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Item 1.01. Results of Operations and Financial Condition.
On December 11, 2018, Energy Focus Inc. (the “Company”) entered into a three-year, secured, revolving line of credit (the “Credit
Facility”) of up to $5 million with Austin Financial Services (the “Lender”). The total loan amount available to the Company under the
line from time to time is based on the amount of the Company’s (i) qualified accounts receivable, which is equal to 85% of its net
amount of eligible receivables, plus (ii) available inventory, which is the lesser of 50% of the net realizable value of eligible inventory,
or $500,000. The Credit Facility has a minimum borrowing requirement of $1 million.
The line is secured by a lien on the Company’s assets. Interest on advances under the line is due monthly at the “Prime Rate,” as
published by the Wall Street Journal from time to time, plus a margin of 2%. Overdrafts are subject to a 3% fee. In addition, an annual
facility fee of 1% is due at the beginning of each of the three years and a 0.50% collateral management fee on the average outstanding
loan balance payable monthly. The Company paid the Lender the first year’s fee when the Credit Facility was signed.
The repayment of outstanding advances and interest under this Credit Facility may be accelerated upon an event of default including,
but not limited to, failure to make timely payments or breach of any terms set forth in the Credit Facility. The Credit Facility has no
financial covenants, but is subject to customary affirmative and negative operating covenants and defaults restricting indebtedness,
liens, corporate transactions, dividends, and affiliate transactions, among others. The Company or the Lender has the ability to terminate
the Credit Facility with a 90-day notice.
There are liquidated damages if the Credit Facility is terminated prior to December 11, 2021, as follows: 3% in the first year, 2% in the
second year, and 1% in the third year.
On December 11, 2018, the Registrant issued a press release announcing the Credit Facility, a copy of which is attached hereto as
Exhibit 99.1 and is incorporated by reference.
A copy of the Credit Facility is attached hereto as Exhibit 10.1 and is incorporated herein by reference.
Item 2.03. Creation of a Direct Financial Obligation or an Obligation Under an Off-Balance Sheet Arrangement of a Registrant.
On December 11, 2018, the Company entered into a new financing arrangement; the information required by Item 2.03 is included in
Item 1.01 of this Report and is hereby incorporated in Item 2.03 by reference.
Item 9.01 Financial Statements and Exhibits.
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LOAN AND SECURITY AGREEMENT
This LOAN AND SECURITY AGREEMENT (this “ Agreement”), dated as of December 11, 2018, is entered into between AUSTIN
FINANCIAL SERVICES, INC., a Delaware corporation (“Lender”), and ENERGY FOCUS, INC., a Delaware corporation (“Borrower”).
Borrower and Lender desire for Lender to provide secured financing to Borrower in an amount up to the Total Commitment. In consideration
of the mutual promises set forth in this Agreement, Borrower and Lender hereby agree as follows:
ARTICLE 1
DEFINED TERMS AND CONSTRUCTION
1.1
Defined Terms. All initially capitalized terms used in this Agreement have the meanings given to such terms in Schedule A
attached to this Agreement and incorporated herein by reference.
1.2 UCC Terms. All non-initially capitalized terms used herein that are defined in the UCC have the meanings given to such terms in the
UCC.
1.3 Construction. Unless the context of this Agreement clearly requires otherwise, references to the plural include the singular and to
the singular include the plural, references to any gender include any other gender, the part includes the whole, the term including is not limiting,
and the term or has, except where otherwise indicated, the inclusive meaning represented by the phrase and/or. The words hereof, herein, hereby,
hereunder, and similar terms in this Agreement refer to this Agreement as a whole and not to any particular provision of this Agreement. Article,
section, subsection, clause, exhibit and schedule references are to this Agreement, unless otherwise specified. Any reference in this Agreement
or any of the Loan Documents to this Agreement or any of the Loan Documents includes any and all permitted alterations, amendments, changes,
extensions, modifications, renewals, or supplements thereto or thereof, as applicable.
1.4 Exhibits and Schedules. All of the exhibits and schedules attached hereto shall be deemed incorporated herein by reference.
ARTICLE 2
LOAN FACILITIES
2.1 Revolving Advances.
(a) Provided that no Default or Event of Default has occurred and is continuing and subject to the terms and conditions of this
Agreement, Lender hereby agrees to make revolving Advances to Borrower from time to time up to but not including the Final Maturity Date. The
aggregate amount of Advances outstanding after giving effect to any proposed new Advance shall not exceed the lesser of (i) the Line of Credit
Commitment, or (ii) the Borrowing Base. Borrower may repay outstanding Advances and, subject to the terms and conditions of this Agreement,
any amounts so repaid may be reborrowed. On the Final Maturity Date, Borrower shall pay to Lender the entire unpaid principal balance of the
Advances together with all accrued but unpaid interest thereon. The Advances, and Borrower’s obligation to repay the same, shall be evidenced by
this Agreement and the books and records of Lender.
(b) Borrower may request one or more Advances on any Business Day. Concurrent with such request, Borrower shall provide to
Lender a duly completed and signed Daily Availability Report
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that supports the requested Advance amount. Provided that the terms and conditions for the requested Advance have been met, Lender will make
the requested Advance available to Borrower on the Business Day of request; provided that the request is received by 9:30 a.m., Pacific time, and
Borrower has provided to Lender the most recent Daily Availability Report when due pursuant to Section 6.3. In all other cases, Lender will make
the requested Advance available to Borrower on the Business Day following the Business Day of request; provided that the request is received by
12:00 p.m., Pacific time.
2.2 Overadvances. If, at any time or for any reason, the amount of Advances outstanding exceeds the lesser of the Line of Credit
Commitment or the Borrowing Base (an “Overadvance”), Borrower shall immediately pay to Lender, upon Lender’s election and demand, in cash,
the amount of such Overadvance to be used by Lender to repay outstanding Advances.
2.3 [Reserved].
2.4 [Reserved].
2.5 [Reserved].
2.6 Fees. Borrower shall pay to Lender:
(a) Facility Fee. An annual facility fee in the amount set forth in Section 2.6(a) of Schedule B. Such annual facility fee shall be
due and payable in advance and fully earned by Lender on the date of the initial Advance and each anniversary of the date of this Agreement.
(b) [Reserved].
(c) Collateral Exam Fees. In connection with any collateral exams, audits or inspections conducted by or on behalf of Lender at
the current rates established from time to time by Lender as its collateral exam fees (which fees are currently $1,000 per day per collateral
examiner), together with all actual out-of-pocket costs and expenses incurred in conducting any collateral examination or inspection.
(d) Collateral Management Fees. A collateral management fee in an amount equal to the percentage indicated in Section 2.6(d)
of Schedule B times the average outstanding Loans during the prior month, due and payable monthly in arrears on the first day of the month and
on the Final Maturity Date. Notwithstanding the foregoing, Borrower shall pay Lender at least the Minimum Collateral Management Fee each month
during the term of this Agreement and Borrower shall pay any deficiency between the Minimum Collateral Management Fee and the amount of
collateral management fee otherwise payable on the first day of each month and on the Final Maturity Date.
(e) Line of Credit Early Termination and/or Reduction Fees . If (i) Lender terminates the Line of Credit Commitment after the
occurrence and during the continuance of an Event of Default, or if (ii) Borrower terminates the Line of Credit Commitment pursuant to Section 9.2,
or if (iii) Borrower fails to pay the Obligations in full on or within 60 days prior to the Final Maturity Date, or if (iv) Borrower and Lender agree to
reduce the Line of Credit Commitment without terminating this Agreement, then Borrower shall pay Lender an early termination or reduction fee in
an amount equal to a percentage of the Line of Credit Commitment (or the reduction of the Line of Credit Commitment, as the case may be)
calculated as set forth in Section 2.6(e) of Schedule B.
(f) Overadvance Fees. In addition to other interest and charges provided herein, an Overadvance fee in an amount of not less
than three percent (3%) of the average balance of any Overadvances that may exist during any month, payable monthly in arrears; provided that
Lender’s acceptance of the payment of such fees shall not constitute either consent to the Overadvance or waiver of the resulting Event of
Default.
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(g) Diversion Fee. A fee in an amount equal to ten percent (10%) times the total sum of payments on Accounts and all other
proceeds of Collateral that are not deposited into the Collection Account when received by Borrower, as applicable, in accordance with and as
required under Section 2.8 of this Agreement for any reason other than excusable inadvertence on one occasion. Such fee is immediately due and
payable on the date that such payments on Accounts and all other proceeds of Collateral are not deposited into the Collection Account, and is in
addition to, and does not limit, all other fees and interest, including without limitation interest at the default rate. The payment by Borrower and
acceptance and receipt by Lender is not a waiver, forbearance, or acquiescence to any default or Event of Default to which such fee may relate.
2.7 Interest; Interest Payments.
(a) Interest Rate. Subject to the terms and conditions hereof, all Loans shall bear interest at the Interest Rate.
(b) Default Rate. Upon the occurrence and during the continuation of an Event of Default, including Borrower’s breach of Section
9.3, Lender, at its option, may, as permitted under applicable law, add any unpaid accrued interest, Fees and Expenses to the principal balance of
the Loans. Also, upon the occurrence and during the continuation of an Event of Default, including Borrower’s breach of Section 9.3, Lender, at its
option, may, as permitted under applicable law, increase the interest rate on the Loans to the Default Rate.
(c) Minimum Interest. Notwithstanding the other terms of Section 2.7(a) to the contrary, and except as limited by the usury
savings provision of Section 2.7(f), Borrower shall pay Lender at least the Minimum Interest each calendar month during the term of this
Agreement, and Borrower shall pay any deficiency between the Minimum Interest and the amount of interest otherwise payable on the first day of
each month and on the Final Maturity Date. When calculating this deficiency, the Default Rate shall be disregarded.
(d) Clearance Days. Payments received by Lender shall be applied to the Advances on the second (2nd) Business Day after
receipt of such payment by Lender, but the principal amount paid down shall continue to accrue interest through the end of the number of Business
Days following the Business Day that the payment was applied to the Advances.
(e) Computation of Interest. All computations of interest shall be calculated on the basis of a year of three hundred sixty (360)
days for the actual days elapsed. Interest on each Loan shall accrue from the date such Loan is made to the date of repayment of such Loan in
accordance with the provisions of this Agreement, subject to Section 2.7(c); provided, however, if a Loan is repaid on the same day on which it is
made, then one (1) day’s interest shall be paid on that Loan. Any and all interest not paid when due shall thereafter be deemed to be an Advance
made under Section 2.1 and shall bear interest thereafter as provided for in Section 2.7(b).
(f) Maximum Interest Rate. Under no circumstances shall the interest rate and other charges hereunder exceed the highest rate
permissible under any law which a court of competent jurisdiction shall, in a final determination, deem applicable hereto. In the event that such a
court determines that Lender has received interest and other charges hereunder in excess of the highest rate applicable hereto, such excess shall
be deemed received on account of, and shall automatically be applied to reduce the Obligations, other than interest, in the inverse order of
maturity, and the provisions hereof shall be deemed amended to provide for the highest permissible rate. If there are no Obligations, Lender shall
refund to Borrower such excess.
(g) Payments of Interest. All accrued but unpaid interest on the Advances, calculated in accordance with this Section 2.7, shall
be due and payable, in arrears, on the first day of each month and on the Final Maturity Date.
3

