent $26,194 $24,558

For the three and nine months ended September 30, 2015, incremental charges from changes in estimates resulted
from higher projected estimated replacement costs. For the three and nine months ended September 30, 2014,
incremental charges from changes in estimates, each related to the Company’s second generation microinverter,
consisted of $1.1 million and $4.2 million, respectively, to reflect higher than originally estimated failure rates. The
remaining $1.3 million incremental charge for the nine months ended September 30, 2014 was due to higher projected
estimated replacement costs.

As of September 30, 2015, the $32.8 million in warranty obligations included $6.8 million measured at fair value (see
Note 4—Fair Value Measurements).

4. FAIR VALUE MEASUREMENTS

The accounting guidance defines fair value as the price that would be received from selling an asset or paid to transfer
a liability in an orderly transaction between market participants at the measurement date. When determining the fair
value measurements for assets and liabilities recorded at fair value, the Company considers the principal or most
advantageous market in which it would transact and considers assumptions that market participants would use when
pricing the asset or liability, such as inherent risk, transfer restrictions, and risk of nonperformance.

The fair value hierarchy requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. An asset’s or liability’s categorization within the fair value hierarchy is
based upon the lowest level of input that is significant to the fair value measurement. Three levels of inputs may be
used to measure fair value:

Level 1—Valuations based on quoted prices in active markets for identical assets or liabilities that the Company is able
0 access. Since valuations are based on quoted prices that are readily and regularly available in an active market,
valuation of such assets or liabilities do not entail a significant degree of judgment.

8
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Level 2—Valuations based on one or more quoted prices in markets that are not active or for which all significant inputs
are observable, either directly or indirectly.
4 evel 3—Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

The following table presents the Company’s assets and liabilities that were measured at fair value on a recurring basis
and its categorization within the fair value hierarchy at September 30, 2015 and December 31, 2014 (in thousands):
Fair Value September 30, December 31,

Hierarchy 2015 2014
Assets:
Foreign currency forward contracts Level 2 $116 $76
Liabilities:
Foreign currency forward contracts Level 2 $32 $—
Warranty obligations Level 3 6,816 3,562
Contingent consideration Level 3 700 2,300

Derivative Instruments

The Company utilizes foreign currency forward contracts from time to time to reduce the impact of foreign currency
fluctuations arising from both sales and purchases denominated in Euros and the British Pound Sterling. At
September 30, 2015 and December 31, 2014, the notional amounts of the Company’s foreign currency forward
contracts outstanding were $7.1 million and $1.5 million, respectively. For the nine months ended September 30, 2015
and 2014, the Company recorded net gains of $0.1 million and $0.1 million, respectively, related to foreign currency
forward contracts in other income (expense), net.

Fair Value Option for Warranty Obligations Related to Microinverters Sold Since January 1, 2014

The Company’s warranty obligations related to microinverters sold since January 1, 2014 provide the Company the
right, but not the requirement, to assign its warranty obligations to a third-party. Under Accounting Standards
Codification (“ASC”) 825—Financial Instruments, (“fair value option”), an entity may choose to elect the fair value option
for such warranties at the time it first recognizes the eligible item. The Company made an irrevocable election to
account for all eligible warranty obligations associated with microinverters sold since January 1, 2014 at fair value.
This election was made to reflect the underlying economics of the time value of money for an obligation that will be
settled over an extended period of up to 25 years.

The Company estimates the fair value of warranty obligations by calculating the warranty obligations in the same
manner as for sales prior to January 1, 2014 and applying an expected present value technique to that result. The
expected present value technique, an income approach, converts future amounts into a single current discounted
amount. In addition to the key estimates of failure rates, claim rates and replacement costs, the Company used certain
Level 3 inputs which are unobservable and significant to the overall fair value measurement. Such additional
assumptions included a discount rate based on the Company’s credit-adjusted risk-free rate and compensation
comprised of a profit element and risk premium required of a market participant to assume the obligation.

