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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS
This report contains forward-looking statements. The forward-looking statements are contained principally in the section entitled “Management ’s Discussion
and Analysis of Financial Condition and Results of Operations.” These statements involve known and unknown risks, uncertainties and other factors which may
cause our actual results, performance or achievements to be materially different from any future results, performances or achievements expressed or implied by the
forward-looking statements. These risks and uncertainties include, but are not limited to, the factors described in the section captioned “Risk Factors” below. In
some cases, you can identify forward-looking statements by terms such as “anticipates,” “believes,” “could,” “estimates,” “expects,” “intends,” “may,” “plans,”
“potential,” “predicts,” “projects,” “should,” “would,” and similar expressions intended to identify forward-looking statements. Forward-looking statements reflect our
current views with respect to future events and are based on assumptions and subject to risks and uncertainties. Given these uncertainties, you should not place
undue reliance on these forward-looking statements. These forward-looking statements include, among other things, statements relating to:
•
•
•
•
•
•
•
•

our ability to secure sufficient funding and alternative source of funding to support our current and proposed operations;
our anticipated growth strategies and our ability to manage the expansion of our business operations effectively;
our ability to maintain or increase our market share in the competitive markets in which we do business;
our ability to keep up with rapidly changing technologies and evolving industry standards, including our ability to achieve technological advances;
our dependence on the growth in demand for our products;
our ability to diversify our product offerings and capture new market opportunities;
our ability to source our needs for skilled labor, machinery, parts, and raw materials economically; and
the loss of key members of our senior management.
Also, forward-looking statements represent our estimates and assumptions only as of the date of this report. You should read this report and the documents
that we reference and file as exhibits to this report completely and with the understanding that our actual future results may be materially different from what we
expect. Except as required by law, we assume no obligation to update any forward-looking statements publicly, or to update the reasons actual results could differ
materially from those anticipated in any forward-looking statements, even if new information becomes available in the future.
Use of Certain Defined Terms
Except where the context otherwise requires and for the purposes of this report only:

•
•
•
•

the “Company,” “we,” “us,” and “our” refer to the combined business of Flux Power Holdings, Inc., a Nevada corporation and its wholly-owned subsidiary, Flux
Power, Inc. (“Flux Power”), a California corporation;
“Exchange Act” refers to the Securities Exchange Act of 1934, as amended;
“SEC” refers to the Securities and Exchange Commission; and
“Securities Act” refers to the Securities Act of 1933, as amended.

PART I - Financial Information
Item 1. Financial Statements
FLUX POWER HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
March 31, 2017
(Unaudited)

June 30, 2016

ASSETS
Current assets:
Cash
Accounts receivable
Inventories
Deferred financing costs
Other current assets
Total current assets

$

Other assets
Property, plant and equipment, net

70,000
84,000
950,000
49,000
1,153,000

$

16,000
59,000

Total assets

127,000
82,000
202,000
44,000
42,000
497,000
16,000
46,000

$

1,228,000

$

559,000

$

673,000
316,000
3,325,000
4,314,000

$

526,000
335,000
24,000
1,200,000
196,000
2,281,000

LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:
Accounts payable
Accrued expenses
Warrant derivative liability
Line of credit - related party
Line of credit, net of discount
Total current liabilities
Long term liabilities:
Customer deposits from related party
Advance - related party
Total liabilities

124,000
500,000

136,000
-

4,938,000

2,417,000

-

-

Commitments and contingencies (Note 12)
Stockholders’ deficit:
Preferred stock, $0.001 par value; 5,000,000 shares authorized; none issued and outstanding
Common stock, $0.001 par value; 300,000,000 shares authorized; 250,609,087 and 209,375,137 shares issued and
outstanding at March 31, 2017 and June 30, 2016, respectively
Additional paid-in capital
Accumulated deficit
Total stockholders’ deficit
$

Total liabilities and stockholders ’ deficit

251,000
14,678,000
(18,639,000)

209,000
13,195,000
(15,262,000)

(3,710,000)

(1,858,000)

1,228,000

The accompanying notes are an integral part of these condensed consolidated financial statements.
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$

559,000

FLUX POWER HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
Three months ending March 31,
2017
Net revenue

$

306,000

$

2017

117,000

Cost of sales

526,000

327,000

Gross loss

(220,000)

(210,000)

Operating expenses:
Selling and administrative expenses
Research and development
Total operating expenses

664,000
227,000
891,000

595,000
253,000
848,000

Operating loss

(1,111,000)

Other income (expense):
Change in fair value of derivative liabilities
Interest expense
Net loss
Net loss per share - basic and diluted

$

781,000

$

1,352,000

(1,058,000)

394,000
767,000

(571,000)

(373,000)

1,910,000
736,000
2,646,000

1,765,000
1,048,000
2,813,000

(3,217,000)

(3,186,000)

16,000

14,000

16,000

(52,000)

(190,000)

(174,000)

(286,000)

$

(1,162,000)

$

(1,232,000)

$

(3,377,000)

$

(3,456,000)

$

(0.00)

$

(0.01)

$

(0.01)

$

(0.02)

150,901,345

243,724,189

The accompanying notes are an integral part of these condensed consolidated financial statements.
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2016

1,000

250,382,557

Weighted average number of common shares outstanding - basic and diluted

Nine months ending March 31,

2016

138,710,894

FLUX POWER HOLDING, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
Nine months ended March 31,
2017
Cash flows from operating activities:
Net loss

$

Adjustments to reconcile net loss to net cash used in operating activities
Depreciation
Change in fair value of warrant liability
Stock-based compensation
Stock issuance for services
Amortization of prepaid advisory fees
Amortization of deferred financing costs
Amortization of debt discount
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Other current assets
Accounts payable
Accrued expenses
Customer deposits from related party
Net cash used in operating activities
Cash flows from investing activities
Purchases of equipment
Net cash used in investing activities
Cash flows from financing activities:
Repayment of line of credit
Proceeds from the sale of common stock
Proceeds from line of credit and advance - related party, net
Net cash provided by financing activities
Net change in cash
Cash, beginning of period
Cash, end of period

2016

(3,377,000)

$

(3,456,000)

32,000
(14,000)
30,000
9,000
44,000
19,000

20,000
(16,000)
99,000
14,000
19,000
133,000
65,000

(2,000)
(748,000)
(7,000)
148,000
(19,000)
(12,000)
(3,897,000)

46,000
(10,000)
(9,000)
85,000
162,000
(2,848,000)

(45,000)
(45,000)

-

(215,000)
1,075,000
3,025,000
3,885,000

2,875,000
2,875,000

(57,000)
127,000

27,000
53,000

$

70,000

$

80,000

$

400,000

$

2,047,000

$
$

10,000

$
$

310,000
-

Supplemental Disclosures of Non-Cash Investing and Financing Activities:
Conversion of debt to equity
Deferred financing cost related to the line of credit - related party
Fair value of warrants exchanged for common stock

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FLUX POWER HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2017
NOTE 1 - NATURE OF BUSINESS

Basis of Presentation
The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in accordance with accounting principles
generally accepted in the United States of America (“GAAP”) and the rules of the Securities and Exchange Commission (“SEC”) applicable to interim reports of
companies filing as a smaller reporting company. These financial statements should be read in conjunction with the audited financial statements and notes thereto
contained in the Company’s Annual Report on Form 10-K for the fiscal year ended June 30, 2016 filed with the SEC on September 26, 2016. In the opinion of
management, the accompanying condensed consolidated interim financial statements include all adjustments necessary in order to make the financial statements
not misleading. The results of operations for interim periods are not necessarily indicative of the results to be expected for the full year or any other future period.
Certain notes to the financial statements that would substantially duplicate the disclosures contained in the audited financial statements for the most recent fiscal
year as reported in the Company’s Annual Report on Form 10-K have been omitted. The accompanying condensed consolidated balance sheet at June 30, 2016
has been derived from the audited balance sheet at June 30, 2016 contained in such Form 10-K.
Nature of Business
Flux Power Holdings, Inc. ("Flux") was incorporated as Olerama, Inc. in Nevada in 1998. Following the completion of a reverse merger on June 14, 2012, as
described below, Flux's operations have been conducted through its wholly owned subsidiary, Flux Power, Inc. (“Flux Power”), a California corporation (collectively,
the "Company").
Flux Power develops and sells rechargeable advanced energy storage systems for industrial applications, such as, electric fork lifts and airport ground
support equipment. The Company has structured its business around its core technology, “The Battery Management System” (“BMS”). The Company’s BMS
provides three critical functions to their battery systems: cell balancing, monitoring and error reporting. Using its proprietary management technology, the Company
is able to offer complete integrated energy storage solutions or custom modular standalone systems to their clients. The Company has also developed a suite of
complementary technologies and products that accompany their core products. Sales during the nine months ended March 31, 2017 and 2016 were primarily to
customers located throughout the United States.
As used herein, the terms “we,” “us,” “our,” “Flux” and “Company” mean Flux Power Holdings, Inc., unless otherwise indicated. All dollar amounts herein are
in U.S. dollars unless otherwise stated.
NOTE 2 - GOING CONCERN
The accompanying consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of assets and the
satisfaction of liabilities in the normal course of business. The Company has incurred an accumulated deficit of $18,639,000 through March 31, 2017, and as of
March 31, 2017, had a working capital deficit of $3,161,000. To date, our revenues and operating cash flows have not been sufficient to sustain our operations and
we have relied on debt and equity financing to fund our operations. These factors raise substantial doubt about our ability to continue as a going concern. Our ability
to continue as a going concern is dependent upon our ability to raise additional capital on a timely basis until such time as revenues and related cash flows are
sufficient to fund our operations.
Management plans to raise additional required capital through private placements of equity securities and through draws on our existing related-party credit
facility. For the period from April 4, 2016 through August 31, 2016, a total of $3,900,000 was raised pursuant to this private placement. Of this total, $2,125,000
was received in cash and $1,775,000 resulted from the settlement of outstanding debt.
We currently have a line of credit facility with our largest shareholder with a maximum principal amount available of $ 5,000,000. As of May 15, 2017, an
aggregate of $845,000 was available for future draws at the lender’s discretion. The related party credit facility matures on January 31, 2018, but may be further
extended by the lender (see Notes 5 and 13). In addition, we are pursuing other investment structures that management believes may generate the necessary
funding for the Company.
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Although management believes that the additional required funding will be obtained, there is no guarantee we will be able to obtain the additional required
funds on a timely basis or that funds will be available on terms acceptable to us. If such funds are not available when required, management will be required to
curtail its investments in additional sales and marketing and product development resources, and capital expenditures, which may have a material adverse effect on
our future cash flows and results of operations, and our ability to continue operating as a going concern. The accompanying financial statements do not include any
adjustments that would be necessary should we be unable to continue as a going concern and, therefore, be required to liquidate its assets and discharge its
liabilities in other than the normal course of business and at amounts that may differ from those reflected in the accompanying consolidated financial statements.
NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company's significant accounting policies are described in Note 3, "Summary of Significant Accounting Policies," in the Company's Annual Report on
Form 10-K for the fiscal year ended June 30, 2016. There have been no material changes in these policies or their application.
Principles of Consolidation
The condensed consolidated financial statements include Flux Power Holdings, Inc. and its wholly-owned subsidiary Flux Power, Inc. after elimination of all
intercompany accounts and transactions.
Reclassifications
Certain prior period amounts have been reclassified to conform to the current period presentation for comparative purposes.
Net Loss Per Common Share
The Company calculates basic loss per common share by dividing net loss by the weighted average number of common shares outstanding during the
periods. Diluted loss per common share includes the impact from all dilutive potential common shares relating to outstanding convertible securities.
For the three months ended March 3, 2017 and 2016, basic and diluted weighted-average common shares outstanding were 250,382,557 and 150,901,345,
respectively. For the nine months ended March 31, 2017 and 2016, basic and diluted weighted-average common shares outstanding were 243,724,189 and
138,710,894, respectively. The Company incurred a net loss for the three and nine months ended March 31, 2017 and 2016, and therefore, basic and diluted loss
per share for the periods are the same because the inclusion of potential common equivalent shares were excluded from diluted weighted-average common shares
outstanding during the period, as the inclusion of such shares would be anti-dilutive. The total potentially dilutive common shares outstanding at March 31, 2017
and 2016, excluded from diluted weighted-average common shares outstanding, which include common shares underlying outstanding convertible debt, stock
options and warrants, were 93,174,228 and 77,549,763, respectively.
Recent Accounting Pronouncements
Management has considered all recent accounting pronouncements issued since the last audit of the Company ’s consolidated financial statements, and
believes that these recent pronouncements will not have a material effect on the Company’s consolidated financial statements.
NOTE 4 - INVENTORIES
Inventories consist of the following :
March 31, 2017
Raw materials
Work in process
Finished goods
Total Inventories