2.8 Collection Account and Application to Advances. On a daily basis, Borrower shall deposit all payments received on the Accounts,
and all other proceeds of Collateral, into the Collection Account. Until deposited, Borrower shall hold all such payments and proceeds in trust for
Lender without commingling with other funds or property. Lender will withdraw all monies deposited to the Collection Account and pay down
outstanding Advances on the first Business Day following the Business Day of deposit to the Collection Account, subject to Section 2.7(d).
2.9 Payments Due on Non Business Days. If any payment due hereunder falls on a day that is not a Business Day, such payment
shall be made on the next Business Day, and interest shall continue to accrue during that time period.
2.10 Monthly Statements. Lender shall render monthly statements to Borrower, including statements of all principal and interest owing
on the Loans, and all Fees and Expenses owing, and such statements shall be presumed to be correct and accurate and constitute an account
stated between Borrower and Lender, absent manifest error, unless, within thirty (30) days after receipt thereof by Borrower, Borrower delivers to
Lender written objection thereof specifying the error or errors, if any, contained in any such statement.
2.11 Taxes on Payments. All payments in respect of the Obligations shall be made free and clear of and without any deduction or
withholding for or on account of any present and future taxes, levies, imposts, deductions, charges, withholdings, assessments or governmental
charges, and all liabilities with respect thereto, imposed by the United States of America, any foreign government, or any political subdivision or
taxing authority thereof or therein, excluding any taxes imposed on Lender under the Internal Revenue Code or similar state and local laws and
determined by Lender’s net income, and any franchise taxes imposed on Lender by any state (or any political subdivision thereof) (all such non
excluded taxes, levies, imposts, deductions, charges, withholdings, assessments, charges and liabilities being hereinafter referred to as “Taxes”).
If any Taxes are imposed and required by law to be deducted or withheld from any amount payable to Lender, then Borrower shall (i) increase the
amount of such payment so that Lender will receive a net amount (after deduction of all Taxes) equal to the amount due hereunder, and (ii) pay
such Taxes to the appropriate taxing authority for the account of Lender prior to the date on which penalties attach thereto or interest accrues
thereon; provided, however, if any such penalties or interest shall become due, Borrower shall make prompt payment thereof to the appropriate
taxing authority.
ARTICLE 3
GRANT OF SECURITY INTEREST
3.1 Grant of Security Interest. Borrower hereby grants to Lender a continuing security interest in all presently existing and hereafter
acquired or arising Collateral in order to secure the prompt payment and performance of all of the Obligations. Borrower acknowledges and affirms
that such security interest in the Collateral has attached to all Collateral without further act on the part of Lender or Borrower. Promptly following
Lender’s request, Borrower shall grant Lender a security interest in all commercial tort claims that it may have against any Person.
3.2 Notifying Account Debtors; Collection of Collateral. Lender may at any time (after the occurrence and during the continuance of
an Event of Default) give notice to Account Debtors or other Persons obligated to pay an Account, a general intangible, or other amount due, that
the Account, general intangible, or other amount due has been assigned to Lender for security and must be paid directly to Lender. Borrower shall
join in giving such notice upon Lender’s request. After Borrower or Lender gives such notice, Lender may, but need not, in Lender’s or in
Borrower’s name, demand, sue for, collect or receive any money or property at any time payable or receivable on account of, or securing, such
Account, general intangible, or other amount due, or grant any extension to, make any compromise or settlement with or otherwise agree to waive,
modify, amend or change the obligations (including collateral obligations) of any Account Debtor or other obligor. After the occurrence and during
the continuance of an Event of Default, Lender may, in
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Lender’s name or in Borrower’s name, as Borrower’s agent and attorney-in-fact, notify the United States Postal Service to change the address for
delivery of Borrower’s mail to any address designated by Lender, otherwise intercept Borrower’s mail, and receive, open and dispose of Borrower’s
mail, applying all Collateral as permitted under this Agreement and holding all other mail for Borrower’s account or forwarding such mail to
Borrower’s last known address.
3.3 Further Assurances; Power of Attorney.
(a) Borrower shall execute and deliver to Lender from time to time at the reasonable request of Lender, all security agreements,
chattel mortgages, assignments, and all other documents that Lender may reasonably require, in form reasonably satisfactory to Lender, to perfect
and maintain perfected Lender’s security interests in the Collateral. Borrower hereby irrevocably makes, constitutes, and appoints Lender (and
Lender’s officers, employees, or agents) as Borrower’s true and lawful attorney with power to sign the name of Borrower on any of the above
described documents or on any other similar documents which need to be executed, recorded, or filed, and to do any and all things necessary in
the name and on behalf of Borrower in order to perfect, or continue the perfection of, Lender’s security interests in the Collateral. Borrower agrees
that neither Lender, nor any of its designees or attorneys-in-fact, will be liable for any act of commission or omission, or for any error of judgment
or mistake of fact or law with respect to the exercise of the power of attorney granted under this Section 3.3, other than as a result of its or their
gross negligence or willful misconduct. THE POWER OF ATTORNEY GRANTED UNDER THIS SECTION 3.3 IS COUPLED WITH AN INTEREST
AND SHALL BE IRREVOCABLE UNTIL THE TERMINATION DATE.
(b) Without limiting the generality of the foregoing Section 3.3(a) or any of the provisions of this Agreement, Borrower shall
appear in and defend any action or proceeding which may affect Borrower’s title to, or the security interest of Lender in, any of the Collateral.
(c)
With respect to the negotiable instruments among the Collateral (other than drafts received in the ordinary course of
business), Borrower shall, immediately upon reasonable request by Lender, endorse (where appropriate) and assign the negotiable instrument over
to Lender, and deliver to Lender actual physical possession of the negotiable instrument to Lender.
(d) Borrower shall deliver to Lender a duly executed control agreement in form and substance reasonably satisfactory to Lender
with respect to all of its deposit accounts, electronic chattel paper, investment property, and letter of credit rights that constitute Collateral.
(e) Borrower shall promptly notify Lender of any commercial tort claims it may bring against any Person, including the name and
address of each defendant, a summary of the facts, an estimate of damages, copies of any complaint or demand letter submitted by Borrower,
and in connection therewith, Borrower and Lender shall enter into an amendment to this Agreement granting a security interest to Lender in each
such commercial tort claim to secure the Obligations.
3.4 Assignment of Insurance. As additional security for the Obligations, Borrower hereby assigns to Lender all rights of Borrower under
every policy of insurance covering the Collateral and all business records and other documents relating to it, and all monies (including proceeds
and refunds) that may be payable under any policy, and Borrower hereby directs the issuer of each policy to pay all such monies directly to
Lender. At any time, whether or not an Event of Default then exists, Lender may (but need not), in Lender’s or Borrower’s name, execute and
deliver proofs of claim, receive payment of proceeds and endorse checks and other instruments representing payment of the policy of insurance,
and adjust, litigate, compromise or release claims against the issuer of any policy. Any monies received under any insurance policy assigned to
Lender, other than liability insurance policies, or received as payment of any award or compensation for condemnation or taking by eminent
domain, shall be paid to Lender and, as determined by Lender in its sole discretion, either be applied to prepayment of the Obligations or disbursed
to Borrower under staged payment terms reasonably satisfactory to Lender for application to the cost of repairs,
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replacements, or restorations which shall be effected with reasonable promptness and shall be of a value at least equal to the value of the items or
property destroyed.
3.5 Borrower’s Premises.
(a)
Lender’s Right to Occupy Borrower’s Premises. Borrower hereby grants to Lender the right, at any time during the
continuance of an Event of Default and without notice or consent, to enter and possess all locations where Borrower conducts its business,
including all locations listed in Section 5.2 of Schedule C, or has any rights of possession (the “Premises”), until the earlier of (i) payment in full
and discharge of all Obligations and termination of this Agreement, or (ii) final sale or disposition of all items constituting Collateral and delivery of
those items to purchasers.
(b) Lender’s Use of Borrower’s Premises. Lender may use the Premises to store, process, manufacture, sell, use, and liquidate
or otherwise dispose of items that are Collateral, and for any other incidental purposes deemed appropriate by Lender in good faith.
(c)
Borrower’s Obligation to Reimburse Lender. Lender shall not be obligated to pay rent or other compensation for the
possession or use of any Premises, but if Lender elects to pay rent or other compensation to the owner of any Premises in order to have access
to the Premises, then Borrower shall promptly reimburse Lender all such amounts, as well as all taxes, fees, charges and other expenses at any
time payable by Lender with respect to the Premises by reason of the execution, delivery, recordation, performance or enforcement of any terms
of this Agreement.
(d)
Collateral Access Agreements . Upon Lender’s request, Borrower shall promptly deliver to Lender a Collateral Access
Agreement with respect to each of its Premises, or any other locations where any Collateral is in the possession of a third Person, duly executed
by the owner or operator of such Premises or other location, and otherwise in form and substance satisfactory to Lender.
3.6
License. Borrower hereby grants to Lender a non-exclusive, worldwide and royalty-free license to use or otherwise exploit all
intellectual property of Borrower for the purpose of: (a) completing the manufacture of any in-process materials so that such materials become
saleable Inventory, all in accordance with the same quality standards previously adopted by Borrower for its own manufacturing and subject to
Borrower’s reasonable exercise of quality control; and (b) selling, leasing or otherwise disposing of any or all Collateral.
3.7 Financing Statements.
(a) Authorization to File. Borrower authorizes Lender to file financing statements describing Collateral to perfect Lender’s security
interest in the Collateral, and Lender may describe the Collateral as “all personal property” or “all assets” or describe specific items of Collateral
including without limitation any commercial tort claims.
(b) Termination. On the Termination Date Lender agrees to release or terminate any filings or other agreements that perfect
Lender’s security interest, upon Lender’s receipt of the following, in form and content satisfactory to Lender: (i) a release of all claims against
Lender by Borrower and all Guarantors relating to Lender’s performance and obligations under the Loan Documents, and (ii) an agreement by
Borrower and any Guarantor to Borrower to indemnify Lender for any payments received by Lender that are applied to the Obligations as a final
payoff that may subsequently be returned or otherwise not paid for any reason. Without limiting the foregoing, Lender agrees to deliver a
customary payoff letter agreeing to release its security interests and authorize the filing of termination statements upon receipt by Lender of
payment in full of the Obligations other than contingent obligations and Obligations for which reasonably adequate security has been provided.
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ARTICLE 4
EFFECTIVENESS OF AGREEMENT; CONDITIONS TO LOANS
4.1 Effectiveness of Agreement. This Agreement shall be effective when it has been duly executed by Borrower and Lender, and
accepted by Lender.
4.2 Conditions Precedent to All Loans. Lender’s obligation to make any Loan (including the initial Loans) is subject to and contingent
upon the fulfillment of each of the following conditions to the satisfaction of Lender: (a) the fact that, both immediately before and immediately after
the making of such Loan, no Default or Event of Default shall have occurred or be continuing; and (b) the fact that the representations and
warranties of Borrower contained in this Agreement and the Loan Documents shall be true and correct on and as of the date of making of such
Loan, except to the extent that any such representation or warranty expressly relates to an earlier date.
ARTICLE 5
REPRESENTATIONS AND WARRANTIES
In order to induce Lender to enter into this Agreement and to make Loans, Borrower represents and warrants to Lender that on the Closing
Date and on the date of making of each Loan:
5.1 Legal Status. Borrower is the type of legal entity indicated in the preamble to this Agreement, and is duly organized and existing
under the laws of the state indicated in Section 5.1 of Schedule C. Borrower has the power and authority to own its own assets and to transact the
business in which it is engaged, and is properly licensed, qualified to do business and in good standing in every jurisdiction in which it is doing
business where failure to so qualify could have a Material Adverse Effect. Borrower’s exact legal name, state of incorporation, FEIN and charter or
organizational identification number is as indicated in Section 5.1 of Schedule C.
5.2 Locations of Borrower’s Books and Records, Collateral. The location of Borrower’s chief executive office, books and records, and
all other locations where Borrower conducts business or Collateral is kept are set forth in Section 5.2 of Schedule C.
5.3 Trade Names and Trade Styles. All trade names and trade styles under which Borrower presently conduct their business operations
are set forth below, and, except as set forth in Section 5.3 of Schedule C, Borrower has not, at any time during the five years preceding the date
of this Agreement: (i) been known as or used any other corporate, trade or fictitious name; (ii) changed its name; (iii) been the surviving or resulting
corporation in a merger or consolidation; or (iv) acquired through asset purchase or otherwise any business of any Person.
5.4 No Violation; Compliance. The execution, delivery and performance of this Agreement and the Loan Documents to which Borrower
is a party are within Borrower’s powers, are not in conflict with the terms of the Governing Documents of Borrower, and do not result in a breach of
or constitute a default under any contract, obligation, indenture or other instrument to which Borrower is a party or by which Borrower is bound or
affected, which breach or default could reasonably be expected to have a Material Adverse Effect. There is no law, rule or regulation (including
Regulations T, U and X of the Federal Reserve Board), nor is there any judgment, decree or order of any court or Governmental Authority binding
on Borrower which would be contravened by the execution, delivery, performance or enforcement of this Agreement and the Loan Documents to
which Borrower is a party.
5.5
Authorization; Enforceability. Borrower has taken all corporate, partnership or limited liability company, as applicable, action
necessary to authorize the execution and delivery of this Agreement and the Loan Documents to which Borrower is a party, and the consummation
of the transactions contemplated hereby and thereby. Upon their execution and delivery in accordance with the terms hereof,
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this Agreement and the Loan Documents to which Borrower is a party will constitute legal, valid and binding agreements and obligations of
Borrower enforceable against Borrower in accordance with their respective terms, except as enforceability may be limited by bankruptcy,
insolvency, and similar laws and equitable principles affecting the enforcement of creditors’ rights generally.
5.6 Approvals; Consents. No approval, consent, exemption or other action by, or notice to or filing with, any Governmental Authority is
necessary in connection with the execution, delivery, performance or enforcement of this Agreement or the Loan Documents. All requisite
Governmental Authorities and third parties have approved or consented to the transactions contemplated by this Agreement and the Loan
Documents to the extent the failure to obtain such approval or consent would reasonably be likely to have a Material Adverse Effect, and all
applicable waiting periods have expired and there is no governmental or judicial action, actual or threatened, that has or could have a reasonable
likelihood of restraining, preventing or imposing burdensome conditions on the transactions contemplated by this Agreement and/or the Loan
Documents.
5.7 Liens. Borrower has good and marketable title to, or valid leasehold interests in, all of the Collateral, free and clear of all Liens or
rights of others, except for Permitted Liens. Borrower has rights in and the power to transfer the Collateral.
5.8 Indebtedness. Borrower has no indebtedness other than the Obligations and the indebtedness listed in Section 5.8 of Schedule C.
5.9 Financial Condition; No Adverse Change. Borrower has furnished to Lender its financial statements indicated in Section 5.9 of
Schedule B, and those statements fairly present in all material respects Borrower’s financial condition as of those dates and the results of
Borrower’s operations and cash flows for the periods then ended and were prepared in accordance with GAAP. Since the date of the most recent
financial statements, there has been no Material Adverse Effect.
5.10 Litigation. Except as set forth in Section 5.10 of Schedule C, there are no suits, proceedings, claims or disputes pending or, to the
knowledge of Borrower, threatened, against or affecting Borrower or any of Borrower’s assets which are not fully covered by applicable insurance
and as to which no reservation of rights has been taken by the insurer thereunder.
5.11 No Default. No Default or Event of Default has occurred and is continuing or would result from the incurring of obligations by
Borrower under this Agreement or the Loan Documents.
5.12 Taxes. All tax returns required to be filed by Borrower in any jurisdiction have in fact been filed, except for such tax returns where
the failure to file would not reasonably be expected to have a Material Adverse Effect. All material taxes, assessments, fees and other
governmental charges upon Borrower or upon any of its assets, income or franchises, which are due and payable have been paid, other than such
taxes, assessments, fees and other governmental charges being contested in good faith by appropriate proceedings, and for which adequate
reserves have been set aside with respect thereto as required by GAAP and, by reason of such contest or nonpayment, no property is subject to a
material risk of loss or forfeiture. The provisions for taxes on the books of Borrower are adequate for all open years, and for Borrower’s current
fiscal period.
5.13 Projections. Any forecasts of future financial performance delivered by Borrower to Lender have been made in good faith and are
based on reasonable assumptions and investigations by Borrower.
5.14
Other Obligations. Borrower is not in default on any (i) material indebtedness or (ii) any other lease, commitment, contract,
instrument or obligation which is material to the operation of its business.
5.15 Patents, Trademarks, Copyrights, and Intellectual Property, etc. Borrower has all necessary patents, patent rights, licenses,
trademarks, trademark rights, trade names, trade name rights,
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copyrights, permits, and franchises in order for it to conduct its business and to operate its assets, without known conflict with the rights of third
Persons, and all of same are valid and subsisting. The consummation of the transactions contemplated by this Agreement will not alter or impair
any of such rights of Borrower. Borrower has not been charged or, to Borrower’s knowledge, threatened to be charged with any infringement or,
after due inquiry, infringed on any, unexpired trademark, trademark registration, trade name, patent, copyright, copyright registration, or other
proprietary right of any Person.
5.16 Environmental Condition. Except as set forth in Section 5.16 of Schedule C, to Borrower’s knowledge, (i) none of Borrower’s
assets has ever been used by Borrower or by previous owners or operators in the disposal of, or to produce, store, handle, treat, release, or
transport, any Hazardous Materials, except in compliance, in all material respects, with applicable laws; (ii) none of Borrower’s assets has ever
been designated or identified in any manner pursuant to any environmental protection statute as a Hazardous Materials disposal site, or a
candidate for closure pursuant to any environmental protection statute; (iii) no Lien arising under any environmental protection statute has attached
to any revenues or to any real or personal property owned or operated by Borrower; and (iv) Borrower has not received a summons, citation, notice,
or directive from the Environmental Protection Agency or any other federal or state governmental agency concerning any action or omission by
Borrower resulting in the releasing or disposing of Hazardous Materials into the environment.
5.17 Solvency. Borrower is solvent. No transfer of property is being made by Borrower and no obligation is being incurred by Borrower in
connection with the transactions contemplated by this Agreement or the Loan Documents with the intent to hinder, delay, or defraud either present
or future creditors of Borrower.
5.18 Eligible Accounts. Each Account included in the Borrowing Base is an “Eligible Account” as defined herein, and conforms to the
definition thereof. Without limiting the generality of the foregoing, (a) each Eligible Account represents valid, binding and enforceable obligations of
the Account Debtor obligated thereon, except as enforceability may be limited by bankruptcy, insolvency, and similar laws and equitable principles
affecting the enforcement of creditors’ rights generally, representing undisputed, bona fide transactions completed in accordance with the terms
and provisions contained in any documents related thereto, and is and will be genuine, free from Liens (other than Permitted Liens), adverse
claims, counterclaims, setoffs, defaults, disputes, defenses, retainages, holdbacks and conditions precedent of any kind of character, (b) to
Borrower’s knowledge, the Account Debtor is solvent and generally paying its debts as they come due, (c) each Eligible Account complies with all
applicable laws concerning form, content and manner of preparation and execution, including where applicable any federal and state consumer
credit laws, (d) Borrower has not assigned any of its rights to collect the Accounts other than to Lender pursuant to this Agreement, (e) all
statements made, all unpaid balances and all other information in Borrower’s books and records and other documentation relating to the Accounts
are true and correct in all material respects and what they purport to be, (f) and Borrower has no knowledge of any fact or circumstance which
would materially impair the validity or collectability of any Eligible Account.
5.19 Eligible Inventory. All Inventory included in the Borrowing Base constitutes “Eligible Inventory” as defined herein, and conforms to
the definition thereof. Except for locations listed in Section 5.2 of Schedule C, no Inventory is stored with any bailee, warehouseman or similar
Person or on any premises leased to Borrower. No Inventory has been consigned to Borrower or consigned by Borrower to any Person or is held
by Borrower for any Person under any “bill and hold” or other arrangement.
5.20 Equipment.
(a) None of Borrower’s machinery or equipment or other Collateral is affixed to real property, except Collateral with respect to
which Borrower has supplied Lender with all information and documentation necessary to make all fixture filings required to perfect and protect the
priority of Lender’s security interest in all such Collateral which may be fixtures as against all Persons having an interest in the premises to which
such property may be affixed.
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(b) None of Borrower’s Equipment is leased from any third Person, except as set forth in Section 5.20 of Schedule C.
5.21 Deposit Accounts. The names and addresses of all financial institutions at which Borrower maintains its deposit accounts, and the
account numbers and account names of such deposit accounts, are set forth Section 5.21 of Schedule C.
5.22 Securities and Commodities Accounts. The names and addresses of all brokerages at which Borrower maintains its securities
and commodities accounts, and the account numbers and account names of such accounts, are set forth in Section 5.22 of Schedule C.
5.23 Security Interest. This Agreement creates a security interest which is enforceable against the Collateral in which Borrower now has
rights and will create a security interest which is enforceable against the Collateral in which Borrower hereafter acquires rights at the time Borrower
acquires any such rights, and Lender has a perfected security interest (to the fullest extent perfection can be obtained by filing, possession or
control) and a first priority security interest in the Collateral in which Borrower now has rights (subject only to Permitted Liens), and will have a
perfected and first priority security interest (to the fullest extent perfection can be obtained by filing, possession or control) in the Collateral in
which Borrower hereafter acquires rights at the time Borrower acquires any such rights (subject only to Permitted Liens), in each case securing the
payment and performance of the Obligations.
5.24 Other Financing Statements. Other than financing statements in favor of Lender and financing statements filed in connection with
Permitted Liens, to the knowledge of Borrower, no effective financing statement naming Borrower as debtor, assignor, lessee, mortgagor, pledgor
or the like and covering all or any part of the Collateral is on file in any filing or recording office in any jurisdiction.
ARTICLE 6
AFFIRMATIVE COVENANTS
Borrower covenants and agrees that from the Closing Date and thereafter until the Termination Date, Borrower shall:
6.1 Punctual Payments. Punctually pay the interest and principal on the Loans, the Fees and all Expenses and any other fees and
liabilities due under this Agreement and the Loan Documents at the times and place and in the manner specified in this Agreement or the Loan
Documents.
6.2 Books and Records. Keep complete and accurate books and records with respect to the Collateral and Borrower’s business and
financial condition and any other matters that Lender may request, in accordance with GAAP, including ledger and account cards and/or computer
tapes and computer discs, computer printouts and computer records pertaining to the Accounts which contain such information as may from time
to time be requested by Lender. Borrower shall keep its books and records, at all times, at the premises location set forth in Section 5.2 of
Schedule C. Borrower shall permit any employee, attorney, accountant or other agent of Lender to audit, review, make extracts from and copy any
of its books and records at any time upon not less than one Business Day advance notice and during normal business hours, and to discuss
Borrower’s affairs with any of its officers, employees or agents. If now or at any time hereafter during the term of this Agreement, Borrower’s
records are prepared or retained by a computer service company or any accountant or accounting service, Borrower authorizes such company or
individual to deliver to Lender, and grants Lender the absolute and irrevocable right to inspect, said records, receive duplicate copies of all
information furnished to Borrower and prepared by such company or individual, and Borrower agrees to furnish such further consents as may be
necessary to effectuate same. Borrower further agrees to promptly notify Lender of the name and address of any such company or individual and
of any change of such company or individual.
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6.3 Financial Reports; Collateral Reporting. Furnish to Lender the following in form and detail satisfactory to Lender:
(a) as soon as available but in any event no later than Friday of each week, and concurrent with each request for an Advance
pursuant to Section 2.1, a Daily Availability Report covering the period since the date of the last Daily Availability Report delivered to Lender to the
day that is two days prior to such delivery;
(b) as soon as available but in any event no later than Friday of each week for the period since the date of the last schedules
delivered to Lender to the day that is two days prior to such delivery, daily schedules of sales made, credits issued, and cash received and
deposited with Lender;
(c) no later than 15 days after the end of each month, (i) an accounts receivable agings and accounts payable agings as of the
end of such month, and (ii) inventory reports in such form and at such times as Lender may reasonably request;
(d) upon Lender’s request, copies of customer statements, purchase orders, sales invoices, credit memos, remittance advices
and reports, and copies of deposit slips and bank statements, copies of shipping and delivery documents, and copies of purchase orders, invoices
and delivery documents for inventory;
(e) no later than 30 days after the end of each month, all financial and operating statements for such month, which statements
may be prepared by Borrower;
(f) Within [ten] days of the filing of same with the SEC, financial and operating statements for each fiscal year filed with the
SEC, provided, in the event financial and operating statements are not filed with the SEC with respect to a particular fiscal year, no later than 120
days after the end of each fiscal year of Borrower, financial and operating statements for such fiscal year, prepared by a Certified Public
Accountant selected by Borrower but acceptable to Lender, and of the type indicated in Section 6.3(f) of Schedule B;;
(g) as soon as available but in any event no later than 30 days after the date of filing, copies of all federal tax returns, or any
extension to file a federal tax return;
(h) within [ten] days of the filing of same, copies of the Form 10-K Annual Report, Form 10-Q Quarterly Report and Form 8-K
Current Report for Borrower;
(i) all information and documentation relating to the Collateral certified by an authorized employee of Borrower as to its accuracy,
as Lender may reasonably request; and
(j) upon Lender’s reasonable request, no later than 30 days after each fiscal year end, Borrower’s projected balance sheet and
income statement, and statement of retained earnings and cash flows, for each month of the next fiscal year, certified as accurate by Borrower’s
chief financial officer or like officer and accompanied by a statement of assumptions and supporting schedules and information, provided such
projections shall be subject to the review, change, and approval of the Board of Directors of Borrower prior to March 1 of each year.
6.4 Location of Borrower’s Books and Other Collateral. Keep all of Borrower’s books and records and other Collateral only at the
locations set forth in Section 5.2 of Schedule C.
6.5 Existence; Preservation of Licenses; Compliance With Laws. Preserve and maintain its corporate existence and good standing in
the state of its organization, qualify and remain qualified as a foreign corporation in every jurisdiction where the failure to be so qualified would not
reasonably be expected to have a Material Adverse Effect; and preserve all of its licenses, permits, governmental approvals, rights,
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privileges and franchises required for its operations except where the failure to so preserve would not reasonably be expected to have a Material
Adverse Effect; and comply with the provisions of its Governing Documents in all material respects; and comply with the requirements of all
applicable laws, rules, regulations, orders of any Governmental Authority having authority or jurisdiction over it except where the failure to so
comply would not reasonably be expected to have a Material Adverse Effect; and comply with all requirements for the maintenance of its
business, insurance, licenses, permits, governmental approvals, rights, privileges and franchises except where the failure to so comply would not
reasonably be expected to have a Material Adverse Effect.
6.6 Collateral Examinations; Inspections. Permit Lender’s employees, accountants, attorneys or other Persons acting as its agent,
upon one Business Day advance notice, to examine and inspect any Collateral or any other property of Borrower at any time during ordinary
business hours.
6.7 Account Verification; Payment of Permitted Liens. Permit Lender or its agents to (a) contact Account Debtors and other obligors
at any time to verify Borrower’s Accounts, provided that, so long as no Event of Default is continuing, Borrower shall be given the opportunity to
have a representative participate jointly in such communications; and (b) require Borrower to send requests for verification of Accounts or send
notices of assignment of Accounts to Account Debtors and other obligors, with a copy to Borrower. Borrower shall pay when due each account
payable due to any Person holding a Permitted Lien (as a result of such payable) on any Collateral.
6.8 Payment of Taxes and Other Claims. Pay or discharge, when due, (a) all taxes, assessments and governmental charges levied or
imposed upon it or upon its income or profits, upon any properties belonging to it (including without limitation the Collateral) or upon or against the
creation, perfection or continuance of Lender’s security interest in the Collateral, prior to the date on which penalties attach, (b) all federal, state
and local taxes required to be withheld by it, and (c) all lawful claims for labor, materials and supplies which, if unpaid, might by law become a Lien
upon any properties of Borrower, although Borrower shall not be required to pay any such tax, assessment, charge or claim whose amount,
applicability or validity is being contested in good faith by appropriate proceedings and for which proper reserves have been made.
6.9 Maintenance of Collateral and Properties. Keep and maintain the Collateral and all of its other properties necessary or useful in its
business in good condition, repair and working order (normal wear and tear excepted). Borrower shall defend the Collateral against all Liens, claims
and demands of all third Persons claiming any interest in the Collateral except for Permitted Liens. Borrower shall keep all Collateral free and clear
of all Liens except Permitted Liens.
6.10 Insurance. At all times maintain insurance with insurers acceptable to Lender, in such amounts and on such terms (including
deductibles) as Lender in its sole discretion may require and including, as applicable and without limitation, business interruption insurance
(including force majeure coverage), hazard coverage on an “all risks” basis for all tangible Collateral, and theft and physical damage coverage for
Collateral consisting of motor vehicles (and such insurance coverage existing as of the date of this Agreement is acceptable to Lender). All
insurance policies must contain an appropriate lender’s interest endorsement or clause, and name Lender as an additional insured or loss payee,
as the case may be. Each policy of insurance shall contain a clause requiring the insurer to give not less than ten days’ written notice to Lender in
the event of cancellation of the policy for any reason whatsoever and a clause that the interest of the Lender shall not be impaired or invalidated by
any act or omission of Borrower or the owner of the property nor by the occupation of the premises wherein such property is located for purposes
more hazardous than are permitted by said policy. If Borrower fails to provide and pay for such insurance, Lender may procure the same at
Borrower’s expense, but shall not be required to do so. Borrower agrees to deliver to Lender, promptly upon request, true copies of all monthly
reports made to insurance companies.
6.11 Notice to Lender. Promptly, upon Borrower acquiring knowledge thereof, give written notice to Lender of:
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(a) all litigation affecting Borrower where the amount in controversy is in excess of $25,000, and thereafter an update on such
litigation on a quarterly basis;
(b) any dispute which may exist between Borrower and any Governmental Authority;
(c) any labor controversy resulting in or threatening to result in a strike against Borrower;
(d) any proposal by any Governmental Authority to acquire the assets or business of Borrower, or to compete with Borrower;
(e) any Default or Event of Default; and
(f) any other matter which has resulted or could reasonably be expected to result in a Material Adverse Effect.
6.12 Delivery of Instruments, etc. Upon request by Lender, promptly deliver to Lender in pledge all instruments, documents and chattel
paper constituting Collateral, endorsed or assigned by Borrower.
6.13 Environment. Be and remain, and cause each operator of any of Borrower’s assets to be and remain, in compliance in all material
respects with the provisions of all federal, state and local environmental, health and safety laws, codes and ordinances, and all rules and
regulations issued thereunder; notify Lender promptly of any notice of a hazardous discharge or environmental complaint received from any
Governmental Authority or any other Person; notify Lender promptly of any material hazardous discharge from or affecting its premises not in
compliance in all material respects with applicable laws; promptly contain and remove the same, in compliance in all material respects with all
applicable laws; promptly pay any fine or penalty assessed in connection therewith other than such fines or penalties being contested in good faith
by appropriate proceedings, and for which adequate reserves have been set aside with respect thereto as required by GAAP and, by reason of
such contest or nonpayment, no property is subject to a material risk of loss or forfeiture; permit Lender to inspect the premises and to inspect all
books, correspondence, and records pertaining thereto; and at Lender’s reasonable request, and at Borrower’s expense, provide a report of a
qualified environmental engineer, reasonably satisfactory in scope, form and content to Lender, and such other and further assurances reasonably
satisfactory to Lender that the condition has been corrected.
6.14 Returns. Cause returns and allowances, as between Borrower and its Account Debtors, to be on the same basis and in accordance
with the usual customary practices of Borrower, as they exist at the time of the execution and delivery of this Agreement. If, at a time when no
Event of Default has occurred and is continuing, any Account Debtor returns any Inventory to Borrower, Borrower promptly shall determine the
reason for such return and, if Borrower accepts such return, issue a credit memorandum in the appropriate amount to such Account Debtor. If, at a
time when an Event of Default has occurred and is continuing, any Account Debtor returns any Inventory to Borrower, Borrower promptly shall
determine the reason for such return and, if Lender consents (which consent shall not be unreasonably withheld), issue a credit memorandum (with
a copy to be sent to Lender) in the appropriate amount to such Account Debtor.
6.15
Bank Accounts. Maintain its cash on hand and cash equivalent investments solely in deposit accounts held at the financial
institutions listed in Section 5.21 of Schedule C.
6.16 Attorney in Fact. To facilitate Lender’s performance or observance of Borrower’s obligations under this Agreement, Borrower hereby
irrevocably appoints Lender and Lender’s agents, as Borrower’s attorney in fact (which appointment is coupled with an interest) with the right (but
not the duty) to create, prepare, complete, execute, deliver, endorse or file on behalf of Borrower any instruments, documents, assignments,
security agreements, financing statements, applications for insurance and any other agreements, instruments or documents required to be
obtained, executed, delivered or endorsed by Borrower in accordance with the terms of this Agreement.
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ARTICLE 7
NEGATIVE COVENANTS
Borrower covenants and agrees that from the Closing Date and thereafter until the Termination Date, Borrower shall not:
7.1 Use of Proceeds of Loans; Margin Regulation.
(a) Use any proceeds of the Loans for any purpose other than for working capital and general corporate purposes; or
(b) Use any portion of the proceeds of the Loans in any manner which might cause the Loans, the application of the proceeds
thereof, or the transactions contemplated by this Agreement to violate Regulation T, U, or X of the Board of Governors of the Federal Reserve
System, or any other regulation of such board, or to violate the Securities and Exchange Act of 1934, as amended or supplemented.
7.2 Indebtedness. Create, incur, assume or suffer to exist any indebtedness except:
(a)

