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FINANCIAL HIGHLIGHTS

2006 2005 2004 OPERATING
NET SALES INCOME
INCOME STATEMENT DATA $Millions $Millions
(In thousands, except per share) uoo|,11 25 - -
Net sales $280,470 $282,440 $241,405 W1 20 -
0w HHHHE
Operating income $ 21,515 $ 23,026 $ 14,034 15 -
- - - 1504 HHHHF
Net income (loss) $ 14,443 $ 14,636 $ 8690 10 -
Earnings (losss) per common share aihnn
Basic $ 72 $ 74 $ A4 sod HH L HL 39 e
Diluted $ 1 $ 73 $ A3
- - - 02 03 04 05 06 02 03 04 05 06
BALANCE SHEET DATA
(In thousands)
Working capital $ 66,787 $ 67,189 $ 64,724 EARNINGS SHAREHOLDERS’
PER SHARE® EQUITY
Total assets $224,401 $172,637 $174,732 $/Share $Millions
080 ———MmMm ™ 180 —M8M8M8M8M ——
Long-term debt, including - ﬁ _ =
current maturities $ 16,593 $ — $ 11,554 150 ———— -
_ ES _ 0.60 H - o ﬁ
Shareholders’ equity $164,985 $138.040 $128.863 o+ HH U L
0.40 — 1 W HHMHH ~
CASH FLOW DATA
(In thousands) O PN
0.20 — o I ot
Capital expenditures $ 3,754 $ 3,630 $ 4,708 o4 HHHUL
Depreciation and amortization _ $ 6,773 $ 6,974 $ 5,925 02 03 04 05 06 02 03 04 05 06

*Before Cumulative Effect of
Accounting Change; Diluted

Cash flow from operating activities $ 21,627 $ 27,482 $ 12,114
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LIGHTING

LSI Industries Inc. continues to meet with

success as it expands its solid base of business
and growth potential based on its lighting
markets. Our ability to develop a concurrent
multi-market approach has allowed us to
implement a strategy that constantly expands
our opportunities with innovative energy-
efficient product designs and an ever-broadening
product offering that continues to serve existing
customers while at the same time providing
the platform to establish new niche markets.
This strategy allows us reduce our dependence
on any one market, and keeps us in a strong
position to benefit from the cyclical activity
that large national rollout programs provide.

Fiscal 2006 has been a year of gathering
momentum for LS Lighting Solutions Plus. We
have produced strong revenue and income
growth, improved levels of internal performance
and a superior level of customer service. We
look forward to fiscal 2007 with a
facilities now operating on our single unified
ERP system. We have a strong platform on
which to control costs, increase manufacturing
efficiencies, expand capacities, and further
improve service levels. We enter the year with
strong order backlogs and a stable agent sales
force enthusiastic about LSI's penetration of
the commercial / industrial lighting market. We
continue to be recognized by the largest national
retailers in petroleum, automotive, and retail
markets as the company that they count on,
along with LSI's Graphics and Technology
businesses, to support important elements of
their image enhancement programs set to roll
out over the next twenty-four months.

Much of what we have accomplished over the
last 30 years is the result of our commitment

to product innovation and the belief that the
integration of leading-edge technology in our
products is the key to our future. The addition
of LSl Saco to our company marks the beginning
of the next chapter for LSI Lighting Solutions
Plus. Together, we will develop solid-state
lighting using LED technology to produce long
life, low maintenance, energy-efficient and
environmentally friendly lighting products that
will, in time replace many of the light sources
currently in use today. With over a year of
development work between the LS| and
Saco teams already under our belt, the
tremendous potential offered by solid-state
lighting is clear. With a combined effort
from LSI's Lighting, Graphics and Technology
Segments, your company is poised to play a
significant role in bringing this LED technology
to market.

NET SALES OPERATING
i INCOME
Lighting
Segment
$ Millions
200 T i6
150 H — R—
100 H o 8 —
50 H - 4 -
04 05 06 04 05 06
Sincerely,
Scott D. Ready
President

LSI Lighting Solutions Plus

With records set in fiscal 2005 by the Graphics
Segment, fiscal 2006 became a difficult challenge
for continuing the growth pattern for the fifth
straight year. We were only partially able to
replace the large volume programs of 2005
and with some programs in the second half
of fiscal 2006 in a delay mode, the year finished
off below target.

Moving forward into fiscal 2007, those previously
delayed programs are now fully in the system
and proceeding forward. Additionally, new
projects are on their way, including our largest
menu board program ever.

Future opportunities are enhanced with the
addition of LSt Saco Technologies. As we start
a plan to capitalize on the solid-state LED
talents of LSI Saco Technologies, the new
horizons look bright. The ability to build new,
unique and revolutionary products, and to
become involved with new and very exciting
market segments, along with a bigger customer
base, speaks volumes towards our future.

The Graphics Segment currently has all of our
assets, people, plants and equipment fully
utilized to near maximum levels. We remain
on the acquisition path which will lead us to
additional customers, resources, technologies
and new markets. We continue to make capital
investments in the business to keep pace with
the volume demands of our customers. Today,
LSI Graphics Solutions Plus is one of the largest
full service graphics businesses in North America.

Some of the many strengths in all segments
of LSl include our experienced employees,

GRAPHICS

technical expertise, program management
capabilities, financial strength, and facilities.
We expect to continue to leverage these proven
resources for additional growth and strength
inour markets. We enter fiscal 2007 equipped
with immense resources and strong backlogs.
We look forward to a prosperous fiscal 2007
and beyond.

NET SALES OPERATING
Graphics INCOME
Segment Graphics
$ M Segment
$ Millions
20— 16
M M
90— — 12— —
60 §—
30 4
04 05 06 04 05 06
Sincerely,
David W. McCauley
President

LSI Graphics Solutions Plus
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MANGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

NET SALES BY BUSINESS SEGMENT

{In thousands) 2006 2005 2004
Lighting Segment $195,805 $177,021 $159,748
Graphics Segment 83,418 105,419 81,657
Technology Segment 1,247 — —

$280,470 $282,440 $241,405

The Company's “forward looking statements” as presented earlier in this Annual Report in the
“Safe Harbor” Statement should be referred to when reading Management's Discussion and
Analysis of Financiat Condition and Results of Operations.

RESULTS OF OPERATIONS

2006 Compared to 2005

The Company acquired SACO Technologies Inc. on June 26, 2006, which it renamed LS|
Saco Technologies. The operating results of LSI Saco Technologies have been included in fiscal
2006 results for those five days of June since the acquisition date. A new business segment was
created with the acquisition of LSI Saco, the Technology Segment, for which there were no
results included in fiscal 2005. While the Technology Segment reported $1.2 million of net sales
in those five days of June 2006, the operating profit was slightly below break even primarily
due to purchase accounting requirements of capitalizing the expected gross profit on all
finished goods in inventory as of the date of acquisition. When those finished goods are sold,
the Company records the full amount of net sales at zero gross profit. Most of those finished
goods shipped in June 2006, and the remainder will ship in the first quarter of fiscal 2007.
Therefore, the Company will experience the continued effect of zero gross profit on the sale of
certain finished goods, but to a lesser extent.

Net sales of $280,470,000 in fiscal 2006 decreased 0.7% from fiscal 2005 net sales of
$282,440,000. Lighting Segment net sales increased 11% to $195,805,000 and Graphics
Segment net sales decreased 21% to $83,418,000 as compared to the prior year. The new
Technology Segment reported net sales of $1,247,000 in fiscal 2006. Sales to the petroleum/
convenience store market represented 25% of fiscal 2006 and 2005 net sales. Net sales to this,

LSI INDUSTRIES INC.

the Company’s largest market, are reported in both the Lighting and Graphics Segments,
depending upon the product or service sold, and were up 1% from last year to $70,649,000.
The petroleum/convenience store market has been, and will continue to be, a very important
niche market for the Company; however, if sales to other markets and customers increase more
than net sales to this market, then the percentage of net sales to the petroleum/convenience
store market would be expected to decline.