$

$

June 30, 2016
233,000
405,000
312,000
950,000

$

$

189,000
13,000
202,000

Inventories consist primarily of our energy storage systems and the related subcomponents, and are stated at the lower of cost (first-in, first-out) or market.
Inventory held at consignment locations is included in our finished goods inventory and totaled $33,000 and $10,000 as of March 31, 2017 and June 30, 2016,
respectively.
NOTE 5 - RELATED PARTY DEBT AGREEMENTS
Between October 2011 and September 2012, the Company entered into three debt agreement with Esenjay Investments, LLC (“Esenjay”). Esenjay is
deemed to be a related party as Mr. Michael Johnson, the beneficial owner and director of Esenjay is a current member of our board of directors and a major
shareholder of the Company (owning approximately 64% of our outstanding common shares as of March 31, 2017). The three debt agreements consisted of a
Bridge Loan Promissory Note, a Secondary Revolving Promissory Note and an Unrestricted Line of Credit (collectively, the “Loan Agreements”). On December 31,
2015, the Bridge Loan Promissory Note and the Secondary Revolving Promissory Note expired leaving the Unrestricted Line of Credit.
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The Unrestricted Line of Credit, bearing an interest rate of 6% per annum, has since been amended resulting in an increase in the maximum borrowing
amount from $2,000,000 to $3,500,000, a reduction in the conversion rate of $0.30 to $0.06 per share, and an extension of the maturity date from December 31,
2015 to January 31, 2018. The change in the conversion rate took place on December 29, 2015 and resulted in an estimated change in fair value of the
conversion price of $310,000. This change in fair value was recorded as a deferred financing cost on December 29, 2015 and was amortized over the then
remaining seven-month term of the Unrestricted Line of Credit. The deferred financing cost was fully amortized as of July 31, 2016. During the nine months ended
March 31, 2017, we recorded $44,000 of deferred financing amortization costs, which is included in interest expense in the accompanying condensed consolidated
statements of operations.
Between July 1, 2014 and March 31, 2017, we borrowed an aggregate of $7,075,000 pursuant to these various debt agreements with Esenjay. On
September 3, 2015, we entered into a Loan Conversion Agreement with Esenjay, as amended on October 6, 2015 and November 13, 2015, pursuant to which we
issued 51,171,025 shares of our common stock (based on $0.04 per share) in exchange for the cancellation of $2,000,000 outstanding under the Loan Agreements,
plus $46,841 in accrued interest. In conjunction with our then outstanding private placement (see Note 7) between April 1, 2016 and August 31, 2016, $1,750,000 of
the outstanding debt under the Unrestricted Line of Credit was settled via the issuance of 43,750,000 shares of our common stock.
As of March 31, 2017, the outstanding principal balance of the Unrestricted Line of Credit was $3,325,000. Borrowings under the Unrestricted Line of Credit
are subject to pre-approval by Esenjay which has no obligation to loan additional funds. During the three and nine months ended March 31, 2017, the Company
recorded approximately $42,000 and $80,000 of interest expense related to the Unrestricted Line of Credit, respectively. During the three and nine months ended
March 31, 2016, the Company recorded approximately $30,000 and $80,000 of interest expense related to the Unrestricted Line of Credit, respectively.
On April 11, 2017, the Unrestricted Line of Credit was amended for a fifth time resulting in an increase in the maximum borrowing amount from $3,500,000
to $5,000,000 and an increase in the interest rate, effective April 1, 2017, from 6% per annum to 8% per annum on the outstanding balance and future drawdowns.
See Note 13.
During the three months ended March 31, 2017 , we received cash advances totaling $500,000 (the “Advances”) from a shareholder (“Shareholder”). The
Advances were received pursuant to an oral agreement, whereby we agreed to accrue interest on the Advances at 12% per annum. During the three ended March
31, 2017, the Company recorded approximately $7,000 of interest expense related to the Advances. See Note 13.

NOTE 6 - LINE OF CREDIT
Line of Credit
On October 2, 2014, the Company entered into a line of credit (“Line of Credit”) agreement in the maximum amount of $500,000 with a non-related lender
(“Lender”). Borrowings under the Line of Credit bear interest at 8% per annum, with all unpaid principal and accrued interest due and payable in September 2016
pursuant to the terms of the Secured Convertible Promissory Note (the “Note”). In addition, at the election of Lender, all or any portion of the outstanding principal,
accrued but unpaid interest and/or late charges under the Line of Credit may be converted into shares of the Company’s common stock at any time at a conversion
price of $0.12 per share. Borrowings under the Line of Credit are guaranteed by the Company, and are secured by all of the assets of the Company pursuant to the
terms of a certain Security Agreement and Guaranty Agreement dated as of October 2, 2014. Upon maturity, there was $215,000 outstanding under the Note and
accrued interest of $34,000. The Company did not pay the Lender upon maturity of the Line of Credit which subjected the Company to an increased interest rate of
18% and a penalty fee. The Lender did not declare the Line of Credit in default, and on December 23, 2016, the Company had repaid in full the $215,000
outstanding under the Note, accrued interest totaling approximately $42,000 and the penalty fee of approximately $5,000.
In connection with the Line of Credit, the Company granted a warrant to the Lender to purchase a certain number of shares of common stock of the
Company equal to the outstanding advances under the Line of Credit divided by the conversion price of $0.12, for a term of five years, at an exercise price per share
equal to $0.20. Accordingly, in connection with the advance of $215,000, Lender is entitled to purchase up to 1,791,667 shares of common stock upon exercise of
the warrant at $0.20 per share. The Lender has no other material relationship with the Company or its affiliates. The estimated relative fair value of warrants issued
in connection with advances under the Line of Credit was recorded as a debt discount and amortized as additional interest expense over the term of the underlying
debt. The Company recorded debt discount of approximately $85,000 based on the relative fair value of these warrants. In addition, as the effective conversion
price of the debt was less than the market price of the underlying common stock on the date of issuance, the Company recorded additional debt discount of
approximately $80,000 related to the beneficial conversion feature. As of June 30, 2016, the $215,000 principal amount outstanding under this agreement is
presented net of unamortized debt discount totaling $19,000. During the nine months ended March 31, 2017 and 2016, the Company recorded debt discount
amortization of approximately $19,000 and $65,000, respectively, which is included in interest expense in the accompanying condensed consolidated statements of
operations.
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NOTE 7 - STOCKHOLDERS ’ DEFICIT

Common Stock and Warrants
We issued the following shares of common stock during the nine months ended March 31,2017:
Value of
Common Stock
Shares issued in 2016 Private Placement as Loan Conversion
Shares issued in 2016 Private Placement for Cash
Shares issued in 2016 Private Placement for Private Placement Subscription
Shares issued for Services Rendered
Shares issued in Warrant Exchange
Total

