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PART I — FINANCIAL INFORMATION
Item 1. Financial Statements
NORTHERN POWER SYSTEMS CORP.
CONDENSED CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2017 AND DECEMBER 31, 2016
(In thousands, except share amounts)
(unaudited)
ASSETS

March 31,
2017

December 31,
2016

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable — net of allowance for doubtful accounts of $0 at March 31, 2017 and December 31, 2016
Unbilled revenue
Inventories — net (Note 4)
Deferred costs
Prepaid expenses and other current assets
Total current assets
Property, plant and equipment — net (Note 5)
Intangible assets — net (Note 6)
Goodwill
Total Assets

$ 6,599
1,442
1,094
9,250
1,573
580
20,538
1,488
—
361
$ 22,387

$

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

5,423
674
2,576
7,159
351
627
16,810
1,485
9
361
18,665
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NORTHERN POWER SYSTEMS CORP.
CONDENSED CONSOLIDATED BALANCE SHEETS
AS OF MARCH 31, 2017 AND DECEMBER 31, 2016
(In thousands, except share amounts)
(unaudited)
LIABILITIES AND SHAREHOLDERS’ DEFICIENCY

CURRENT LIABILITIES:
Working capital revolving line of credit (Note 8)
Accounts payable
Accrued expenses (Note 9)
Accrued compensation
Deferred revenue
Customer deposits
Other current liabilities
Total current liabilities
Deferred revenue, less current portion
Deferred income taxes, net of current portion (Note 13)
Total Liabilities
Commitments and Contingencies (Note 16)

March 31,
2017

December 31,
2016

$

$

1,850
4,398
2,893
1,293
3,271
9,453
872
24,030
1,985
82
26,097

1,600
3,354
2,940
1,586
1,821
7,419
92
18,812
2,332
79
21,223

SHAREHOLDERS’ DEFICIENCY:
Voting common shares, no par value — Unlimited shares authorized; 23,613,884 shares issued and outstanding as of March
31, 2017 and December 31, 2016, respectively
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Total Shareholders’ Deficiency
Total Liabilities and Shareholders’ Deficiency
The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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165,642
9,185
(39)
(178,498)
(3,710)
$ 22,387

165,642
9,158
(50)
(177,308)
(2,558)
$
18,665
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NORTHERN POWER SYSTEMS CORP.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
FOR THE THREE MONTHS ENDED MARCH 31, 2017 AND 2016
(In thousands, except share and per share amounts)
(unaudited)
For the three months ended
March 31, 2017
March 31, 2016

REVENUES:
Product
Service
Design service
License
Total revenues
Cost of product revenues
Cost of service revenues
Gross margin
OPERATING EXPENSES:
Sales and marketing
Research and development
General and administrative
Gain on sale of assets
Total operating expenses
Loss from operations
Interest expense
Other income
Loss before provision for income taxes
Provision for income taxes
NET LOSS

$

5,195
1,008
—
—
6,203
4,678
770
755

$

636
628
1,133
(225)
2,172
(1,417)
(13)
256
(1,174)
16
(1,190)

4,115
727
218
118
5,178
5,071
744
(637)
1,027
924
1,559
—
3,510
(4,147)
(48)
30
(4,165)
66
(4,231)

Other comprehensive income
Change in cumulative translation adjustment
COMPREHENSIVE LOSS

$

11
(1,179)

$

23
(4,208)

Net loss applicable to common shareholders (Note 2)

$

(1,190)

$

(4,231)

Net loss per common share
Basic and diluted

$

(0.05)

$

(0.18)

Weighted average number of common shares outstanding
Basic and diluted

23,613,884

The accompanying notes are an integral part of these condensed consolidated unaudited financial statements.
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23,173,884
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NORTHERN POWER SYSTEMS CORP.
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ DEFICIENCY
FOR THE THREE MONTHS ENDED MARCH 31, 2017
(In thousands except share amounts)
(unaudited)
Voting
Common Shares-No Par

BALANCE — December 31, 2016
Stock based compensation expense
Cumulative translation adjustment
Net loss
BALANCE — March 31, 2017

Shares

Amount

23,613,884
—
—
—
23,613,884

$165,642
—
—
—
$165,642

Additional
Paid-In
Capital

Accumulated
Other
Comprehensive
Loss

$

$

$

9,158
27
—
—
9,185

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

(50)
—
11
—
(39)

Accumulated
Deficit

$ (177,308)
—
—
(1,190)
$ (178,498)

Total
Shareholders’
Deficiency

$

$

(2,558)
27
11
(1,190)
(3,710)
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NORTHERN POWER SYSTEMS CORP.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED March 31, 2017 AND 2016
(All amounts in thousands)
(unaudited)
For the three months ended
March 31, 2017
March 31, 2016

OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Provision for inventory obsolescence
Recovery of doubtful accounts
Stock-based compensation expense
Depreciation and amortization
Loss on disposal of assets
Gain on sale of asset
Deferred income taxes
Changes in operating assets and liabilities:
Accounts receivable and unbilled revenue
Other current and noncurrent assets
Inventories
Deferred costs
Accounts payable
Accrued expenses
Customer deposits
Deferred revenue and other short term liabilities
Other liabilities
Net cash used in operating activities
INVESTING ACTIVITIES:
Proceeds from sale of assets
Purchases of property and equipment
Net cash provided by (used in) investing activities
FINANCING ACTIVITIES:
Proceeds from revolving line of credit, net of borrowings
Net cash provided by financing activities
Effect of exchange rate change on cash
Change in cash and cash equivalents
Cash and cash equivalent — Beginning of Period
Cash and cash equivalent — End of Period

$

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for interest
Cash paid for income taxes
The accompanying notes are an integral part of these condensed consolidated financial statements.
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(1,190)

$

(4,231)

—
—
27
127
—
(225)
3

85
(44)
159
180
83
—
4

(836)
47
(2,091)
(1,222)
1,045
(340)
2,034
1,607
—
(1,014)

1,245
236
(3,264)
2,486
621
(729)
2,027
(1,770)
7
(2,905)

2,050
(121)
1,929

—
(129)
(129)

$

250
250
11
1,176
5,423
6,599

708
708
23
(2,303)
6,333
4,030

$

$

2

$

15

$

17

$

10
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NORTHERN POWER SYSTEMS CORP.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
AS OF THE THREE MONTHS ENDED MARCH 31, 2017 AND 2016
(Unaudited, in thousands except share and per share amounts)
1.