The $18.8 million increase in Lighting Segment net sales is primarily the result of an
aggregate increase of $10.1 million of lighting sales to our niche markets of petroleum/
convenience stores, automotive dealerships, quick service restaurants, and retail national
accounts (including sales to Wal-Mart Stores, Inc.), as well as an $8.9 million increase in
commissioned net sales to the commercial and industrial lighting market. Net sales to Wal-Mart
Stores, Inc. were approximately $30.4 million or 11% of the Company’s total net sales in fiscal
2006, as compared to net sales of approximately $30.2 million or 11% of the Company's total
net sales in fiscal 2005. The Company implemented price increases in June 2005, December
2005, and August 2006 on many of its lighting products to follow general trends in the
industry to recover the cost of increasing material components.

The $22.0 million decrease in Graphics Segment net sales is primarily the result of the
effect of decreased sales to a national drug store retailer for its re-branding program that was
completed in the fourth quarter of fiscal 2005 ($14.0 million) and decreased sales related to a
quick service restaurant for its menu board enhancement program that was substantially
completed in the fourth quarter of fiscal 2005 ($7.0 million) The decrease in net sales related
to both of these programs means that these large roll out graphics programs have been
completed (in fiscal 2005) and sales were reflective of the ongoing business level with those
two customers in fiscal 2006. The Company has begun another sizable re-branding program for
the national drug store retailer in fiscal 2007 for stores it acquired.

Image and brand programs, whether full conversions or enhancements, are important to
the Company's strategic direction. Image programs include situations where our customers
refurbish their retail sites around the country by replacing some or all of the lighting, graphic
elements, menu board systems and possibly other items they may source from other suppliers.
These image programs often take several quarters to complete and involve both our customers’
corporate-owned sites as well as their franchisee-owned sites, the latter of which involve
separate sales efforts by the Company with each franchisee. The Company may not always be
able to replace net sales immediately when a large image conversion program has concluded.
Brand programs typically occur as new products are offered or new departments are created
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The $23.8 million increase in Graphics Segment net sales is primarily the result of the effect of
increased graphics net sales to the petroleum/convenience store market ($0.4 million), and increased
net sales to retail store customers (approximately $19.8 million, with over $14 million of this
increase related to a national drug store retailer for its re-branding program that is now complete
and approximately $7 million related to a now complete menu board enhancement program).

Image and brand programs, whether full conversions or enhancements, are important to
the Company's strategic direction. Image programs include situations where our customers
refurbish their retail sites around the country by replacing some or all of the lighting, graphic
elements, menu board systems and possibly other items they may source from other suppliers.
These image programs often take several quarters to complete and involve both our customers’
corporate-owned sites as well as their franchisee-owned sites, the latter of which involve
separate sales efforts by the Company with each franchisee. The Company may not aiways be
able to replace net sales immediately when a large image conversion program has concluded.
Brand programs typically occur as new products are offered or new departments are created
within an existing retail store. Relative to net sales to a customer before and after an image or
brand program, net sales during the program are typically significantly higher, depending upon
how much of the lighting, graphics or menu board business is awarded to the Company. Sales
related to a customer's image or brand program are reported in either the Lighting Segment
and/or the Graphics Segment, depending upon the product and/or service provided.

The Company’s Lighting Segment increased sales prices in the second half of fiscal year
2004, and again in the second and fourth quarters of fiscal 2005 on select products in some
markets the Company serves, The Company experienced competitive pricing pressures in most
lighting markets, thereby restricting price increases. In some markets the Company was able to
increase sales prices to recover a portion of increased raw material costs, but generally with
little or no increase in gross profit. The rise in steel and aluminum prices in mainly the first eight
months of fiscal 2005 caused some reduction in the Lighting Segment’s gross profit margin as a
percentage of net sales.

Gross profit of $72,296,000 in fiscal 2005 increased 21% from last year, and increased as
a percentage of net sales to 25.6% in fiscal 2005 as compared to 24.7% last year. The increase
in amount of gross profit is due primarily to the 17% increase in net sales, product mix and
efficiencies, partially offset by higher inventory adjustments related to obsolete inventory, the
rising raw material costs noted above, installation, freight and distribution expenses. While the
Company instituted sales price increases on select products in the second half of fiscal 2004
and again in the second and fourth quarters of fiscal 2005, increased material costs,

manufacturing wages, compensation and benefits increases ($0.6 million), competitive pricing
pressures, unabsorbed manufacturing costs in the Company’s New York facility, and increased
manufacturing expenses (30.3 million of utilities, $0.3 million of factory supplies, $0.4 million
of depreciation, and $0.4 million of repairs, maintenance and property taxes) partially offset the
favorable influences on the Company’s gross profit margin.

Selling and administrative expenses in fiscal year 2005 increased $3.6 million and
decreased as a percentage of net sales to 17.4% from 18.8% last year. Fiscal 2005 had
increased employee compensation and benefits expense ($2.6 million due to increased salary
rates, deferred compensation expense, staffing levels and incentive compensation), a
$0.6 million Graphics Segment expense related to alleged patent infringement, increased
product warranty expense ($0.3 million primarily in the Lighting Segment), increased sales
commissions ($0.1 million) and increased depreciation expense ($0.7 million, primarily related
to the Company’s business operating system). These increases were partially offset by a
favorable $0.4 million gain related to the Company's Graphics Segment’s partial settlement of
its bankruptcy claim against Kmart, reduced outside professional fees with outside consultants
related to the JD Edwards OneWorld business operating system and to the documentation and
testing of internal controls ($0.8 million), and a decreased provision for bad debts ($0.2 million).

The Company completed its annual goodwill impairment test as of July 1, 2004 as
required by Statement of Financial Accounting Standards No. 142 (SFAS No. 142), " Goodwill
and Other Intangible Assets,” and recorded an impairment of $186,000 in the first quarter of
fiscal 2005. There was no impairment in fiscal 2004. See Note 6 to the financia! statements for
additional information.

The Company reported interest expense of $217,000 in fiscal 2005 as compared to
$260,000 last year. The average interest rate on the Company’s line of credit has increased in
fiscal 2005 as compared to last year, but the average borrowings outstanding have decreased.
The effective tax rate in fiscal 2005 was 36.0% as compared to 37.0% in fiscal 2004. The
reduced effective tax rate was related to state income taxes, partially offset by a higher federal
income tax rate (35% as compared to 34.1%).

Net income increased 68% in fiscal 2005 to $14,636,000 as compared to $8,690,000 last
year. The increase is primarily the resuit of increased gross profit on increased net sales, partially
offset by increased operating expenses, and income taxes. Diluted earnings per share was $0.73
in fiscal 2005 as compared to $0.43 per share in fiscal 2004, a 70% increase. The weighted
average common shares outstanding for purposes of computing diluted eamings per share in
fiscal 2005 was 20,087,000 shares as compared to 20,038,000 shares last year.