$

Shares of
Common Stock

400,000
1,075,000
9,375
10,089
1,494,464

$

10,000,000
26,875,000
2,500,000
225,000
1,633,950
41,233,950

Private Placement –2016
In April 2016, our Board of Directors approved the private placement of up to 77,500,000 shares of our common stock to select accredited investors for a
total amount of $3,100,000, or $0.04 per share of common stock. On July 28, 2016, our Board of Directors increased the aggregate amount offered up to
$4,000,000 and extended the termination date to August 31, 2016 (the “Offering”). During the period from July 1, 2016 through August 31, 2016, $1,475,000 was
raised of which $1,075,000 was received in cash and $400,000 was received via the settlement of outstanding debt. Esenjay, our controlling shareholder and
primary credit line holder, participated in the Offering as an investor by purchasing 12,500,000 shares for cash proceeds of $500,000 and 10,000,000 shares in
exchange for the settlement of $400,000 of debt owed to Esenjay by the Company. On April 15, 2016, we entered into an agreement with Esenjay, whereby
Esenjay agreed to limit its right of conversion under the Unrestricted Line of Credit to such number of shares so that upon conversion, if any, it will not cause us to
exceed our authorized number of shares of common stock. In addition, we sold 14,375,000 shares to unrelated accredited investors for $575,000 in cash and
issued 2,500,000 shares to an unrelated accredited investor, for which we had received cash proceeds prior to June 30, 2016 of $100,000. Upon termination of the
Offering on August 31, 2016, we had raised a total of $3,900,000 of which $2,125,000 was received in cash and $1,775,000 was received via the settlement of
outstanding debt and liabilities. The securities offered and sold in the Offering have not been registered under the Securities Act. The securities were offered and
sold to accredited investors in reliance upon exemptions from registration pursuant to Rule 506 promulgated thereunder.
Advisory Agreements
Boustead Securities. On December 2, 2016, we renewed our agreement with Boustead Securities, formerly known as Monarch Bay Securities,
(“Boustead”) to assist us in raising capital. The arrangement is on a non-exclusive basis and has an initial term of six months. Pursuant to the arrangement, we have
paid to Boustead a non-refundable cash retainer of $10,000. In addition, upon a successful closing of financing during the six-month period ending June 2, 2017,
we will pay Boustead a fee of 8% of gross proceeds raised in cash and warrants to purchase 8% of total number of shares issued and issuable by the Company to
investors under each successful financing.
Catalyst Global LLC. Effective April 1, 2016, we entered into a renewal contract with Catalyst Global LLC (“CGL”) to provide investor relations services for
12 months in exchange for monthly fees of $2,000 per month and 540,000 shares of restricted common stock issued as follows: 315,000 shares on June 30, 2016
for services provided during the three months ended June 30, 2016 and 75,000 shares issued upon each of the six-, nine-, and twelve-month anniversaries of the
contract. The initial tranche was valued at $0.05 per share or approximately $14,500 when issued on June 30, 2016, the second tranche of 75,000 shares was
issued on September 29, 2016 and was valued at $0.04 per share or $3,000, the third tranche of 75,000 shares was issued on January 23, 2017 and was valued at
$0.04 per share or $3,000 and the fourth tranche of 75,000 shares was issued on March 20, 2017 and was valued at $0.045 per share or $3,375. During the three
and nine months ended March 31, 2017, we recorded expense of $3,375 and $9,375, respectively.
Warrant Activity
Warrant detail for the nine months ended March 31, 2017 is reflected below:

Number of
Warrants
28,040,096
(2,714,197)
25,325,900

Warrants outstanding and exercisable at June 30, 2016
Warrants issued
Warrants exchanged
Warrants outstanding and exercisable at March 31, 2017
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Weighted
Average
Exercise
Price Per
Warrant
$
$
$
$

0.20
0.14
0.21

Remaining
Contract
Term (#
years)
0.39 - 2.50
0.36 - 1.70

In 2012, we issued warrants to certain investors and a consultant (together, the "2012 Warrant Holders") to purchase a total of 2, 907,347 shares of our
common stock at $0.41 per share (the "2012 Warrants"). On August 23, 2016, we offered our 2012 Warrant Holders the option to convert their 2012 Warrants for
shares of our common stock at a conversion rate of 0.602 shares of common stock per warrant share (the "Warrant Exchange"). As of March 31, 2017, twenty (20)
2012 Warrant Holder had accepted this offer and accordingly, we have exchanged warrant to purchase 2,714,197 shares of common stock at an exercise price of
$0.14 per share, valued at approximately $10,000, into 1,633,950 shares of common stock.
The Warrant Exchange was accounted for in accordance with the Financial Accounting Standards Board, Accounting Standards Codification Topic No.48035 Distinguishing Liabilities From Equities, Subsequent Measurement. As such, the fair value of the warrants was calculated on the settlement date and recorded
as a change in fair value of derivative liabilities. The common stock issued in exchange for the warrants was recorded at the fair value of the remaining warrant
derivative liability.
Stock-based Compensation
On November 26, 2014, our board of directors approved our 2014 Equity Incentive Plan (the “2014 Plan”), which was approved by our shareholders on
February 17, 2015. The 2014 Plan offers selected employees, directors, and consultants the opportunity to acquire our common stock, and serves to encourage
such persons to remain employed by us and to attract new employees. The 2014 Plan allows for the award of stock and options, up to 10,000,000 shares of our
common stock.
Activity in stock options during the nine months ended March 31, 2017 and related balances outstanding as of that date are reflected below:

Outstanding at June 30, 2016
Granted
Exercised
Forfeited and cancelled
Outstanding at March 31, 2017
Exercisable at March 31, 2017

Number of
Shares
9,004,020
(1,841,249)
7,162,771
5,624,351

Weighted
Average
Remaining
Contract
Term (# years)

Weighted
Average
Exercise Price
$

$
$

0.11
0.16
0.10

7.34

$

0.11

7.00

Activity in stock options during the nine months ended March 31, 2016, and related balances outstanding as of that date are reflected below:

Outstanding at June 30, 2015
Granted
Exercised
Forfeited and cancelled
Outstanding at March 31, 2016
Exercisable at March 31, 2016

Number of
Shares
6,101,357 $
4,385,000
(1,239,837)
9,246,520 $
6,467,999 $

Weighted
Average
Remaining
Contract
Term (# years)

Weighted
Average
Exercise Price
0.15
0.05
0.13
0.11
0.13

6.70
5.55

Stock-based compensation expense recognized in our condensed consolidated statements of operations for the three and nine months ended March 31,
2017 and 2016, includes compensation expense for stock-based options and awards granted based on the grant date fair value. For options and awards granted,
expenses are amortized under the straight-line method over the expected vesting period. Stock-based compensation expense recognized in the condensed
consolidated statements of operations has been reduced for estimated forfeitures of options that are subject to vesting. Forfeitures are estimated at the time of grant
and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.
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Our average stock price during the nine months ended March 31, 2017, was $0.04, and as a result the intrinsic value of the exercisable options at March
31, 2017, was $2,000.
We allocated stock-based compensation expense included in the condensed consolidated statements of operations for employee option grants and nonemployee option grants as follows:
For the Three Months Ended
March 31, 2017
March 31, 2016
$
3,000 $
4,000
7,000
17,000
$
10,000 $
21,000

Research and development
General and administration
Total stock-based compensation expense

For the Nine Months Ended
March 31, 2017
March 31, 2016
$
10,000 $
18,000
20,000
81,000
$
30,000 $
99,000

The Company uses the Black-Scholes valuation model to calculate the fair value of stock options. The fair value of stock options was measured at the
grant date using the assumptions (annualized percentages) in the table below:
Nine months ended March 31,
Expected volatility
Risk free interest rate
Forfeiture rate
Dividend yield
Expected term (years)

2017
100%
1.31%
23.0%
0%
3

2016
100%
1.31%
17%
0%
3

The remaining amount of unrecognized stock-based compensation expense at March 31, 2017 relating to outstanding stock options, is approximately $50,000,
which is expected to be recognized over the weighted average period of 1.45 years.

NOTE 8 – WARRANT DERIVATIVE LIABILITY
The 2012 Warrants discussed in Note 7 include an exercise price re-set provision should future equity offerings be offered at a price lower than the warrant
exercise price (the "Re-set Provision"). In accordance with ASC No. 815, the Re-set Provision has been recorded as a derivative liability in the accompanying
condensed consolidated financial statements.
Warrants classified as derivative liabilities are recorded at their fair values at the issuance date and are revalued at each subsequent reporting date. On
August 23, 2016, we proposed to our 2012 Warrant Holders that the Re-set Provision included in the 2012 Warrants be eliminated. Upon receiving consents to
eliminate the Re-set Provision from a majority of the 2012 Warrant Holders, the Re-set Provision and the related derivative liability were eliminated as of January 23,
2017. Prior to elimination, the derivative liabilities had an average fair value per warrant and aggregate value as of January 23, 2017 of $0.001 and $1,000,
respectively and an average fair value per warrant and aggregate value as of June 30, 2016 of $0.01 and $24,000, respectively.
Significant assumptions used to estimate the fair value of the warrants classified as derivative liabilities are summarized below:
As of
January 23, 2017
0.47%
0.43
–
0.76
$0.04
$0.14
110%

Risk-free interest rate
Expected life (average) (years)
Stock price (based on prices on valuation date)
Exercise price
Expected volatility

As of
June 30, 2016
0.44% – 0.49%
0.96 – 1.33
$0.05
$0.15
110%

The change in the estimated fair value of warrants classified as derivative liabilities during the three and nine months ended March 31, 2017 was $1,000
and $14,000, respectively, and is included as a component of other income (expense) in the accompanying condensed consolidated statements of operations.
NOTE 9 - FAIR VALUE MEASUREMENTS
We follow FASB ASC Topic No. 820, Fair Value Measurements and Disclosures (“ASC 820”) in connection with financial assets and liabilities measured at
fair value on a recurring basis subsequent to initial recognition.
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ASC 820 requires that assets and liabilities carried at fair value be classified and disclosed in one of the following categories:
Level 1: Quoted market prices in active markets for identical assets and liabilities.
Level 2: Observable market based inputs or unobservable inputs that are corroborated by market data.
Level 3: Unobservable inputs that are not corroborated by market data.
The hierarchy noted above requires us to minimize the use of unobservable inputs and to use observable market data, if available, when determining fair
value.
The fair value of our recorded derivative liabilities is determined based on unobservable inputs that are not corroborated by market data, which is a Level 3
classification. As of March 31, 2017 and June 30, 2016, the fair value of our Level 3 financial instruments was $0 and $24,000, respectively. The table below sets
forth a summary of changes in the fair value of our Level 3 financial instruments for the nine months ended March 31, 2017:
Fair value measurements of warrants using significant unobservable inputs (Level 3)
Balance at June 30, 2016
Change in fair value of warrant liability
Warrant exchange for common stock (Note 7)
Balance at March 31, 2017

$

$

The fair value of our warrant derivative liabilities and the change in the estimated fair value of derivative liabilities that we recorded during the
ended March 31, 2017, related to warrants issued in connection with our private placement transactions (see Notes 7 and 8).