Obligations owed to Lender;

(b)
Unsecured indebtedness owing to affiliates of Borrower that is subordinated to the Obligations pursuant to a subordination
agreement in form and substance satisfactory to Lender;
(c) Refinancings, renewals, extensions, or replacements of indebtedness permitted under Section 5.8 of Schedule C so long as
such refinancings, renewals, or extensions: (i) are on terms and conditions that do not, in Lender’s reasonable judgment, materially impair the
prospects of repayment of the Obligations by Borrower or materially impair Borrower’s creditworthiness, (ii) do not result in an increase in the
principal amount of such indebtedness, (iii) do not result in an increase of greater than one percentage point in the interest rate with respect to
such indebtedness, (iv) do not result in a shortening of the maturity of such indebtedness, nor are they on terms or conditions that, taken as a
whole, are materially more burdensome or restrictive to Borrower, (v) are subject to terms and conditions of subordination that are at least as
favorable to Lender as such terms and conditions that were applicable to such indebtedness if such indebtedness was subordinated, and (vi) is not
recourse to any person that is liable on account of the Obligations other than those persons which were obligated with respect to such
indebtedness;
(d)
Indebtedness not to exceed $100,000 in aggregate principal amount at any time outstanding secured by purchase money
Liens or incurred with respect to capital leases;
(e)