9
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The following table provides information regarding changes in nonfinancial liabilities related to the Company’s
warranty obligations measured at fair value on a recurring basis using significant unobservable inputs (Level 3) for the
periods indicated (in thousands):

Nine Months Ended
September 30,
2015 2014
Balance at beginning of period $3,562 $—
Accruals for warranties issued during period 3,510 2,913
Changes in estimates — 117
Settlements (159 ) (15 )
Increase due to accretion expense 643 87
Other (740 ) (141 )
Balance at end of period $6,816 $2,961

Contingent Consideration Liability

In December 2014, the Company acquired substantially all of the assets of Next Phase Solar, Inc. In connection with
the acquisition, the Company recorded a contingent consideration liability. The selling party may be entitled to receive
two contingent payments, each based on achievement of defined revenue targets for the two annual periods
subsequent to the acquisition date. The range of undiscounted amounts the Company could be required to pay for each
contingent payment is between zero and $2.8 million. Any amounts due will be payable in early 2016 and 2017 based
on achievement of defined 2015 and 2016 revenue targets, respectively.

During the two-year earnout period, the Company is required to reevaluate the fair value of the contingent
consideration liability at each reporting period based on any new developments and record any changes in fair value.
The fair value of the contingent consideration liability was estimated by applying the income approach. That measure
is based on significant Level 3 inputs not observable in the market. Key assumptions include (i) probability adjusted
level of revenues and the resultant payout; and (ii) a risk-adjusted discount rate estimated using a capital asset pricing
model, which reflects an expected rate of return required by a market participant holding a financial instrument with
risk attributes similar to the Company’s contingent consideration liability.

The following table provides information regarding changes in financial liabilities related to the contingent
consideration liability measured at fair value on a recurring basis using significant unobservable inputs (Level 3) for
the nine months ended September 30, 2015 (in thousands):

Balance—December 31, 2014 $2,300
Revaluations (1,600 )
Balance—September 30, 2015 $700

The decrease in fair value of the contingent consideration liability for the nine months ended September 30, 2015 was
attributable to changes in management estimates related to the probability adjusted level of revenues. The gain was
recorded in sales and marketing expenses in the condensed consolidated statements of operations.

Quantitative and Qualitative Information about Level 3 Fair Value Measurements

As of September 30, 2015, the significant unobservable inputs used in the fair value measurement of the Company’s
liabilities designated as Level 3 are as follows:

Item Measured at Fair Valuation Techniaue Description of Significant Unobservable Percent Used

Value d Input (Weighted-Average)
Warranty obligations Profit element and risk premium 17%

fpr microinverters sold Discounted cash flows Credit-adijusted risk-free rate 21%

since January 1, 2014

Contingent Probability-weighted Risk-adjusted discount rate 17%

consideration liability ~ discounted cash flows

14
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Sensitivity of Level 3 Inputs
Warranty Obligations

Each of the significant unobservable inputs is independent of the other. The profit element and risk premium are
estimated based on requirements of a third-party participant willing to assume the Company’s warranty obligations.
The discount rate is determined by reference to the Company’s own credit standing at the fair value measurement date.
Increasing or decreasing the profit element and risk premium input by 100 basis points would not have a material
impact on the fair value measurement of the liability. Increasing the credit-adjusted risk-free rate (“‘discount rate”) by
100 basis points would result in a $0.2 million reduction of the liability. Decreasing the discount rate by 100 basis
points would result in a $0.2 million increase to the liability.

Contingent Consideration Liability

Changes in assumed probability adjustments with respect to achievement of target metrics can materially impact the
fair value measurement of contingent consideration as of the acquisition date and for each subsequent period.
Assumptions about the probability and amount of payout require less subjectivity over the course of the earnout period
as management refines estimates based on actual events. Due to the short duration of the earnout period of two years,
increasing or decreasing the risk-adjusted discount rate by 100 basis points would not have a material impact on the
fair value measurement of the contingent consideration liability.

5. GOODWILL AND INTANGIBLE ASSETS

September 30, 2015 December 31, 2014
Gross Accumulated Net Gross Accumulated
Amortization Amortization

Goodwill $3,745 $— $3,745 $3,745 $— $3,745
Other indefinite-lived intangibles ~ $286 $— $286 $286 $— $286
Intangibles assets with finite lives:
Customer relationships 900 (135 ) 765 900 — 900
Patents 750 (312 ) 438 750 (125 ) 625
Total $1,650 $ (447 ) $1,203 $1,650 $(125 ) $1,525

In July 2014, the Company purchased certain patents related to system interconnection and photovoltaic AC module
construction. The patents are being amortized over their legal life of 3 years. The acquired customer relationships
from the Company’s December 2014 NPS acquisition are being amortized on a straight-line basis over its estimated
useful life of 5 years.