DESCRIPTION OF BUSINESS
Northern Power Systems Corp. (together with its consolidated subsidiaries, “we”, “us”, “our”, “Northern Power Systems” or the “Company”) is a provider of
advanced renewable power generation and power conversion technology for the distributed energy sector. We design, manufacture and service a suite of
proven permanent magnet direct-drive (“PMDD”) wind turbine platforms for the distributed wind market, as well as power converters for battery energy
storage applications. We are now developing integrated energy storage solutions to provide end users with turn-key distributed energy solutions. Historically
we licensed our utility-class wind turbine platform, which uses the same PMDD technology as our distributed turbines, to large manufacturers. In October
2016 we completed the sale of these technology rights to one of our partners, which will enable us to focus our efforts on the distributed energy segment.
With our predecessor companies dating back to 1974 we have decades of experience in developing proven innovative energy solutions in the power
generation and conversion space.
The Company’s principal manufacturing and headquarters are in Barre, Vermont, with additional office space for use by certain of our finance, and business
development teams in Burlington, Massachusetts, and sales offices in Zurich, Switzerland, and sales and service office in Bari, Italy, and Cornwall, U.K. The
Company previously operated under the name Wind Power Holding, Inc. and was originally incorporated in Delaware on August 12, 2008. Our common
shares are listed on the Toronto Stock Exchange under the symbol “NPS”.
Liquidity — The Company has incurred operating losses since its inception, including a net loss of $1.2 million for the quarter ending March 31, 2017 and
had an accumulated loss of $178.5 million at March 31, 2017. Management anticipates incurring additional losses until the Company can produce sufficient
revenue to cover its operating costs. Since inception, the Company has funded its net capital requirements with proceeds from private and public equity and
debt offerings. In addition, the Company has experienced recurring negative operating cash flows, which has resulted in decreases in our cash balance. These
conditions raise substantial doubt about the Company’s ability to continue as a going concern. The Company evaluated these conditions as well as actions
taken in 2016 to improve profitability. These actions included cost reductions by reducing headcount and restructuring management, reducing the cost of our
core distributed wind products, optimizing our supply chain, and monetizing certain of our utility wind assets. In addition, the Company has begun
commercializing the sales of power converters, expanding our service offerings to include full turnkey wind turbine installations and has increased sales staff
to expand into additional markets, especially the U.S. The Company believes that the actions taken have alleviated the substantial doubt about the
Company’s ability to continue as a going concern. The accompanying consolidated financial statements do not include any adjustments relating to the
recovery and classification of asset carrying amounts or the amounts and classification of liabilities that may result from the outcome of this uncertainty.
Basis of Presentation — The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. GAAP for
interim financial information and with the instructions to Form 10-Q and Article 8 of Regulation S-X. Accordingly, they do not include all of the information
and footnotes required by U.S. GAAP for complete financial statements and, therefore, should be read in conjunction with the Company’s 2016 consolidated
financial statements and related notes included in the Annual Report on Form 10-K for the year ended December 31, 2016 (File No. 000-55184). The
condensed consolidated balance sheet as of December 31, 2016 was derived from the Company’s annual audited financial statements. The preparation of
financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the timing and amount of assets,
liabilities, equity, revenue, and expenses reported and disclosed. Actual amounts could differ from these estimates. All adjustments, consisting of normal
recurring adjustments, which are, in the opinion of management, necessary for a fair presentation of the results for the interim periods, have been recorded.
Actual amounts could differ from these estimates. Due to differing business conditions and seasonality, operating results for the three months ended March
31, 2017 are not necessarily indicative of the results that may be expected in subsequent quarters or for the full year ending December 31, 2017.
Comprehensive Loss — Cumulative translation adjustments are excluded from net loss and shown as a separate component of shareholders’ deficiency.
Recent Accounting Pronouncements
In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”). The core
principle of ASU 2014-09 is that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in
8
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exchange for those goods or services. To achieve that core principle, an entity should apply the following steps: identify the contract(s) with a customer;
identify the performance obligations in the contract; determine the transaction price; allocate the transaction price to the performance obligations in the
contract; and recognize revenue when (or as) the entity satisfies a performance obligation. ASU 2014-09 supersedes the revenue recognition requirements in
Accounting Standards Codification Topic No. 605, Revenue Recognition, most industry-specific guidance throughout the industry topics of the accounting
standards codification, and some cost guidance related to construction-type and production-type contracts. ASU 2014-09 is effective for public entities for
annual periods and interim periods within those annual periods beginning after December 15, 2016. Early adoption is not permitted. Companies may use
either a full retrospective or a modified retrospective approach to adopt ASU 2014-09.
In August 2015, the FASB issued Accounting Standards Update No. 2015-14, Revenue from Contracts with Customers (Topic 606) : Deferral of the
Effective Date (“ASU 2015-14”) . ASU 2015-14 defers the effective date of the new revenue recognition standard by one year. As such, it now takes effect
for public entities in fiscal years beginning after December 15, 2017. Early adoption is permitted for any entity that chooses to adopt the new standard as of
the original effective date (December 15, 2015). We have initiated an assessment of our revenue streams and are engaging outside consultants to perform a
full assessment of the impact for implementing these standards. We have begun evaluating the impact of the new standard on our core revenues, and
continue to evaluate its effect on our financial statement disclosures. We expect to have our evaluation, including the selection of an adoption method,
completed before the end of 2017.
In May 2016, the FASB issued Accounting Standards Update No. 2016-12, Revenue from Contracts with Customers (Topic 606): Narrow-Scope
Improvements and Practical Expedients which addresses various issues by making changes to the guidance originally included in ASU 2014-09, Revenue
from Contracts with Customers (Topic 606). The guidance in ASC 606 (as revised) is effective in the quarter and year beginning January 1, 2018, for public
entities with a calendar year-end. We expect to have our evaluation, including the selection of an adoption method, completed before the end of 2017.
In April 2016, the FASB issued ASU No. 2016-10, Revenue from Contracts with Customers (Topic 606). This update clarifies guidance related to identifying
performance obligations and licensing implementation guidance contained in the new revenue recognition standard. The Update includes targeted
improvements based on input the Board received from the Transition Resource Group for Revenue Recognition and other stakeholders. The Update seeks to
proactively address areas in which diversity in practice potentially could arise, as well as to reduce the cost and complexity of applying certain aspects of the
guidance both at implementation and on an ongoing basis. The amendments in this update are effective at the same time as ASU 2014-09. Public business
entities, certain not-for-profit entities, and certain employee benefit plans should apply the guidance in Update 2014-09 to annual reporting periods beginning
after December 15, 2017, including interim reporting periods within that reporting period. We expect to have our evaluation, including the selection of an
adoption method, completed before the end of 2017.
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The new standard requires that all lessees recognize the assets and liabilities that
arise from leases on the balance sheet and disclose qualitative and quantitative information about its leasing arrangements. This new standard is effective for
fiscal years beginning after December 15, 2019 and interim periods within fiscal years beginning after December 15, 2020. The Company is currently
evaluating the impact of our pending adoption of the new standard on it consolidated financial statements.
In March 2016, the FASB issued ASU No. 2016-09, Compensation — Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment
Accounting. The new standard involves several aspects of the accounting for share-based payment transactions, including the income tax consequences,
classification of awards as either equity or liabilities and classification on the statement of cash flows. The Company adopted ASU 2016-09 as of January 1,
2017, and this ASU did not have a material impact on our financial statements and did not change our accounting policy in regards to forfeitures. The
Company’s adoption of the new standard also resulted in the prospective classification of excess tax benefits as cash flows from operating activities in the
same manner as other cash flows related to income taxes within the consolidated statements of cash flows. Based on the prospective method of adoption
chosen, the classification of excess tax benefits within the consolidated statements of cash flows for the prior periods presented has not been adjusted to
reflect the change.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230). This updates indicates that there is diversity in the practice in
how certain cash receipts and cash payments are presented and classified in the statement of cash flows under Topic 230.This amendment provides guidance
on eight specific cash flow issues with the objective of reducing the existing diversity in practice. Public business entities should apply the guidance in
Update 2016-15 to annual reporting periods beginning after December 15, 2017, including interim reporting periods within that reporting period. We are
currently evaluating the impact this ASU will have on our consolidated financial statements.
9
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In January 2017, the FASB issued ASU No. 2017-04, Intangibles-Goodwill and Other (Topic 350) . The new guidance simplifies the subsequent
measurement of goodwill by eliminating Step 2 from the goodwill impairment test. ASU 2017-04 requires goodwill impairment to be measured as the
amount by which a reporting unit’s carry amount exceeds its fair value, not to exceed the carry amount of its goodwill. ASU 2017-04 requires prospective
application and is effective for annual periods beginning after December 15, 2019 with early adoption permitted. The Company may early adopt ASU 201704 as part of its annual impairment testing in the fourth quarter of 2017.
There were no other new accounting pronouncements that were issued or became effective since the issuance of our 2016 Annual Report on Form 10-K that
had, or are expected to have, a material impact on our consolidated financial position, results of operations or cash flows.
2.