24,000
(14,000)
(10,000)
nine months

NOTE 10 - OTHER RELATED PARTY TRANSACTIONS
Transactions with Epic Boats
The Company subleases office and manufacturing space to Epic Boats (an entity founded and controlled by Chris Anthony, our board member and former
Chief Executive Officer) in our facility in Vista, California pursuant to a month-to-month sublease agreement. Pursuant to this agreement, Epic Boats pays Flux
Power 10% of facility costs through the end of our lease agreement.
The Company received $ 4,000 and $12,000, respectively during the three months and nine months ended March 31,2017, from Epic Boats under the
sublease rental agreement which is recorded as a reduction to rent expense and the customer deposits discussed below.
On October 21, 2009, we entered into an agreement with Epic Boats where Epic Boats assigned and transferred to Flux Power the entire right, title, and
interest into products, technology, intellectual property, inventions and all improvements thereof, for several product types. As of March 31, 2017 and June 30, 2016,
customer deposits totaling approximately $124,000 and $136,000, respectively, related to such products were recorded in the accompanying condensed
consolidated balance sheets.
NOTE 11 - CONCENTRATIONS
Credit Risk
Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of temporary cash investments and unsecured
trade accounts receivable. The Company maintains cash balances at a financial institution in San Diego, California. Our cash balance at this institution is secured
by the Federal Deposit Insurance Corporation up to $250,000. As of March 31, 2017, cash totaled approximately $70,000, which consists of funds held in a noninterest bearing bank deposit account. The Company has not experienced any losses in such accounts. Management believes that the Company is not exposed to
any significant credit risk with respect to its cash.
Customer Concentrations
During the three months ended March 31, 2017, we had four major customers that each represented more than 10% of our revenues on an individual
basis, or approximately 69% in the aggregate. During the nine months ended March 31, 2017, we had three major customers that each represented more than
10% of our revenues on an individual basis, or approximately 58% in the aggregate.
During the three months ended March 31, 2016, we had four customers that represented more than 10% of our revenues on an individual basis,
representing approximately 92%, in the aggregate. During the nine months ended March 31, 2016, we had four customers that represented more than 10% of
our revenues on an individual basis, representing approximately 75% in the aggregate.
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Suppliers/Vendor Concentrations
We obtain a limited number of components and supplies included in our products from a small group of suppliers. During the three months ended March 31,
2017, we had two suppliers who accounted for more than 10% of our total inventory purchases on an individual basis or approximately 54% in the aggregate.
During the nine months ended March 31, 2017, we had three suppliers who accounted for more than 10% of our total inventory purchases on an individual basis or
approximately 60% in the aggregate.
During the three months ended March 31, 2016, we had three suppliers who accounted for more than 10% of our total inventory purchases on an
individual basis and approximately 62% in the aggregate. During the nine months ended March 31, 2016, we had two suppliers who accounted for more than
10% of our total inventory purchases on an individual basis and approximately 50% in the aggregate.
NOTE 12 - COMMITMENTS AND CONTINGENCIES
From time to time, we may be involved in litigation relating to claims arising out of our operations. Since June 2015, we have been a party to a legal
proceeding arising from a work related injury that took place in June 2013. We deny and dispute all liability and damage allegations made by or on behalf of the
plaintiff. However, having fully considered the risks, time and costs associated with continued litigation of this claim, as well as an appeal, we decided to fully and
finally resolve and settle the dispute. Accordingly, on August 26, 2016 we entered into a settlement agreement with the plaintiff whereby in exchange for the plaintiff
releasing Flux Power from any and all claims of any nature that the plaintiff had or now has or might in the future have against us, we paid the plaintiff $10,000 as
settlement in September 2016.
NOTE 13 - SUBSEQUENT EVENTS
Management has evaluated events subsequent to March 31, 2017, through the date of this filing with the SEC for transactions and other events that may
require adjustment of and/or disclosure in such financial statements.
On April 11, 2017, we entered into a Fifth Amendment to the Unrestricted Line of Credit (the “Amendment”), pursuant to which we agreed to amend certain
terms of the Unrestricted Line of Credit dated September 24, 2012, as amended by that certain First Amendment to the Unrestricted Line of Credit dated October 16,
2013, as amended by that certain Second Amendment to the Unrestricted Line of Credit dated December 29, 2015, as amended by that certain Third Amendment to
the Unrestricted Line of Credit dated March 29, 2016, and as further amended by a certain Fourth Amendment to the Unrestricted Line of Credit dated July 27, 2016,
(as amended, the “Agreement”). Under the Amendment, the Agreement was modified and amended to (i) increase the maximum principal amount of the loan
provided under the Agreement from $3,500,000 to $5,000,000; and (ii) effective April 1, 2017, increase the annual interest rate on the outstanding balance and future
drawdowns on the loan from 6% per annum to 8% per annum.
During the period from April 1, 2017 through May 15, 2017 we borrowed an aggregate of $830,000 from Esenjay under our Unrestricted Line of Credit. As
of May 15, 2017, the amount outstanding under the Unrestricted Line of Credit was $4,155,000, with an aggregate of $845,000 available under the Unrestricted
Line of Credit for future draws at Esenjay’s discretion.
On April 27, 2017, we formalized an oral agreement for Advances totaling $500,000, received from Shareholder into a written Convertible Promissory Note
(the “Convertible Note”). Borrowings under the Convertible Note accrue interest at 12% per annum, with all unpaid principal and accrued interest due and payable
on October 27, 2018. In addition, at any time commencing on or after the date that is six (6) months from the issue date, at the election of Shareholder, all or any
portion of the outstanding principal, accrued but unpaid interest and/or late charges under the Convertible Note may be converted into shares of the Company’s
common stock at a conversion price of $0.12 per share; provided, however, the Shareholder shall not have the right to convert any portion of the Convertible Note to
the extent that the Shareholder would beneficially own in excess of 5% of the total number of shares of common stock outstanding immediately after giving effect to
the issuance of shares of common stock issuable upon conversion of the Convertible Note.
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ITEM 2 - MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
This information should be read in conjunction with the unaudited interim condensed consolidated financial statements and the notes thereto included in
this Quarterly Report on Form 10-Q, and the audited financial statements and notes thereto and Part II, Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations contained in our Annual Report on Form 10-K for the year ended June 30, 2016.
Overview
We design, develop and sell rechargeable advanced lithium-ion batteries for industrial uses, including our first-ever UL 2771 Listed lithium-ion “LiFT Pack”
forklift batteries. We have developed an innovative high power battery cell management system (“BMS”) and have structured our business around this core
technology. Our proprietary BMS provides three critical functions to our battery systems:
•

Cell Balancing: This is performed by continuously adjusting the capacity of each cell in a storage system according to temperature, voltage, and internal
impedance metrics. This management assures longevity of the overall system.

•

Monitoring: This is performed through temperature probes, a physical connection to individual cells for voltage and calculations from basic metrics to
determine remaining capacity and internal impedance. This monitoring assures accurate measurements to best manage the system and assure
longevity.

•

Error reporting: This is performed by analyzing data from monitoring each individual cell and making decisions on whether the individual cell or the
system is operating out of normal specifications. This error reporting is crucial to system management as it ensures ancillary devices are not damaging
your storage system and will give the operator an opportunity to take corrective action to maintain long overall system life.

Using our proprietary battery management technology, we are able to offer completely integrated energy storage solutions or custom modular standalone
systems to our customers. In addition, we have also developed a suite of complementary technologies and products that accompany and enhance the abilities of
our BMS to meet the needs of the growing advanced energy storage market.
We are primarily focusing on the lift equipment market targeting dealers and distributors, and secondarily, on the airline ground support equipment market.
In January 2016, we obtained certification from Underwriters Laboratory (“UL”) on our LiFT Packs for forklift use listed to UL 2271. The UL Listing, issued by UL, a
global safety science organization, demonstrates the quality, safety and reliability of our LiFT Pack line for customers, distributors, dealers and OEM partners. We
believe we have emerged from this effort with a substantially enhanced product line, particularly in the areas of overall design and durability, as well as, features that
improve our LiFT Packs’ value and performance for customers. We passed our Initial Production Inspection by UL to allow LiFT Packs with the UL Listing to be
shipped and four subsequent surprise UL inspections. We shipped our first UL certified LiFT Pack to our customers beginning in May 2016. During the fourth
quarter of fiscal year 2016, we also developed specialized assembly and testing stations designed to speed production time frames by automating many facets of
testing and assembly. We have already begun to see the results of these design and production enhancements through reductions in warranty expense and
improved gross margins during the second quarter of fiscal 2017 and expect these improvements to continue throughout fiscal 2017 and beyond. With a focus on
improvements to our LiFT Packs and overall production processes behind us, we are now positioned to accelerate our sales efforts in the upcoming months.
In April 2016, we began piloting our custom-developed, 72-volt battery pack for use with electric aviation ground support equipment. The pilot program,
organized by Averest, Inc., a leading distributor of industrial batteries and chargers for aviation ground support equipment, was with a leading regional airline at Los
Angeles International Airport. The test program wrapped up in August 2016 and was deemed an unqualified success. Now, working with a distributor focused on
the airlines, we are planning to provide more test units for additional airlines. The successful development and 3-month pilot highlights the scalability of our design
and engineering capabilities, as well as, our proprietary battery management technology for a broad array of motive power applications. Importantly it also moves us
into a customer price point of roughly $20,000 to $34,000 per pack for several power rating alternatives, creating an excellent new leg of growth potential.
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Segment and Related Information
We operate as a single reportable segment.
Results of Operations and Financial Condition
The following discussion should be read in conjunction with our interim condensed consolidated financial statements and the related notes that appear
elsewhere in this Quarterly Report.
Three months ended March 31, 2017 (“Q3 2017”) and March 31, 2016 (“Q3 2016”)