For the nine months ended September 30, 2015, amortization expense related to intangible assets was $0.3 million. As
of September 30, 2015, estimated future amortization expense related to finite-lived intangible assets was as follows:

(In
Year thousands)
2015 (remaining 3 months) $108
2016 430
2017 305
2018 180
2019 180
Total $1,203

6. SHORT-TERM BORROWINGS

16
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The Company has a $50.0 million revolving credit facility (the “Revolver”) with Wells Fargo Bank, N.A. (“Wells Fargo™)
that was entered into in November 2012 and subsequently amended in February 2014 to extend the maturity date to
November 7, 2016. The amount of credit available under the Revolver is subject to a borrowing base calculation that
limits
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availability to a percentage of eligible domestic accounts receivable plus a percentage of the value of eligible domestic
inventory, less certain reserves. Amounts advanced under the Revolver bear interest at an annual rate equal to, at the
Company’s option, either LIBOR or a “base rate” that is comprised of, among other things, the prime rate, plus a margin
that is between 1.5% and 4.25% depending on the currency borrowed and the specific term of repayment. Advances
under the Revolver may be drawn, repaid and redrawn until November 7, 2016, at which time all amounts borrowed
must be repaid. The Revolver contains customary affirmative and negative covenants and events of default, and
requires the Company to maintain at least $15.0 million in liquidity, consisting of cash, cash equivalents, and
availability on the Revolver. Of this $15.0 million liquidity requirement, at least $5.0 million must be undrawn
availability. The Company was in compliance with all financial covenants of the Revolver as of September 30, 2015.
As of September 30, 2015, the Company’s net availability under the Revolver, reflecting outstanding borrowings of
$17.0 million, was $22.0 million.

7. COMMITMENTS AND CONTINGENCIES

Contingencies —The Company is not currently involved in any material legal proceedings. The Company may become
involved in various legal proceedings and claims that arise in the ordinary course of business. Such matters are subject
to uncertainty and there can be no assurance that such legal proceedings will not have a material adverse effect on its
business, results of operations, financial position or cash flows.

8. STOCK-BASED COMPENSATION

The Company has adopted certain equity incentive and stock purchase plans as described in the consolidated financial
statements and related notes included in the Company’s Annual Report on Form 10-K for the year ended December 31,
2014.

Equity Awards Activity

Stock Options

The following is a summary of stock option activity for the nine months ended September 30, 2015 (in thousands,
except per share data):

Number of Weighted-
Average
Shares . .
Outstandin Exercise Price
£ per Share
Outstanding at December 31, 2014 8,632 $4.75
Granted 1,041 9.48
Exercised (647 ) 2.11
Canceled (350 ) 9.56
Outstanding at September 30, 2015 8,676 5.32

The intrinsic value of options exercised in the nine months ended September 30, 2015 was $4.2 million. As of
September 30, 2015, the intrinsic value of options outstanding was $9.9 million based on the closing price of the
Company’s stock as of September 30, 2015.

12
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Restricted Stock Units

The following is a summary of restricted stock unit activity for the nine months ended September 30, 2015 (in
thousands, except per share data):

Weighted
Average
RSUs Fair Value per
Share at
Grant Date
Outstanding at December 31, 2014 1,345 $8.25
Granted 613 12.25
Vested 429 ) 8.58
Canceled (120 ) 11.32
Outstanding at September 30, 2015 1,409 9.63

The total fair value of restricted stock units that vested in the nine months ended September 30, 2015 was $4.1
million. As of September 30, 2015, the intrinsic value of restricted stock units outstanding was $5.2 million based on
the closing price of the Company’s stock as of September 30, 2015.

Stock-Based Compensation Expense

Compensation cost for all stock-based awards expected to vest is measured at fair value on the date of grant and
recognized ratably over the requisite service period. The following table summarizes the components of total
stock-based compensation expense included in the condensed consolidated statements of operations for the periods
presented (in thousands):

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014
Cost of revenues $331 $229 $913 $572
Research and development 1,141 824 3,379 2,215
Sales and marketing 803 635 2,510 1,816
General and administrative 1,008 842 2,777 2,434
Total $3,283 $2,530 $9,579 $7,037

The following table summarizes stock-based compensation associated with stock options, restricted stock units, and
employee stock purchase plan shares for the periods presented (in thousands):