NET LOSS PER SHARE
Basic loss per share is determined by dividing net loss attributable to common shareholders by the weighted average common shares outstanding during the
period. Diluted loss per share is determined by dividing loss attributable to common shareholders by diluted weighted average shares outstanding during the
period. Diluted weighted average shares reflect the dilutive effect, if any, of potential common shares. To the extent their effect is dilutive, employee equity
awards, based on the treasury stock method, are included in the calculation of diluted earnings per share. For the three months ended March 31, 2017 and
2016, all potential common shares were anti-dilutive due to the net loss and were excluded from the diluted net loss per share calculations.
The calculations of basic and diluted net loss per share are as follows:
For the three months ended
March 31, 2017
March 31, 2016

Basic earnings per share calculation
Numerator
Net loss
Net loss attributable to common shareholders

$
$

(1,190)
(1,190)

$
$

(4,231)
(4,231)

Denominator
Weighted average common shares outstanding — Basic and diluted
Net loss per share-Basic and diluted

$

23,613,884
(0.05)

$

23,173,884
(0.18)

The following potentially dilutive securities were excluded from the calculation of dilutive weighted average shares outstanding because they were
considered anti-dilutive due to the Company’s loss position:
Common share options
Total potentially dilutive securities
3.

March 31, 2017

March 31, 2016

1,828,680
1,828,680

2,510,082
2,510,802

FAIR VALUE MEASUREMENT
The Company measures fair value using the framework specified in U.S. GAAP. This framework emphasizes that fair value is a market-based measurement,
not an equity-specific measurement, and establishes a fair value hierarchy that distinguishes between assumptions based on market data obtained from
independent sources and those based on an entity’s own assumptions. The hierarchy prioritizes the inputs for fair value measurement into three levels:
Level 1 — Measurements utilizing unadjusted quoted prices in active markets that the entity has the ability to access for identical assets or liabilities.
Level 2 — Measurements that include quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets or
liabilities in markets that are not active, and other observable inputs, such as interest rates and yield curves that are observable at commonly quoted intervals.
Level 3 — Measurements using unobservable inputs for assets or liabilities for which little or no market information exists, and are based on the best
information available and might include the entity’s own data.
10
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In some valuations, the inputs used may fall into different levels of the hierarchy. In these cases, the financial instrument’s level within the fair value
hierarchy is based on the lowest level of input that is significant to the fair value measurement.
Financial Instruments — The Company’s financial instruments consist primarily of cash and cash equivalents, accounts receivable, unbilled revenue,
accounts payable and the working capital revolving line of credit. The carrying amounts of cash and cash equivalents, accounts receivable, unbilled revenue,
accounts payable and the working capital revolving line of credit, as of March 31, 2017 and December 31, 2016, approximate fair value due to their shortterm nature. The Company defines cash equivalents as highly liquid instruments with maturities of three months or less that are regarded as high quality, low
risk investments. Cash equivalents when held consist of principally FDIC insured certificates of deposits.
Nonrecurring Fair Value Measurements — The Company holds certain assets and liabilities that are measured at fair value on a nonrecurring basis in
periods subsequent to initial recognition.
The value assigned to goodwill at December 31, 2016 was $361 and represents a fair value measurement on a nonrecurring basis as it was partially impaired
during the year ended December 31, 2016.
4.

INVENTORIES
Inventories, net of reserves, as of March 31, 2017 and December 31, 2016 consist of:
Raw materials
Work in process
Finished goods
Allowance for obsolescence
Total inventory — net

March 31, 2017

December 31, 2016

$

$

$

3,441
1,046
5,274
(511)
9,250

$

2,897
1,304
3,469
(511)
7,159

For the three months ended March 31, 2017 and 2016, the Company recorded inventory provisions of $0 and $85, respectively.
5.

PROPERTY, PLANT, AND EQUIPMENT
Property, plant, and equipment, net of depreciation, at March 31, 2017 and December 31, 2016 consist of:
Lease improvements
Machinery and equipment
Patterns and tooling
Office furniture and equipment
Information technology equipment and software
Less accumulated depreciation
Total property, plant and equipment, net of depreciation

March 31, 2017

December 31, 2016

$

$

$

21
2,354
1,079
424
677
4,555
(3,067)
1,488

$

21
2,270
1,042
424
677
4,434
(2,949)
1,485

Depreciation expense was $118 and $135 for the three months ended March 31, 2017 and 2016, respectively.
6.

INTANGIBLE ASSETS
Intangible assets consist of trade name which had a net carrying amount of $0 as of March 31, 2017 and $9 as of December 31, 2016.
Amortization expense for the three months ended March 31, 2017 and 2016 was $9 and $45, respectively.

7.

GAIN ON SALE OF ASSETS
On October 26, 2016, the Company entered into a definitive agreement for WEG Electric Corp. and WEG Equipamentos Eletricos S.A. (collectively,
“WEG”) to acquire some of the Company’s utility wind assets. Under the agreement, the proven utility scale direct drive technology developed are solely
owned by WEG and its affiliates. All assets and liabilities, including
11
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the related patent portfolio for utility wind greater than 1.5 MW were acquired by WEG. In addition, WEG assumed all liabilities related to a maintenance
agreement the Company had entered into upon the sale of two prototype turbines to a customer. WEG will continue to compensate the Company under the
existing arrangement paying royalties for sales in South America resulting in future payments of up to approximately $10.0 million, of which $3.0 million
are fixed payments. Additionally, WEG will pay the Company up to $17.5 million in royalty payments over the next decade for turbines shipped anywhere
outside of South America.
The gain on the disposition is included in loss from continuing operations before income taxes in the statement of operations in accordance with ASC 36010-45-5. Any future royalty payments will be considered additional proceeds from sale and will be recorded as gain on sale of assets in the consolidated
statements of operations. Gain on sale of assets for the three months ended March 31, 2017 was $225.
8.

DEBT
Debt at March 31, 2017 and December 31, 2016 consist of:

Working capital revolving line of credit

March 31,
2017

December 31,
2016

$

$

1,850

1,600

Our working capital line of credit is $2.0 million, with the available borrowing base being limited to the amount of collateral available at the time the line is
drawn. The credit facility is scheduled to mature on December 31, 2017. This line is guaranteed by the U.S. Export-Import Bank, as well as by us. As of
March 31, 2017 and December 31, 2016, we had $1.9 million and $1.6 million, respectively, outstanding on the working capital revolving line of credit. At
March 31, 2017, we had a net maximum supported borrowing base of $0.1 million remaining. To facilitate certain financing arrangements that our Italian
customers have with third parties, we have agreed to provide performance and warranty letters of credit to such customers. The performance letters of credit
are payable if we fail to meet contractual terms such as delivery schedules. Such letters of credit decreased the borrowing base by 25% of the face value. The
warranty letter of credit guarantees uptime and power curve performance over a one-year period starting at commissioning date. Such letters of credit
decreased the borrowing base by 100% less the amount of cash collateral held by the bank to secure warranty letters of credit. At March 31, 2017, we had
$0.1 million of such performance and warranty guarantees outstanding with two customers.
The working capital line of credit contains a financial covenant which requires us to maintain unencumbered liquid assets having a value of at least $1.0
million at all times. At March 31, 2017, we had unencumbered liquid assets having a value of $6.6 million.
As of March 31, 2017, we were in compliance with the covenants contained in our working capital line of credit.
9.