(uol||iw 9°0¢ 3jgesoney) sweiboid uonesuadwod o1 uensind saieys
UOWWOD J0 dseydind Jo 3duenssi pue suondo P01s JO 3SIDIFX3 dY} WOL) MOJ} YSED 18U paseasnul
pasualiadxe pue (Uoljiw v'p$ d|qeioajun) sluswAed puspiaip yse> paseainul apew Auedwo)
ayL uol|Iw 607 Jo edw ajgeione; e sem Aliande umop Aed 1gap pue buimoulog siy)
10 sieak udaMIdq ABuBYD MO} Used 1au ayL uolj|iw 'S L% Aq 1gap umop pied pue uol(jiu G'E$
pamouiog Auedwo? 3y} ‘GO0 [e3S!) U] “uoiIsINbd. 3y} Ul PALINSSEe Sem Jey) 1gap jueq
5,008 J0 uMmop Aed uoljjiw |/ $ e Aq pamojjo} ‘uoljiw 91§ JO 1PaLd JO aul| s, Auedwo) By} uo
Buimoliog e painbal ydjym ‘saibojouydal 03es |S7 JO uomsinbie 3y} 4o }Nsal Jau Y} Aewnd
51 s1eak usamiaq abueyd uolw 7'/ 1§ 3UL "S00T [BISY Ul Uoljiw 0"/ 1§ 40 3sn e 0} pasedwod
se 90Oz [e3S! Ul SBIMAIDR Bupueuly 0} pajejal ysed Jo uoljjiw z'0§ patersuab Auedwo) ay|
‘suofIsInbde $S3UISN] JO SAISNPXD IND0 PINOM ISIMIBUI0 1eYM WOJ} SaInipuadxa |ended
£007 [e2sl) pavadxa buisealnul Agasay ‘200 (25l ut Ajioey 1obiel e ojul sr0W 0} SpuBU
15207 1503 3y} o uonesado saiydessy s fuedwo? 3y} Juawdinba pue Buljooy Joj Auewnd
s spouad yroq ul Buipuads ‘g0z (@35l Ut uoliw 9°¢$ 0} 31edwod 900 [BISY Ul uoljiw §'E§
10 sainypuadxa [eude?) 'saifojouyda) 03e$ |S7 4O UOHIsINb. 3y} Ul Pasn uok|iw 0'Z7$
JO JUNOWe 13U dY} O} S3le|as sieak udsamiaq abueyd syl ek se| UOK|IW G €4 0} paledulod
se 9Oz [ES! Ul SaNIAIDE BuiSaAul 0 Paje[dl Ysed Jo uol|iw /°Gz$ pasn Auedwo? ay|
‘SJUPUBADY UBO| SH JO [|e yuim aduendwod ul st Auedwio) ay| "spaau ainipuadxd
jende> pue jeuonessdo /07 |edsy s,Auedwo) ay) 1oj a1enbspe st saimande bunesado
wous smojy ysed snjd 31paid 4o saul| ajqejieAe Jo [e10] ayl 1y} saAdlaq Auedwod ayL *£007
[e3s1y Jo Japenb paiys ayy ul Butidxe Ajidey pas uoyjiw 0z§ e pue 6007 [edsl ut buuidxs
Ay|IDR} 1PaI> PINWILIOD 123K 331y} UOI|IW OE$ B JO SISISUOD 1PaId O 3Ul| SIYL "9007 ‘ST Isnbny
1O Se 3|qejleA. Sem uol|iw £'ye$ pue dnoib yueq sit yum upaid jo auy buinjonal
uoljjiw gg¢$ paindasun ue sey Auedwo? ay] Aupinb| jo e2inos Aewnd s fuedwo) ay) aie
1uawaalbe upai Jo aul| e Japun Aeded Buimoliog pue suonessdo woy paesduad ysed
‘3wn|oA uoiINpoid pue sajes paseainul jo oddns ul ooz [edsl jo Jauenb
yunoy ayy ut ae| Juawbas bunybiy syl Aq seseypind Aioluaaul paseadul pue (Uoljjiu |'G$)
uonIsinbae 03eS [S7 aY) 01 parejal Ajuewnd si 900z ‘0E dunf 01 GO0 ‘0E dun( wolj sasuadxd
panie pue 3jqefed sjunodde Ul 3se3NUN UOI|IL /8§ BYL "35e3133P UOI||IW (0% drewxoidde
ue pey Juawbag Bunybr syl aiym ‘uoljjiw ¥ e§ Aja1ewixoidde jo wawbas sorydeiny
3U3 Ul paLIn0 aseainul AJoIUSAU] Uy “35eaidul Jey) JO J[BY 10} SIUN0IIR 0J.S [S] JO Lonisinbae
U] 'S|3A3] G007 ‘OE dun( Woly uoljiw 6'G$ Paseainul 90z ‘0€ dUN[ 18 SILOIUIAU

"a1enbape ale suNode |NJIqNOp 1o} Saduemoj|e a1ebaibbe 1eyy pue ‘SanIasal el Jo 13U
3|qRIBA0231 1O 3|qIDB}|0d Aj1ewWn 1 S3|qeAIdRI SI 1ey) S3Aljaq Auedwio) 3y sjuawiked
Jawosnd Jo Buili 3yl Jo AP 9007 ‘€ dunf 18 shep GG 01 G007 ‘0 dunf e skep 66
wol} (0sq) Buipuelsino sajes skep ul UONONPaI € puUE 3|qRAIIAI SIUNOIE O3S |S JO Uollippe
31 40 )|Nsal 13U 3y 03 anp Ajuewid | S3[qeAIBdBI 19U Ul 3S3DUI UO|IW 67§ 3y “AjaAladsa)
'G00Z PUP 9007 ‘0€ dUN( 1B UOI||IL £°9p$§ PUB UOI|[IW 9'|G§ 313M B|qRAIIBI SIUNOE 13N
‘(3|qeloABRJUN UOjIW 9°0$) Jusuureduw!
("poob pue ‘uoneziiiowe pue uolieraidap ‘Buodu; 18U $s3| pue ‘9suadxa uondo 303
pue uejd uonesuadwod paLRRp paiienb-uou s Auedwo) ay 1o} sabieyd ysed-uou o} paleja
uoljW 1 $ Jo abueyd 3|qeioney e ‘(3(qeione) UOI|IL £ 0$) SIMIGEI| Xe} BULOdUI PaLI3fep 18U Ul
aseanul ue ‘(uolw || § 4o abueyd 3|geionejuN) SSEINUI 13U B UeY) J3YIe) SaSUadXa panidde
pue ajqeded sJUNOIDE Ul 3SEAINIP 13U B JO SS3 ‘(UoIjjiw 9'y$ JO dbueyd d)geioney) aseanul ue
UBY} J3Y1B! D|GBAI3II SJUNOIIE Ui 3SEAIIP € ‘(Uol|(iw 701§ o abueyd d|geionejun) aseaiap
B UBY] JaY1el S3LI0JUBAUI Ul 35B31DUI U JO 1jNSal 18U ay) AjLiewld si 9007 [edSH Ul SalliAde
Bunesado wouj SMojy Ysed 19U Ui 35ea10ap UoI||iw 6'G$ 3y 1eak 1se| uoljjiul G £7$ 0} paseduwod
se 900z [eds! Ul samade Buresado woiy ysed jo uoljiw 9'|7$ paressush Auedwo) ay)
“(UOJJIW 1 §) SI9SSE JUILIND JSY10 Paseaiul pue ‘(Uoljjiw §°|§) sasuadxa panide
paseainap (Uol[jiw §'%$) d|GeAISIAI SJUN0IL PISEIU] ‘(UOI|IW °G§) SLIOJUBAUI PaseaUl
£q 195440 Ajeried ‘(Uoljjiw 6" €$) SIUBWISIAU! WISI-LIOYS pue Ysed paseaudsp pue ‘(uoljjiw 0'e$)
sjuswAedaid 1awoisnd pue (uoljjiw ¢'£$) djgefed syunodde ul aseanut uedijiubis e o} pajejal
Ajuewnd sem [ended Bupiiom ui aseainap ayl "SO0 ‘0€ unf 1e | 03 £1°€ JO olel e 0} pasedwod
e | 01 99°7 SBM S3II|IgRI| 1UAXND O} SI3SSE 1UALIND JO Ol1el 3Y] *GO0Z 'O dun( 1e uoyjiw 7'£9$
01 paledwod ‘uoljjiw 8994 4o euded Bunyiom pey Auedwo) 3yl 9007 ‘0€ dunr I
"900Z ‘€ dunf 01 dlep uolIsinbde
9007 ‘97 duN[ Y} WOl 133ys duejeq sy ul ssbueypd s,00e$ (7 pnul sunowe 900z
|BISI} ‘SMOJ4 YSB? JO JUBWSILIS Palepl|osuo) 8yl 01 103dsal YA 193Ys 3due|eq G00T ‘0€ aunf
By) Ul papnpU 10U sem salbojouyda] 03eS 157 Sealaym ‘saibojouya) 0. |ST SIpNUI 193YsS
UB(EG 9007 '0F UN( 3yl "31ep uomisinboe 900z ‘9z dunf Y1 uo 193ys aduejeq sAuedwo)
3y) uO swall aulf |je Aj|enuassa o} sadueleq pappe saibojouyda] 0es |S Jo uoisinbae ay|
“$3.Nse3W JuBLIodwI 1S0W BY3 g 0} SaNAIDE Bulleado WOl SMOY) YSED 19U JO S|aA3] [eILI0ISIY
s)1 pue Aunba 03 1gap wi3)-Buoj Jo oilel s sendiRq Auedwo) syl ‘sioledipul Aupinbi| wis)
-buoy Jo4 “Aupinbyy wii-1oys Jo sainseaw Juelodwi 1sow S 8q 03 S|aA3| [ended bupyiom pue
oI1el JUaLIND S11 “Aneded Buimo1iog S) ‘puBy UO Ysed Jo [3A3] sUi siapisuod Auedwio) ay]