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014
Stock options and restricted stock units $2,753 $2,317 $8,153 $6,465
Employee stock purchase plan 530 213 1,426 572
Total $3,283 $2,530 $9,579 $7,037
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The following table presents the weighted-average grant date fair value of options granted for the periods presented
and the assumptions used to estimate those values using a Black-Scholes option pricing model:

Three Months Ended Nine Months Ended

September 30, September 30,

2015 2014 2015 2014
Weighted average grant date fair value $3.01 $6.98 $5.40 $5.43
Expected term (in years) 4.6 4.6 4.5 4.5
Expected volatility 72.2 % 68.3 % 72.1 % 67.3 %
Annual risk-free rate of return 1.5 % 1.5 % 1.4 % 1.4 %
Dividend yield 0.0 % 0.0 % 0.0 % 0.0 %

The fair value of restricted stock units granted is determined based on the price of the Company’s common stock on
the date of grant.

As of September 30, 2015, there was approximately $21.8 million of total unrecognized compensation cost related to
unvested equity awards expected to be recognized over a weighted-average period of 2.6 years.

9. INCOME TAXES

The Company has used the discrete tax approach in calculating the tax expense for the three and nine months ended
September 30, 2015 and 2014 due to the fact that a relatively small change in the Company’s projected pre-tax net
income (loss) could result in a volatile effective tax rate. Under the discrete method, the Company determines its tax
(expense) benefit based upon actual results as if the interim period was an annual period. The tax provisions recorded
were primarily related to income taxes in jurisdictions outside of the U.S.

10. NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted average number of shares
of common stock outstanding during the period. Diluted income (loss) per share is computed in a similar manner, but
it also includes the effect of potential common shares outstanding during the period, when dilutive. Potential common
shares include outstanding in-the-money stock options, restricted stock units, shares to be purchased under the
Company’s employee stock purchase plan and warrants to purchase common stock. The dilutive effect of potentially
dilutive common shares is reflected in diluted earnings per share by application of the treasury stock method. To the
extent these potential common shares are antidilutive, they are excluded from the calculation of diluted net income
(loss) per share.

The following table presents the computation of basic and diluted net income (loss) per share for the periods presented
(in thousands, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
Numerator:
Net income (loss) $624 $813 $(6,299 ) $(8,454 )
Denominator:
We.lghted average common shares outstanding for 44.734 43,128 44,339 42,664
basic calculation
Effect of dilutive securities
Employee stock-based awards 3,261 5,591 — —
Warrants 1 67 — —
Welghted average common shares outstanding for 47.996 48.786 44,339 42,664
diluted calculation
Net income (loss) per share, basic $0.01 $0.02 $(0.14 ) $(0.20 )
Net income (loss) per share, diluted $0.01 $0.02 $(0.14 ) $(0.20 )
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For the three months ended September 30, 2015 and 2014, the Company excluded 6.3 million and 0.6 million,
respectively, of potential common shares outstanding from the calculation of diluted net income per share because

their effect would have been antidilutive. In periods of net loss, all potential common shares were excluded from the

diluted calculation because their effect would have been antidilutive. The following table summarizes the potential
common shares excluded from the diluted calculation (in thousands):

Employee stock options

Restricted stock units

Warrants to purchase common stock
Total

15

Three Months Ended
September 30,

2015 2014
4,817 557
1,523 3
6,340 560

Nine Months Ended
September 30,

2015 2014
8,718 8,474
1,551 1,229
111 223
10,380 9,926
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

The following discussion and analysis of our financial condition and results of operations should be read together with
our condensed consolidated financial statements and the other financial information appearing elsewhere in this
Quarterly Report on Form 10-Q. This discussion contains forward-looking statements reflecting our current
expectations and involves risks and uncertainties. In some cases, you can identify forward-looking statements by
terminology such as “may,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “intend,” “potent
or the negative of these terms or other comparable terminology. For example, statements regarding our expectations as
to future financial performance, expense levels and liquidity sources are forward-looking statements. Our actual
results and the timing of events may differ materially from those discussed in our forward-looking statements as a
result of various factors, including those discussed below and those discussed in the section entitled “Risk Factors”
included in this Quarterly Report on Form 10-Q and our Annual Report on Form 10-K for the year ended

December 31, 2014.