ACCRUED EXPENSES
Accrued expenses consist of:
Accrued warranties
Accrued rebates, allowances and discounts
Other accrued expenses
Total accrued expenses

March 31, 2017

December 31, 2016

$

$

$
12

1,683
81
1,129
2,893

$

1,912
65
963
2,940
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Changes in the Company’s product warranty accrual consisted of the following:
Three months ended
March 31, 2017
March 31, 2016

Beginning balance
Provisions, net of reversals
Settlements
Ending balance

10.

$

1,912
124
(353)
1,683

$

$

2,171
395
(335)
2,231

$

CAPITAL STRUCTURE
Common Shares-No Par — The Company’s authorized capital consists of an unlimited number of voting common shares and an unlimited number of
class B restricted voting shares. As of March 31, 2017, there were 23,613,884 voting common shares issued and outstanding and no class B restricted voting
shares issued and outstanding.

11.

STOCK BASED COMPENSATION AND EMPLOYEE BENEFIT PLANS
Northern Power Systems Corp. 2014 Stock Option and Incentive Plan (“2014 NPS Corp Plan”) — The Company has adopted the 2014 NPS Corp Plan,
which reserved 4,000,000 shares of the Company’s voting common shares for both future exercise of outstanding stock options and shares available for
future outstanding grants. The Company is accounting for grants under the 2014 NPS Corp Plan as equity awards.
A summary of the stock option activity under the 2014 NPS Corp Plan for the three months ended March 31, 2017, is as follows:

Shares

Outstanding — December 31, 2016
Granted
Canceled
Outstanding — March 31, 2017

WeightedAverage
Exercise
Price

Average
Remaining
Weighted-Average
Contractual Term
(in Years)

Aggregate
Intrinsic
Value

2,834,060
10,000
(1,015,380)
1,828,680

$
$
$
$

1.37
0.19
1.63
1.22

3.6 years

$

—

5.0 years

$

—

Exercisable — March 31, 2017

1,033,017

$

1.88

4.0 years

$

—

Shares vested and expected to vest March 31, 2017

1,728,769

$

1.28

5.0 years

$

—

As of March 31, 2017 1,273,840 options were available for grant under the 2014 NPS Corp Plan.
The aggregate intrinsic value in the table above represents the difference between the fair value of common shares and the exercise price of outstanding, inthe-money, stock options.
The weighted-average grant-date fair value of options granted under the 2014 NPS Corp Plan during the three months ended March 31, 2017 was $0.11 per
share. At March 31, 2017, unrecognized stock-based compensation expense related to non-vested stock options is $149 which is expected to be recognized
over the weighted-average remaining vesting period of 1.7 years.
The Company estimated the grant-date fair values of stock options granted in the three months ended March 31, 2017, using the Black-Scholes option
pricing model and the following assumptions:
March 31, 2017

Expected volatility
Risk-free interest rate
Expected life (years)
Dividend yield

73.0%
1.83%
4.5
0.0%

There were no restricted share grants issued during the three months ended March 31, 2017 and 2016.
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The Company recognizes stock-based compensation expense net of estimated forfeitures on a straight-line basis over the requisite service period. The
forfeiture rate was 10% for the three months ended March 31, 2017 and 2016. Stock-based compensation expense, a non-cash expense, is included in each
respective expense category as follows, for the three months ended March 31, 2017 and 2016:
Three months ended
March 31
2017
2016

Cost of revenue
Sales and marketing
Research and development
General and administrative
Total stock-based compensation expense

12.

$

$

2
8
1
16
27

$

$

3
17
4
135
159

401(k) PLAN
The Company has a defined contribution plan covering substantially all of its employees, subject to certain eligibility requirements. Under the plan,
participating employees may defer up to 15% of their pre-tax compensation, as defined. The Company contributes 25% of the amount contributed by a
participating employee, up to a maximum of 6% of the participant’s pre-tax compensation. Company matching contributions for the three months ended
March 31, 2017 and 2016 were $13 and $21, respectively.

13.

INCOME TAXES
For the three months ended March 31, 2017, the Company recorded income tax expense of $16 which is comprised of $13 current expense and $3 deferred
expense. For the three months ended March 31, 2016, the Company recorded income tax expense of $66 which is comprised of $62 current expense and $4
deferred expense.
For the three months ended March 31, 2017 the current income tax expense included $0 of foreign tax expense related to Brazilian withholding taxes. For the
three months ended March 31, 2016, the income tax expense included $53 Brazilian withholding taxes. Such taxes are applicable to licensing, technology
services and royalty revenues earned within Brazil. The tax rate for such taxes is between 15% — 18% and is based upon the character of the revenue and
the jurisdiction of where it was earned.
As of December 31, 2016, the Company had $133,398 of federal net operating loss carryforwards that expire beginning in 2028, $79,177 of state net
operating loss carryforwards that expire from 2016 through 2028, and $1,462 of research and development tax credits that begin to expire in 2028. The
amount of the net operating loss and research and development tax credit carryforwards that may be utilized annually to offset future taxable income and tax
liability may be limited as a result of certain ownership changes pursuant to Section 382 of the Internal Revenue Code.
Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss
and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. A valuation allowance is established for any deferred tax asset for which
realization is not more likely than not. The net deferred tax liability as of March 31, 2017 and December 31, 2016 includes deferred tax liabilities related to
amortizable goodwill, which are anticipated to reverse in an indefinite period and which are not currently available as a source of taxable income. The net
deferred tax liability is classified as long term on the condensed consolidated balance sheets.
The Company recognizes in its consolidated financial statements only those tax positions that are “more likely than not” of being sustained upon
examination by taxing authorities, based on the technical merits of the position. As of March 31, 2017, there are no uncertain tax positions. In addition, there
are no amounts required to be included in the financial statements for interest or penalties on uncertain tax positions.
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14.

SEGMENT REPORTING
In the first quarter of 2017, we restructured the Company’s operating segments. The chief operating decision maker re-evaluated the Company’s business
structure to best align reporting with the Company’s operating strategies. The Company’s operating strategy was revised to direct product sales and related
service as its core focus. Therefore, the Company has concluded that it has one reportable segment for reporting periods beginning January 1, 2017.

15.

SUBSEQUENT EVENTS
The company evaluated subsequent events through the date of the filing and had no additional subsequent events to report.

16.

COMMITMENTS AND CONTINGENCIES
The Defense Contract Auditing Agency (“DCAA”) completed field work on the 2004 audit and issued a final report to the National Renewable Energy
Laboratory (“NREL”). NREL has not issued a final determination related to the findings as of March 31, 2017. The DCAA considers the years 2005 through
2007 and 2010 open for audit, however, there has been no audit activity related to these years and the Company has not received formal notification that such
audits are on hold. Management believes that as of the date of these financial statements these audits have been delayed or placed on hold. Based upon the
lack of a final determination from NREL on the 2004 audit and lack of activity on later audits, the Company does not have adequate information at the date
of issuance of these financial statements to determine if the outcome of any of these remaining open audits will result in a cost to the Company. The
Company, however, does not expect a material impact based on the results of previous audits.
The Company has entered into several operating lease agreements, primarily for the lease of office facilities, and office equipment, expiring through 2019.
Rental expense under these operating lease arrangements for the three months ended March 31, 2017 and 2016 was $104. The Company originally leased its
headquarters and production facility back from the buyer for up to a five-year term. The Company exercised the right to cancel the lease as of December 31,
2016 and is in the process of renegotiating a revised lease for less square footage and lower overall price per square foot. Therefore, only three months (April
2017 through June 2017) of rental expense is included in the table below. Future minimum lease payments under noncancelable lease agreements (with
initial or remaining lease terms in excess of one year) are as follows:
Years Ending December 31