Indebtedness arising from the financing of insurance premiums in the ordinary course of business;

(f) Indebtedness in respect of performance bonds, bid bonds, appeal bonds, surety bonds, and similar obligations, in each case
provided in the ordinary course of business;
(g)

Indebtedness existing as of the Closing Date and described in Section 5.8 of Schedule C; and

(h)
Other unsecured indebtedness incurred in the ordinary course of business and not included in section 7.2(a) through (g)
above, not to exceed $[100,000] in aggregate principal amount at any time outstanding.
7.3 Liens. Create, incur, assume or suffer to exist any Lien (including the lien of an attachment, judgment or execution) on any of its
assets, whether now owned or hereafter acquired, except Permitted
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Liens; or authorize to file under the UCC as adopted in any jurisdiction a financing statement which names Borrower as a debtor, except with
respect to Permitted Liens.
7.4 Merger, Consolidation; Transfer of Assets. Wind up, liquidate or dissolve, reorganize, reincorporate, merge into or consolidate with
any other Person, or acquire all or substantially all of the assets or the business of any other Person.
7.5 Sales and Leasebacks. Sell, transfer, or otherwise dispose of any real or personal property to any Person, and thereafter directly or
indirectly leaseback the same or similar property.
7.6 Asset Sales. Conduct any asset sale other than (a) sales or other dispositions in the ordinary course of business of equipment that
is substantially worn, damaged, or obsolete or no longer useful, (b) sales of Inventory to buyers in the ordinary course of business, (c) sales for fair
value in cash of assets not exceeding net book value of $50,000 in the aggregate, and (d) other sales with Lender’s prior written consent (provided,
that the terms of such sale do not conflict with the Loan Documents and no Default or Event of Default shall occur under the Loan Documents as a
result of such sale).
7.7 Investments and Subsidiaries. Make or permit to exist any loans or advances to, or make any investment or acquire any interest
whatsoever in, any Person, including without limitation any partnership or joint venture, nor purchase or hold beneficially any stock or other
securities or evidence of indebtedness of any Person, without Lender’s prior written consent (which consent shall not be unreasonably withheld;
provided, that the terms of such investment or loan do not conflict with the Loan Documents and no Default or Event of Default shall occur under
the Loan Documents as a result of such investment or loan), except:
(a)
Investments in direct obligations of the United States of America or any of its political subdivisions whose obligations
constitute the full faith and credit obligations of the United States of America and have a maturity of one year or less, commercial paper issued by
U.S. corporations rated “A 1” or “A 2” by Standard & Poor’s Ratings Services or “P 1” or “P 2” by Moody’s Investors Service or certificates of
deposit or bankers’ acceptances having a maturity of one year or less issued by members of the Federal Reserve System having deposits in
excess of $100,000,000 (which certificates of deposit or bankers’ acceptances are fully insured by the Federal Deposit Insurance Corporation);
(b) Loans to Borrower’s officers and employees not exceeding at any one time an aggregate of $50,000, or $10,000 for any
single advance or loan;
(c) Prepaid rent not exceeding one month or security deposits; and
(d) Current investments in Borrower’s subsidiaries in existence on the date of this Agreement.
7.8
Character of Business. Engage in any business activities or operations substantially different from or unrelated to its present
business activities and operations.
7.9 Dividends and Distributions.
(a) Except as otherwise permitted in Sections 7.9(b) and (c), declare or pay any dividends (other than dividends payable solely in
stock of Borrower) on any class of its stock, or make any payment on account of the purchase, redemption or retirement of any shares of its
stock, or other securities or evidence of its indebtedness or make any distribution regarding its stock, either directly or indirectly.
(b) If, and only if, Borrower is a “pass-through” tax entity for United States federal income tax purposes, and after first providing
such supporting documentation as Lender may request (including the personal state and federal tax returns (and all related schedules) of each
owner or shareholder of Borrower net of any prior year loss carry-forward, Borrower may pay Tax Distributions.
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(c) Borrower may declare and pay cash dividends to its owners in an amount not to exceed 50% of Borrower’s after-tax net
income if, and only if, on the date of any such payment, (1) no Default or Event of Default has occurred and is continuing or will result from such
payment, (2) both immediately before and immediately after giving effect to such payment, availability under Section 2.1 is at least 10% of the
lesser of (i) the Line of Credit Commitment, or (ii) the Borrowing Base, and (3) all of Borrower’s accounts payable are paid within 60 days of terms.
7.10 Reserved.
7.11 Guaranty. Assume, guaranty, endorse (other than checks and drafts received by Borrower in the ordinary course of business), or
otherwise be or become directly or contingently responsible or liable for the obligations of any other Person; or pledge or hypothecate any of its
Assets as security for any liabilities or obligations of any other Person.
7.12 Transactions with Affiliates. Enter into any transaction, including borrowing or lending and the purchase, sale, or exchange of
property or the rendering of any service (including management services), with any affiliate of Borrower, other than in the ordinary course of and
pursuant to the reasonable requirements of Borrower’s business and upon fair and reasonable terms no less favorable to Borrower than would
obtain in a comparable arm’s length transaction with a Person not an affiliate.
7.13 Accounting. Adopt any material change in accounting principles except as required by GAAP, consistently applied. Borrower shall
not change its fiscal year.
7.14 Discounts, etc. After the occurrence and during the continuance of an Event of Default, and after notice from Lender, not grant any
discount, credit or allowance to any customer of Borrower or accept any return of goods sold. Borrower shall not at any time modify, amend,
subordinate, cancel or terminate any Account.
7.15 Constituent Documents; S Corporation Status; Change of Name. Not amend its Governing Documents in any manner materially
adverse to Lender. Borrower shall not change its legal name or change the state of its incorporation or formation without 30 days’ prior written
notice to Lender. If Borrower is an S Corporation, Borrower shall not change or rescind its status as an S Corporation. If Borrower is not an S
Corporation, Borrower shall not become an S Corporation.
ARTICLE 8
EVENTS OF DEFAULT AND REMEDIES
8.1 Events of Default. The occurrence of any one or more of the following events, acts or occurrences shall constitute an event of
default (an “Event of Default”) hereunder:
(a) Borrower fail to pay when due any payment of principal due on the Loans, or within 3 Business days when due, any payment
of interest, the Fees, any Expenses, or any other amount payable hereunder or under any Loan Document;
(b)

Borrower fail to observe or perform any of the covenants and agreements set forth in Section 6.3, or any Section within