Overview

We deliver microinverter technology for the solar industry that increases energy production, simplifies design and
installation, improves system uptime and reliability, reduces fire safety risk and provides a platform for intelligent
energy management. We were founded in March 2006 and have grown rapidly to become the market leader in the
microinverter category. Since our first commercial shipment in mid-2008, we have sold approximately 9.8 million
microinverters as of September 30, 2015, which represents over 2.1 gigawatts (AC) of solar PV generating capacity.
We currently offer microinverter systems targeting the residential and commercial markets in the United States,
Canada, Mexico and other Latin America countries, the United Kingdom, France, the Benelux region, certain other
European markets, Australia and New Zealand.

We sell our microinverter systems primarily to distributors who resell them to solar installers. We also sell directly to
large installers and through original equipment manufacturers (“OEMs”) and strategic partners.

Components of Condensed Consolidated Statements of Operations

Net Revenues

We primarily generate net revenues from sales of our microinverter systems, which include microinverter units and
related accessories, an Envoy communications gateway device, and our Enlighten web-based monitoring service. We
sell to distributors, large installers, OEMs and strategic partners.

Our revenue is affected by changes in the volume and average selling prices of our microinverter systems, driven by
supply and demand, sales incentives, and competitive product offerings. Our revenue growth is dependent on our
ability to develop and introduce new products to meet the changing technology and performance requirements of our
customers, the diversification and expansion of our revenue base, and our ability to market our products in a manner
that increases awareness for microinverter technology and differentiates us in the marketplace.

Cost of Revenues and Gross Profit

Cost of revenues is comprised primarily of product costs, warranty, manufacturing personnel, logistics and freight
costs, depreciation and amortization of test equipment and hosting services costs. Our product costs are impacted by
technological innovations, such as advances in semiconductor integration and new product introductions, economies
of scale resulting in lower component costs, and improvements in production processes and automation. Certain costs,
primarily personnel and depreciation and amortization of test equipment, are not directly affected by sales volume.
We outsource our manufacturing to third-party contract manufacturers and generally negotiate product pricing with
them on a quarterly basis. We believe our contract manufacturing partners have sufficient production capacity to meet
the demand for our products for the foreseeable future.

In addition, third parties, including one of our contract manufacturers, serve as our logistics providers by warehousing
and delivering our products in North America, Europe, Australia and New Zealand.

Gross profit may vary from quarter to quarter and is primarily affected by our average selling prices, product cost,
product mix, warranty costs (including changes in estimates) and sales volume fluctuations.

LR INT3 EEINT3 99 ¢
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Operating Expenses

Operating expenses consist of research and development, sales and marketing and general and administrative
expenses. Personnel-related costs are the most significant component of each of these expense categories and include
salaries, benefits, payroll taxes, recruiting costs, sales commissions and incentive and stock-based compensation.
Research and development expense includes personnel-related expenses such as salaries, incentive and stock-based
compensation and employee benefits. Research and development employees are engaged in the design and
development of power electronics, semiconductors, powerline communications and networking and software
functionality. Research and development expense also includes third-party design and development costs, testing and
evaluation costs, depreciation expense and other indirect costs. We devote substantial resources in ongoing research
and development programs that focus on enhancements to and cost efficiencies in our existing products as well as
development work related to new opportunities in energy management and energy storage. We intend to continue to
invest substantial resources in our research and development efforts because we believe they are critical to
maintaining our competitive position.

Sales and marketing expense consists primarily of personnel-related expenses such as salaries, commissions, incentive
and stock-based compensation, employee benefits and travel and adjustments to the fair value of the
acquisition-related contingent consideration liability. It also includes trade shows, marketing, customer support and
other indirect costs. We expect to continue to make the necessary investments to enable us to execute our strategy to
increase our market penetration geographically and enter into new markets by expanding our customer base of
distributors, large installers, OEMs and strategic partners. We sell our products in the United States, Canada, Mexico
and other Latin America countries, the United Kingdom, France, the Benelux region, certain other European markets,
Australia and New Zealand. We expect to continue to expand the geographic reach of our product offerings and
explore new sales channels in addressable markets in the future.