2017
2018
2019
Total

$139
69
7
$215
15
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Item 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our consolidated financial statements
and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and our Annual Report on Form 10-K (“Annual Report”) filed with the Securities
and Exchange Commission (the “SEC”) on March 31, 2017.
Forward-Looking Statements
This Quarterly Report on Form 10-Q contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. These
forward-looking statements reflect the views of our management regarding current expectations and projections about future events and are based on currently
available information. Actual results could differ materially from those contained in these forward-looking statements for a variety of reasons, including those
described in this discussion and analysis and elsewhere in this Quarterly Report on Form 10-Q and those set forth under “Risk Factors” in our Annual Report on
Form 10-K for the year ended December 31, 2016. Other unknown or unpredictable factors also could have a material adverse effect on our business, financial
condition and results of operations. Accordingly, readers should not place undue reliance on these forward-looking statements. The use of words such as
“anticipates,” “estimates,” “expects,” “intends,” “plans” and “believes,” among others, generally identify forward-looking statements; however, these words are
not the exclusive means of identifying such statements. In addition, any statements that refer to expectations, projections or other characterizations of future events
or circumstances are forward-looking statements. These forward-looking statements are inherently subject to uncertainties, risks and changes in circumstances
that are difficult to predict. We are not under any obligation to, and do not intend to, publicly update or review any of these forward-looking statements, whether as
a result of new information, future events or otherwise, even if experience or future events make it clear that any expected results expressed or implied by those
forward-looking statements will not be realized. Please carefully review and consider the various disclosures made in this report and in our other reports filed with
the SEC that attempt to advise interested parties of the risks and factors that may affect our business, prospects and results of operations.
Overview
We are a provider of advanced renewable power generation and power conversion technology for the distributed energy sector. We design, manufacture and service
a suite of proven permanent magnet direct-drive (“PMDD”) wind turbine platforms for the distributed wind market, as well as power converters for battery energy
storage applications. We are now developing integrated energy storage solutions to provide end users with turn-key distributed energy solutions. Historically we
licensed our utility-class wind turbine platform, which uses the same PMDD technology as our distributed turbines, to large manufacturers. In October 2016 we
completed the transfer of these technology rights to one of our partners, which will enable us to focus our efforts on the distributed energy segment. With our
predecessor companies dating back to 1974 we have decades of experience in developing proven innovative energy solutions in the power generation and
conversion space.
Our PMDD wind turbine technology is based on a simplified architecture that utilizes a unique combination of a permanent magnet generator and direct-drive
design. The permanent magnet generator provides higher efficiency and higher energy capture than units that utilize a traditional gearbox design. Importantly, our
direct-drive turbine design requires significantly fewer moving parts than traditional geared turbines, which increases reliability due to reduced maintenance and
downtime costs. Since our early days of pioneering this technology, PMDD has become an industry standard.
The substantial majority of our current sales are in the small wind subset of the distributed wind market, which is commonly known to consist of turbines with rated
capacities of 500 kW output or smaller. Based on the number of turbines that we have sold and installed to date, we consider ourselves a leader in the U.S., U.K.,
and Italy in the largest sub-segment of this market in terms of energy output, turbines ranging in size from 50 kW to 100 kW. Since the introduction of our second
generation 60 kW and 100 kW PMDD wind turbines in late 2008, we have shipped over 600 of these turbines. To date, these units have run for over fifteen million
hours in the aggregate. Our distributed wind customers include financial investors and project developers, but also the end users themselves in application that
provide power for farms, schools, municipalities, small business, remote villages, and U.S. military installations.
We developed a 2 MW turbine platform with three wind-speed regime variants based upon our PMDD technology, of which the 2.3 MW variant is certified to
International Electrotechnical Commission, or IEC, standard 61400-1 by Det Norske Veritas, or DNV, a globally recognized certification firm.
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Regarding the power electronics product line, we have been developing our power converter technology since the early 2000s. Our capabilities in this area resulted
from the complex power conversion technology required for wind power generations. We currently sell our MW power converters for a range of applications under
the branded name of FlexPhase. Our power electronics products are incorporated into our distributed wind turbines, and also sold independently for use in
microgrids and energy storage projects. Our FlexPhase products are modular in nature allowing for a common platform to service multiple applications. As of
March 31, 2017, we have deployed over 155 MW of products based on this technology, primarily in connection with our wind turbine designs. Currently, we are
actively commercializing sales of our power converters products as part of integrated battery energy storage systems (“BESS”), working with various battery
manufactures and systems integrators.
In addition to wind turbine and productized energy storage solutions, we are capable of providing technology development services to customers for more complex
energy storage, microgrid, and grid stabilization situations. While we do not focus on this as a part of our core business, these capabilities and expertise serve as a
differentiator for our Company with our customers.
For the three months ended March 31, 2017 and 2016, we generated revenues of $6.2 million and $5.2 million, respectively. For the three months ended March 31,
2017 and 2016 we incurred net losses of $1.2 million and $4.2 million, respectively. We have an accumulated deficit of $178.5 million as of March 31, 2017.
We are headquartered and our principal manufacturing is in Barre, Vermont, with additional office space for use by certain of our finance, and business
development teams in Burlington, Massachusetts, and sales offices in Zurich, Switzerland, and sales and service office in Bari, Italy, and Cornwall, U.K. We
previously operated under the name Wind Power Holdings, Inc. and was originally incorporated in Delaware on August 12, 2008. Our common shares are listed on
the Toronto Stock Exchange under the symbol “NPS”.
Factors Affecting Our Results of Operations
Government Policies Including Incentives, Tariffs, Taxes and Duties Affecting the Wind Power Sector
Government incentives continue to be one of the main drivers for developing wind energy technology and increasing capacity. Although government support
programs differ from country to country, a number of countries have implemented incentive schemes, thus providing various types of subsidies to wind power
developers and long-term tariffs. Historically, we and our customers have benefited from fiscal incentives applicable to investments in the wind power industry by
federal, state and local governments in the U.S. and Europe. Changes in these policies have affected, and will continue to affect, the investment plans of our
customers and us, as well as our business, financial condition and results of operations.
Currently there are certain feed-in-tariff regimes in Italy and the U.K. supporting the installation and operation of distributed-class wind turbines. In December
2015, the U.K. Department of Energy and Climate Change announced a 40% reduction to the feed-in-tariff for wind turbines ranging in capacity from 50-100 kW.
This reduction became effective on February 1, 2016 and has since seen quarterly reductions based a limited deployment cap of 300kW per quarter. Published
information from the U.K. indicates that the feed-in-tariff rates and deployment caps by rated capacity have declined as recent as April 1, 2017 and will decline
further on a quarterly basis. The limited deployment cap and related quarterly reduction of the feed-in-tariff may have a negative impact on orders for distributed
class turbines in the U.K. market during the remainder of 2017. The UK government is currently considering a re-distribution of the deployment cap across various
bands, which may result in an increase of the deployment cap for 50-100kW wind turbines in the second half of 2017.
The Italian governmental authorities published a revision to the Italian feed-in-tariff regulation in June 2016, granting the ability to grid connect turbines and be
eligible to the current feed-in-tariff until June 30, 2017, and a possibility to connect wind turbines between June 30, 2017 and December 31, 2017 at a reduced feedin-tariff. In order to be eligible for the current Italian feed-in-tariff a turbine is required to be grid-connected by the local utility by June 30, 2017. Based upon the
high volume of turbine installations and poor weather conditions in the first quarter of 2017, a significant country-wide turbine installation and grid connection