$324N0S3Y TVLIdYD ANV ALIAINDI




Contractual Obligations

as of June 30, 2006 Payments due by period

Less than 1-3 3-5 More than
Total 1 year years years 5 years
Long-Term Debt
Obligations $16593 $ 2 $16571 0§ — § —
Capital Lease
Obligations — — — — —
Operating Lease
Obligations 3,830 2,006 1,790 31 3
Purchase Obligations 18,870 18,864 6 — —
Other Long-Term
Liabilities — — — — —
Total $39,293 $20,892 $18,367 $ 3 $ 3

The Company has no off balance sheet arrangements.

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

On August 22, 2006 the Board of Directors declared a regular quarterly cash dividend of
$0.12 per share (approximately $2,575,000) payable September 12, 2006 to shareholders of
record on September 5, 2006. During fiscal 2006, the Company paid cash dividends of
$11,180,000, as compared to $6,805,000 last year. The declaration and amount of dividends
will be determined by the Company's Board of Directors, in its discretion, based upon its
evaluation of earings, cash flow, capital requirements and future business developments and
opportunities, including acquisitions.

Carefully selected acquisitions have long been an important part of the Company's
strategic growth plans. The Company continues to seek out, screen and evaluate potential
acquisitions that could add to the lighting or graphics product lines or enhance the Company's
position in selected markets. The Company believes adequate financing for any such
investments or acquisitions will be available through future borrowings or through the issuance
of common or preferred shares in payment for acquired businesses.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company is required to make estimates and judgments in the preparation of its
financial statements that affect the reported amounts of assets, liabilities, revenues and
expenses, and related footnote disclosures. The Company bases its estimates on historical
experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities. The Company continually reviews these estimates and their
underlying assumptions to ensure they remain appropriate. The Company believes the items
discussed below are among its most significant accounting policies because they.utilize estimates
about the effect of matters that are inherently uncertain and therefore are based on management's
judgment. Significant changes in the estimates or assumptions related to any of the following
critical accounting policies could possibly have a material impact on the financial statements.

Revenue Recognition

The Company recognizes revenue in accordance with Securities Exchange Commission Staff
Accounting Bulletin No. 104, “Revenue Recognition.” Revenue is recognized when title to goods
and risk of loss have passed to the customer, there is persuasive evidence of a purchase
arrangement, delivery has occurred or services have been rendered, and collectibility is reasonably
assured. Revenue is typically recognized at time of shipment. Sales are recorded net of estimated
returns, rebates and discounts. Any cash received from customers prior to the recognition of
revenue is accounted for as a customer pre-payment and is included in accrued expenses.

The Company has four sources of revenue: revenue from product sales; revenue from the
installation of product; service revenue generated from providing the integrated design, project
and construction management, site engineering, and site permitting; and revenue from shipping
and handling. Product revenue is recognized on product-only orders at the time of shipment in
accordance with EITF 00-21. Product revenue related to orders where the customer requires the
Company to install the product is generally recognized when the product is installed. In some
situations, product revenue is recognized when the product is shipped, before it is installed,
because by agreement the customer has taken title to and risk of ownership for the product
before installation has been completed. Other than normal product warranties or the possibility
of installation, the Company has no post-shipment responsibilities. instaflation revenue is
recognized when the products have been fully installed. The Company is not always responsible
for installation of products it sells and has no post-installation service contracts or
responsibilities. Service revenue from integrated design, project and construction management

\
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of Company management when it believes that a change in circumstances in the business or
external factors warrants a review. Circumstances such as the discontinuation of a product or
product line, a sudden or consistent decline in the forecast for a product, changes in technology or
in the way an asset is being used, a history of negative operating cash flow, or an adverse change
in legal factors or in the business climate, among others, may trigger an impairment review. The
Company’s initial impairment review to determine if a potential impairment charge is required is
based on an undiscounted cash flow analysis at the lowest level for which identifiable cash flows
exist. The analysis requires judgment with respect to changes in technology, the continued success
of product fines and future volume, revenue and expense growth rates, and discount rates. There
were no impairment charges related to long-lived tangible assets or definite-lived intangible assets
recorded by the Company during 2006, 2005 or 2004.

Credit and Collections

The Company maintains allowances for doubtful accounts receivable for probable estimated
losses resulting from either customer disputes or the inability of its customers to make required
payments. If the financial condition of the Company's customers were to deteriorate, resulting in
their inability to make the required payments, the Company may be required to record additional
allowances or charges against income. The Company determines its allowance for doubtful
accounts by first considering all known collectibility problems of customers’ accounts, and then
applying certain percentages against the various aging categories of the remaining receivables, The
resulting allowance for doubtful accounts receivable is an estimate based upon the Company's
knowledge of its business and customer base, and historical trends. The Company also establishes
allowances, at the time revenue is recognized, for returns and allowances, discounts, pricing and
other possible customer deductions. These allowances are based upon historical trends.

NEW ACCOUNTING PRONOUNCEMENTS

In March 2005, the Financial Accounting Standards Board issued FASB Interpretation No.
47 (FIN 47), "Accounting for Conditional Asset Retirement Obligations.” FIN 47 interprets the
accounting treatment related to companies’ obligations to perform an asset retirement activity
whereby a liability may need to be established for the fair value of the obligation in advance of
the asset's actual retirement. This Interpretation shall be effective no later than the end of fiscal
years ending after December 15, 2005, or in the Company’s case, on June 30, 2006. The
Company has evaluated the impact of FIN 47, and there was no impact on its financial
condition or results from operations when it was implemented.

In May 2005, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (SFAS) No. 154, “Accounting Changes and Error Corrections.” This
statement replaces Accounting Principles Board (APB) Opinion No. 20, “Accounting Changes”
and SFAS No. 3, “Reporting Accounting Changes in Interim Financial Statements,” and changes
the requirement for the accounting for and reporting of a direct effect of a voluntary change in
accounting principle. It also applies to changes required by an accounting pronouncement in
the instance that the pronouncement does not include specific transition provisions. SFAS No.
154 requires retrospective application to prior periods’ financial statements of changes in
accounting principle, unless it is impracticable to determine either the period-specific effects or
the cumulative effect of the change. This statement also requires that a change in depreciation,
amortization, or depletion method for long-lived, non-financial assets be accounted for as a
change in accounting estimate affected by a change in accounting principle. This statement is
effective for accounting changes and error corrections made in fiscal years beginning after
December 15, 2005, or the Company's first quarter of fiscal year 2007 which begins
July 1, 2006. The Company will comply with the provisions of this statement for any accounting
changes or error corrections that occur after June 30, 2006.

In July 2006, the Financial Accounting Standards Board issued FASB Interpretation No. 48
(FIN 48), “Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109.” FIN 48 provides guidance for the recognition, measurement, classification and
disclosure of the financial statement effects of a position taken or expected to be taken in a tax
return (“tax position”). The financial statement effects of a tax position must be recognized
when there is a likelihood of more than 50 percent that based on the technical merits, the
position will be sustained upon examination and resolution of the related appeals or litigation
processes, if any. A tax position that meets the recognition threshold must be measured initially
and subsequently as the largest amount of tax benefit that is greater than 50 percent likely of
being realized upon ultimate settlement with a taxing authority. The Interpretation is effective
for fiscal years beginning after December 15, 2006. The Company will be evaluating the impact
of adopting FIN 48, and cannot currently estimate the impact on its consolidated results of
operations, cash flows or financial position.
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CONSOLIDATED BALANCE SHEETS LSI INDUSTRIES INC.