Article 7;
(c) Borrower or any Guarantor fail to observe or perform any covenant or agreement set forth in this Agreement or the Loan
Documents (other than those covenants and agreements described in Sections 8.1(a) and 8.1(b)), and such failure continues for five (5) days after
the earlier to occur (i) Borrower obtaining knowledge of such failure or (ii) Lender’s dispatch of notice to Borrower of such failure;
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(d) Any representation, warranty or certification made by Borrower or any Guarantor or any officer or employee of Borrower or any
Guarantor in this Agreement or any Loan Document, in any certificate, financial statement or other document delivered pursuant to this Agreement
or any Loan Document proves to have been misleading or untrue in any material respect when made or if any such representation, warranty or
certification is withdrawn;
(e) Borrower or any Guarantor fails to pay when due any payment in respect of its indebtedness [owed to any one claimant in
excess of $50,000] (other than under this Agreement)
(f) Any event or condition occurs that: (i) results in the acceleration of the maturity of any of Borrower’s or any Guarantor’s
indebtedness described in Section 8.1(e); or (ii) permits (or, with the giving of notice or lapse of time or both, would permit) the holder or holders of
such indebtedness or any Person acting on behalf of such holder or holders to accelerate the maturity thereof;
(g) Borrower or any Guarantor commences a voluntary Insolvency Proceeding seeking liquidation, reorganization or other relief
with respect to itself or its indebtedness or seeking the appointment of a trustee, receiver, liquidator, custodian or other similar official over it or
any substantial part of its property, or consents to any such relief or to the appointment of or taking possession by any such official in an
involuntary Insolvency Proceeding or fails generally to pay its indebtedness as it becomes due, or takes any action to authorize any of the
foregoing;
(h) An involuntary Insolvency Proceeding is commenced against Borrower or any Guarantor seeking liquidation, reorganization or
other relief with respect to it or its Debt or seeking the appointment of a trustee, receiver, liquidator, custodian or other similar official of it or any
substantial part of its property and any of the following events occur: (i) the petition commencing the Insolvency Proceeding is not timely
controverted; (ii) the petition commencing the Insolvency Proceeding is not dismissed within 30 calendar days of the date of the filing thereof; (iii)
an interim trustee is appointed to take possession of all or a substantial portion of the assets of, or to operate all or any substantial portion of the
business of, Borrower or such Guarantor; or (iv) an order for relief shall have been issued or entered therein;
(i) Borrower or any Guarantor suffers (i) one or more money judgments in excess of applicable insurance coverage (subject to
customary deductibles) by $50,000 or more, or (ii) one or more writs, warrants of attachment, or similar process;
(j) A judgment creditor obtains possession of any of the assets of Borrower or any Guarantor of a market value of $50,000 in the
aggregate;
(k) Any order, judgment or decree is entered decreeing the dissolution of Borrower or any Guarantor, or any individual Guarantor
dies or becomes incompetent, or any Guarantor revokes or disputes the validity of, or liability under, his, her or its Guaranty;
(l) Borrower or any Guarantor is enjoined, restrained or in any way prevented by court order from continuing to conduct all or any
material part of its business affairs;
(m) A notice of lien, levy or assessment is filed of record with respect to any or all of Borrower’s or any Guarantor’s assets by
any Governmental Authority, or any taxes or debts owing at any time hereafter to any Governmental Authority becomes a Lien, whether inchoate
or otherwise, upon any or all of Borrower’s or any Guarantor’s assets and the same is not paid on the payment date thereof;
(n) Borrower makes any payment on account of any subordinated debt except as otherwise permitted under the terms of any
applicable subordination agreement;
(o) Any Change of Control occurs;
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(p) Any of the Loan Documents fails to be in full force and effect for any reason, or Lender, fails to have a perfected, first priority
Lien in and upon all of the Collateral, or a breach, default or an event of default occurs under any Loan Document beyond any applicable notice or
grace period;
(q) Any loss, theft, substantial damage, destruction, or misappropriation of any Collateral of other assets or property of Borrower
of a market value of $50,000 in the aggregate that is not fully covered by insurance, subject to customary deductibles and co-pays;
(r) Any misappropriation, conversion, diversion or fraud as to Lender or its interests;
(s) [Reserved];
(t) The indictment of Borrower by any governmental authority under any criminal statute or the commencement of any civil
proceedings by any governmental authority against Borrower where the remedies sought or available include the forfeiture of any material property
of Borrower; or
(u) Any other Material Adverse Effect occurs.
8.2 Termination of Commitments; Acceleration. Upon the occurrence of any Event of Default described in Section 8.1(g) or 8.1(h),
Lender’s obligation hereunder to make Loans to Borrower shall immediately terminate and the Obligations shall become immediately due and
payable without any election or action on the part of Lender without presentment, demand, protest or notice of any kind, all of which Borrower
hereby expressly waives. Upon the occurrence and continuance of any other Event of Default, either or both of the following actions may be taken:
(i) Lender may, without notice of its election and without demand, immediately terminate its obligation to make Loans to Borrower; and (ii) Lender
may, without notice of its election and without demand, declare the Obligations to be due and payable, whereupon the Obligations shall become
immediately due and payable, without presentment, demand, protest or notice of any kind, all of which Borrower hereby expressly waives.
8.3 Rights Against Collateral. Upon the occurrence of any Event of Default, Lender may, without notice or demand, do any one or more
of the following, all of which are authorized by Borrower, and all of which Borrower agrees are commercially reasonable:
(a) Lender may proceed directly against Borrower to collect the Obligations without prior recourse to any of the Collateral.
(b) Lender may require Borrower to assemble the Collateral and make it available to Lender at a place to be designated by
Lender which is reasonably convenient to both parties, and Lender shall have the right to take immediate possession of the Collateral and may
enter any of the premises of Borrower or wherever the Collateral shall be located with or without process of law wherever the Collateral may be and
to keep and store the same on said premises until sold, and if said premises be the property of Borrower, Borrower agrees not to charge Lender for
storage thereof. Borrower and Lender agree that ten days’ notice to Borrower of any public or private sale or other disposition of Collateral shall be
reasonable notice thereof, and any such public sale shall be at such location(s) as Lender shall designate in said notice. Lender shall have the
right to bid at any such public sale on its own behalf. Out of proceeds arising from such sale, Lender shall retain all costs and charges, including
attorneys’ fees for advice, counsel or other legal services or for pursuing, reclaiming, seeking to reclaim, taking, keeping, removing, storing and
advertising the Collateral for sale, selling and any and all other charges and expenses in connection therewith and any prior liens thereon, and any
balance shall be applied upon the Obligations of Borrower to Lender. Borrower shall remain liable to Lender for any deficiency. In the event of any
surplus, such surplus shall be paid to Borrower or such other person as may be legally entitled thereto. If any of the Collateral is sold or leased by
Lender upon credit terms or for future delivery, the Obligations shall not be reduced as a result thereof until payment in cash therefor is finally
collected by Lender. In the event Lender institutes an action
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to recover any Collateral or seeks recovery of any Collateral by way of prejudgment remedy, Borrower waives the posting of any bond which might
otherwise be required.
(c) Lender may enforce Borrower’s rights against any Account Debtor, secondary obligor or other obligor in respect of any of the
Accounts. Without limiting the generality of the foregoing, Lender may at such time or times, (i) notify any or all Account Debtors, secondary
obligors or other obligors in respect thereof that the Accounts have been assigned to Lender and that Lender has a security interest therein, and
Lender may direct any or all Account Debtors, secondary obligors and other obligors to make payment of the Accounts directly to Lender, (ii)
extend the time of payment of, compromise, settle or adjust for cash, credit, return of merchandise or otherwise, and upon any terms or
conditions, any and all receivables or other obligations included in the Collateral and thereby discharge or release the Account Debtor or any
secondary obligors or other obligors in respect thereof without affecting any of the Obligations, (iii) demand, collect or enforce payment of any
receivables or such other obligations, but without any duty to do so, and Lender shall not be liable for its failure to collect or enforce the payment
thereof nor for the negligence of its agents or attorneys with respect thereto, and (iv) take whatever other action Lender may deem necessary or
desirable for the protection of its interests. At Lender’s request, all invoices and statements sent to any Account Debtor shall state that the
Accounts and such other obligations have been assigned to Lender and are payable directly and only to Lender and Borrower shall deliver to
Lender such originals of documents evidencing the sale and delivery of goods or the performance of services giving rise to any Accounts as
Lender may require. In the event any Account Debtor returns inventory when an Event of Default has occurred, Borrower shall, upon Lender’s
request, hold the returned inventory in trust for Lender, segregate all returned inventory from all of its other property, dispose of the returned
inventory solely according to Lender’s instructions, and not issue any credits, discounts or allowances with respect thereto without Lender’s prior
written consent.
(d) Lender shall not be required (i) to incur expenses to prepare Collateral for disposition or otherwise to complete raw material or
work in process into finished goods or other finished products for disposition, (ii) to obtain third party consents for access to Collateral to be
disposed of, or to obtain consents of any governmental authority or other third party for the collection or disposition of Collateral to be collected or
disposed of, or (iii) to exercise collection remedies against Account Debtors, secondary obligors or other persons obligated on Collateral or to
remove liens or encumbrances on or any adverse claims against Collateral.
(e) Lender may (i) exercise collection remedies against Account Debtors and other persons obligated on Collateral directly or
through the use of collection agencies and other collection specialists, (ii) advertise dispositions of Collateral through publications or media of
general circulation, whether or not the Collateral is of a specialized nature, (iii) contact other persons, whether or not in the same business as
Borrower for expressions of interest in acquiring all or any portion of the Collateral, (iv) hire one or more professional auctioneers to assist in the
disposition of Collateral, whether or not the collateral is of a specialized nature, (v) dispose of Collateral by utilizing internet sites that provide for
the auction of assets of the types included in the Collateral or that have the reasonable capability of doing so, or that match buyers and sellers of
assets, (vi) dispose of assets in wholesale rather than retail markets, (vii) disclaim any warranties of title or like disposition warranties, (viii)
purchase insurance or credit enhancements to insure Lender against risks of loss, collection or disposition of Collateral or to provide to Lender a
guaranteed return from the collection or disposition of Collateral, or (iv) to the extent deemed appropriate by Lender, obtain the services of other
brokers, investment bankers, consultants and other professionals to assist Lender in the collection or disposition of any of the Collateral.
(f) For the purpose of enabling Lender to exercise the rights and remedies hereunder, Borrower hereby grants to Lender, to the
extent assignable, an irrevocable, non-exclusive license to use, assign, license or sublicense any of the trademarks, service-marks, trade names,
business names, trade styles, designs, logos and other source of business identifiers and other intellectual property and general intangibles now
owned or hereafter acquired by Borrower, wherever the same maybe located, including in
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such license reasonable access to all media in which any of the licensed items may be recorded or stored and to all computer programs used for
the compilation or printout thereof.
(g) All expenses of protecting, storing, warehousing, insuring, handling and shipping the Collateral, any and all excise, property,
sales and use taxes imposed by any state, federal or local authority on any of the Collateral or in respect of the sale thereof, shall be Expenses
and if Borrower fails to promptly pay any thereof when due, Lender may, as its option, but shall not be required to, pay the same and charge
Borrower’s account thereof.
(h) Lender shall not be liable or responsible in any way for the safekeeping of any of the Collateral or for any loss or damage
thereto or for any diminution in the value thereof, or for any act or default of any warehouseman, carrier, forwarding agency or other person
whomsoever, but the same shall be at Borrower’s sole risk.
8.4 Delinquent Taxes. Upon the occurrence of an Event of Default or upon notification from any taxing authority, or if any notice is
received by Lender with respect to delinquent taxes outstanding, Borrower shall furnish Lender as requested with proof satisfactory of Borrower’s
making payment or deposit of F.I.C.A. withholding and other taxes required of it by applicable law. Such proof shall be furnished within five days
after the due date for each such payment or deposit. If Borrower fails to make any such payment or deposit when due or furnish such proof when
due, Lender may, in its sole discretion, and without notice to Borrower (a) make payment of same or any part thereof, or (b) set up such additional
reserves in Borrower’s account as may be necessary to satisfy the liability therefor. Each amount so paid or deposited by Lender shall constitute
an Advance under this Agreement. The setting up of a reserve for making payment shall not constitute a waiver of any default under the terms of
this Agreement, nor shall Lender be obligated to make such payments or set up reserves in the future.
8.5 Appointment of Receiver or Trustee. Borrower hereby irrevocably agrees that Lender has the right under this Agreement, upon the
occurrence of an Event of Default, to seek the appointment of a receiver, trustee or similar official over Borrower to effect the transactions
contemplated by this Agreement, and that Lender is entitled to seek such relief. Borrower hereby irrevocably agrees not to object to such
appointment on any grounds.
8.6 Remedies Cumulative. The rights and remedies of Lender herein and in the Loan Documents are cumulative, and are not exclusive
of any other rights, powers, privileges, or remedies, now or hereafter existing, at law, in equity or otherwise. The failure or delay of Lender to
exercise or enforce any rights, liens, powers or remedies hereunder or under any of the aforesaid agreements or other document or security or
collateral shall not operate as a waiver of such liens, powers and remedies, but all such liens, rights, powers and remedies shall continue in full
force and effect until all loans and advances and all other Obligations owing or to become owing from Borrower to Lender shall have been fully
satisfied, and all liens, rights, powers and remedies herein provided are cumulative and none is exclusive. All acts by Lender or its designee are
hereby ratified and approved, and neither Lender nor its designee shall be liable for any acts or omissions, nor for any error of judgment or mistake
of fact or law.
ARTICLE 9
TERMINATION
9.1 Initial Maturity Date; Final Maturity Date. Except as provided in Section 9.2, this Agreement shall continue in full force and effect
until 12:00 p.m., Pacific time, on the Initial Maturity Date. Unless either Borrower or Lender has sent to the other party a written notice, not less
than 60 days prior to the Initial Maturity Date, of such party’s intention to terminate this Agreement on the Initial Maturity Date, this Agreement will
continue in full force and effect after the Initial Maturity Date on a year-to-year basis unless and until either Borrower or Lender has sent to the
other party a written notice, not less than 60 days prior to the next anniversary of the Initial Maturity Date, of such party’s intention to terminate
this Agreement
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on such anniversary of the Initial Maturity Date, in which event this Agreement shall terminate on 12:00 p.m., Pacific time, on such anniversary of
the Initial Maturity Date. The Initial Maturity Date, or any applicable anniversary thereof so designated by Borrower or Lender as the date this
Agreement shall terminate, or any date this Agreement is terminated pursuant to Section 9.2, is herein referred to as the “Final Maturity Date”.
Notwithstanding any such termination, all of Lender’s rights and remedies hereunder and under the Loan Documents, at law and at equity, Lender’s
security interest in the Collateral granted by Borrower hereunder and under the Loan Documents, and all of Borrower’s obligations, agreements and
covenants hereunder and under the Loan Documents, shall continue in full force and effect until the Obligations have been paid in full, in cash.
Borrower further agrees that to the extent either Borrower or any Guarantor makes a payment or payments to Lender, which payment or payments
or any part thereof are subsequently invalidated, declared to be fraudulent or preferential, set aside and/or required to be repaid to a trustee,
receiver or any other party under any bankruptcy act, state or federal law, common law or equitable cause, then, to the extent of such payment or
repayment, the obligation or part thereof intended to be satisfied shall be revived and continue in full force and effect as if said payment had not
been made.
9.2 Early Termination. Notwithstanding Section 9.1, either Borrower or Lender may terminate this Agreement at any time upon 90 days’
prior written notice. In the event of such termination by Borrower pursuant to this Section 9.2, or in the event of a termination by Lender following
an Event of Default, or in the event this Agreement is terminated in accordance with Section 9.1 but Borrower fails to pay the Obligations in full on
the Final Maturity Date, Borrower shall pay to Lender the Early Termination Fee set forth in Section 2.6(e).
9.3 Obligations Due and Payable on Final Maturity Date. On the Final Maturity Date Borrower shall pay to Lender the outstanding
principal balance of the Loans, all accrued but unpaid interest thereon, all Fees and Expenses, and all other Obligations, in full, in cash, other than
the obligations and liabilities relating to the following shall remain in full force and effect: any provision of this Agreement or any other Loan
Document that by its terms specifically survives termination of such agreement, all of Borrower’s Obligations to indemnify and to reimburse Lender
for fees and expenses owed to Lender pursuant to this Agreement (and, in each case, the guaranties in respect of such Obligations).
9.4 Revival and Reinstatement of Obligations. If the incurrence or payment of the Obligations by Borrower or Guarantor or the transfer
to Lender of any property should for any reason subsequently be asserted, or declared, to be void or voidable under any state or federal law
relating to creditors’ rights, including provisions of the Bankruptcy Code relating to fraudulent conveyances, preferences, or other voidable or
recoverable payments of money or transfers of property (each, a “Voidable Transfer”), and if Lender is required to repay or restore, in whole or in
part, any such Voidable Transfer, or elects to do so upon the reasonable advice of its counsel, then, as to any such Voidable Transfer, or the
amount thereof that Lender is required or elects to repay or restore, and as to all reasonable costs, expenses, and attorneys’ fees of Lender related
thereto, the liability of Borrower or Guarantors automatically shall be revived, reinstated, and restored and shall exist as though such Voidable
Transfer had never been made.
ARTICLE 10
MISCELLANEOUS
10.1 Notices. All notices, requests and other communications to any party hereunder shall be in writing (including facsimile transmission
or similar writing) and shall be given to such party at its address or facsimile number set forth on the signature pages hereof or such other address
or facsimile number as such party may hereafter specify by notice to the other party in accordance with this Section 10.1. Each such notice,
request or other communication shall be effective (a) if delivered in person, when delivered, (b) if delivered by facsimile transmission, on the date
of transmission if transmitted on a Business Day before 4:00 p.m., Pacific time, otherwise on the next Business Day, (c) if delivered electronically,
upon receipt thereof by the recipient; (d) if delivered by overnight courier, one Business Day after delivery to the courier properly addressed, and
(e) if mailed, upon the third Business Day after the date deposited into the U.S. Mail, certified
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or registered; provided that actual notice, however and from whomever given or received, shall always be effective on receipt; provided further that
notices sent by Lender in connection with Lender’s exercise of its enforcement rights against any Collateral shall be deemed given when deposited
in the mail or personally delivered, or, where permitted by law, transmitted by facsimile.
10.2 Expenses; Documentary Taxes; Indemnification.
(a) Borrower shall pay all Expenses on demand.
(b) Borrower shall pay all and indemnify Lender against any and all transfer taxes, documentary taxes, assessments, or charges
made by any Governmental Authority and imposed by reason of the execution and delivery of this Agreement, any of the Loan Documents, or any
other document, instrument or agreement entered into in connection herewith.
(c) Borrower shall and hereby agrees to indemnify, protect, defend and hold harmless Lender and its directors, officers, agents,
employees and attorneys (collectively, the “Indemnified Persons” and individually, an “Indemnified Person”) from and against (i) any and all
losses, claims, damages, liabilities, deficiencies, judgments, costs and expenses (including reasonable attorneys’ fees and reasonable attorneys’
fees incurred pursuant to Insolvency Proceedings) incurred by any Indemnified Person (except to the extent that it is finally judicially determined to
have resulted from the gross negligence or willful misconduct of any Indemnified Person) arising out of or by reason of any litigations,
investigations, claims or proceedings (whether administrative, judicial or otherwise), including discovery, whether or not Lender is designated a
party thereto, which arise out of or are in any way related to (1) this Agreement, the Loan Documents or the transactions contemplated hereby or
thereby, (2) any actual or proposed use by Borrower of the proceeds of the Loans, or (3) Lender’s entering into this Agreement, the Loan
Documents or any other agreements and documents relating hereto; (ii) any such losses, claims, damages, liabilities, deficiencies, judgments,
costs and expenses arising out of or by reason of the use, generation, manufacture, production, storage, release, threatened release, discharge,
disposal or presence on, under or about Borrower’s operations or property or property leased by Borrower of any material, substance or waste
which is or becomes designated as Hazardous Materials; (iii) any such losses, claims, damages, liabilities, deficiencies, judgments, costs and
expenses incurred in connection with any remedial or other action taken by Borrower or Lender in connection with compliance by Borrower with any
federal, state or local environmental laws, acts, rules, regulations, orders, directions, ordinances, criteria or guidelines (except to the extent that it
is finally judicially determined to have resulted from the gross negligence or willful misconduct of any Indemnified Person). If and to the extent that
the obligations of Borrower hereunder are unenforceable for any reason, Borrower hereby agrees to make the maximum contribution to the payment
and satisfaction of such obligations to Lender which is permissible under applicable law.
(d) Borrower’s obligations under this Section 10.2 shall survive the Termination Date, and the payment in full of the Obligations,
and are in addition to, and not in substitution of, any other of its obligations set forth in this Agreement.
10.3 Amendments and Waivers. Neither this Agreement nor any Loan Document, nor any terms hereof or thereof may be amended,
supplemented or modified except in accordance with the provisions of this Section 10.3. Lender may from time to time, (a) enter into with Borrower
or any other Person written amendments, supplements or modifications hereto and to the Loan Documents or (b) waive, on such terms and
conditions as Lender may specify in such instrument, any of the requirements of this Agreement or the Loan Documents or any Event of Default
and its consequences, if, but only if, such amendment, supplement, modification or waiver is in writing and is signed by the party asserted to be
bound thereby, and then such amendment, supplement, modification or waiver shall be effective only in the specific instance and specific purpose
for which given.
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10.4 Successors and Assigns; Participations; Disclosure.
(a) This Agreement shall be binding upon and inure to the benefit of the parties hereto and their respective successors and
assigns, except that Borrower may not assign or transfer any of its rights or obligations under this Agreement without the prior written consent of
Lender and any such prohibited assignment or transfer by Borrower shall be void.
(b)
Lender may, at its own expense, assign all or a portion of its rights (including voting rights) and obligations under this
Agreement and the Loan Documents. In the event of any such assignment by Lender pursuant to this Section 10.4(b), Lender’s obligations under
this Agreement arising after the effective date of such assignment shall be released and concurrently therewith, transferred to and assumed by
Lender’s assignee to the extent provided for in the document evidencing such assignment.
(c) Lender may at any time sell to one or more banks or other financial institutions (each a “Participant”) participating interests in
the Loans, and in any other interest of Lender hereunder. In the event of any such sale by Lender of a participating interest to a Participant,
Lender’s obligations under this Agreement shall remain unchanged, Lender shall remain solely responsible for the performance thereof, and
Borrower shall continue to deal solely and directly with Lender in connection with Lender’s rights and obligations under this Agreement. Borrower
agrees that each Participant shall, to the extent provided in its participation agreement, be entitled to the benefits of Section 2.11 with respect to
its participating interest.
(d) Borrower authorizes Lender to disclose to any assignee under Section 10.4(b) or any Participant (either, a “Transferee”) and
any prospective Transferee any and all financial information in Lender’s possession concerning Borrower which has been delivered to Lender by
Borrower pursuant to this Agreement or which has been delivered to Lender by Borrower in connection with Lender’s credit evaluation prior to
entering into this Agreement.
10.5 Counterparts; Effectiveness; Integration. This Agreement may be signed in any number of counterparts, each of which shall be
an original, with the same effect as if the signatures thereto and hereto were upon the same instrument. This Agreement shall be effective when
executed by each of the parties hereto. This Agreement constitutes the entire agreement and understanding among the parties hereto and
supersedes any and all prior agreements and understandings, oral or written, relating to the subject matter hereof.
10.6 Severability. The provisions of this Agreement are severable. The invalidity, in whole or in part, of any provision of this Agreement
shall not affect the validity or enforceability of any other of its provisions. If one or more provisions hereof shall be declared invalid or
unenforceable, the remaining provisions shall remain in full force and effect and shall be construed in the broadest possible manner to effectuate
the purposes hereof.
10.7 Additional Waivers.
(a)
Borrower agrees that checks and other instruments received by Lender in payment or on account of the Obligations
constitute only conditional payment until such items are actually paid to Lender and Borrower waives the right to direct the application of any and
all payments at any time or times hereafter received by Lender on account of the Obligations, and Borrower agrees that Lender shall have the
continuing exclusive right to apply and reapply such payments in any manner as Lender may deem advisable, notwithstanding any entry by Lender
upon its books.
(b) Borrower waives demand, protest, notice of protest, notice of default or dishonor, notice of payment and nonpayment, notice
of any default, nonpayment at maturity, release, compromise, settlement, extension or renewal of any or all commercial paper, accounts,
documents, instruments, chattel paper, and guarantees at any time held by Lender on which Borrower may in any way be liable.
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(c) Lender shall not in any way or manner be liable or responsible for (a) the safekeeping of the Inventory or any other Collateral;
(b) any loss or damage thereto occurring or arising in any manner or fashion from any cause; (c) any diminution in the value thereof; or (d) any act
or default of any carrier, warehouseman, bailee, forwarding agency or other person whomsoever. All risk of loss, damage or destruction of
Inventory shall be borne by Borrower.
(d)
Borrower waives the right and the right to assert a confidential relationship, if any, it may have with any accountant,
accounting firm and/or service bureau or consultant in connection with any information requested by Lender pursuant to or in accordance with this
Agreement, and agrees that an Lender may contact directly any such accountants, accounting firm and/or service bureau or consultant in order to
obtain such information.
(e) Borrower waives all rights to interpose any claims, deductions, setoffs or counterclaims of any nature (other than compulsory
counterclaims) in any action or proceeding with respect to this Agreement, the Obligations, the Collateral or any matter arising therefrom or relating
hereto or thereto.
10.8
Destruction of Borrower’s Documents. Any documents, schedules, invoices or other papers delivered to Lender may be
destroyed or otherwise disposed of by Lender six months after they are delivered to or received by Lender, unless Borrower requests, in writing,
the return of the said documents, schedules, invoices or other papers and makes arrangements, at Borrower’s expense, for their return.
10.9 CHOICE OF LAW AND VENUE; JURY TRIAL WAIVER.
(a) THE VALIDITY OF THIS AGREEMENT AND THE OTHER LOAN DOCUMENTS (UNLESS EXPRESSLY PROVIDED TO
THE CONTRARY IN ANOTHER LOAN DOCUMENT IN RESPECT OF SUCH OTHER LOAN DOCUMENT), THE CONSTRUCTION,
INTERPRETATION, AND ENFORCEMENT HEREOF AND THEREOF, AND THE RIGHTS OF THE PARTIES HERETO AND THERETO WITH
RESPECT TO ALL MATTERS ARISING HEREUNDER OR THEREUNDER OR RELATED HERETO OR THERETO SHALL BE DETERMINED
UNDER, GOVERNED BY, AND CONSTRUED IN ACCORDANCE WITH THE INTERNAL LAWS OF THE STATE OF CALIFORNIA, WITHOUT
REGARD FOR PRINCIPLES OF CONFLICTS OF LAWS.
(b) THE PARTIES AGREE THAT ALL ACTIONS OR PROCEEDINGS ARISING IN CONNECTION WITH THIS AGREEMENT
AND THE OTHER LOAN DOCUMENTS SHALL BE TRIED AND LITIGATED ONLY IN THE STATE AND FEDERAL COURTS LOCATED IN THE
COUNTY OF LOS ANGELES, STATE OF CALIFORNIA, PROVIDED, HOWEVER, THAT ANY SUIT SEEKING ENFORCEMENT AGAINST ANY
COLLATERAL OR OTHER PROPERTY MAY BE BROUGHT, AT LENDER’S OPTION, IN THE COURTS OF ANY JURISDICTION WHERE
LENDER ELECTS TO BRING SUCH ACTION OR WHERE SUCH COLLATERAL OR OTHER PROPERTY MAY BE FOUND. BORROWER AND
LENDER WAIVE, TO THE EXTENT PERMITTED UNDER APPLICABLE LAW, ANY RIGHT EACH MAY HAVE TO ASSERT THE DOCTRINE
OF FORUM NON CONVENIENS OR TO OBJECT TO VENUE TO THE EXTENT ANY PROCEEDING IS BROUGHT IN ACCORDANCE WITH
THIS SECTION 10.9(b).
(c) BORROWER AND LENDER EACH HEREBY WAIVE THEIR RESPECTIVE RIGHTS TO A JURY TRIAL OF ANY CLAIM OR
CAUSE OF ACTION BASED UPON OR ARISING OUT OF THIS AGREEMENT OR ANY OF THE LOAN DOCUMENTS OR ANY OF THE
TRANSACTIONS CONTEMPLATED HEREIN OR THEREIN, INCLUDING CONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY CLAIMS,
AND ALL OTHER COMMON LAW OR STATUTORY CLAIMS. BORROWER AND LENDER REPRESENT THAT EACH HAS REVIEWED THIS
WAIVER AND EACH KNOWINGLY AND VOLUNTARILY WAIVES ITS JURY TRIAL RIGHTS FOLLOWING CONSULTATION WITH LEGAL
COUNSEL. IN THE EVENT OF LITIGATION, A COPY OF THIS AGREEMENT MAY BE FILED AS A WRITTEN CONSENT TO A TRIAL BY THE
COURT.
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10.10 Reference Provision. In the event the Jury Trial Waiver set forth above is not enforceable, the parties elect to proceed under this
Judicial Reference Provision.
(a) With the exception of the items specified in clause (b) below, any controversy, dispute or claim (each, a “Claim”) between the
parties arising out of or relating to this Agreement or any other Loan Document will be resolved by a reference proceeding in California in
accordance with the provisions of Sections 638 et seq. of the California Code of Civil Procedure (“CCP”), or their successor sections, which shall
constitute the exclusive remedy for the resolution of any Claim, including whether the Claim is subject to the reference proceeding. Except as
otherwise provided in the Loan Documents, venue for the reference proceeding will be in the state or federal court in the county or district where
the real property involved in the action, if any, is located or in the state or federal court in the county or district where venue is otherwise
appropriate under applicable law (the “Court”).
(b) The matters that shall not be subject to a reference are the following: (i) nonjudicial foreclosure of any security interests in
real or personal property, (ii) exercise of self-help remedies (including, without limitation, set-off), (iii) appointment of a receiver and (iv) temporary,
provisional or ancillary remedies (including, without limitation, writs of attachment, writs of possession, temporary restraining orders or preliminary
injunctions). This reference provision does not limit the right of any party to exercise or oppose any of the rights and remedies described in
clauses (i) and (ii) or to seek or oppose from a court of competent jurisdiction any of the items described in clauses (iii) and (iv). The exercise of,
or opposition to, any of those items does not waive the right of any party to a reference pursuant to this reference provision as provided herein.
(c) The referee shall be a retired judge or justice selected by mutual written agreement of the parties. If the parties do not agree
within ten (10) days of a written request to do so by any party, then, upon request of any party, the referee shall be selected by the Presiding
Judge of the Court (or his or her representative). A request for appointment of a referee may be heard on an ex parte or expedited basis, and the
parties agree that irreparable harm would result if ex parte relief is not granted. Pursuant to CCP § 170.6, each party shall have one peremptory
challenge to the referee selected by the Presiding Judge of the Court (or his or her representative).
(d) The parties agree that time is of the essence in conducting the reference proceedings. Accordingly, the referee shall be
requested, subject to change in the time periods specified herein for good cause shown, to (i) set the matter for a status and trial-setting
conference within fifteen (15) days after the date of selection of the referee, (ii) if practicable, try all issues of law or fact within one hundred twenty
(120) days after the date of the conference and (iii) report a statement of decision within twenty (20) days after the matter has been submitted for
decision.
(e) The referee will have power to expand or limit the amount and duration of discovery. The referee may set or extend discovery
deadlines or cutoffs for good cause, including a party’s failure to provide requested discovery for any reason whatsoever. Unless otherwise ordered
based upon good cause shown, no party shall be entitled to “priority” in conducting discovery, depositions may be taken by either party upon
seven (7) days written notice, and all other discovery shall be responded to within fifteen (15) days after service. All disputes relating to discovery
which cannot be resolved by the parties shall be submitted to the referee whose decision shall be final and binding.
(f) Except as expressly set forth herein, the referee shall determine the manner in which the reference proceeding is conducted
including the time and place of hearings, the order of presentation of evidence, and all other questions that arise with respect to the course of the
reference proceeding. All proceedings and hearings conducted before the referee, except for trial, shall be conducted without a court reporter,
except that when any party so requests, a court reporter will be used at any hearing conducted before the referee, and the referee will be provided
a courtesy copy of the transcript. The party making such a request shall have the obligation to arrange for and pay the court reporter. Subject to
the
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referee’s power to award costs to the prevailing party, the parties will equally share the cost of the referee and the court reporter at trial.
(g) The referee shall be required to determine all issues in accordance with existing case law and the statutory laws of the State
of California. The rules of evidence applicable to proceedings at law in the State of California will be applicable to the reference proceeding. The
referee shall be empowered to enter equitable as well as legal relief, enter equitable orders that will be binding on the parties and rule on any
motion which would be authorized in a court proceeding, including without limitation motions for summary judgment or summary adjudication. The
referee shall issue a decision at the close of the reference proceeding which disposes of all claims of the parties that are the subject of the
reference. Pursuant to CCP § 644, such decision shall be entered by the Court as a judgment or an order in the same manner as if the action had
been tried by the Court and any such decision will be final, binding and conclusive. The parties reserve the right to appeal from the final judgment
or order or from any appealable decision or order entered by the referee. The parties reserve the right to findings of fact, conclusions of laws, a
written statement of decision, and the right to move for a new trial or a different judgment, which new trial, if granted, is also to be a reference
proceeding under this provision.
(h) If the enabling legislation which provides for appointment of a referee is repealed (and no successor statute is enacted), any
dispute between the parties that would otherwise be determined by reference procedure will be resolved and determined by arbitration. The
arbitration will be conducted by a retired judge or justice, in accordance with the California Arbitration Act §1280 through §1294.2 of the CCP as
amended from time to time. The limitations with respect to discovery set forth above shall apply to any such arbitration proceeding.
(i) THE PARTIES RECOGNIZE AND AGREE THAT ALL CONTROVERSIES, DISPUTES AND CLAIMS RESOLVED UNDER
THIS REFERENCE PROVISION WILL BE DECIDED BY A REFEREE AND NOT BY A JURY. AFTER CONSULTING (OR HAVING HAD THE
OPPORTUNITY TO CONSULT) WITH COUNSEL OF ITS, HIS OR HER OWN CHOICE, EACH PARTY KNOWINGLY AND VOLUNTARILY, AND
FOR THE MUTUAL BENEFIT OF ALL PARTIES, AGREES THAT THIS REFERENCE PROVISION WILL APPLY TO ANY CONTROVERSY,
DISPUTE OR CLAIM BETWEEN OR AMONG THEM ARISING OUT OF OR IN ANY WAY RELATED TO, THIS AGREEMENT OR THE OTHER
LOAN DOCUMENTS.
10.11 Patriot Act Notification. Lender is subject to the USA Patriot Act, Title III of Pub. L. 107-56, signed into law October 26, 2001 (the
“Patriot Act”) and hereby notifies Borrower that pursuant to the requirements of the Patriot Act, Lender is required to obtain, verify and record
information that identifies Borrower, which information includes the names and addresses of Borrower and other information that will allow Lender
to identify Borrower in accordance with the Patriot Act.
[REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed by their respective authorized officers as of
the day and year first above written.
LENDER:

BORROWER:

AUSTIN FINANCIAL SERVICES, INC.
a Delaware corporation

ENERGY FOCUS, INC.,
a Delaware corporation

By: /s/ Lance Gillis
Name: Lance Gillis
Its: Senior Vice President

By: /s/ Jerry Turin
Name: Jerry Turin
Its: Chief Financial Officer

Address for notices:

Address for notices:

Austin Financial Services, Inc.
11111 Santa Monica Blvd. Suite 900
Los Angeles, CA 90025-9823
Attn: Lance Gillis
Telephone: (310) 444-7939
Facsimile: (310) 444-7959

Energy Focus, Inc.
32000 Aurora Road, Suite B
Solon, OH 44139
Attn: Jerry Turin, CFO
Telephone: (440) 715-1300
Facsimile: (440) 715-1301

S-1
Loan And Security Agreement

SCHEDULE A
TO
LOAN AND SECURITY AGREEMENT
DEFINED TERMS

As used in the Loan and Security Agreement to which this Schedule A is attached, the following terms shall have the meanings
indicated:
“Account” and “Account Debtor” are defined in the UCC.
“Accounts Advance Rate” is defined in Section 2.1 of Schedule B.
“Advance” means the revolving advances extended to Borrower by Lender pursuant to Section 2.1.
“Bankruptcy Code” means the United States Bankruptcy Code (11 U.S.C. Sections 101 et seq.).
“Borrower” is defined in the Preamble.
“Borrowing Base” means the sum of: (a) up to the Accounts Advance Rate or such lesser percentage of the Net Amount of Eligible
Accounts as Lender in its sole discretion may deem appropriate if it determines that there has been a Material Adverse Effect; less a dilution
reserve as determined by Lender in its sole discretion, plus (b) the lesser of (i) up to the Inventory Advance Rate or such lesser percentage of
Eligible Inventory as Lender in its sole discretion may deem appropriate if it determines that there has been a Material Adverse Effect, or (ii) the
Inventory Sublimit, minus (c) the Borrowing Base Reserve.
“Borrowing Base Reserve” means, as of any date of determination, an amount or a percent of a specified category or item that Lender
establishes in its sole discretion from time to time to reduce availability under the Borrowing Base (a) to reflect events, conditions, contingencies
or risks which affect the assets, business or prospects of Borrower, or the Collateral or its value, or the enforceability, perfection or priority of
Lender’s security interest in the Collateral, as the term “Collateral” is defined in this Agreement, or (b) to reflect Lender’s judgment that any
collateral report or financial information relating to Borrower and furnished to Lender may be incomplete, inaccurate or misleading in any material
respect.
“Business Day” means any day other than a Saturday, a Sunday, or a day on which commercial banks in the City of Los Angeles, State
of California, are authorized or required by law or executive order or decree to close.
“Change of Control” means (a) if there shall be a sale or sales in the aggregate of more than 49% of the issued and outstanding shares
of capital stock or other equity interests of Borrower,
(b)
any of the individuals performing the functions of the Chief Executive Officer, President or Chief Financial Officer, respectively, on the
Closing Date shall cease for any reason to perform such functions, whether by reason of death, disability, resignation, action by the Board of
Directors or shareholders of Borrower, or otherwise.