backlog has developed. Our customers have turbines that could be delayed for grid connection beyond June 30, 2017 based upon the timing of installation and or
the general backlog of turbines awaiting utility grid connection. It is possible, but unlikely, that the Italian authorities will extend the June 30, 2017 deadline or
make some form of accommodation for those turbines that are installed but not grid connected prior to June 30, 2017. Our standard business terms entitle us to bill
our customer for the final ten percent of the sale value at the commissioning milestone, which is commensurate to grid connection. Based upon these delays it is
possible that we will experience delayed payment on some proportion of our sales. In addition, although we are monitoring our obligations closely and seeking to
mitigate any non-performance, it is also possible, in limited cases, that we could be delayed in performing certain of our contractual requirements causing risk of
non-payment of the commissioning milestone or other monetary penalties.
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Recently, the Italian authorities announced that a new law is drafted and expected to be publicized during the second quarter of 2017. It is expected that the new
law will provide for a new feed-in-tariff from January 1, 2018 until December 31, 2020.
In the U.S., with bipartisan support the Renewable Electricity Production Tax Credit (PTC) phasedown has been enacted. These tax credits are now being phased
out on an 80-60-40 schedule, ending after 2019. Eligible properties that begin construction before December 31, 2018, December 31, 2019 and December 31, 2020
will have their Investment Tax Credit (ITC) amounts reduced from 24%, 18% and 12% thereafter.
Seasonality in Our Operations
Wind turbine sales in the regions in which we currently sell our turbines are affected by seasonal variations and the timing of government incentive structures. To
satisfy the delivery schedules, we manufacture most of our wind turbines during the second and third quarters of each year for delivery and installation in the third
and fourth quarters. This schedule is due primarily to the weather conditions, which are more favorable in these quarters for installation in northern areas to which
we supply most of our wind turbines. We expect that the seasonality will gradually lessen as we obtain more purchase orders for sale of wind turbines in additional
geographies.
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. GAAP for interim financial information and
with the instructions to Form 10-Q and Article 8 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP
for complete financial statements and, therefore, should be read in conjunction with the Company’s 2016 consolidated financial statements and related notes
included in the Annual Report on Form 10-K for the fiscal year ended December 31, 2016 (File No. 000-55184). The condensed consolidated balance sheet as of
December 31, 2016 was derived from the Company’s annual audited financial statements. The preparation of financial statements in conformity with U.S. GAAP
requires management to make estimates and assumptions that affect the timing and amount of assets, liabilities, equity, revenue, and expenses reported and
disclosed. Actual amounts could differ from these estimates. All adjustments, consisting of normal recurring adjustments, which are, in the opinion of management,
necessary for a fair presentation of the results for the interim periods, have been recorded. Actual amounts could differ from these estimates. Due to differing
business conditions and seasonality, operating results for the three months ended March 31, 2017 are not necessarily indicative of the results that may be expected
in subsequent quarters or for the full year ending December 31, 2017.
Significant Accounting Estimates
We review all significant estimates affecting our consolidated financial statements on a recurring basis and record the effects of any necessary adjustments prior to
their publication. Uncertainties with respect to such estimates and assumptions are inherent in the preparation of consolidated financial statements; accordingly, it is
possible that actual results could differ from those estimates and changes to estimates could occur in the near term. The preparation of our consolidated financial
statements requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of the contingent assets
and liabilities at the date of the consolidated financial statements and the reported amounts of revenue and expenses during the reporting period. We use estimates
and assumptions in accounting for the following significant matters, among others: revenue recorded from licensing and development agreements; ability to realize
accounts receivable; and valuation of inventory, goodwill and long-lived assets, warranty reserves, deferred income tax assets, share-based compensation and
contingencies.
Results of Operations of the three months ended March 31, 2017 compared to the three months ended March 31, 2016
Overview
Our general activity during the three months ended March 31, 2017 was primarily focused on: meeting the heavy backlog conversion demand driven by the Italian
market wind feed-in-tariff stepdown occurring on June 30 th , 2017, continued expansion of our order backlog of distributed wind turbines in key markets,
especially Italy and the United States; continued expansion of order backlog for FlexPhase power conversion technology used in battery-energy-storage and
microgrid applications; expansion of services offerings to include full turnkey wind turbine installations, and optimizing our supply chain and operating profile to
improve our margins.
In the first quarter of 2017, we restructured our operating segments. The chief operating decision maker re-evaluated the Company’s business structure to best align
reporting with the Company’s operating strategies. The Company’s operating strategy was revised to direct product sales and related service as its core focus.
Therefore, the Company has concluded that it has one reportable segment for reporting periods beginning January 1, 2017.
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Our general activity during the three months ended March 31, 2016 was primarily focused on: continued expansion of our order backlog of distributed wind
turbines in key markets, especially Italy and the United States; continued expansion of order backlog for FlexPhase power conversion technology used in batteryenergy-storage and microgrid applications; expansion of services offerings to include full turnkey wind turbine installations, and optimizing our supply chain and
operating profile to improve our margins.
Revenue, Orders and Deferred Revenue (dollars in millions)
Total revenues increased by $1.0 million, or 19%, to $6.2 million for the three months ended March 31, 2017 from $5.2 million for the three months ended March
31, 2016. Our overall backlog increased to approximately $30 million at March 31, 2017 as compared to approximately $26 million at March 31, 2016. Our
backlog of orders generally, but not always, converts to revenue for us within a one-year period. The timing of such revenue recognition is impacted by customer
specific installation conditions such as site preparation and readiness by local utilities for grid connection.
The increase in revenue was primarily attributed to $1.1 million increase in distributed-class turbines sales along with a $0.3 million increase in service revenue
partially offset by $0.3 million decrease in other revenue. We recognized revenue on 24 units for the three months ended March 31, 2017 as compared to 16 units
for the three months ended March 31, 2016.
Our international revenue was $5.7 million and $4.8 million for the three months ended March 31, 2017 and 2016, respectively, representing 92%, and 92% of our
revenues for those periods, respectively. We expect the majority of our revenue to continue to be outside of the U.S. for the foreseeable future. A portion of our
revenues continue to be denominated in currencies other than our reporting currency, the U.S. dollar, which increased to 91% of total revenues for the three months
ended March 31, 2017 as compared to 62% of total revenues for the same period in 2016. We expect to see a continued significant proportion of our revenues
denominated in euro and other non-U.S. dollar currencies over time as we continue to expand our international sales. We are currently experiencing negative
movement between the euro and the U.S. dollar, which has an adverse effect on our revenue and profitability.
During the three months ended March 31, 2017, we executed 25 new distributed-class turbine sales orders. During the three months ended March 31, 2016, we
executed 28 new distributed-class turbine sales orders. Our deferred revenue balance at March 31, 2017 was $5.3 million which is included in the backlog value
disclosed above. At March 31, 2016, such balance was $7.8 million.
Cost of Goods Sold and Cost of Service Revenues (dollars in millions)
Cost of goods sold and cost of services revenues collectively decreased by $0.4 million or 7% in the three months ended March 31, 2017 to $5.4 million as
compared to $5.8 million in the three months ended March 31, 2016. The lower cost of sales is the result of reduced average costs per turbine as efforts to reduce
product cost continue as well as lower costs related to other revenue for the three months ended March 31, 2017 as compared to the same period in 2016. Our cost
of product revenues was $4.6 million along with $0.8 million of related service costs for the three months ended March 31, 2017 compared to $5.1 million for
product sales and $0.6 million for related service costs as well as $0.1 million for cost of other revenues for the same period in 2016.
Gross Margin (dollars in millions)