General and administrative expense consists primarily of salaries, incentive and stock-based compensation and
employee benefits for personnel related to our executive, finance, human resources, information technology and legal
organizations. General and administrative expense also includes facilities costs and fees for professional services.
Professional services consist primarily of outside legal, accounting and information technology consulting costs.
Other Income (Expense), Net
Other income (expense), net includes interest expense on amounts under our outstanding term loans prior to 2015 and
non-cash interest expense related to the amortization of debt discounts and deferred financing costs. Other income
(expense), net also includes gains or losses upon conversion of non-U.S. dollar transactions into U.S. dollars and from
foreign currency forward contracts.
Provision for Income Taxes
We are subject to income taxes in the countries where we sell our products, including the United States where we sell
the majority of our products. As we have expanded the sale of products to customers outside the United States, we
have become subject to taxation based on the foreign statutory rates in the countries where these sales took place. As
sales in foreign jurisdictions increase in the future, our effective tax rate may fluctuate accordingly. Due to the history
of losses we have generated in the United States since inception, we believe it is more-likely-than-not that all of our
U.S. and state deferred tax assets will not be realized as of September 30, 2015.
Results of Operations for the Three and Nine Months Ended September 30, 2015 and 2014
Net Revenues

Three Months Ended Nine Months Ended

September 30, Change in September 30, Change in
2015 2014 $ % 2015 2014 $ %
(dollars in thousands) (dollars in thousands)
Net revenues $102,874 $99,113 $3,761 4 % $291,620 $238,697 $52,923 22 %

Three Months Ended September 30, 2015 and 2014
Net revenues increased by 4% for the three months ended September 30, 2015, as compared to the same period in
2014, due to higher volume of microinverter systems sold. We sold 950,000 microinverter units in the three months
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declined approximately 18% in the third quarter of 2015, as compared to the same period in 2014. We expect average
selling prices for microinverters to continue to decline in the future which may negatively affect net revenues.

Nine Months Ended September 30, 2015 and 2014

Net revenues increased by 22% for the nine months ended September 30, 2015, compared to the same period in 2014,
due to higher volume of microinverter systems sold. We sold 2,528,000 microinverter units in the nine months ended
September 30, 2015, compared to 1,781,000 units in the same period in 2014. The growth in net revenues was not
commensurate with the growth in unit shipments due to declining average selling prices. Average selling prices per
watt for microinverters shipped declined approximately 14% in the nine months ended September 30, 2015, as
compared to the same period in 2014. We expect average selling prices for microinverters to continue to decline in the
future which may negatively affect net revenues.

Cost of Revenues and Gross Profit

Three Months Ended Change in Nine Months Ended Change in
September 30, September 30,
2015 2014 $ % 2015 2014 $ %
(dollars in thousands) (dollars in thousands)
Cost of revenues  $71,408 $66,592 $4,816 7 % $199,103 $160,689 $38,414 24 %
Gross profit 31,466 32,521 (1,055 ) (3 Y% 92,517 78,008 14,509 19 %
Gross margin 30.6 % 32.8 % 31.7 % 32.7 %

Three Months Ended September 30, 2015 and 2014

Cost of revenues increased by 7% for the three months ended September 30, 2015, as compared to the same period in
2014, and was attributable to the greater volume of shipments of our products. Gross margin decreased by 2.2
percentage points for the three months ended September 30, 2015, as compared to the same period in 2014. The
decline in average selling price outpaced the reduction in our product costs which contributed to the decline in gross
margin. Gross margin for the three months ended September 30, 2015 benefited from lower warranty expense as a
percentage of net revenues, which was 1.6 percent, as compared to 2.4 percent for the same period in 2014. The
decrease in warranty expense as a percentage of revenues was attributable to lower incremental charges from changes
in estimates during the three months ended September 30, 2015, as compared to the same period in 2014. We expect
average product costs to continue to decline in the future. The timing of product cost reductions relative to the
declines in average selling prices will affect gross margin.

Nine Months Ended September 30, 2015 and 2014

Cost of revenues increased by 24% for the nine months ended September 30, 2015, as compared to the same period in
2014, primarily due to the corresponding increase in net revenues. Gross margin decreased by 1.0 percentage point for
the nine months ended September 30, 2015, as compared to the same period in 2014. The decline in average selling
price outpaced the reduction in our product costs which contributed to the decline in gross margin. Gross margin for
the nine months ended September 30, 2015 benefited from lower warranty expense as a percentage of net revenues,
which was 1.6 percent, as compared to 2.4 percent for the same period in 2014. The decrease in warranty expense as a
percentage of revenues was attributable to lower incremental charges from changes in estimates during the nine
months ended September 30, 2015, as compared to the same period in 2014. We expect average product costs to
continue to decline in the future. The timing of product cost reductions relative to the declines in average selling
prices will affect gross margin.