“Closing Date” means the date of the initial Advance.
“Collateral” means all of Borrower’s Accounts, chattel paper and electronic chattel paper, deposit accounts, documents, equipment,
general intangibles, goods, instruments, Inventory, investment property, letter-of-credit rights, letters of credit, all sums on deposit in the
Collection Account, together with (a) all substitutions and replacements for and products of such property; (b) in the case of all goods, all
accessions; (c) all accessories, attachments, parts, equipment
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and repairs now or subsequently attached or affixed to or used in connection with any goods; (d) all warehouse receipts, bills of lading and other
documents of title that cover such goods now or in the future; (e) any money, or other assets of Borrower that come into the possession,
custody, or control of Lender now or in the future; (f) all proceeds of any of the above Collateral; and (g) all books and records of Borrower.
“Collateral Access Agreement” means a landlord waiver, mortgagee waiver, bailee letter, or acknowledgement agreement of any
warehouseman, processor, lessor, consignee, or other Person in possession of, having a Lien upon, or having rights or interests in the Collateral,
in each case, in form and substance satisfactory to Lender.
“Collection Account” means Lender’s deposit account for purposes or receiving payments from Borrower.
“Daily Availability Report” means Lender’s standard form of Daily Availability Report. “Default” means any condition or event
which with the giving of notice or lapse of time or both would, unless cured or waived, become an Event of Default.
“Default Rate” means the sum of the Interest Rate plus four (4.0) percentage points. “Dollars” and “$” means lawful currency of
the United States of America.
“Eligible Accounts” means those Accounts created by Borrower in the ordinary course of business, that arise out of Borrower’s sale of
goods or rendition of services, that strictly comply with each and all of the representations and warranties respecting Accounts made by Borrower
to Lender in this Agreement, and that are and at all times continue to be acceptable to Lender in all respects; provided, however, that standards
of eligibility may be fixed and revised from time to time by Lender in Lender’s sole and absolute discretion. In determining the amount to be
included, Eligible Accounts shall be calculated net of customer deposits and unapplied cash remitted to Borrower. Eligible Accounts shall not
include the following:
(i)

Accounts that the Account Debtor has failed to pay within 90 days of invoice date or Accounts with selling terms of more than 60

days;
(ii) Accounts owed by an Account Debtor or its affiliates where 30% or more of all Accounts owed by that Account Debtor (or its
affiliates) are deemed ineligible under clause (i) above;
(iii) Accounts with respect to which the Account Debtor is an officer, director, shareholder, employee, affiliate, or agent of Borrower;
(iv) Accounts with respect to which goods are placed on consignment, guaranteed sale, sale or return, sale on approval, bill and hold, or
other terms by reason of which the payment by the Account Debtor may be conditional;
(v) Accounts that are not payable in Dollars or with respect to which the Account Debtor: (i) does not maintain its chief executive office
in the United States or Canada, or (ii) is not organized under the laws of the United States or any state thereof, or (iii) is the government of any
foreign country or sovereign state, or of any state, province, municipality, or other political subdivision thereof, or of any department, agency,
public corporation, or other instrumentality thereof, unless (x) the Account is approved by Lender, (y) the Account is supported by an irrevocable
letter of credit satisfactory to Lender (as to form, substance, and issuer or domestic confirming bank) that has been delivered to Lender and is
directly drawable by Lender, or (z) the Account is covered by credit insurance in form and amount, and by an insurer, satisfactory to Lender;
(vi) Accounts with respect to which the Account Debtor is either (i) the United States or any department, agency, or instrumentality of
the United States (exclusive, however, of Accounts with respect to which Borrower has complied, to the reasonable satisfaction of Lender, with
the Assignment of Claims Act, 31 USC § 3727), or (ii) any state of the United States (exclusive, however, of (y) Accounts owed by any state that
does not have a statutory counterpart to the Assignment of Claims Act, or (z) Accounts owed by any state that does have a statutory counterpart
to the Assignment of Claims Act as to which Borrower has complied to Lender’s satisfaction);
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(vii) Accounts with respect to which the Account Debtor is a creditor of Borrower, has or has asserted a right of setoff, has disputed its
liability, or has made any claim with respect to the Account, to the extent of such setoff, dispute or claim;
(viii)
Accounts with respect to the Account Debtor whose total obligations owing to Borrower exceed 35% of all Eligible Accounts
(except as otherwise provided in Section B of Schedule B), to the extent of the obligations owing by such Account Debtor in excess of such
percentage;
(ix)
Accounts with respect to which the Account Debtor is subject to an Insolvency Proceeding, is not solvent, has gone out of
business, or as to which Borrower has received notice of an imminent Insolvency Proceeding or a material impairment of the financial condition of
such Account Debtor, or whose credit standing is unacceptable to Lender;
(x) Accounts the collection of which Lender, in its sole and absolute discretion, believes to be doubtful by reason of the Account
Debtor’s financial condition;
(xi) Accounts not supported by any written contract;
(xii) Accounts which are in default or collection;
(xiii) Accounts on C.O.D. terms;
(xiv) Accounts with respect to which the goods giving rise to such Account have not been shipped and billed to the Account Debtor, the
services giving rise to such Account have not been performed and accepted by the Account Debtor, or the Account otherwise does not represent
a final sale;
(xv) Accounts that are not subject to a valid and perfected first priority Lien in favor of Lender;
(xvi) Accounts with respect to which the Account Debtor is located in the states of New Jersey, Minnesota, Indiana, or West Virginia (or
any other state that requires a creditor to file a Business Activity Report or similar document in order to bring suit or otherwise enforce its
remedies against such Account Debtor in the courts or through any judicial process of such state), unless Borrower has qualified to do business
in New Jersey, Minnesota, Indiana, West Virginia, or such other states, or has filed a Notice of Business Activities Report with the applicable
division of taxation, the department of revenue, or with such other state offices, as appropriate, for the then- current year, or is exempt from such
filing requirement;
(xvii) Accounts that represent progress payments or other advance billings that are due prior to the completion of performance by
Borrower of the subject contract for goods or services;
(xviii) Accounts evidenced by chattel paper or an instrument (as such terms are defined in the UCC) unless such chattel paper or
instrument has been duly assigned and delivered to Lender; and
(xix) Any other Accounts that Lender in its sole discretion deems ineligible.
“Eligible Inventory” means Inventory consisting of raw materials and first quality finished goods held for sale in the ordinary course of
Borrower’s business located at one of Borrower’s business locations set forth in Section 5.2 of Schedule C (or in-transit between any such
locations), that complies with each of the representations and warranties respecting Eligible Inventory made by Borrower in this Agreement, and
that is not excluded as ineligible by virtue of the one or more of the criteria set forth below; provided, however, that such criteria may be fixed and
revised from time to time by Lender in Lender’s sole and absolute discretion to address the results of any audit or appraisal performed by Lender
from time to time. In determining the amount to be so included, Inventory shall be valued at the lower of cost or market on a basis consistent with
Borrower’s historical accounting practices. An item of Inventory shall not be included in Eligible Inventory if:
(i)

Borrower does not have good, valid, and marketable title thereto;
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(ii)
it is not located at one of the locations in the United States set forth in Section 5.2 of Schedule C or in transit from one such
location to another such location;
(iii)
it is located on real property leased by Borrower or in a contract warehouse, in each case, unless it is subject to a Collateral
Access Agreement executed by the lessor, warehouseman, or other third party, as the case may be, and unless it is segregated or otherwise
separately identifiable from goods of others, if any, stored on the premises;
(iv)

it is not subject to a valid and perfected first priority Lien in favor of Lender;

(v)

it consists of goods returned or rejected by Borrower’s customers;

(vi)
it consists of goods that are obsolete or slow moving, restrictive or custom items, work-in-process, raw materials, or goods
that constitute spare parts, packaging and shipping materials, supplies used or consumed in Borrower’s business, bill and hold goods, defective
goods, “seconds,” or Inventory acquired on consignment; or
(vii)

it consists of any other Inventory that Lender in its sole discretion deems ineligible. “Event of Default” is defined in Section

8.1.
“Expenses” means (i) all reasonable expenses of Lender paid or incurred in connection with their due diligence and investigation of
Borrower, including appraisal, filing, recording, documentation, publication and search fees and other such expenses, and all reasonable
attorneys’ fees and expenses (including reasonable attorneys’ fees incurred pursuant to proceedings arising under the Bankruptcy Code) incurred
in connection with the structuring, negotiation, drafting, preparation, execution and delivery of this Agreement, the Loan Documents, and any and
all other documents, instruments and agreements entered into in connection herewith;
(ii) all reasonable expenses of Lender, including reasonable attorneys’ fees and expenses (including reasonable attorneys’ fees incurred
pursuant to proceedings arising under the Bankruptcy Code) paid or incurred in connection with the negotiation, preparation, execution and
delivery of any waiver, forbearance, consent, amendment or addition to this Agreement or any Loan Document, or the termination hereof and
thereof; (iii) all costs or reasonable expenses paid or advanced by Lender which are required to be paid by Borrower under this Agreement or the
Loan Documents, including taxes and insurance premiums of every nature and kind of Lender; and (iv) if an Event of Default occurs, all expenses
paid o r incurred b y Lender, including reasonable attorneys’ fees and expenses (including reasonable attorneys’ fees incurred pursuant to
proceedings arising under the Bankruptcy Code), costs of collection, suit, arbitration, judicial reference and other enforcement proceedings, and
any other out-of-pocket expenses incurred in connection therewith or resulting therefrom, whether or not suit is brought, (v) all reasonable
expenses paid or incurred by Lender or in connection with any refinancing or restructuring of the Obligations, any of the Loan Documents, or any
other document, instrument or agreement entered into in connection herewith in the nature of a workout, (vi) the reasonable costs and expenses
incurred if Lender shall hire or pay someone else to help enforce this Agreement and/or the Loan Documents; and (vii) all court costs and such
additional fees as may be directed by the court.
“Fees” means the various fees owing by Borrower to Lender set forth in Section 2.6.
“Final Maturity Date” is defined in Section 9.1.
“GAAP” means generally accepted accounting principles in the United States of America, consistently applied, which are in effect as of
the date of this Agreement.
“Governing Documents” means the certificate or articles or certificate of incorporation, by-laws, articles or certificate of organization,
operating agreement, or other organizational or governing documents of any Person.
“Governmental Authority” means any federal, state, local or other governmental department, commission, board, bureau, agency,
central bank, court, tribunal or other instrumentality or authority or subdivision thereof, domestic or foreign, exercising executive, legislative,
judicial, regulatory or administrative functions of or pertaining to government.
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“Guaranties” and “Guaranty” means, individually or collectively as the context requires, each certain Continuing Guaranty executed by
a Guarantor in favor of Lender.
“Guarantor(s)” means, individually or collectively as the context requires, every Person who now or hereafter executes a Guaranty in
favor of Lender with respect to the Obligations.
“Hazardous Materials” means (a) substances that are defined or listed in, or otherwise classified pursuant to, any applicable laws or
regulations as “hazardous substances,” “hazardous materials,” “hazardous wastes,” “toxic substances,” or any other formulation intended to
define, list, or classify substances by reason of deleterious properties such as ignitability, corrosivity, reactivity, carcinogenicity, reproductive
toxicity, or “EP toxicity”, (b) oil, petroleum, or petroleum derived substances, natural gas, natural gas liquids, synthetic gas, drilling fluids,
produced waters, and other wastes associated with the exploration, development, or production of crude oil, natural gas, or geothermal resources,
(c) any flammable substances or explosives or any radioactive materials, and (d) asbestos in any form or electrical equipment that contains any
oil or dielectric fluid containing levels of polychlorinated biphenyls in excess of 50 parts per million.
“Initial Maturity Date” is defined in Section 9.1 of Schedule B.
“Insolvency Proceeding” means any proceeding commenced by or against any Person, under any provision of the Bankruptcy Code, or
under any other bankruptcy or insolvency law, including, but not limited to, assignments for the benefit of creditors, formal or informal
moratoriums, compositions, or extensions with some or all creditors.
“Interest Rate” is defined in Section 2.7(a) of Schedule B.
“Inventory” is defined in the UCC.
“Inventory Advance Rate” is defined in Section 2.1 of Schedule B.
“Inventory Sublimit” is defined in Section 2.1 of Schedule B.
“Lender” is defined in the Preamble.
“Lien” means any mortgage, deed of trust, pledge, security interest, hypothecation, assignment, deposit arrangement or other preferential
arrangement, charge or encumbrance (including, any conditional sale or other title retention agreement, or finance lease) of any kind.
“Line of Credit Commitment” is defined in Section 2.1 of Schedule B.
“Loans” means the Advances, and any other loans or extensions of credit that Lender, in its sole discretion, may determine to provide to
Borrower (each, a “Loan”).
“Loan Documents” means this Agreement, any Guarantees, together with every other agreement, note, document, contract or
instrument to which Borrower or any Guarantor now or in the future may be a party and which may be required by Lender in connection with, or as
a condition to, the execution of this Agreement.
“Material Adverse Effect” means a material adverse effect on (i) the business, Assets, condition (financial or otherwise), or results of
operations of Borrower; (ii) the ability of Borrower to perform its obligations under this Agreement and the Loan Documents to which it is a party
(including, without limitation, repayment of the Obligations as they come due), or the ability of any Guarantor to perform its obligations under the
Loan Documents to which it is a party, (iii) the validity or enforceability of this Agreement, the Loan Documents, or the rights or remedies of
Lender hereunder and thereunder, (iv) the value of the Collateral, or (v) the priority of Lender’s Liens in the Collateral.
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“Minimum Borrowing Amount” means $1,000,000. “Minimum Interest” is defined in Section 2.7(c) of Schedule B.
“Net Amount of Eligible Accounts” means the gross amount of the Eligible Accounts less returns, discounts, credits or offsets of any
nature.
“Obligations” means any and all indebtedness, liabilities, and obligations of Borrower owing to Lender, and to its successors and
assigns, previously, now, or hereafter incurred, and howsoever evidenced, whether direct or indirect, absolute or contingent, joint or several,
liquidated or unliquidated, voluntary or involuntary, due or not due, legal or equitable, whether incurred before, during, or after any Insolvency
Proceeding and whether recovery thereof is or becomes barred by a statute of limitations or is or becomes otherwise unenforceable or
unallowable as claims in any Insolvency Proceeding, together with all interest thereupon (including interest accruing at the Default Rate) and
including any interest that, but for the provisions of the Bankruptcy Code, would have accrued during the pendency of an Insolvency Proceeding.
The Obligations shall include, without limiting the generality of the foregoing, all principal and interest and other payment obligations owing under
the Loans, all Expenses, the Fees, any other fees and expenses due hereunder and under the Loan Documents (including any fees or expenses
that, but for the provisions of the Bankruptcy Code, would have accrued during the pendency of an Insolvency Proceeding), and all other
indebtedness evidenced by this Agreement and/or the Loan Documents.
“Overadvance” is defined in Section 2.2.
“Owner” means each Person having legal or beneficial title to an ownership interest in Borrower, or a right to acquire such an interest.
“Pass-Through Tax Liabilities” means the amount of state and federal income tax paid or to be paid by the Owners on taxable income
earned by Borrower and attributable to the Owners as a result of Borrower’s “pass-through” tax status, assuming the highest marginal income tax
rate for federal and state (for the state or states in which any Owner is liable for income taxes with respect to such income) income tax purposes,
after taking into account any deduction for state income taxes in calculating the federal income tax liability and all other deductions, credits,
deferrals and other reductions available to the Owners from or through Borrower.
“Permitted Liens” means (i) Liens for current taxes, assessments or other governmental charges which are not delinquent or remain
payable without any penalty, or are being contested in good faith by appropriate proceedings, provided that, if delinquent, adequate reserves have
been set aside with respect thereto as required by GAAP and, by reason of nonpayment, no property is subject to a material risk of loss or
forfeiture; (ii) Liens in favor of Lender, in accordance with the Loan Documents, and (iii) statutory Liens, such as inchoate mechanics’, inchoate
materialmen’s, landlord’s, warehousemen’s, and carriers’ liens, and other similar liens, other than those described in clause (i) above, arising in
the ordinary course of business with respect to obligations which are not delinquent or are being contested in good faith by appropriate
proceedings, provided that, if delinquent, adequate reserves have been set aside with respect thereto as required by GAAP and, by reason of
nonpayment, no property is subject to a material risk of loss or forfeiture.
“Person” means and includes natural persons, corporations, limited partnerships, general partnerships, limited liability companies, limited
liability partnerships, joint stock companies, joint ventures, associations, companies, trusts, banks, trust companies, land trusts, business trusts,
or other organizations, irrespective of whether they are legal entities, and governments and agencies and political subdivisions thereof.
“Premises” is defined in Section 3.5(a).
“Prime Rate” means that variable interest rate which is subject to change from time to time based upon changes in the independent
index which is the Prime Rate as published in the Money Rates Section of the Western Edition of the Wall Street Journal (the “Index”). The Index
is not necessarily the lowest rate charged by Lender on its commercial loans. If the Index becomes unavailable during the term of this loan,
Lender may designate a substitute index after notice to Borrower. Lender will advise Borrower of the current Index rate upon request. The Prime
Rate shall be rounded to the
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closest ¼th of 1% with no adjustments to be made in the rate for changes of less than ¼th of 1%. All adjustments will be made on the last day of
each month based on the highest Prime Rate announced at any time during that month.
“Tax Distributions” means distributions declared and paid by Borrower to its Owners, or which could have been declared and paid by
Borrower, in an amount not to exceed the lesser of 40% of Borrower’s pre-tax distribution net income, determined as at the end of each fiscal
year of Borrower, or the Pass-Through Tax Liabilities.
“Termination Date” means the date when this Agreement has been terminated and Lender has received the payment, performance and
satisfaction in full in cash of the Obligations.
“Total Commitment” is defined in Section A of Schedule B.
“UCC” means the California Uniform Commercial Code, as amended or supplemented from time to time.