June 30, 2006 and 2005
{In thousands, except shares)

2006 2005
ASSETS
Current Assets
Cash and cash equivalents $ 3,322 $ 7,210
Accounts receivable, less allowance for doubtful accounts of $656 and $1,116, respectively 51,557 46,726
Inventories 45,345 39,452
Refundable income taxes 139 —
Other current assets 6,725 5,416
Total current assets 107,088 98,804
Property, Plant and Equipment, at cost
Land 6,695 6,651
Buildings 32,630 32,361
Machinery and equipment 62,930 56,790
Construction in progress 229 400
102,484 96,202
Less accumulated depreciation (50,121) (45,118)
Net property, plant and equipment 52,363 51,084
Goodwill, net 59,802 17,117
Other Intangible Assets, net 3,751 4,230
Other Assets, net 1,397 1,402
Total assets $224,401 $172,637

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY LSI INDUSTRIES INC,

For the years ended June 30, 2006, 2005, and 2004
{In thousands, except per share)

Common Shares

Number of Shares Amount Retained Earnings Total
Balance at June 30, 2003 19,702 $52,585 $72,320 $124,905
Net income — — 8,690 8,690
Purchase of treasury shares (19) (211) — (211
Deferred stock compensation — 185 — 185
Stock options exercised, net 51 500 — 500
Dividends—$0.264 per share = — (5,206) (5,206)
Balance at June 30, 2004 19,734 53,059 75,804 128,863
Net income — — 14,636 14,636
Stock compensation awards 4 55 — 55
Sale of treasury shares, net 19 208 — 208
Deferred stock compensation — (71 — (71
Stock options exercised, net 113 1,154 — 1,154
Dividends—$0.372 per share = — (6.805) (6,805)
Balance at June 30, 2005 19,870 54,405 83,635 138,040
Net income — — 14,443 14,443
Stock compensation awards 2 41 — 41
Purchase of treasury shares, net 2) (111) — (111)
Deferred stock compensation — 903 — 903
Stock option expense — 428 — 428
Stock options exercised, net 173 2,039 — 2,039
Common shares issued for acquisition 1,419 20,382 — 20,382
Dividends—$0.56 per share —— — (11,180) (11,180)
Balance at June 30, 2006 21,462 $78,087 $86,898 $164,985

The arcomnanvinn natac are an intenral nart Af thace fimancial chatnmante
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Consolidation:

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

Revenue recognition:

The Company recognizes revenue in accordance with Securities Exchange Commission
Staff Accounting Bulletin No. 104, “Revenue Recognition.” Revenue is recognized when title to
goods and risk of loss have passed to the customer, there is persuasive evidence of a purchase
arrangement, delivery has occurred or services have been rendered, and collectibility is
reasonably assured. Revenue is typically recognized at time of shipment. Sales are recorded net
of estimated returns, rebates and discounts.

The Company has four sources of revenue: revenue from product sales; revenue from
installation of products; service revenue generated from providing integrated design, project
and construction management, site engineering and site permitting; and revenue from shipping
and handling.

Product revenue is recognized on product-only orders at the time of shipment in
accordance with EITF 00-21. Product revenue related to orders where the customer requires the
Company to install the product is generally recognized when the product is installed. In some
situations, product revenue is recognized when the product is shipped, before it is installed,
because by agreement the customer has taken title to and risk of ownership for the product
before installation has been completed. Other than normal product warranties or the possibility
of installation, the Company has no post-shipment responsibilities.

Installation revenue is recognized when the products have been fully installed. The
Company is not always responsible for installation of products it sells and, other than normal
warranties, has no post-installation service contracts or responsibilities.

Service revenue from integrated design, project and construction management, site
engineering and permitting is recognized at the completion of the contract with the customer.
With larger customer contracts involving multiple sites, the customer may require progress
billings for completion of identifiable, time-phased elements of the work, in which case revenue
is recognized at the time of the progress billing which coincides with the completion of the
earnings process.

LSI INDUSTRIES INC.

Shipping and handling revenue coincides with the recognition of revenue from sale of
the product.

Amounts received from customers prior to the recognition of revenue are accounted for
as customer pre-payments and are included in accrued expenses.

Credit and Collections:

The Company maintains allowances for doubtful accounts receivable for probable
estimated losses resulting from either customer disputes or the inability of its customers to
make required payments. If the financial condition of the Company’s customers were to
deteriorate, resulting in their inability to make the required payments, the Company may be
required to record additional allowances or charges against income. The Company determines
its allowance for doubtful accounts by first considering all known collectibility problems of
customers” accounts, and then applying certain percentages against the various aging
categories of the remaining receivables. The resulting allowance for doubtful accounts
receivable is an estimate based upon the Company’s knowledge of its business and customer
base, and historical trends. The Company also establishes allowances, at the time revenue is
recognized, for returns and allowances, discounts, pricing and other possible customer
deductions. These allowances are based upon historical trends.

The following table presents the Company’s net accounts receivable at the dates indicated.

(In thousands) 6/30/06 6/30/05
Accounts receivable $52,213 $47,842
less Allowance for doubtful accounts (656) (1,116)

Accounts receivable, net $51,557 $46,726

Facilities Expansion Grants and Credits:

The Company periodically receives either grants or credits for state income taxes when it
expands a facility and/or its level of employment in certain states within which it operates. A
grant is amortized to income over the time period that the state could be entitled to return of
the grant if the expansion or job growth were not maintained, and is recorded as a reduction of
either manufacturing overhead or administrative expenses. A credit is amortized to income over
the time period that the state could be entitled to return of the credit if the expansion were not
maintained, is recorded as a reduction of state income tax expense, and is subject to a
valuation allowance review if the credit cannot immediately be utilized.
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Changes in the Company’s warranty liabilities, which are included in accrued expenses in
the accompanying consolidated balance sheets, during the years ended June 30 were as
follows:

2006 2005
Balance at beginning of the year $ 301 $ 237
Additions charged to expense 584 750
Deductions for repairs and replacements (507) (686)

$ 378 $ 301

(In thousands)

Balance at end of the year

Contingencies:

The Company is party to various negotiations, customer bankruptcies, and legal
proceedings arising in the normal course of business. The Company provides reserves for these
matters when a loss is probable and reasonably estimable. In the opinion of management, the
ultimate disposition of these matters will not have a material adverse effect on the Company’s
financial position, results of operations, cash flows or liquidity. See also Note 13.

Employee benefit plans:

The Company has a defined contribution retirement plan and a discretionary profit sharing
plan covering substantially all of its non-union employees in the United States, and a non-qualified
deferred compensation plan covering certain employees. The costs of employee benefit plans
are charged to expense and funded annually. Total costs were $2,127,000 in 2006, $1,864,000
in 2005, and $1,755,000 in 2004. Additionally, non-cash expenses of $573,000 and $775,000
were recorded in fiscal 2006 and fiscal 2005, respectively, in accordance with variable
accounting procedures related to the deferred compensation plan.

Advertising expense:

The Company recorded $310,000, $631,000, and $360,000 of advertising expense in
2006, 2005 and 2004, respectively. Advertising costs are expensed the first time the advertising
occurs. Expense related to printed product or capabilities literature, brochures, etc. is recorded
on a ratable basis over the useful life of that printed media.

Income taxes:

The Company accounts for income taxes in accordance with Statement of Financial
Accounting Standards No. 109 (SFAS No. 109); accordingly, deferred income taxes are provided
on items that are reported as either income or expense in different time periods for financial
reporting purposes than they are for income tax purposes. Deferred income tax assets and
liabilities are reported on the Company's balance sheet. See also Note 10.

Earnings per common share:

The computation of basic earnings per common share is based on the weighted average
common shares outstanding for the period net of treasury shares held in the Company’s non-
qualified deferred compensation plan. The computation of diluted earnings per share is based on
the weighted average common shares outstanding for the period and includes common share
equivalents. Common share equivalents include the dilutive effect of stock options, contingently
issuable shares (for which issuance has been determined to be probable), and common shares to
be issued under a deferred compensation plan, all of which totaled 431,000 shares in 2006,
305,000 shares in 2005 and 321,000 shares in 2004. See also Note 4.