Three Months Ended March 31,
2017
$
Revenues
Cost of sales
Gross loss

$

Operating expenses:
Selling and administrative expenses
Research and development
Total operating expenses

306,000
526,000
(220,000)

664,000
227,000
891,000

Operating loss
Other income (expense):
Change in fair value of derivative liabilities
Interest expense, net
$

Net loss

2016

% of Revenues

$

% of Revenues

100% $
172%
-72%

117,000
327,000
(210,000)

100%
279%
-179%

217%
74%
291%

595,000
253,000
848,000

509%
216%
725%

(1,111,000)

-363%

(1,058,000)

-904%

1,000
(52,000)

0%
-17%

16,000
(190,000)

14%
-162%

(1,232,000)

-1053%

(1,162,000)

-380% $

Revenues
Our product focus is primarily on Lift Equipment, reflecting our current products for walkie pallet jacks and plans to introduce higher capacity packs in 2017
for Class 1, 2, and 3 forklifts. We also are implementing a strategy to expand on an opportunistic basis to adjacent applications, including airport ground support
equipment (“GSE”) in 2017. We feel that we are well positioned to address these markets, which would utilize our modular and scalable battery pack design and
technology.
We currently sell products primarily through a distribution network of equipment dealers and battery distributors in North America. This distribution network
mostly sells to large, national accounts. However, we do sell certain battery packs directly to other accounts including industrial equipment manufacturers and third
party integrators serving the military.
Revenues for Q3 2017, increased by $189,000 or 162%, compared to Q3 2016. This increase in revenues was directly attributable to a 117% increase in
the number of LiFT Packs sold in Q3 2017 compared to Q3 2016. The increased sales resulted from the completion of design changes driven by both UL
requirements and ongoing product development changes during the second half of fiscal 2016 and into 2017. The improvements to our LiFT Packs justified a
modest increase in per pack sales price resulting in a larger percentage increase in revenues in comparison to the percentage increase in pack sales. Additionally,
we recognized the sale of one GSE pack generating $30,000 of revenue during Q3 2017.
Cost of Sales
Cost of sales for Q3 2017, increased $199,000, or 61%, compared to Q3 2016. The increase in cost of sales is primarily related to our increase in LiFT
Pack sales. As noted above, we had an increase in the number of LiFT Packs sold of approximately 117% in Q3 2017. Our LiFT Packs, can be subjected to very
harsh vibration in certain operational settings. We believe we have “hardened” our packs going forward to sustain the harshest of environments. These
improvements, made during the second half of fiscal 2016 and into fiscal 2017, resulted in a decrease in the warranty expense of repairing products in the field and
returned products. As a result, the increase in cost of sales was notably lower that the increase in revenues. Our assessment and tracking of product issues
indicates resolution of all major experienced problems, including assembly and product launch issues. However, we anticipate that we may still incur issues on
packs in the field that do not have the benefit of certain fixes. Warranty expense included in cost of sales totaled $54,000 and $166,000 during Q3 2017 and Q3
2016, respectively, and as of March 31, 2017, we had $107,000 accrued for product warranty liability.
Selling and Administrative Expenses
Selling and administrative expenses for Q3 2017 increased $69,000 or 12%, compared to Q3 2016. Such expenses consist primarily of salaries and
personnel related expenses, marketing, insurance, rent expense, public company costs, and professional fees. The increase in Q3 2017 primarily relates to
marketing costs associated with the shipment of demo LiFT Packs sent to various customers to stimulate sales and increased payroll costs associated with the
hiring of a Director of Operations, Director of Sales, mechanical engineer, and senior tech specialist, necessary to improve our production and further our presence
in the Lift Equipment marketplace.
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Research and Development Expense
Research and development expenses for Q3 2017 decreased $26,000 or 10%, compared to Q3 2016. Such expenses during Q3 2017 consist of materials,
supplies, salaries and personnel related expenses, stock-based compensation expense, consulting costs, and other expenses associated with the continued
development of our LiFT Pack, as well as, research into new product opportunities, such as our aviation GSE battery pack. The decrease in Q3 2017 is primarily
due to decreased costs associated with our UL certification project which was substantially completed in January 2016. We anticipate research and development
expenses continuing to be a significant portion of our expenses as we continue to develop and add new and improved products to our product line.
Change in Fair Value of Warrant Derivative Liability
We follow FASB ASC Topic No. 820, Fair Value Measurements and Disclosures (“ASC 820”) in connection with financial assets and liabilities measured at
fair value on a recurring basis subsequent to initial recognition. For Q3 2017 and Q3 2016, the change in the fair value of the warrants resulted in other income of
$1,000 and $16,000, respectively (see Note 8 in the accompanying condensed consolidated financial statements). The resulting decrease in the warrant derivative
liability is primarily attributable to the decrease in the market value of our common stock and the exchange of approximately 93% of the outstanding warrants
creating the warrant derivative liability at June 30, 2016 into shares of common stock during the nine months ended March 31, 2017, thus eliminating a significant
portion of the warrant liability at March 31, 2017.

Interest Expense
Interest expense for Q3 2017 and Q3 2016 was $52,000 and $190,000, respectively, and consists primarily of interest expense related to our outstanding
lines of credit, as well as deferred discount amortization (see Notes 5 and 6 in the accompanying condensed consolidated financial statements).
Net Loss
Net loss for Q3 2017 decreased $70,000 or 6%, as compared to net loss in Q3 2016. The decrease is primarily attributable to the increased revenues
generated from the improved sales of our LiFT Packs, as well as, decreases in our warranty and repair expense resulting from improvements in the packs.
Nine months ended March 31, 2017 and March 31, 2016

$
Revenues
Cost of sales
Gross loss

$

Operating expenses:
Selling and administrative expenses
Research and development
Total operating expenses
Operating loss
Other income (expense):
Change in fair value of derivative liabilities
Interest expense, net
$

Net loss

Nine Months Ended March 31,
2017
2016
% of Revenues
$
% of Revenues

781,000
1,352,000
(571,000)

100% $
173%
-73%

394,000
767,000
(373,000)

100%
195%
-95%

1,910,000
736,000
2,646,000

245%
94%
339%

1,765,000
1,048,000
2,813,000

448%
266%
714%

(3,217,000)

-412%

(3,186,000)

-809%

14,000
(174,000)

2%
-22%

16,000
(286,000)

4%
-73%

(3,377,000)

-432%

(3,456,000)