INITIALS______
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SCHEDULE B
TO
LOAN AND SECURITY AGREEMENT
CERTAIN CREDIT TERMS
Loan and Security Agreement Section

Credit Terms

Section A – Total Commitment

$5,000,000

Section 2.1 – Line of Credit Commitment:

$5,000,000

Section B – Exceptions to Concentration Limit:

Concentration limits for certain Account Debtors:
Up to 50% of all Eligible Accounts for accounts where ADS Aviator- 2
Company is the account debtor

Section 2.1 – Accounts Advance Rate:

85%

Section 2.1 – Inventory Advance Rate:

20%

Section 2.1 – Inventory Sublimit:

The lesser of (a) $500,000, or (b) an amount equal to 50% of availability under
clause (a) of the definition of “Borrowing Base” set forth in Schedule A.

Section 2.6(a) – Annual Facility Fee:

An amount equal to (i) 1.00% of the Total Commitment due on the Closing
Date, and (ii) 1.00% of the Total Commitment due on every anniversary
thereafter of the Closing Date.

Section 2.6(d) – Collateral Management Fee
Percentage:

0.50%

Section 2.6(d) – Minimum Collateral
Management Fee:

Minimum Borrowing Amount times the Collateral Management Fee
Percentage.

Section 2.6(e) -- Line of Credit Termination
and/or Reduction Fees:

An amount equal to the greater of: (a) the product of (i) the average total
monthly revenue, including without limitation interest, fees, and charges,
realized by Lender for the period from the date of this Agreement to the date
of payoff, times (ii) the number of months after the payoff date through the
Final Maturity Date, or (b) the percentage of the Total Commitment set forth in
the table below for the applicable period:

Section 2.7(a) – Interest Rate:

The Interest Rate for all Advances shall be the sum of the Prime Rate plus
two percentage points (2.00%).

Loan and Security Agreement Section

Credit Terms

Section 2.7(c) – Minimum Interest:

Minimum Borrowing Amount times the Interest Rate.

Section 5.9 Financial Statements Delivered
at Closing:

CPA-audited financial statements for its fiscal year ended December 31,
2017, and internally-prepared financial statements for the fiscal-year-to-date
period ended October 31, 2018

Section 6.3(f) – Annual Financial
Statements:

CPA-audited within 120 days of fiscal year end

Section 9.1 – Initial Maturity Date:

December 11, 2021

INITIALS______
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SCHEDULE C
TO
LOAN AND SECURITY AGREEMENT
DISCLOSURE SCHEDULE
Section 5.1 – Legal Status:
Borrower’s Exact Legal Name

Jurisdiction of Organization or
Formation

Organizational
Identification Number

FEIN

Energy Focus, Inc.

Delaware

4186108

94-3021850

Section 5.2 – Locations of Chief Executive Office, Books and Records, Collateral:
Location of Borrower’s Chief Executive
Office
32000 Aurora Road, Suite B Solon, OH
44139

Location of Books and Records
32000 Aurora Road, Suite B
Solon, OH 44139

Other Locations Where Collateral is Kept
2555 USA Parkway, Suite 104
McCarran, NV 89434
8F., No.58 Ln. 188, Ruiguang Rd., Neihu
Dist., Taipei City 114, Taiwan (R.O.C.)
75 E Santa Clara Street
San Jose, CA 95113

Section 5.3 – Trade Names; Trade Styles:
Trade Names, Fictitious Business Names
In 2013, Borrower divested its pool products business, which did not have a separate name. However, the pool products business was
sometimes referred to as the “Fiberstars Business” or the “Pool Products Business.”
In December 2009, Borrower acquired Stones River Companies, LLC, a Tennessee limited liability company, that was eventually
renamed Energy Focus LED Solutions, LLC (“EFLS”). In the 3rd quarter of 2015, Borrower announced that it had substantially
completed the remaining projects, and had closed the business of EFLS. Borrower still carries a pollution insurance policy for EFLS
that should expire in 2020. EFLS remains an active entity in Rhode Island for the purpose of filing state tax returns. An application for
withdrawal is in process to be filed in Rhode Island. EFLS also remains an active entity in Pennsylvania due to an error in withdrawal
paperwork related to the entity’s name change. Corrected withdrawal paperwork is in process to be filed in Pennsylvania. EFLS was
dissolved in 2016.
Energy Focus Europe, Ltd. (“EFE”) was a subsidiary of Borrower, domiciled in the United Kingdom, which was a shell company with
no operations. EFE was dissolved in April of 2018.
EFE had a subsidiary named Crescent Lighting Limited (“CLL”), which was also domiciled in the United Kingdom, which was sold for a
nominal amount to its Managing Director in 2015.
Section 5.8 – Indebtedness:
Schedule C

Other Indebtedness
Irrevocable Letter of Credit (“LOC”) that was issued by Keybank National Association, for the account of Borrower, in favor of ESRT
Empire State Building, L.L.C, which is secured by Borrower’s Certificate of Deposit that is held by Keybank National Association. This
LOC was obtained to secure one year’s worth of rent payments for an office lease in New York City, NY that ends in 2021.
Unsecured revolving lines of credit made available to the Borrower by American Express in the maximum principal amount of
$390,000.
Section 5.10 – Litigation:
Litigation
Borrower filed a complaint in February of 2018 against one of its distributors for nonpayment of invoices that were issued for product
shipped by Borrower. The former distributor filed a counterclaim against Borrower, and later an amended counter complaint against
Borrower in November of 2018. Borrower is filing responsive pleadings to seek dismissal of the amended counter complaint.
Section 5.16 – Environmental Condition:
Environmental Condition
None.
Section 5.20 – Equipment Leases:
Schedule C

Description of Equipment

Lessor

Toyota towmotor, Model 6BWR15, S/N 30132

De Lage Landen Financial Services, Inc.

Toshiba photocopier, Model ES2550C, S/N C7CE27714

Taishiba International Co., Ltd.

Postage Equipment leased under Agreement # H286073003

Pitney Bowes Global Financial Services LLC

ComDoc Photocopiers: (1) 7035, (1) 8055, (2) 8045

ComDoc

Internet Router

AT&T

3 MSP Platinum Server VM Host
1 MSP Platinum SAN Array
10 MSP Platinum Server Virtual Machine
17 MSP Platinum Network Devices
52 MSP Platinum Desktop/Laptop

Integrated IT Group LLC

StarBox Cloud Connection System:
17 Extension/Port Licenses
1 StarBox 2250CR Cloud Connection Manager

AtNetPlus

VoIP Phones:
16 Polycom VVX 600 Phones
1 Polycom 6000 Conference Room IP Speaker Phone
StarBox Cloud Connection System:
53 Extension/Port Licenses
1 StarBox 2250CR Cloud Connection Manager

AtNetPlus

VoIP Phones:
47 Polycom VVX 600 Phones
1 Provision Existing Polycom VVX 300 IP Phone
3 Provision Existing Polycom 6000 Conference Room IP Speaker Phones
Section 5.21 – Deposit Accounts:
Bank Name and Address
Keybank National Association
127 Public Square
Cleveland, OH 44114

Account Number(s)
Concentration Account – 359681428413
Accounts Receivable Account (Lockbox) – 359681428454
Accounts Payable Account – 359681428462
Payroll Account – 359681428959

Section 5.22 – Securities and Commodities Accounts:
Brokerage Name and Address

Account Number(s)

Keybank National Association
127 Public Square
Cleveland, OH 44114

Certificate of Deposit – 35698800017657

Borrower shall deliver any information required from time-to-time to update the information disclosed herein and thereafter such information shall be
deemed disclosed under this Schedule C, provided that no such disclosure and update shall permit any event, occurrence or circumstance that
violates the terms of the Loan Documents.

Schedule C

Exhibit 99.1

Energy Focus Announces New $5 Million Revolving Credit Facility
SOLON, Ohio, December 11, 2018 -- Energy Focus, Inc. (NASDAQ:EFOI), a leader in advanced LED retrofit technologies, announced
today that it has entered into a $5 million revolving Credit Facility with Austin Financial Services.
Borrowings under the Credit Facility are limited to a borrowing base requirement based on 85% of eligible receivables, plus available
inventory (to a maximum $500 thousand for the inventory portion). The Credit Facility is a three-year agreement, secured by a lien on
domestic assets, expiring on December 31, 2021, unless terminated sooner. More details regarding the Credit Facility are available in
the Company’s Form 8-K filed today.
“Our new Credit Facility provides us with greater financial flexibility to fund our operations and to support our turnaround objectives,”
said Jerry Turin, Chief Financial Officer, Energy Focus, Inc.
About Energy Focus
Energy Focus is an industry-leading innovator of energy-efficient LED lighting technology. As the creator of the first UL-verified
flicker-free LED products, Energy Focus’ products provide extensive energy and maintenance savings, as well as safety, health and
productivity benefits over conventional lighting. Our customers serve the commercial, industrial, healthcare, education and military
markets.
Energy Focus is headquartered in Solon, Ohio. For more information, visit our website at www.energyfocus.com.
About Austin Financial Services
Headquartered in Los Angeles, California and with a nationwide lending focus, Austin Financial Services (AFS) is a privately held
middle-market lender who has been providing alternative funding in the form of fast and flexible lines of credit to small- and mediumsized businesses for over 37 years. AFS specializes in asset based lending solutions which include, revolving lines of credit and term
loans secured by accounts receivable, inventory, and equipment for businesses in a growth or turnaround mode with revenues from $5
million to $120 million and borrowing needs up to $12 million.

Forward Looking Statements:
Forward-looking statements in this release are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform
Act of 1995. Generally, these statements can be identified by the use of words such as “believes,” “estimates,” “anticipates,” “expects,”
“seeks,” “projects,” “intends,” “plans,” “may,” “will,” “should,” “could,” “would” and similar expressions intended to identify
forward-looking statements, although not all forward-looking statements contain these identifying words. These forward-looking
statements include all matters that are not historical facts and include statements regarding our current expectations concerning, among
other things, our results of operations, financial condition, liquidity, prospects, growth, strategies, capital
32000 Aurora Road, Solon, OH 44139

• www.energyfocus.com

•

800.327.7877

expenditures and the industry in which we operate. By their nature, forward-looking statements involve risks and uncertainties because
they relate to events and depend on circumstances that may or may not occur in the future. Although we base these forward-looking
statements on assumptions that we believe are reasonable when made, we caution you that forward-looking statements are not
guarantees of future performance and that our actual results of operations, financial condition and liquidity, and industry developments
may differ materially from statements made in or suggested by the forward-looking statements contained in this release. We believe that
important factors that could cause our actual results to differ materially from forward-looking statements include, but are not limited to:
(i) our history of operating losses and our ability to effectively implement cost-cutting measures and generate sufficient cash from
operations or receive sufficient financing, on acceptable terms, to continue our operations; (ii) our reliance on a limited number of
customers, in particular our historical sales of products for the U.S. Navy, for a significant portion of our revenue, and our ability to
maintain or grow such sales levels; (iii) the entrance of new competitors in our target markets; (iv) general economic conditions in the
United States and in other markets in which we sell our products; (v) our ability to implement and manage our growth plans to diversify
our customer base, increase sales, and control expenses; (vi) our ability to increase demand in our targeted markets and to manage sales
cycles that are difficult to predict and may span several quarters; (vii) the timing of large customer orders and significant expenses, and
fluctuations between demand and capacity, as we invest in growth opportunities; (viii) our dependence on military maritime customers
and on the levels of government funding available to such customers, as well as funding resources of our other customers in the public
sector and commercial markets; (ix) market acceptance of LED lighting technology; (x) our ability to respond to new lighting
technologies and market trends, and fulfill our warranty obligations with safe and reliable products; (xi) any delays we may encounter
in making new products available or fulfilling customer specifications; (xii) our ability to compete effectively against companies with
greater resources, lower cost structures, or more rapid development efforts; (xiii) our ability to protect our intellectual property rights
and other confidential information, and manage infringement claims by others; (xiv) the impact of any type of legal inquiry, claim, or
dispute; (xv) our reliance on a limited number of third-party suppliers, our ability to obtain critical components and finished products
from such suppliers on acceptable terms, and the impact of our fluctuating demand on the stability of such suppliers; (xvi) our ability to
timely and efficiently transport products from our third-party suppliers to our facility by ocean marine channels; (xvii) our ability to
successfully scale our network of sales representatives, agents, and distributors to match the sales reach of larger, established
competitors; (xviii) any flaws or defects in our products or in the manner in which they are used or installed; (xix) our compliance with
government contracting laws and regulations, through both direct and indirect sale channels, as well as other laws, such as those
relating to the environment and health and safety; (xx) risks inherent in international markets, such as economic and political
uncertainty, changing regulatory and tax requirements, currency fluctuations and potential tariffs and other barriers to international
trade; (xxi) our ability to attract and retain qualified personnel, and to do so in a timely manner; and (xxii) our ability to maintain
effective internal controls and otherwise comply with our obligations as a public company and under Nasdaq listing standards.
###
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32000 Aurora Road, Solon, OH 44139

• www.energyfocus.com

•

800.327.7877