Stock options:

The Company adopted Statement of Financial Accounting Standards (SFAS) No. 123(R),
“Share-Based Payment,” effective July 1, 2005. SFAS No. 123(R) requires public entities to
measure the cost of employee services received in exchange for an award of equity instruments
and recognize this cost over the period during which an employee is required to provide the
services. The Company has adopted SFAS No. 123(R) using the “modified prospective
application” as defined in the Statement, and therefore financial statements from periods
ended prior to July 1, 2005 have not been retroactively adjusted. As a result of adopting SFAS
No. 123(R) on July 1, 2005, the Company’s income before income taxes and net income for
fiscal 2006 are lower by $428,000 and $281,000, respectively, than if it had continued to
account for share-based compensation under Accounting Principles Board Opinion No. 25 (APB
No. 25), "Accounting for Stock Issued to Employees.”

The Company recorded $433,400 in fiscal 2006 as a reduction of federal income taxes
payable, $425,300 as an increase in common stock, and $8,100 as a reduction of income tax
expense to reflect the tax credits it will receive as a result of disqualifying dispositions of shares
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when there is a likelihood of more than 50 percent that based on the technical merits, the
position will be sustained upon examination and resolution of the related appeals or litigation
processes, if any. A tax position that meets the recognition threshold must be measured initially
and subsequently as the largest amount of tax benefit that is greater than 50 percent likely of
being realized upon ultimate settlement with a taxing authority. The Interpretation is effective
for fiscal years beginning after December 15, 2006. The Company will be evaluating the impact
of adopting FIN 48, and cannot currently estimate the impact on its consolidated results of
operations, cash flows or financiat position.

Comprehensive income:

The Company does not have any comprehensive income items, other than net income.

Use of estimates:

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

NOTE 2 - BUSINESS SEGMENT INFORMATION

The Company operates in the following three business segments: the Lighting Segment,
the Graphics Segment, and the Technology Segment. The Company is organized such that the
chief operating decision maker (the President and Chief Executive Officer) receives financial and
operating information relative to these three business segments, and organizationally, has a
President of LSI Lighting Solutions Plus, a President of LSI Graphics Solutions Plus, and a
President of LSI Technology Solutions Plus reporting directly to him. The Company's most
significant market is the petroleum/convenience store market with approximately 25%, 25%,
and 28% of total net sales concentrated in this market in fiscal 2006, 2005, and 2004,
respectively. The following information is provided for the following periods:

{In thousands) 2006 2005 2004
Net sales:
Lighting Segment $195,805 $177,021 $159,748
Graphics Segment 83,418 105,419 81,657
Technology Segment 1,247 — —
$280,470 $282,440 $241,405
Operating income:
Lighting Segment $ 13,641 $ 9,088 $ 8848
Graphics Segment 7,879 13,938 5,186
Technology Segment I )] — =
$ 21,515 $ 23,026 $ 14,034
Identifiable assets:
Lighting Segment $103,852 $102,831 $110,616
Graphics Segment 61,767 61,883 63,002
Technology Segment 54,544 — —
220,163 164,714 173,618
Corporate 4,238 7,923 1,114
$224,401 $172,637 $174,732
Capital expenditures:
Lighting Segment $ 2,262 $ 3,048 $ 3,160
Graphics Segment 1,492 582 1,548
Technology Segment — — —
$ 3,754 $ 3,630 $ 4,708
Depreciation and amortization:
Lighting Segment $ 5,125 $ 5,095 $ 4,252
Graphics Segment 1,635 1,879 1,673
Technology Segment 13 — —
$ 6,773 $ 6974 $ 5925
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NOTE 5 - BALANCE SHEET DATA

The following information is provided as of June 30:

(In thousands) 2006 2005
Inventories:
Raw materials $21,508 $21,143
Work-in-process 7,402 4178
Finished goods 16,435 14,131
$45,345 $39,452
Accrued Expenses:
Compensation and benefits $ 6,902 $ 8,594
Customer prepayments 4,438 1,409
Accrued sales commissions 1,501 1,143
Other accrued expenses 4,464 4,662
$17,305 $15,808

NOTE 6 - GOODWILL AND OTHER INTANGIBLE ASSETS

The Company completed its annual goodwill impairment test in fiscal 2005 as of
July 1, 2004. The Company determined that it had three reporting units. Based upon this
analysis, there was full impairment of the recorded net goodwill of one reporting unit in the
Lighting Segment. The impairment of $186,000, a non-cash charge, was recorded as an
operating expense in the first quarter of fiscal 2005. Based upon analysis performed, there was
no impairment of goodwill in fiscal years 2004 or 2006.

The Company acquired substantially all the net assets of SACO Technologies, Inc. on
June 26, 2006 (see Note 15). The acquisition has been accounted for as a purchase, effective
on the date of acquisition. The total purchase price exceeded the estimated fair value of net
assets by approximately $42.7 million. This wilt be recorded as various identified intangible
assets and goodwill when the valuation of such assets has been completed. Until such time as
the valuation study is complete, the total value will be reported as goodwill on the Company’s

balance sheet. Identified intangible assets will be amortized beginning fuly 1, 2006 over
appropriate lives, whereas goodwill will not be amortized to expense on the Company's
financial statements. Goodwill related to LSI Saco will be included in assets of the Technology
business segment.

The following table presents information about the Company’s goodwill and other
intangible assets on the dates or for the periods indicated.

As of June 30, 2006

Carrying Accumulated
{In thousands) Amount Amortization Net
Goodwill $62,187 $ 2,385 $59,802
Other Intangible Assets $ 6,430 $ 2,679 $ 3,751

As of June 30, 2005

Carrying Accumulated
(In thousands) Amount Amortization Net
Goodwill $19,502 $ 2,385 §17,117
Other Intangible Assets $ 6,430 $ 2,200 $ 4,230

Changes in the carrying amount of goodwill for the years ended June 30, 2005 and 2006,
by operating segment, are as follows:

Lighting Graphics Technology

(in thousands) Segment Segment Segment Total

Balance as of June 30, 2004 $ 3N $16,982 $  — $17,303
Impairment loss (186) — — {186)
Balance as of June 30, 2005 135 16,982 — 17,117
Acquisition — — 42,685 42,685
[mpairment loss — — — —
Balance June 30, 2006 $ 135 $16,982 $42,685 $59,802
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Stock Options

The Company has an equity compensation plan that was approved by shareholders which
covers all of its full-time employees, outside directors and advisors. The options granted or stock
awards made pursuant to this plan are granted at fair market value at date of grant or award.
Options granted to non-employee directors are immediately exercisable and options granted to
employees generally become exercisable 25% per year (cumulative) beginning one year after
the date of grant. The number of shares reserved for issuance is 2,250,000, of which
1,822,786 shares were available for future grant or award as of June 30, 2006. This plan
allows for the grant of incentive stock options, non-qualified stock options, stock appreciation
rights, restricted and unrestricted stock awards, performance stock awards, and other stock
awards. As of June 30, 2006, a total of 783,957 options for common shares were outstanding
from this plan as well as two previous stock option plans (both of which had also been
approved by shareholders), and of these, a total of 472,394 options for common shares were
vested and exercisable. The approximate unvested stock option expense as of June 30, 2006
that will be recorded as expense in future periods is $951,000. The weighted average time over
which this expense will be recorded is approximately 22 months.

Statement of Financial Accounting Standards No. 123 (SFAS No. 123) was effective for the
Company through June 30, 2005 and required, at a minimum, pro forma disclosures of expense
for stock-based awards based on their fair values. See Note 1 for this information. The fair value
of each option on the date of grant was estimated using the Black-Scholes option pricing model.
The below listed weighted average assumptions were used for grants in the periods indicated.

2006 2005 2004
Dividend yield 3.42% 3.29% 2.16%
Expected volatility 40% 38% 47%
Risk-free interest rate 5.1% 3.3% 3.26%
Expected life 62 yrs. 8 yrs. 4-9 yrs.