Gross margin increased $1.4 million in the three months ended March 31, 2017 to a profit of $0.8 million as compared to a loss of $0.6 million in the three months
ended March 31, 2016.
This change was due to the $1.0 million increase in revenues combined with the $0.4 million decrease in cost of revenues for the three months ended March 31,
2017, primarily from an increase in sales volume and cost out efforts reducing the average cost per turbine.
Operating Expenses
Sales and Marketing
Sales and marketing expenses decreased by $0.4 million or 40% to $0.6 million for the three months ended March 31, 2017 from $1.0 million for the same period
in 2016. This decrease is principally due to $0.2 million reduction in employee and consulting expenses along with $0.2 million decrease in other sales and
marketing expenses from cost cutting efforts enacted during 2016.
Research and Development Expenses
Research and development expenses decreased by $0.3 million or 33% to $0.6 million from $0.9 million for the three months ended March 31, 2017 as compared
to the same period in 2016. The reduction in research and development expense is primarily the result of a decrease in compensation and benefits of $0.3 million,
as a result of lower headcount related to our sale of utility wind assets in the fourth quarter of 2016.
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General and Administrative Expenses
General and administrative expenses decreased by $0.5 million or 31% to $1.1 million for the three months ended March 31, 2017 from $1.6 million for the same
period in 2016. This decrease is principally due to $0.3 million lower compensation and benefits expense, and $0.2 million reduction, resulting from successful cost
cutting efforts, in other G&A expenses.
Gain on Sale of Assets
Gain on sale of assets was $0.2 million for the three months ended March 31, 2017 as compared to $0 for the same period in 2016. This increase reflects the gain on
the sales of certain utility wind assets in the fourth quarter of 2016.
Loss from Operations
Our loss from operations decreased by $2.7 million to $1.4 million for the three months ended March 31, 2017 compared to $4.1 million for the same period in
2016. The decrease in loss from operations is due to an increase in gross profit of $1.4 million and a reduction in operating expenses of $1.3 million.
Other Expense and Income Tax Expense
Other income increased by $0.3 million for the three months ended March 31, 2017 from $0 for the same period in 2016. The increase is attributable to gain in
foreign currency transactions of $0.2 million and miscellaneous income of $0.1 million.
Income tax expense was $0 for the three months ended March 31, 2017 and $0.1 million for the same period in 2016. This reduction is primarily due to lower
Brazil tax withholding in 2017.
Net Loss
Net loss decreased by $3.0 million to $1.2 million for the three months ending March 31, 2017 compared to $4.2 million for the same period in 2016.
Cash and Cash Equivalents
As of March 31, 2017, we had cash and cash equivalents of $6.6 million of which $0.4 million was held by a foreign holding company and subsidiaries. We had
cash and cash equivalents of $4.0 million of which $0.4 million was held by a foreign subsidiary for the same period in 2016.
We have experienced recurring operating losses and had an accumulated deficit of $178.5 million as of March 31, 2017. In addition, we have experienced recurring
negative operating cash flows, which has resulted in decreases in our cash balance. These factors raise substantial doubt regarding our ability to continue as a going
concern. The Company evaluated these conditions as well as actions taken in 2016 to improve profitability. These actions included cost reductions by reducing
headcount and restructuring management, reducing the cost of our core distributed wind products, optimizing our supply chain, and monetizing certain of our utility
wind assets. In addition, we have begun commercializing our sales of our power converters, we are expanding our service offerings to include full turnkey wind
turbine installations and have increased sales staff to expand into additional markets, especially the U.S. The Company believes that the actions taken have
alleviated the substantial doubt about the Company’s ability to continue as a going concern. The Company has sufficient resources to operate through at least May
of 2018. Our financial statements do not include any adjustments that might result from this outcome of this uncertainty. We expect a substantial amount of our
business in 2017 to be non-U.S. dollar denominated sales transactions, which we currently expect to be predominantly denominated in euros. To partially mitigate
this risk, we have increased the sourcing of materials in euro denominated currency, however there can be no assurance that we can execute these strategies to
effectively control the economic exposure of currency movements.
Operating Activities
Cash used in operating activities consists of net loss adjusted for certain non-cash items including depreciation and amortization, share-based compensation, and
changes in working capital and other activities. In addition to the decrease in net loss, cash used in operations increased as described below as a result of working
capital needs.
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For the three months ended March 31, 2017, net cash used in operating activities decreased by $1.9 million to $1.0 million from $2.9 million for the three months
ended March 31, 2016. Cash used in operating activities for 2017 is primarily due to the net loss of $1.2 million and the effect of changes in operating assets and
liabilities resulting in a cash inflow of $0.2 million. Included in these changes were an increase of $2.0 million in customer deposits and an increase of $1.6 million
in deferred revenue partially offset by, a $2.1 million increase in inventories, an increase of $1.2 million in deferred cost and $0.1 million increase in other asset
and liabilities. These changes in cash from operations were funded in part by the $0.3 million draw on the line of credit noted below.
Investing Activities
Net cash provided by investing activities was $1.9 million for the three months ended March 31, 2017 as compared to $0.1 million used in investing activities for
the same period in 2016. In the three months ended March 31, 2017, we received proceeds related to the sales of certain utility wind assets of $2.1 million offset by
$0.1 million of property and equipment additions, while the same period of 2016 reflects purchases of property and equipment of $0.1 million.
Financing Activities
For the three months ended March 31, 2017, net cash provided by financing activities was $0.3 million compared to $0.7 million for the three months ended March
31, 2016. For the three months ended March 31, 2017, we borrowed $1.9 million and repaid $1.6 million on our revolving line of credit. We had borrowed $3.6
million and repaid $2.9 million on our working capital revolving line of credit for the period ended March 31, 2016.
Off-Balance Sheet Arrangements
We do not have any off-balance sheet arrangements and did not have any such arrangements at March 31, 2017.
Contractual Obligations
As described below, our long-term debt obligations were zero as of March 31, 2017 and December 31, 2016. We have $1.9 million outstanding on our working
capital revolving line of credit and a $0.1 million outstanding performance letter of credit and warranty guarantee, as of March 31, 2017, which is described below
in the Comerica Credit Facility section. In addition, we have leased our headquarters and production facility. During December 2016 we exercised our right to
cancel the lease and are in the process of renegotiating a revised lease at the facility for less square footage and lower overall price per square foot.
Comerica Credit Facility
Our working capital line of credit is $2.0 million, with the available borrowing base being limited to the amount of collateral available at the time the line is drawn.
The credit facility is scheduled to mature on December 31, 2017. This line is guaranteed by the U.S. Export-Import Bank, as well as by us. As of March 31, 2017
and December 31, 2016, we had $1.9 million and $1.6 million, respectively, outstanding on the working capital revolving line of credit. At March 31, 2017, we had
a net maximum supported borrowing base of $0.1 million remaining. To facilitate certain financing arrangements that our Italian customers have with third parties,
we have agreed to provide performance and warranty letters of credit to such customers. The performance letters of credit are payable if we fail to meet contractual
terms such as delivery schedules. Such letters of credit decreased the borrowing base by 25% of the face value. The warranty letter of credit guarantees uptime and
power curve performance over a one-year period starting at commissioning date. Such letters of credit decreased the borrowing base by 100% less the amount of
cash collateral held by the bank to secure warranty letters of credit. At March 31, 2017, we had $0.1 million of such performance and warranty guarantees
outstanding with two customers.
The working capital line of credit contains a financial covenant which requires us to maintain unencumbered liquid assets having a value of at least $1.0 million at
all times. At March 31, 2017, we had unencumbered liquid assets having a value of $6.6 million.
As of March 31, 2017, we were in compliance with the covenants contained in our working capital line of credit.
Our current line of credit expires on December 31, 2017. Based on our relationship with our lender we believe that we will be able to renew our line of credit prior
to December 31, 2017 or obtain alternative financing. However, we cannot guarantee that we will be able to procure additional financing upon favorable terms, if at
all.
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Item 3.

Quantitative and Qualitative Disclosures About Market Risk

Not applicable for Smaller Reporting Company as defined by 229.10(f)(1)
Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our Chief Operating Officer and Chief Accounting Officer, evaluated the effectiveness of our disclosure controls and
procedures as of March 31, 2017. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means
controls and other procedures of a company that are designed to ensure that information required to be disclosed by a company in the reports that it files or submits
under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files
or submits under the Exchange Act is accumulated and communicated to the company’s management, including its principal executive and principal financial
officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving their objectives and management necessarily applies its judgment in evaluating the costbenefit relationship of possible controls and procedures.
As more fully set forth in Part II Item 9A, “Controls and Procedures,” of the Company’s Annual Report on Form 10-K for the year ended December 31, 2016,
management concluded that the Company’s internal control over financial reporting was not effective as of December 31, 2016 because we identified three material
weaknesses. We had inadequate and ineffective controls for reviewing and analyzing revenue transactions related to certain international turbine sales that
remained in logistics warehouses while certain logistics events were completed. We also had inadequate and effective controls for reviewing and analyzing
complex or non-routine transactions. In addition, our inventory reconciliation control was not properly designed as it did not include the reconciliation of all nonsystem generated entries recorded to the general ledger. The Company continues to make enhancements to existing internal controls, improve the quality and
timing of the accounting close process and is in the process of assessing the resource needs of the department and engaging the appropriate accounting and financial
expertise. Further work, however, is required to develop appropriate operational and procedural controls and in our review process to provide reasonable assurance
that our financial controls over financial reporting are designed in the most effective and efficient manner possible. Therefore, while we believe these changes
reduce the risk of financial statement misstatement, there continues to be additional work required for us to conclude that reasonable assurance has been obtained
that certain controls are operating effectively and in a timely manner. We expect to continue to undertake these actions as appropriate throughout 2017.
The Audit Committee is monitoring management’s continuing development and implementation of its remediation plan. In addition, under the direction of the
Audit Committee, management will continue to review and make necessary changes to the overall design of our internal control environment, as well as the
continued development of policies and procedures to improve the overall effectiveness of internal control over financial reporting.
Management is committed to continuous improvement of our internal control processes and will continue to diligently review our reporting controls and
procedures. As management continues to evaluate and work to improve internal control over financial reporting, we may determine to take additional measures to
address control deficiencies to modify, or in appropriate circumstances not to complete, certain of the remediation measures. We expect our remediation efforts will
continue throughout 2017.
Based on the evaluation of our financial reporting controls, our Principal Executive Officer and Principal Financial Officer concluded that, our financial reporting
controls were not effective as of March 31, 2017. The material weaknesses will not be considered remediated until the applicable remedial controls operate for a
sufficient period of time and management has concluded, through testing, that these controls are operating effectively.
Changes in Internal Control over Financial Reporting
There have been no material changes in the Company’s internal control over financial reporting during the three months ended March 31, 2017 that have materially
affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II — OTHER INFORMATION
Item 1.

Legal Proceedings

We are not currently subject to any material legal proceedings, nor, to our knowledge, is any material legal proceeding threatened against us. From time to time, we
may be a party to certain legal proceedings, incidental to the normal course of our business. While the outcome of these legal proceedings cannot be predicted with
certainty, we do not expect that these proceedings will have a material effect upon our financial condition or results of operations.
Item 1A.

Risk Factors

There are no material changes in our risk factors from those disclosed in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2016
(File No. 000-55184) filed with the SEC on March 31, 2017.
Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds

None
Item 3.

Defaults Upon Senior Securities

None
Item 4.

Mine Safety Disclosures

Not applicable
Item 5.

Other Information

None
Item 6.

Exhibits

See the Exhibit Index on the page immediately preceding the exhibits for a list of exhibits filed as part of this quarterly report, which Exhibit Index is incorporated
herein by this reference.
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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.
Northern Power Systems Corp.
(Registrant)
Date: May 12, 2017

By: /s/ Ciel R. Caldwell
Ciel R. Caldwell
President and Chief Operating Officer
(Principal Executive Officer)

Date: May 12, 2017

By: /s/ Eric Larson
Eric Larson
Vice President and Chief Accounting Officer
(Principal Financial Officer)
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EXHIBIT INDEX

Exhibit
Number

Incorporated by Reference
Filing
Filed
Form File No. Exhibit Date Herewith

Exhibit Description

31.1

Principal Executive Officer — Certification pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities
Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

X

31.2

Principal Financial Officer and Principal Financial Officer — Certification pursuant to Rule 13a-14(a) or
Rule 15d-14(a) of the Securities Exchange Act of 1934, as adopted pursuant to Section 302 of the SarbanesOxley Act of 2002.

X

32.1

Principal Executive Officer — Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

*

32.2

Principal Financial Officer — Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.

*

101.INS

XBRL Instance Document.

**

101.SCH

XBRL Taxonomy Extension Schema Document.

**

101.CAL

XBRL Taxonomy Calculation Linkbase Document.

**

101.DEF

XBRL Definition Linkbase Document.

**

101.LAB

XBRL Taxonomy Label Linkbase Document.

**

101.PRE

XBRL Taxonomy Presentation Linkbase Document.

**

*
**

Furnished herewith
Submitted electronically herewith

Attached as Exhibits 101 to this report are the following formatted in XBRL (Extensible Business Reporting Language): (i) Condensed Consolidated Balance
Sheets as of March 31, 2017 (unaudited) and December 31, 2016 and (ii) Condensed Consolidated Statements of Operations and Comprehensive Loss for the three
months ended March 31, 2017 and 2016 (unaudited), (iii) Condensed Consolidated Statements of Changes in Shareholders’ Equity for the three months ended
March 31, 2017 (unaudited), (iv) Condensed Consolidated Statements of Cash Flows for the three months ended March 31, 2017 and 2016 (unaudited), and
(v) Notes to Condensed Consolidated Financial Statements (unaudited).
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Exhibit 31.1
NORTHERN POWER SYSTEMS CORP.
CERTIFICATIONS
I, Ciel R. Caldwell, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Northern Power Systems Corp.;
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. I am 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 fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. 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 12, 2017

By: /s/ C IEL R. C ALDWELL
Ciel R. Caldwell
President and Chief Operating Officer
(Principal Executive Officer)

Exhibit 31.2
NORTHERN POWER SYSTEMS CORP.
CERTIFICATIONS
I, Eric Larson, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Northern Power Systems Corp.;
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. I am 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 fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. 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 12, 2017

By: /s/ Eric Larson
Eric Larson
Vice President and Chief Accounting Officer
(Principal Financial Officer)

Exhibit 32.1
NORTHERN POWER SYSTEMS CORP.
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 on Form 10-Q of Northern Power Systems Corp. (the “Company”) for the quarter ended March 31, 2017 as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ciel R. Caldwell, Principal Executive Officer and Principal Financial Officer of
the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Date: May 12, 2017

By: /s/ C IEL R. C ALDWELL
Ciel R. Caldwell
President and Chief Operating Officer
(Principal Executive Officer)

Exhibit 32.2
NORTHERN POWER SYSTEMS CORP.
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 on Form 10-Q of Northern Power Systems Corp. (the “Company”) for the quarter ended March 31, 2017 as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ciel R. Caldwell, Principal Executive Officer and Principal Financial Officer of
the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Date: May 12, 2017

By: /s/ Eric Larson
Eric Larson
Vice President and Chief Accounting Officer
(Principal Financial Officer)