Research and Development

Three Months Ended

Nine Months Ended

September 30, Change in September 30, Change in
2015 2014 $ % 2015 2014 $ %
(dollars in thousands) (dollars in thousands)
Research and $12,059  $12,112 $(53 ) — % $38275  $32346  $5929 18 %

development
Three Months Ended September 30, 2015 and 2014
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same period in 2014. Personnel-related costs decreased by $0.5 million. The decrease was attributed to lower
incentive compensation
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expense of $2.4 million for the three months ended September 30, 2015, as compared to the same period in 2014. This
decrease was offset by a $1.9 million increase in personnel-related costs due to the additions in headcount to support
expanded research and development initiatives, including development of new products as well as enhancements and
cost reductions to existing products. The decrease in personnel-related costs was offset by an increase in third-party
development costs, research equipment depreciation and prototype material expense. The amount of research and
development expenses may fluctuate from period to period due to the differing levels and stages of development
activity.

Nine Months Ended September 30, 2015 and 2014

Research and development expenses increased by 18% for the nine months ended September 30, 2015, as compared to
the same period in 2014. Personnel-related costs increased by $3.8 million. The increase was attributable to a $6.8
million increase in personnel-related costs due to additions in headcount to support expanded research and
development initiatives including development of new products as well as enhancements and cost reductions to
existing products. This increase was offset by lower incentive compensation expense of $3.0 million for the nine
months ended September 30, 2015, as compared to the same period in 2014. In addition, the remaining increase was
primarily attributable to a $1.5 million increase in research equipment depreciation and prototype material expense
and a $0.8 million increase in third-party development costs.

Sales and Marketing
Three Months Ended Change in Nine Months Ended Change in
September 30, September 30,
2015 2014 $ % 2015 2014 $ %
(dollars in thousands) (dollars in thousands)
Sales and marketing $10,510  $9,884 $626 6 % $34,955 $29205 $5,750 20 %

Three Months Ended September 30, 2015 and 2014
Sales and marketing expenses increased by 6% for the three months ended September 30, 2015, as compared to the
same period in 2014. Personnel-related costs increased by $0.4 million. The increase was attributable to a $1.8 million
increase in personnel-related costs due to growth in headcount. This increase was offset by lower incentive
compensation expense of $1.4 million for the three months ended September 30, 2015, as compared to the same
period in 2014. Other increases include a $0.4 million increase in marketing expenses and $0.5 million increase in bad
debt expense, which includes $0.3 million related to a bad debt recovery received in the three months ended
September 30, 2014. These increases were offset by a $0.7 million benefit related to a revaluation of
acquisition-related contingent consideration liability.
Nine Months Ended September 30, 2015 and 2014
Sales and marketing expenses increased by 20% for the nine months ended September 30, 2015, as compared to the
same period in 2014. Personnel-related costs increased by $5.5 million. The increase was attributable to a $6.8 million
increase in personnel-related costs due to growth in headcount. This increase was offset by lower incentive
compensation expense of $1.3 million for the nine months ended September 30, 2015, as compared to the same period
in 2014. Other increases include a $1.6 million increase in marketing and consulting expenses and a $0.3 million
increase in amortization of intangible assets. These increases were offset by a $1.6 million benefit related to a
revaluation of acquisition-related contingent consideration liability.
General and Administrative

Three Months Ended Nine Months Ended

September 30, Change in September 30, Change in
2015 2014 $ % 2015 2014 $ %
(dollars in thousands) (dollars in thousands)

General and $7,118  $8,632  $(1,514 ) (I8 )% $23425  $22.837 $588 3 %

administrative
Three Months Ended September 30, 2015 and 2014

General and administrative expenses decreased by 18% for the three months ended September 30, 2015, as compared
to the same period in 2014. Personnel-related costs decreased by $1.6 million and were primarily attributable to lower
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incentive compensation expense of $1.8 million for the three months ended September 30, 2015, as compared to the
same period in 2014. This decrease was offset by a $0.2 million increase in stock-based compensation. Other
increases include a $0.5 million increase in facilities-related expenses including rent, utilities and depreciation related
to corporate fixed assets offset by a $0.4 million decrease in professional services costs and other corporate expenses.
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