At June 30, 2006, the 51,800 options granted in fiscal 2006 to non-employee directors
had exercise prices ranging from $14.36 to $17.02, fair values ranging from $4.89 to $5.63,
and remaining contractual lives of approximately nine and one-half to ten years.

At June 30, 2005, the 377,000 options granted in fiscal 2005 to both employees and
non-employee directors had exercise prices ranging from $8.55 to $10.71, fair values ranging
from $3.50 to $4.26, and remaining contractual lives of about nine years.

At June 30, 2004, the 7,550 options granted during fiscal 2004 to employees and
non-employee directors had exercise prices ranging from $9.60 to $12.99, fair values ranging
from $3.33 to $5.40 per option, and remaining contractual lives of four to nine years.

SFAS No. 123(R) requires stock option expense to be recorded on the financial statements
for all reporting periods beginning after June 15, 2005. Accordingly, expense of $428,000 was
recorded in fiscal 2006. Total stock option expense in fiscal 2006 was $428,000. No similar
expense was recorded in fiscal 2005. No equity compensation expense has been capitalized in
inventory or fixed assets. The Company records stock option expense using a straight line
Black-Scholes method with an estimated 10% forfeiture rate. The expected volatility of the
Company's stock was calculated based upon the historic monthly fluctuation in stock price for a
period approximating the expected life of option grants. The risk-free interest rate is the rate of
a five year Treasury security at constant, fixed maturity on the approximate date of the stock
option grant. The expected life of outstanding options is determined to be less than the
contractual term for a period equal to the aggregate group of option holders' estimated
weighted average time within which options will be exercised. It is the Company’s policy that
when stock options are exercised, new common shares shall be issued.

Information related to all stock options for the years ended June 30, 2006, 2005 and 2004
is shown in the table below:

Twelve Months Ended
June 30, 2006

Weighted Average
Weighted Average Remaining
{Shares in thousands) Shares Exercise Price Contractural Term
Outstanding at 6/30/05 923 $ 9.88
Granted 52 $14.74
Forfeitures (18) $10.25
Exercised (173) $ 9.31
Qutstanding at 6/30/06 784 $10.32 6.4 years
Exercisable at 6/30/06 472 $10.11 5.0 years
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the Plan and for distributions to terminated employees. The Company does not issue new
common shares for purposes of the Nonqualified Deferred Compensation Plan. The Company
accounts for assets held in the non-qualified deferred compensation plan in accordance with
EITF 97-14. As a result of the Company changing the distribution method for this deferred
compensation plan in April 2004 from one of issuing shares of Company stock to terminated
participants to one of issuing cash, it was determined that this plan was subject to variable
accounting. Therefore, the shares in this plan were “marked-to-market” in the first quarter of
fiscal 2006 and a $573,000 non-cash expense and long-term liability were recorded to reflect
the $16.82 per share market price of the Company’s common shares at September 9, 2005, the
date this Plan was amended to provide for distributions to participants only in the form of
common shares of the Company. Accordingly, no future “mark-to-market” expense will be
required with respect to this plan. A similar expense of $775,000 was recorded in fiscal 2005.
For the full fiscal year 2007, the Company estimates the Rabbi Trust for the Nonqualified
Deferred Compensation Plan will make net repurchases in the range of 20,000 to 25,000
common shares of the Company. During fiscal years 2006 and 2005, the Company used
approximately $373,000 and $181,000, respectively, to purchase common shares of the
Company in the open stock market for either employee salary deferrals or Company
contributions into the Nonqualified Deferred Compensation Plan. The Company does not
currently repurchase its own common shares for any other purpose.

NOTE 10 - LEASES AND PURCHASE COMMITMENTS

The Company leases certain of its facilities and equipment under operating lease
arrangements. Rental expense was $2,241,000 in 2006, $2,342,000 in 2005, and $1,920,000
in 2004. Minimurn annual rental commitments under non-cancelable operating leases are:
$2,006,000 in 2007, $1,374,000 in 2008, $416,000 in 2009, $16,000 in 2010, $15,000 in
2011, and $3,000 in 2012 and beyond. Purchase commitments of the Company totaled
$22,700,000 as of June 30, 2006.

NOTE 11 - INCOME TAXES

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

(In thousands) 2006 2005 2004
Provision (benefit) for income taxes:
Current
U.S. federal $ 6,831 $ 6,851 $ 3,383
State and local 451 778 643
Foreign (1) — —
Total current 7,281 7,629 4,026
Deferred 263 608 1,081
Total provision for income taxes $ 7,544 $ 8,237 $ 5,107
Components of income before
income taxes:
United States $21,992 $22,873 $13,797
Foreign (5) — —
Income before income taxes $21,987 $22,873 $13,797
Reconciliation to federal statutory rate:
Federal statutory tax rate 35.0% 35.0% 34.1%
State and local taxes, net of federal benefit 1.7 2.3 33
Federal and state tax credits (1.3) (0.3) (0.8)
Goodwill and other (1.1) (1.0) 0.4
Effective tax rate 34.3% 36.0% 37.0%
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presently established loss reserve. Management is not able to estimate the likelihood or amount of
such additional loss, or a range of additional loss. However, management believes that while
the ultimate disposition of this matter and such potential additional loss could have a material
adverse effect on the Company’s results from operations and cash flows in the period in which
it is recorded or paid, no such charge would have a material adverse effect on the Company's
financial position or liquidity. Should this patent infringement case be resolved against the
Company, it would be likely that the Company would be responsible to make royalty payments to
the plaintiff at a currently unknown percentage of future menu board system sales. Additionally,
the Company is contingently liable for $77,000 of lease payments in fiscal 2007 related to two
office facilities currently being fully subleased to two different independent third parties.

NOTE 14 — RELATED PARTY TRANSACTIONS

The Company has recorded expense for the following related party transactions in the
fiscal years indicated (amounts in thousands):

(In thousands) 2006 2005 2004
Keating Muething & Klekamp PLL $243 $215 $166
American Engineering and Metal Working $700 $519 $ 20
McRye Developement $ 23 $ 5 $ 76

As of the balance sheet date indicated, the Company had the following lia
with respect to related party transactions (amounts in thousands):

June 30, June 30,

2006 2005

Keating Muething & Klekamp PLL $30 $9
American Engineering and Metal Working $25 $50

The law firm of Keating Muething & Klekamp PLL, of which one of the Company’s
independent outside directors is a senior partner, is the Company’s primary outside law firm
providing legal services in most all areas required other than patents and intellectual property.
The manufacturing firm of American Engineering and Metal Working, which is owned and
operated by the son of the president of the Company’s Graphics Segment, provides metal
fabricated components. McRye Development, which is owned and operated by the brother of
the president of the Graphics Segment, provides installation subcontracting services. All related
parties provide the Company either products or services at market-based arms-length prices.

NOTE 15 - ACQUISITION

The Company acquired substantially all the net assets of SACO Technologies, Inc. on
June 26, 2006, which it renamed LSI Saco Technologies. The purchase price was $45.0 million,
consisting of $23.2 million in cash, 1,419,355 common shares of LS| Industries valued at
$20.4 million (at $14.36 per share, the closing price on the date of acquisition), and
approximately $1.2 million in transaction costs, which primarily consisted of financial advisory,
legal and accounting services, and bank debt prepayment fees. The new subsidiary will continue
to operate in Montreal, Canada as a worldwide leader and pioneer in the design, production,
and support of high-performance light engines and large format video screens using LED (light
emitting diode) technology. LSI Saco Technologies will offer its customers expertise in
developing and utilizing high-performance LED color and white lightsource solutions for both
lighting and graphics applications. The Company acquired SACO Technologies primarily in order
obtain LED technology and also to enter into the large format video screen business for the
sports and entertainment markets. This LED technology has significant potential for the
Company’s Lighting Segment to be combined with the Company's existing lighting fixture
expertise and technology to develop a broad spectrum of white light LED fixtures that will offer
equivalent or improved lighting performance with significant energy and maintenance savings
as compared to the present metal halide and fluorescent lighting fixtures. Additionally, this LED
technology is used in the Company's Graphics Segment to light, accent and provide color
lighting to graphics display and visual image programs of the Company's customers.
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NOTE 16 - SUMMARY OF QUARTERLY RESULTS (UNAUDITED)
Quarter Ended