-877%

Revenues
Revenues for the nine months ended March 31, 2017, increased by $387,000 or 98%, compared to the nine months ended March 31, 2016. This increase
in revenues was directly attributable to a 118% increase in the number of LiFT Packs sold during the nine months ended March 31, 2017. The increased sales
resulted from the completion of design changes driven by both UL requirements and ongoing product development changes during the second half of fiscal 2016
and into 2017.
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Cost of Sales
Cost of sales during the nine months ended March 31, 2017, increased $585,000, or 76%, compared to the nine months ended March 31, 2016. The
increase in cost of sales is primarily related to our increase in LiFT Pack sales. We had an increase in the number of LiFT Packs sold during the nine months
ended March 31, 2017 of approximately 118% in comparison to the nine months ended March 31, 2016. Our LiFT Packs, can be subjected to very harsh vibration
in certain operational settings. We believe we have “hardened” our packs going forward to sustain the harshest of environments. These improvements, made during
the second half of fiscal 2016 and into fiscal 2017, resulted in a decrease in the warranty expense of repairing products in the field and returned products. As a
result, the increase in cost of sales was notably lower than the increase in revenues. Our assessment and tracking of product issues indicates resolution of all
major experienced problems, including assembly and product launch issues. However, we anticipate that we may still incur issues on packs in the field that do not
have the benefit of certain fixes. Warranty expense included in cost of sales totaled $141,000 and $295,000 during the nine months ended March 31, 2017 and
2016, respectively and as of March 31, 2017, we had $107,000 accrued for product warranty liability.
Selling and Administrative Expenses
Selling and administrative expenses for the nine months ended March 31, 2017 increased $145,000 or 8%, compared to the nine months ended March 31,
2016. Despite increases in marketing and payroll costs, we recognized only a modest increase in selling and administrative expenses as a result of decreases in
the utilization of external consultants, engineers and legal professionals, as well as, a decrease in stock based compensation during the current period.
Research and Development Expense
Research and development expenses for the nine months ended March 31, 2017 decreased $312,000 or 30%, compared to the nine months ended March
31, 2016 due primarily to decreased costs associated with our UL certification project which was substantially completed in January 2016. We anticipate research
and development expenses continuing to be a significant portion of our expenses as we continue to develop and add new and improved products to our product
line.
Change in Fair Value of Warrant Derivative Liability
For the nine months ended March 31, 2017 and 2016, the change in the fair value of the warrants resulted in other income of $14,000 and $16,000,
respectively (see Note 8 in the accompanying condensed consolidated financial statements). The resulting decrease in the warrant derivative liability is primarily
attributable to the decrease in the market value of our common stock and the exchange of approximately 93% of the outstanding warrants at June 30, 2016 into
shares of common stock during the nine months ended March 31, 2017, thus eliminating a significant portion of the warrant liability at March 31, 2017.
Interest Expense
Interest expense during the nine months ended March 31, 2017 and 2016 was $174,000 and $286,000, respectively, and consists primarily of interest
expense related to our outstanding lines of credit, as well as deferred discount amortization. Also included is the amortization of deferred financing costs associated
with our Unrestricted Line of Credit. On December 29, 2015, we entered into the Second Amendment of our Unrestricted Line of Credit which included, among
other provisions, the reduction in the conversion price of the Unrestricted Line of Credit from $0.30 to $0.06 per share. The estimated change in fair value of the
conversion price of approximately $310,000 was recorded as a deferred financing cost at the date of the Second Amendment and was amortized over the
remaining seven-month term of the amended Unrestricted Line of Credit agreement. During the nine months ended March 31, 2017, we amortized the remaining
$44,000 of deferred financing costs.
Net Loss
Net loss for the nine months ended March 31, 2017 decreased $79,000, as compared to net loss for the nine months ended March 31, 2016. The
decrease is primarily attributable to the increased revenues generated from the improved sales of our LiFT Packs, offset by continued warranty and repair costs.
Liquidity and Capital Resources
Overview
As of March 31, 2017, we had a cash balance of $70,000, negative working capital of $3,161,000, and an accumulated deficit of $18,639,000. To date, our
revenues and operating cash flows have not been sufficient to sustain our operations and we have relied on debt and equity financing to fund our operations. These
factors raise substantial doubt about our ability to continue as a going concern. Our ability to continue as a going concern is dependent upon our ability to raise
additional capital on a timely basis until such time as revenues and related cash flows are sufficient to fund our operations. We do not have sufficient liquidity and
capital resources to fund planned operations through the coming twelve months. See “Future Liquidity Needs” below.
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Cash Flows
Operating Activities
Our operating activities resulted in net cash used in operations of $ 3,897,000 during the nine months ended March 31, 2017, compared to net cash
used in operations of $2,848,000 during the nine months ended March 31, 2016. The increase in net cash used of $1,049,000 results primarily from purchases
of inventory used in the production of our LiFT packs.
Net cash used in operating activities during the nine months ended March 31, 2017, reflects the net loss of $3,377,000 for the period offset primarily by
non-cash items including depreciation, stock based compensation and the amortization of debt discounts and deferred financing costs, as well as, increases in
inventories and accrued expenses offset by an increase in accounts payable.
Net cash used in operating activities during the nine months ended March 31, 2016, reflects the net loss of approximately $3,456,000 for the period
offset primarily by non-cash items including depreciation, stock-based compensation, stock issued for services, and the amortization of debt discounts and
deferred financing costs, as well as, decreases in accounts receivable and increases in accounts payable and accrued expenses.
Investing Activities
Net cash used in investing activities during the nine months ended March 31, 2017 consists primarily of the purchase of computer software, leasehold
improvements and warehouse equipment for $45,000. There were no investing activities during the nine months ended March 31, 2016.
Financing Activities
Net cash provided by financing activities during the nine months ended March 31, 2017 was $3,885,000 and consisted of $1,075,000 of proceeds from
the sale of common stock, $2,525,000 of borrowings from our line of credit with Esenjay, $500,000 advanced from a shareholder and the repayment of our Line
of Credit of $215,000 with a non-related party. Net cash provided by financing activities during the nine months ended March 31, 2016 was $2,875,000 and
resulted from the borrowings from our line of credit with Esenjay.
Future Liquidity Needs
We have evaluated our expected cash requirements over the next twelve months, which include, but are not limited to, investments in additional sales and
marketing and product development resources, capital expenditures, and working capital requirements and have determined that our existing cash resources are
not sufficient to meet our anticipated needs during the next twelve months, and that additional financing is required to support current operations. Based on our
current and planned levels of expenditure, we estimate that total financing proceeds of approximately $6,000,000 will be required to fund current and planned
operations through May 15, 2018. In addition, we anticipate that further additional financing may be required to fund our business plan subsequent to that date, until
such time as revenues and related cash flows become sufficient to support our operating costs.
Between July 1, 2014 and March 31, 2017, we borrowed $7,075,000 pursuant to various related party credit facilities of which $3,750,000 has been
converted to equity. As of March 31, 2017, the amount outstanding under the Unrestricted Line of Credit with Esenjay was $3,325,000, with an aggregate of
$175,000 available under the Unrestricted Line of Credit for future draws at Esenjay’s discretion. On April 11, 2017, we entered into a Fifth Amendment to the
Unrestricted Line of Credit, pursuant to which the Unrestricted Line of Credit was modified and amended to (i) increase the maximum principal amount of the loan
provided under the Agreement from $3,500,000 to $5,000,000; and (ii) effective April 1, 2017, increase the annual interest rate on the outstanding balance and future
drawdowns on the loan from 6% per annum to 8% per annum. The credit facility matures on January 31, 2018, but may be further extended by Esenjay, and is
convertible into shares of common stock at $0.06 per share, to the extent such will not cause us to exceed our authorized number of shares of common stock.
Esenjay owns approximately 64% of our issued and outstanding common stock as of May 15, 2017. As of May 15, 2017, the amount outstanding under the
Unrestricted Line of Credit was $4,155,000, with an aggregate of $845,000 available under the Unrestricted Line of Credit for future draws.
During the three months ended March 31, 2017 we received cash advances totaling $500,000 (the “Advances”) from a shareholder (the “Shareholder”).
The Advances were received pursuant to an oral agreement, whereby we agreed to accrue interest on the Advances at 12% per annum. On April 27, 2017, we
formalized the oral agreement into a written Convertible Promissory Note (the “Convertible Note”). Borrowings under the Convertible Note accrue interest at 12%
per annum, with all unpaid principal and accrued interest due and payable on October 27, 2018. In addition, at any time commencing on or after the date that is six
(6) months from the issue date, at the election of Shareholder, all or any portion of the outstanding principal, accrued but unpaid interest and/or late charges under
the Convertible Note may be converted into shares of the Company’s common stock at a conversion price of $0.12 per share; provided, however, the Shareholder
shall not have the right to convert any portion of the Convertible Note to the extent that the Shareholder would beneficially own in excess of 5% of the number of
shares of common stock outstanding immediately after giving effect to the issuance of shares of common stock issuable upon conversion of the Convertible Note.
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During October 2014, pursuant to a certain Secured Convertible Promissory Note (the “Note”) a $500,000 convertible line of credit with an unrelated party
(the “Lender”) was established. The Note matured in September 2016 with an outstanding balance of $215,000. We did not pay the Lender upon maturity of the
Line of Credit which subjected us to an increased interest rate of 18% and a penalty fee. The Lender did not declare the Line of Credit in default, and on December
23, 2016, we had repaid in full the $215,000 outstanding under the Note, accrued interest totaling approximately $42,000 and the penalty fee of approximately
$5,000.
We intend to continue to seek capital through the private placement of debt and equity securities. We are exploring alternative financing options and
investment structures that may provide us with additional cash funding. However, there is no guarantee we will be able to obtain the additional required funds in the
future or that funds will be available on terms acceptable to us. If such funds are not available, management will be required to curtail its investments in additional
sales and marketing and product development resources, and capital expenditures, which will have a material adverse effect on our future cash flows and results of
operations, and its ability to continue operating as a going concern.
To the extent that we raise additional funds by issuing equity or debt securities, our shareholders may experience additional significant dilution and such
financing may involve restrictive covenants. To the extent that we raise additional funds through collaboration and licensing arrangements, it may be necessary to
relinquish some rights to our technologies or our product candidates, or grant licenses on terms that may not be favorable to us. Such actions may have a material
adverse effect on our business.
Off-Balance Sheet Arrangements
None.
Critical Accounting Policies
The unaudited interim financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America, which require us to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the unaudited financial
statements and revenues and expenses during the periods reported. Actual results could differ from those estimates. Information with respect to our critical
accounting policies which we believe could have the most significant effect on our reported results and require subjective or complex judgments by management is
contained in Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations, of our Annual Report on Form 10-K for the year
ended June 30, 2016.
Recently Issued Accounting Pronouncements Not Yet Adopted

Management has considered all recent accounting pronouncements issued since the last audit of the Company ’s consolidated financial statements, and
believes that these recent pronouncements will not have a material effect on the Company’s consolidated financial statements.
ITEM 3 - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
The Company is a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and is not required to provide the information required under
this item.
ITEM 4 - CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures
We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in the reports that we file with the
SEC under the Securities Exchange Act of 1934, as amended is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules
and forms and that such information is accumulated and communicated to our management, including our principal executive and financial officers, as appropriate,
to allow for timely decisions regarding required disclosure. As required by SEC Rules 13a-15(e) and 15d-15(e) 15d-15(b), we carried out an evaluation as of the end
of the fiscal quarter ended March 31, 2017, under the supervision and with the participation of our management, including our principal executive and principal
financial officer, of the effectiveness of the design and operation of our disclosure controls and procedures (as defined in the Securities Exchange Act of 1934, as
amended (“Exchange Act”) and concluded that our disclosure controls and procedures were effective to ensure the information required to be disclosed in our
reports filed or submitted under the Exchange Act is recorded, processed and reported within the time periods specified in the SEC’s rules and forms.
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Changes in Internal Control Over Financial Reporting
There have been no changes in the Company ’s internal controls over financial reporting during the most recently completed fiscal quarter that have
materially affected or are reasonably likely to materially affect the Company’s internal control over financial reporting.
PART II - OTHER INFORMATION
ITEM 1 - LEGAL PROCEEDINGS
None.
ITEM 1A - RISK FACTORS
Any investment in our common stock involves a high degree of risk. Investors should carefully consider the risks described in our Annual Report on Form
10-K as filed with the SEC on September 26, 2016 and all of the information contained in our public filings before deciding whether to purchase our common stock.
ITEM 2 - UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Effective April 1, 2016, we entered into a renewal contract with Catalyst Global LLC (“CGL”) to provide investor relations services for 12 months in
exchange for monthly fees of $2,000 per month and 540,000 shares of restricted common stock issued as follows: 315,000 shares on June 30, 2016 for services
provided during the three months ended June 30, 2016 and 75,000 shares issued upon each of the six-, nine-, and twelve-month anniversaries of the contract. The
initial tranche was valued at $0.05 per share or approximately $14,500 when issued on June 30, 2016, the second tranche of 75,000 shares was issued on
September 29, 2016 and was valued at $0.04 per share or $3,000, the third tranche of 75,000 shares was issued on January 23, 2017 and was valued at $0.04 per
share or $3,000 and the fourth tranche of 75,000 shares was issued on March 20, 2017 and was valued at $0.045 per share or $3,375. These shares have not
been registered under the Securities Act. Such shares were issued upon exemptions from registration pursuant to Section 4(a)(2) of the Securities Act.
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In 2012, we issued warrants to certain investors and a consultant (together, the "2012 Warrant Holders") to purchase a total of 2,970,347 shares of our
common stock at $0.41 per share (the "2012 Warrants"). On August 23, 2016, we offered our 2012 Warrant Holders the option to convert their 2012 Warrants for
shares of our common stock at a conversion rate of 0.602 shares of common stock per warrant share (the "Warrant Exchange"). As of March 31, 2017, twenty (20)
2012 Warrant Holders had accepted this offer and accordingly, we have exchanged warrants to purchase 2,714,197 shares of common stock at an exercise price of
$0.14 per share, valued at approximately $10,000, into 1,633,950 shares of common stock. The shares issued in connection with the 2012 Warrants (“Warrant
Shares”) have not been registered under the Securities Act. The Warrant Shares were issued in reliance on Section 3(a)(9) of the Securities Act.
ITEM 3 - DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4 - MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5 - OTHER INFORMATION
None.