(in thousands except per share data) Sept. 30 Dec. 31 March 31 June 30 Fiscal Year
2006

Net sales $70,900 $73,322 $64,504 $71,744 $280,470

Gross profit 18,712 18,837 15,053 18,811 71,413

Net Income 3,669 3,906 2,415 4,453 14,443
Earnings per share

Basic $ 018 $ 0.20 $ 0.12 $ 022 $ 0072

Diluted $ 018 $ 0.19 $ 012 $ 022 $ 00.71
Range of share prices

High $ 19.15 $ 19.94 $ 17.09 $ 18.56 $ 19.94

Low $ 13.82 $ 15.16 $12.71 $ 12.00 $ 12.00
2005

Net sales $68,335 $74,299 $67,814 $71,992 $282,440

Gross profit 17,805 20,006 15,379 19,106 72,296

Net Income 3,316 4,792 2,422 4,106(a) 14,636
Earnings per share

Basic $ 017 $ 024 $ 012 $ 0.21 $ 074

Diluted $ 0.17 $ 024 $ 012 $ 0.20 $ 073
Range of share prices

High $ 11.62 $ 11.50 $ 12,09 $ 1436 $ 1436

Low $ 840 $ 948 $ 9.84 $ 10.85 $ 840
2004

Net sales $59,099 $64,116 $51,500 $66,690 $241,405

Gross profit 15,223 18,231 11,810 14,258(c) 59,522

Net income 2,601 4,006 920 1,163 8,690
Earnings per share

Basic $ 0.13 $ 0.20 $ 0.05 $ 006 $ 044

Diluted $ 0.13 $ 020 $ 0.05 $ 0.06 $ 043(b)
Range of share prices

High $ 11.95 $ 13.63 $ 1479 $ 13.03 $ 1479

Low $ 840 $ 10.19 $ 1115 $ 9.00 $ 840

{a)  The fourth quarter of fiscal 2005 includes a $775,000 non-cash expense ($469,000 net of taxes) associated with “marking-to-market” the Company’s common shares held in its
non-qualified deferred compensation plan in accordance with variable accounting procedures.

(b)  The total of the earnings per share for each of the four quarters does not equal the total earnings per share for the full year because the calculations are based on the average shares
outstanding during each of the individual periods.

() The fourth quarter of fiscal 2004 includes $1,086,000 of net unfavorable inventory adjustments in the Lighting Segment.

At August 18, 2006, there were 379 shareholders of record. The Companv believes thic repre<ent< annroximately 2 000 henaficial charahaldare
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

LSI Industries Inc.:

We have audited the accompanying consolidated balance sheet of LS| Industries Inc. and
subsidiaries (the "Company”) as of June 30, 2006, and the related consolidated statements of
income, shareholders’ equity, and cash flows for the year then ended. Our audit also included
the financial statement schedule listed in the Index at Item 15. These financial statements and
financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements and financial statement
schedule based on our audit.

We conducted our audit in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financia statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects,
the financial position of LSI industries Inc. and subsidiaries as of June 30, 2006, and the results
of their operations and their cash flows for the year then ended, in conformity with accounting

principles generally accepted in the United States of America. Also, in our opinion, the financial
statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 1, on July 1, 2005 the Company adopted Statement of Financial
Accounting Standards No. 123(R), "Share-Based Payment,” using the modified prospective
method of application.

We have also audited, in accordance with the standards of the Public Company
Accounting Oversight Board (United States), the effectiveness of the Company’s internal control
over financial reporting as of June 30, 2006, based on the criteria established in /nternal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated September 8, 2006 expressed an unqualified
opinion on management's assessment of the effectiveness of the Company's internal control
over financial reporting and an unqualified opinion on the effectiveness of the Company's
internal control over financial reporting.

¥ V&&xﬁ\ Lo
Cincinnati, Ohio

September 8, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and
Shareholders of LSI Industries Inc.

We have audited the accompanying consolidated balance sheets of LSI Industries Inc.

(an Ohio Corporation) and subsidiaries as of June 30, 2005, and the related consolidated
statements of income, stockholders’ equity, and cash flows for each of the two years in the
period ended June 30, 2005. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of LSI Industries Inc. and subsidiaries as of June 30, 2005,
and the results of their operations and their cash flows for each of the two years in the period
ended June 30, 2005 in conformity with accounting principles generally accepted in the
United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of LS| Industries Inc.'s internal control over
financial reporting as of June 30, 2005, based on criteria established in /nternal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated August 19, 2005 expressed an unqualified opinion therein.

\N&i\r&\f&? AZP

Cincinnati, Ohio
August 19, 2005
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CORPORATE INFORMATION

Independent Registered Public Accounting Firm
Deloitte & Touche LLP
Cincinnati, Ohio

Legal Counsel
Keating Muething & Klekamp PLL
Cincinnati, Ohio

Transfer Agent and Registrar
Computershare Investor Services, LLC

2 North LaSalle Street

Chicago, lllinois 60602

Annual Meeting
The LSt Industries Inc. annual shareholders’ meeting will be held Tuesday, November 14, 2006 at
10:00 a.m. at the Company's corporate offices located at 10000 Alliance Road, Cincinnati, Ohio.

Dividend Reinvestment Plan

The LSI Industries Automatic Dividend Reinvestment and Stock Purchase Plan offers registered
shareholders and employees an opportunity to purchase additional shares through automatic
dividend reinvestment and/or optional cash investments. For additional information, contact:

Computershare Trust Co., Inc.

2 North LaSalle Street

Chicago, lllinois 60602

(866) 770-0656

E-mail: web.queries@computershare.com
Internet: www.computershare.com

Form 10-K
Shareholders may obtain the 2006 Annual Report on Form 10-K as filed with the
Securities and Exchange Commission without charge by writing to:

Investor Relations Manager
LSI Industries Inc.

10000 Alliance Road
Cincinnati, Ohio 45242

Market for the Company’s Common Shares
LSt Industries Inc. Common Shares are traded on the NASDAQ Global Select Market under the
symbol LYTS.

Internet Site

The LSI Industries site on the Internet, www.lsi-industries.com, contains the Company's 10-K
and 10-Q filings, proxy statements, other SEC filings, annual reports, news refeases, stock prices,
and a variety of other information about LSI Industries and its products and services.
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BOARD OF DIRECTORS

Robert ). Ready
President, Chief Executive Officer & Chairman of the Board
Chairman of Executive Committee

James P. Sferra
Secretary - LS Industries Inc.
Executive Vice President - Manufacturing
Member of Executive Committee

Gary P. Kreider
Senior Partner of Keating Muething & Klekamp PLL, Cincinnati, Ohio
Member of Compensation Committee
Chairman of Nominating and Corporate Governance Committee

Dennis B. Meyer
Director of Midmark Corporation, Versailles, Ohio
Member of Audit Committee
Chairman of Compensation Committee
Member of Nominating and Corporate Governance Committee

CORPORATE OFFICERS AND EXECUTIVE MANAGEMENT

Robert J. Ready
President and Chief Executive Officer

James P. Sferra
Secretary, Executive Vice President - Manufacturing

Ronald S. Stowell
Vice President, Chief Financial Officer, and Treasurer

Wilfred T. 0'Gara
Chief Executive Officer — The O'Gara Group, Inc., Cincinnati, Ohio
Chairman of Audit Committee
Member of Compensation Committee
Member of Nominating and Corporate Governance Committee

Mark A. Serrianne
Chief Executive Officer - Northlich, Inc., Cincinnati, Ohio
Member of Audit Committee
Member of Compensation Committee
Member of Nominating and Corporate Governance Committee

Fred D. Jalbout
President LSI Technology Solutions Plus

David W. McCauley
President LS| Graphic Solutions Plus

Scott D. Ready
President LS Lighting Solutions Plus
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LSl Industries nc.

10000 Alliance Road

Cincinnati, Ohio 45242
513-793-3200 o fax 513-791-0813
www.lsi-industries.com