ITEM 6 - EXHIBITS
The following exhibits are filed as part of this Report
Exhibit
No.

Description

10.1
10.2
31.1
31.2
32.1
32.2
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Fifth Amendment to the Unrestricted and Open Line of Credit (1)
Convertible Promissory Note dated April 27, 2017*
Certifications of the Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act.*
Certifications of the Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act.*
Certifications of the Chief Executive Officer under Section 906 of the Sarbanes-Oxley Act.*
Certifications of the Chief Financial Officer under Section 906 of the Sarbanes-Oxley Act.*
XBRL Instance Document*
XBRL Taxonomy Extension Schema*
XBRL Taxonomy Extension Calculation Linkbase*
XBRL Taxonomy Extension Definition Linkbase*
XBRL Taxonomy Extension Label Linkbase*
XBRL Taxonomy Extension Presentation Linkbase*

(1)

Incorporated by reference to Form 8-k filed with the SEC on April 24, 2017
* Filed herewith.

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
Flux Power Holding, Inc.
Date: May 15, 2017

By: /s/ Ronald F. Dutt
Name: Ronald F. Dutt
Title: Chief Executive Officer
Principal Executive Officer
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Exhibit 31.1
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302
I, Ronald F. Dutt, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Flux Power Holdings, Inc.
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;
4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;
b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;
c. Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the Registrant ’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the
Registrants third fiscal quarter) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and
5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s
auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):
a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the Registrant’s ability to record, process, summarize and report financial information; and
b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant ’s internal control over financial
reporting.
Date: May 15, 2017
By:

/s/ Ronald F. Dutt
Name: Ronald F. Dutt
Title: Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATIONS OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302
I, Ronald F. Dutt, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Flux Power Holdings, Inc.
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;
4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;
b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;
c. Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the Registrant ’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the
Registrant’s third fiscal quarter) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and
5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s
auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):
a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the Registrant’s ability to record, process, summarize and report financial information; and
b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant ’s internal control over financial
reporting.
Date: May 15, 2017
By:

/s/ Ronald F. Dutt
Name: Ronald F. Dutt
Title: Interim Chief Financial Officer
(Principal Financial Officer)

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Flux Power Holdings, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 2017 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, in the capacities and on the date indicated below, hereby certifies
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to his knowledge:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operation of the Company.

Date: May 15, 2017
By:

/s/ Ronald F. Dutt
Name: Ronald F. Dutt
Title: Chief Executive Officer
(Principal Executive Officer)

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Flux Power Holdings, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 2017, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, in the capacities and on the date indicated below, hereby certifies
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to his knowledge:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operation of the Company.

Date: May 15, 2017
By:

/s/ Ronald F. Dutt
Name: Ronald F. Dutt
Title: Interim Chief Financial Officer
(Principal Financial Officer)

THIS CONVERTIBLE PROMISSORY NOTE AND THE SECURITIES THAT MAY BE ACQUIRED PURSUANT TO THIS CONVERTIBLE PROMISSORY NOTE HAVE
NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), OR UNDER THE SECURITIES LAWS OF ANY
STATE OR OTHER JURISDICTION. THIS CONVERTIBLE PROMISSORY NOTE AND SUCH OTHER SECURITIES MAY NOT BE SOLD, OFFERED FOR SALE,
PLEDGED, HYPOTHECATED OR OTHERWISE DISPOSED OF IN THE ABSENCE OF A REGISTRATION STATEMENT AND LISTING APPLICATION IN EFFECT
WITH RESPECT TO THIS CONVERTIBLE PROMISSORY NOTE OR SUCH OTHER SECURITIES UNDER THE SECURITIES ACT AND ANY OTHER
APPLICABLE SECURITIES LAW, OR AN OPINION OF COUNSEL SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATION AND LISTING NOT
REQUIRED PURSUANT TO A VALID EXEMPTION THEREFROM UNDER THE SECURITIES ACT AND THE APPLICABLE SECURITIES LAW OF ANY STATE OR
OTHER JURISDICTION.
CONVERTIBLE PROMISSORY NOTE
$500,000

Vista, California
April 27, 2017 (the “Issue Date”)

FOR VALUE RECEIVED, THE UNDERSIGNED, FLUX POWER HOLDINGS, INC., A NEVADA CORPORATION (THE “ COMPANY”) PROMISES TO PAY TO
THE ORDER OF SCOTT KIEWIT, OR PERMITTED ASSIGNS (HEREINAFTER, WITH ANY SUBSEQUENT HOLDER, THE “HOLDER”) THE PRINCIPAL SUM OF
$500,000(THE “FACE AMOUNT”), WITH INTEREST (AS DEFINED BELOW) ON THE UNPAID PRINCIPAL UPON THE TERMS AND SUBJECT TO THE
CONDITIONS SET FORTH IN THIS NOTE. THIS NOTE IS BEING ISSUED IN CONNECTION WITH THE NOTE PURCHASE AGREEMENT BY AND BETWEEN
THE COMPANY AND THE HOLDER DATED AS OF APRIL 27, 2017 (THE “NOTE PURCHASE AGREEMENT ”).
1.
accrued).

Cash Interest. Unless otherwise specifically provided, “ Interest” shall consist of Cash Interest (and, if the Default Interest is applicable, the interest so

(a)

“Cash Interest” shall accrue on the outstanding Face Amount at a simple interest rate of 12% per annum.

(b) “Default Interest” shall accrue on the outstanding Face Amount at the rate of 18% per annum if payment of any amount due under this Note shall
be overdue, provided, however, in no event shall the overdue interest exceed the maximum interest rate provided by applicable law.
(c)

Interest shall be calculated based upon three hundred sixty-five (365) day year.

2. Maturity and Pay Off . Unless this Note has been converted pursuant to the terms of this Note or unless earlier accelerated by the terms of this Note upon
an Event of Default, the unpaid Face Amount of this Note, together with all accrued but unpaid Interest, shall be due and payable eighteen months from the Issue Date
(“Maturity Date”). No payments of principal or interest are required hereunder until the Maturity Date, except as otherwise provided herein.
3.

Prepayment. The Company shall have the right to prepay this Note, in whole or in part, any time after six months from the Issue Date.

4. Application of Payments. All payments of principal and interest shall be in lawful money of the United States of America, except as set forth below in
connection with conversion of this Note. All payments on account of the indebtedness evidenced by this Note shall be applied first to any and all costs, expenses and
other charges then owed the Holder by the Company, second, to accrued and unpaid interest, and thereafter to the unpaid principal balance hereof. All payments so
received after demand or acceleration shall be applied in such manner as the Holder may determine in its sole and absolute discretion.
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5.

Conversion. The outstanding Face Amount of this Note may be converted, as follows:

(a) Conversion at the Option of the Holder. At any time commencing on or after the date that is six (6) months from the Issue Date , the
Holder, at Holder’s option and upon five (5) days prior written notice to the Company (“Conversion Notice”), may convert in whole or in part the outstanding Face
Amount and unpaid accrued Interest into a number of shares of Common Stock at $0.12 per share ( the “Conversion Rate”); provided, however, the Company shall not
effect any conversion of this Note, and the Holder shall not have the right to convert any portion of this Note, pursuant to this Section 5(a) or otherwise, to the extent
(but only to the extent) that the Holder would beneficially own in excess of the Beneficial Ownership Limitation (as defined below). For purposes of this Section 5(a),
beneficial ownership shall be calculated in accordance with Section 13(d) of the Securities Exchange Act of 1334 (“Exchange Act”) and the rules and regulations
promulgated thereunder, it being acknowledged by the Holder that the Company is not representing to the Holder that such calculation is in compliance with Section
13(d) of the Exchange Act and the Holder is solely responsible for any schedules required to be filed in accordance therewith. To the extent that the limitation contained
in this Section 5(a) applies, the determination of whether this Note is convertible (in relation to other securities owned by the Holder) and of which portion of this Note is
convertible shall be in the sole discretion of the Holder, and the submission of the Conversion Notice shall be deemed to be the Holder's determination of whether this
Note is convertible (in relation to other securities owned by the Holder) and of which portion of this Note is convertible, in each case subject to the Beneficial Ownership
Limitation, and the Company shall have no obligation to verify or confirm the accuracy of such determination. Upon the written or oral request of a Holder, the
Company shall within two business days confirm orally and in writing to the Holder the number of shares of Common Stock then outstanding. In any case, the number
of outstanding shares of Common Stock shall be determined after giving effect to the conversion or exercise of securities of the Company, including this Note, by the
Holder since the date as of which such number of outstanding shares of Common Stock was reported. The “Beneficial Ownership Limitation” shall be 5% of the number
of shares of Common Stock outstanding immediately after giving effect to the issuance of shares of Common Stock issuable upon conversion of this Note. The
limitations contained in this Section 5(a) shall apply to a successor holder of this Note.
(b) Mechanics of Conversion. As promptly as practicable after the conversion of this Note, this Note shall be cancelled, and the Company
will issue and deliver to the Holder a certificate or certificates representing the full number of shares of Common Stock issuable upon such conversion (and the
issuance of such certificate or certificates shall be made without charge to the Holder for any issuance in respect thereof or other cost incurred by Company in
connection with such conversion and the related issuance of shares). No fractional shares of Common Stock or scrip representing a fraction of a shares of Common
Stock will be issued upon conversion, but the number of such shares issuable shall be rounded up to the nearest whole share.
6. Adjustments to Conversion Price . The Conversion Rate and number and kind of shares or other securities to be issued upon conversion
determined pursuant to this Note, shall be subject to adjustment from time to time upon the happening of certain events while this conversion right remains
outstanding, as follows:
(a) Stock Split, etc. If the Company at any time, or from time to time, shall by reason of stock split or reverse stock split (the “ Event”) affect the
number of shares outstanding or required to be reserved for issuance upon conversion of this Note, then the Conversion Rate shall be adjusted to be the product of the
Conversion Rate and the fraction (x) the numerator of which shall be the number of shares of Common Stock outstanding or required to be reserved for issuance upon
conversion of this Note immediately prior to the Event and (y) the denominator of which shall be the number of shares of Common Stock outstanding or required to be
reserved for issuance upon conversion of this Note on the date such Event is effected.
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(b) Merger, Sale of Assets, etc. If the Company at any time shall consolidate with or merge into or sell or convey all or substantially all its assets to
any other corporation, this Note, as to the unpaid Face Amount thereof and the accrued and unpaid Equity Interest thereon, shall thereafter be deemed to evidence the
right to purchase such number and kind of shares or other securities and property as would have been issuable or distributable on account of such consolidation,
merger, sale or conveyance, upon or with respect to the securities subject to the conversion or purchase right immediately prior to such consolidation, merger, sale or
conveyance. The foregoing provision shall similarly apply to successive transactions of a similar nature by any such successor or purchaser. Without limiting the
generality of the foregoing, the anti-dilution provisions of this Section shall apply to such securities of such successor or purchaser after any such consolidation,
merger, sale or conveyance.
(c) Reclassification, etc. If the Company at any time shall, by reclassification or otherwise, change the Common Stock into the same or a different
number of securities of any class or classes that may be issued or outstanding, this Note, as to the unpaid Face Amount and the accrued and unpaid Equity Interest
thereon, shall thereafter be deemed to evidence the right to purchase an adjusted number of such securities and kind of securities as would have been issuable as the
result of such change with respect to the Common Stock immediately prior to such reclassification or other change.
(d) Notice of Adjustment. Whenever the applicable Conversion Rate is adjusted pursuant to this Section 6, the Company shall promptly mail to the
Holder a notice setting forth the applicable Conversion Rate after such adjustment and setting forth a statement of the facts requiring such adjustment.
(e) No Impairment. The Company will not, by amendment of its Article of Incorporation or through any reorganization, transfer of assets,
consolidation, merger, dissolution, issue or sale of securities or any other voluntary action, avoid or seek to avoid the observance or performance of any of the terms to
be observed or performed hereunder by the Company, but will at all times in good faith assist in the carrying out of all the provisions of this Section 6 and in the taking
of all such action as may be necessary or appropriate in order to protect the conversion rights of the Holder against impairment to the extent required hereunder.
7.

Events of Default . Upon the occurrence of any of the following events (“ Event of Default ”), the Company shall be deemed to be in default hereunder:

(a)
failure by Company to pay principal or unpaid Interest hereunder when due after (i) Company has received a written notice from the Holder of
such failure, (ii) and such failure has not been cured within 20 business days of receiving such notice; or
(b)
the Company (i) applies for or consents to the appointment of a receiver, trustee, custodian or liquidator of itself or any part of its property, (ii)
becomes subject to the appointment of a receiver, trustee, custodian or liquidator of itself or any part of its property if such appointment is not terminated or dismissed
within thirty (30) days, (iii) makes an assignment for the benefit of creditors, (iv) is adjudicated as bankrupt or insolvent, (v) institutes any proceedings under the United
States Bankruptcy Code or any other federal or state bankruptcy, reorganization, receivership, insolvency or other similar law affecting the rights of creditors generally,
or files a petition or answer seeking reorganization or an arrangement with creditors to take advantage of any insolvency law, or files an answer admitting the material
allegations of a bankruptcy, reorganization or insolvency petition filed against it, or (vi) becomes subject to any proceedings under the United States Bankruptcy Code
or any other federal or state bankruptcy, reorganization, receivership, insolvency or other similar law affecting the rights of creditors generally, which proceeding is not
dismissed within thirty (30) days of filing, or has an order for relief entered against it in any proceeding under the United States Bankruptcy Code.
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If an Event of Default occurs, all indebtedness under this Note shall become immediately due and payable, and the Company shall immediately pay to Holder
all such amounts. Holder shall, following and during the continuance of an Event of Default, also have any other rights which Holder may have pursuant to applicable
law.
9. No Rights as Shareholder. This Note does not by itself entitle the Holder to any voting rights or other rights as a shareholder of the Company. In the
absence of conversion of this Note or the issuance of shares of Common Stock pursuant to the Equity Interest, no provisions of this Note, and no enumeration herein
of the rights or privileges of the holder, shall cause such holder to be a shareholder of the Company for any purpose.
10. Amendment and Waiver. Neither party may assign this Note nor any right or interest arising out of this Note, in whole or in part, without consent of the
other party. Any term of this Note may be amended, modified, supplemented and the observance of any term of this Note may be waived (either generally or in a
particular instance, either retroactively or prospectively, and either for a specified period of time or indefinitely), with the written consent of the Company and the
holders of a majority of the aggregate principal amount of the Notes sold in the Debt Offering (as defined in the Note Purchase Agreement). . Any amendment or
waiver effected in accordance with this paragraph will be binding upon each holder of any Securities purchased in the Debt Offering, each future holder of the
Securities, and the Company.
11. Place of Payment. Payments of principal and interest and all notices and other communications to the Holder hereunder or with respect hereto are to be
delivered to the Holder at the address identified in the Note Purchase Agreement or to such other address as specified by the Holder by prior written notice to the
Company, including any transferee of this Note.
12. Costs of Collection. In the event that the Company fails to pay when due (including, without limitation upon acceleration in connection with an Event of
Default) the full amount of principal and/or interest hereunder, the Company shall indemnify and hold harmless the holder of any portion of this Note from and against
all reasonable costs and expenses incurred in connection with the enforcement of this provision or collection of such principal and interest, including, without limitation,
reasonable attorneys’ fees and expenses.
13. Waivers. The Company hereby waives presentment, demand, notice, protest and all other demands and notices in connection with the delivery,
acceptance, performance, default or enforcement of this Note.
14. Mutilated, Destroyed, Lost and Stolen Note. In case any Note shall be mutilated, lost, stolen or destroyed, the Company shall issue a new Note of like
date, tenor and denomination and deliver the same in exchange and substitution for and upon surrender and cancellation of any mutilated Note, or in lieu of any Note
lost, stolen or destroyed, upon receipt of evidence satisfactory to the Company of the loss, theft or destruction of such Note.
15. Interest Savings Clause. In the event any interest is paid on this Note which is deemed to be in excess of the then legal maximum rate, then that portion
of the interest payment representing an amount in excess of the then legal maximum rate shall be deemed a payment of principal and applied against the principal of
this Note.
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16.
Governing Law. THIS NOTE AND THE RIGHTS AND DUTIES OF THE COMPANY AND THE HOLDER HEREOF SHALL BE GOVERNED BY,
CONSTRUED IN AND ENFORCED IN ACCORDANCE WITH, THE LAWS OF THE STATE OF NEVADA APPLICABLE TO CONTRACTS EXECUTED AND TO BE
PERFORMED ENTIRELY WITHIN THAT STATE.
17.

Incorporation of Terms. All capitalized terms not otherwise defined in this Note shall have the definition set forth in the Note Purchase Agreement.

IN WITNESS WHEREOF, the Company has executed and delivered this Note on April 27, 2017.

COMPANY:
Flux Power Holdings, Inc.

By: /s/ Ronald Dutt
Name: Ronald Dutt
Title: Chief Executive Officer and Acting
Chief Financial Officer
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NOTICE OF CONVERSION

To Flux Power Holdings, Inc.:
The undersigned hereby elects to convert, on the Effective Date, the below stated outstanding principal amount due under the 12% Convertible Promissory
Note dated April 27, 2017 held by the undersigned and attached hereto as Exhibit A (the “Note”) in accordance with Section 5(a) of the Note at the Conversion Rate of
$0.12 per share:

/ $0.12 =
Conversion Amount

Common Stock

By the delivery of this Notice of Conversion, the undersigned represents and warrants to the Company that (i) the undersigned is an “accredited investor” as
defined in Rule 501(a) under the Securities Act of 1933, as amended, and (ii) that the ownership of the Common Stock does not exceed the Beneficial Ownership
Limitation, as that term is defined under the Note.

Effective Date:

HOLDER:

By:
Name:
Title:

Delivery Instructions:
c/o:
Address:
Telephone No.:
Facsimile No. :
Other Special Instructions:

