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In and Test System is the latest product in Aehr Test’s family 

Aehr Test’s patented WaferPak Cartridges connect electrical test resources from Aehr’s 
15 systems to the customer’s wafer to be tested or burned

This Annual Report contains certain “forward looking” statements based on current expectations, forecasts and assumptions that i



XP system is Aehr’s proprietary WaferPak full wafer contactor that 
low cost contacting of wafers ranging from 3” to 12” (

15 multiple wafer test and burn in system to a major new customer. This new customer’s production 
hr Test’s unique and highly cost effective 



great set of customers who appreciate and value Aehr Test’s products and services 



Registrant’s telephone number, including area code: 

chapter) is not contained herein, and will not be contained to the best of the registrant’s knowledge, in definitive proxy 



ng company.  See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting 
company” in Rule 12b

The aggregate market value of the registrant’s common stock, par value $0.01 per share, held by non

number of shares of registrant’s common stock, par value $0.01 per share, outstanding at July 31, 2016 was 



Item  5.        Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer

Item  7.        Management’s Discussio



looking statements. The words “believe,” 
“may,” “will,” “estimate,” “continue,” “anticipate,” “plan,” “intend,” “expect,” “could,” “target,” “project,” “should,” 
“predict,” “potential,” “would,” “seek” and similar expressions and the negative of those expressions are intended to 

“Risk 
Factors” beginning on page 9 of this Annual Report on Form 10

K to “Aehr Test,” the 
“Company,” “we,” “us” and “our” refer to Aehr Test Syst

This “wafer probe” testing can be performed on one or many die at a time, 

dure known as “burn in” or “cycling,” 



All of the Company’s systems are mo

’s

the changing requirements of the customer’s wafers. 

performs automatic alignment of the customer’s wafer to the WaferPak cartridge so that the wafer can be tested and 

The full wafer contact systems product category accounted for approximately 60%, 31% and 42% of the Company’s 



based on a completely new hardware and software architecture that is intended to address not only today’s devices, but 

This packaged part systems product category accounted for approximately 40%, 65% and 57% of the Company’s net 

for use with the Company’s insta

The Company’s DiePak product line includes a family of reusable, temporary die carriers and associated sockets that 

Sales to the Company’s five largest customers accounted for approximately 

%, respectively, of the Company’s net 

11%, respectively, of the Company’s net sales.  During fiscal 2014, Texas Instruments, and Spansion Inc., or Spansion, 
oximately 40%, 30% and 12%, respectively, of the Company’s net sales.  No other 

customers accounted for more than 10% of the Company’s net sales for any of these periods.  The Company expects 

Such fluctuations may result in changes in utilization of the Company’s fa

significant customer could materially and adversely affect the Company’s business, fi

certain key parts of the world.  See “REVENUE 
RECOGNITION” in Item 7 under “Management’s Discussion and Analysis of Financial Condition and Results of 
Operations” for a further discussion of the Company’s relationship with distributors, and its effects on 



The Company’s customer service and support program includes system installation, system repair, applications 

Texas, at the Company’s subsidiaries in Japan and Germany, and its branch office in Taiwan.  The Company’s 

advantage in selling its products to the Company’s customers.  

At May 31, 2016, the Company’s backlog was $5.3 million compared with $12.0 million at May 31, 2015.  The 
Company’s backlog consists of product order

ects, the Company’s backlog as of a 

nd development expenses.  The Company’s research and development expenses during fiscal 2016, 2015 and 

rconnect substrates.  Final assembly and testing are performed within the Company’s facilities.  
The Company’s strategy is to use in

many of the components and subassemblies used in its products.  The Company’s principal manufacturing facility is 
located in Fremont, California.  The Company’s facility in Utting, G

The Company’s FOX full wafer contact systems face competition from larger systems manufacturers that have 

The Company’s ABTS TDBI systems have faced and are expected to continue to face 



The Company’s WaferPak products are facing and are expected to face increasing c

The Company’s test fixture products face numerous regi
BIB market, and as a result, many companies design and manufacture BIBs, including BIBs for use with the Company’s 

with the Company’s MAX4 systems and the Company may grant additional licenses as well.  Sales of MAX4 BIBs by 

Company’s competitors or by new market entrants could cause a decline in sales or loss of market acceptance of the 
Company’s products.  The Company has observed price competition in the systems market, particularly w

resulting in lower prices which could adversely affect the Company’s operating margins and results.  The Company 

secrets and copyright protection, rather than on patents, to maintain its competitive position.  The Company’s 
ietary software is copyrighted and licensed to the Company’s customers.  At May 31, 2016 the Company held 

The Company’s ability to compete successfully is dependent in part upon its ability to protect its proprietary 

wed on any patent issued to the Company will be sufficiently broad to protect the Company’s technology, that any 

the Company’s intelle
Company’s proprietary rights, and there can be no assurance that the Company’s intellectual property rights, if 

could have a material adverse effect on the Company’s business, financial condition and operating results, regardless of 

property claims against the Company.  Such claims could include assertions that the Company’s products infringe, or 



oyees, particularly to perform customer support and manufacturing.  The Company’s success is in 

Company’s employees are represented by a union 
Company’s management considers its relations with its employees to be good.

“Segment Information” and certain risks related to such operations are 
discussed in Part I, Item 1A, under the heading “We sell our products and services worldwide, and our business is 

to risks inherent in conducting business activities in geographic regions outside of the United States.”

The Company’s common stock trades on the NASDAQ Capital Market under the symbol “AEHR.”  The Company’s 

of charge through the Company’s website at 

e Company with the SEC at the SEC’s Public Reference Room 

In addition, information regarding the Company’s code of conduct
Compensation and Nominating and Governance Committees, are available free of charge on the Company’s website 



(the “Convertible Notes”)
Consolidated Financial Statements, “CONVERTIBLE NOTES AND LINE OF 

CREDIT” and “SUBSEQUENT EVENTS” 

with NASDAQ’s continued listing requirements.

NASDAQ’s continued listing requirements.  The continued listing requirements include, among others, a minimum bid 
price of $1.00 per share and any of: (i) a minimum stockholders’ equity of $2.5 million; 

term compliance with NASDAQ’s continued listing requirements. 
NASDAQ’s continued listing requirements

minimum stockholders’ eq

The Company’s FOX full wafer contact systems face competition from larger s
how and manufacturing capability.  The Company’s ABTS Test During Burn

in systems from captive or affiliated suppliers.  The Company’s WaferPak 

Company’s com
Company’s products.  The Company has observed price competition in the systems market, particularly with respect to 



resulting in lower prices which could adversely affect the Company’s operating margins and results.  The Company 

semiconductor equipment.  Sales to the Company’s five largest customers accounted for approximately 

respectively, of the Company’s net sales.  During fiscal 2015, Texas 
Instruments and Micronas accounted for approximately 45% and 11%, respectively, of the Company’s net sa

of the Company’s net sales.  No other customers accounted for more than 10% of the Company’s net sales for any of 

be resolved to the customers’ satisfaction 



construction, and financial turmoil may reduce these governments’ willingness to continue such subsidies.  Such 



ficant delays can occur between a product’s introduction and the 





The Company’s principal administrative and production facilities are located in 
square foot building.  The Company’s lease was renewed in November, 2014 and expires in June, 2018.  The Company 
has an option to extend the lease for an additional three year period at rates to be determined.  The Company’

months from expiry.  The Company’s and its subsidiaries’ annual rental payments currently aggregate 

tem 5.   Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

The Company’s common stock is publicly traded on the NASDAQ Capital Market under the symbol “AEHR”.  The 

holders of the Company’s common stock are “street name” or benef



The selected consolidated financial data set forth below should be read in conjunction with “Management’s 
ondition and Results of Operations” and the consolidated financial statements 





Item 7.   Management’s Discussion and Analysis of Financial Condition and Results of Operations

with our “Selected Consolidated Financial Data” and our consolidated financial statements and 

in and test service companies worldwide.  The Company’s principal 

The Company’s net sales consist primarily of sales of systems, WaferPak

The Company’s discussion and analysis of its financial condition and results of operations are b
Company’s consolidated financial statements, which have been prepared in accordance with accounting principles 

est programs specific to customers’ routine 

commensurate with the vendor’s performance to meet the milestone, (ii) it relates solely to p



upon the earlier of the receipt by the Company of the licensee’s report related to its usage of the licensed intellectual 

y’s terms of sales with distributors are generally Free on Board, or FOB, shipping point with payment 

ssued have not been material as a percentage of net sales.  The Company’s distributors 
do not generally carry inventories of the Company’s products.  Instead, the distributors place orders with the Company 

r customers.  The Company’s shipment terms to our distributors do 
not provide for credits or rights of return.  Because the Company’s distributors do not generally carry inventories of our 

Company’s arrangements do not include vendor consideration.

monitoring and evaluating the quality of its component suppliers, the Company’s warranty obligation is affected by 
t failure.  The Company’s 

estimate of warranty reserve is based on management’s assessment of future warranty obligations and on historical 

Company’s estimates, revisions to the estimated warranty liability would be required, which could affect how the 

“more likely than not” recognition threshold and measurement attribute for the financial statement recognition and 

tax returns, the Company’s only major tax 
–



employee’s requisite service period.  This model was developed for use in estimating the value of publicly traded options 
no vesting restrictions and are fully transferable.  The Company’s employee stock options have characteristics 

significantly different from those of publicly traded options.  All of the Company’s stock

The fair value of each option grant and the right to purchase shares under the Company’s stock purchase plan are 

primarily from an increase in net sales of the Company’s wafer
the Company’s Test During Burn



  

1P system.  The decreases included both net sales of the Company’s wafer

  



to Note 9 of Notes to Consolidated Financial Statements, “ AND LINE OF CREDIT”



complement the Company’s business.  If consummated, any such transactions may use a portion of the Company’s 

efer to Note 16, “SUBSEQUENT EVENTS”.  

“ .”
(3)  Shown above are the Company’s binding purchase obligations. The large majority of the Company’s purchase orders 



Company’s bylaws contain similar indemnification obligations to the Company’s agents. 

Company’s operating results, financial position or cash flows. 

's consolidated financial statements, see Note 1, “
Significant Accounting Policies,” of the Notes to Conso

in interest rates would not have a material effect on the Company’s financial position, results of operations or cash 

A majority of the Company’s revenue and capital spending is transacted in U.S. Doll

offset to the extent that the Company’s subsidiaries incur expenses payable in their local currency.  To date, the 
has not invested in instruments designed to hedge currency risks.  In addition, the Company’s subsidiaries 

ny’s subsidiaries’ financial statements are based in their local currency and the Company’s 
condensed consolidated financial statements are based in U.S. Dollars, the Company’s subsidiaries and the Company 

to the U.S. Dollar.  A 10% decrease in the value of the subsidiaries’ local currency as compared with the U.S. Dollar 
Company’s net income or loss. There have been no 





“Company”) as of May 31, 2016 and 2015, and the related consolidated statements of operations, shareholders’ equity 

2016. These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is 

been engaged to perform, an audit of the Company’s internal control over financial reporting. Our audits included 

the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal 





–
–
–





Shareholders’





he “Company”) was incorporated in California in May 1977 and primarily designs, engineers and 
in equipment used in the semiconductor industry.  The Company’s principal products are 

Agreement (the “Purchase Agreement”) with QVT Fund 
LP and Quintessence Fund L.P. (the “Purchasers”) providing for (a) the Company’s sale to the Purchasers of $4,110,000 
in aggregate principal amount of 9.0% Convertible Secured Notes due 2017 (the “Convertible Notes”) and (b) a secured 
revolving loan facility (the “Credit Facility”) in an aggregate principal amount of up to $2,000,000.  

Refer to Note 9, “
CREDIT”, for further discussion of the Credit Facility and 

efer to Note 16, “SUBSEQUENT EVENTS”.  



Assets and liabilities of the Company’s foreign subsidiaries and a branch office are translated into 

their local currencies to U.S. Dollars are accumulated and reflected as a separate component of shareholders’ equity

Significant estimates in the Company’s consolidated financial statements include allowance for doubtful accounts, 

The Company’s financial instruments

a reporting entity’s pricing based upon their own market assumptions.  The fair value hierarchy consists of the following 

The following table summarizes the Company’s financial assets measured at fair value on a recurring basis as of May 



The following table summarizes the Company’s financial 

The Company’s cash and cash equivalents are generally deposited with major financial institutions in the United 

products.  Quality or performance failures of the Company’s products or changes in its manufacturers’ financial or 
could disrupt the Company’s ability to supply quality products to its customers and thereby have a 

Company’s products are purchased and 



e inventories are made after management’s evaluation of future 

provisions, training to be supplied after delivery of the systems, and test programs specific to customers’ routine 

commensurate with the vendor’s performance to meet the miles

upon the earlier of the receipt by the Company of the licensee’s report related to its usage of the licensed intellectual 

The Company’s terms of sales with distributors are generally FOB shipping point with payment due within 60 days.  

eserves, credits issued have not been material as a percentage of net sales.  The Company’s distributors do not generally 
carry inventories of the Company’s products.  Instead, the distributors place orders with the Company at or about the 

e orders from their customers.  The Company’s shipment terms to our distributors do not provide for 
credits or rights of return.  Because the Company’s distributors do not generally carry inventories of our products, they 



product or to receive future price concessions.  The Company’s 

Costs incurred in the development of software programs for the Company’s products are charged to operations as 

with the asset would be compared to the asset’s carrying value to determine if a write

“more likely than not” recognition threshold and measurement attribute for the financial statement recognition and 

Although the Company files U.S. federal, various state, and foreign tax returns, the Company’s only major tax 
–

e’s requisite service period.  This model was developed 

Company’s employee stock options have characteristics significantly differ
of the Company’s stock



The following table summarizes compensation costs related to the Company’s stock

based awards under the Company’s 1996 

Expected Term.  The Company’s expected term represents the period that the Company’s stock

expected volatility.  Volatility for each of the ESPP’s four time periods of six months, twelve months, eighteen months, 

Fair Value.  The fair values of the Company’s stock options granted to employees shares in fiscal 2016, 2015 and 2014 



– – –
– – –

– – –

EARNINGS PER SHARE (“EPS”):

stock options with an exercise price greater than the average fair value of the Company’s common stock for the period, 
al year’s ended May 31, 2016 and 2015, potential common shares have not 



income generally represents all changes in shareholders’ equity

adjustments are included in the Company’s components of comprehensive
of shareholders’ equity

shareholders’ equity

Reporting Standards (“IFRS”), the Financial Accounting Standards Board (“FASB”) issued Accounting Standards 
Update (“ASU”) 2014 09, “Revenue from Contracts with Customers (Topic 606).” The new guidance sets forth a new 

14); ii) clarify the application of the principal versus 
08); and iii) clarify the guidance on inconsequential and perfunctory promises and licensing 

12, ‘Revenue from Contracts with Customers (Topic 606) 
Scope Improvements and Practical Expedients”, to address certain narrow aspects of the guidance including 

the entity’s ability to continue as a 

–

Statements, “ AND LINE OF CREDIT” for further discussion of the





monitoring and evaluating the quality of its component suppliers, the Company’s warranty obligation is affected by 

product failure rates, material usage or service delivery costs differ from the Company’s estimates, revisions to the 

Following is a summary of changes in the Company’s liability for product warranties during the fiscal years ended May 



The Company’s effective tax rate differs from the U.S. federal statutory tax rate, as follows:



because it is the Company’s intention to permanently reinvest such earnings in its forei



Although the Company files U.S. federal, various state, and foreign tax returns, the Company’s only major tax 
–

“Purchase Agreement”) with QVT Fund LP and Quintessence Fund L.P. (the “Purchasers”) providing for
Company’s sale to the Purchasers of $4,110,000 in aggregate principal amount of 9.0% Convertible Secured Notes due 
2017 (the “Convertible Notes”) and (b) a secured revolving loan facility (the “Credit Facility”) in an aggregate principal 

Note 16, “SUBSEQUENT EVENTS”.

per share of the Company’s c
adjustment upon the occurrence of certain specified events (as adjusted, the “Conversion Price”).   Holders may convert 

The Company’s obligations under the Purch

Refer to Note 16, “SUBSEQUENT EVENTS”.



In October 1996, the Company’s Board of Directors approved the 1996 Stock Option Plan (the “Stock Plan”), which 

In October 2006, the Company’s 2006 Equity Incentive Plan and 2006 Employee Stock Purchase Plan (“2006 Plans”) 

or cash awards as the Company’s Board of Directors may determine
for issuance under the Company’s 2006 Equity Incentive Plan.  Options granted under the 2006 Equity 

2006 Plans respectively replace the Company’s Amended and Restated 1996 Stock Option Plan, which would otherwise 
have expired in 2006; and the Company’s 1997 Employee

ummarize the Company’s stock option





and have attained an age of 21.  The Company can contribute either shares of the Company’s stock or cash to the plan. 

Employee Stock Bonus Plan into the Aehr Test Systems Employee Stock Ownership Plan (the “Plan”).  The stock 
bonus plan was converted to an employee stock ownership plan (“ESOP”) to enable the Plan to better comply with 
changes in the law regarding Company stock.  Individuals’ account balances vest at a rate of 20% per year commencing 

The Company maintains a defined contribution savings plan (the “401(k) Plan”) to provide retirement income to all 

In October 2006, the Company’s shareholders approved the 2006 Employee Stock Purchase Plan, o

2007.  A total of 1,150,000 shares of the Company’s common stock were reserved for issuance under the 2006 Purchase 

value of the Company’s common stock at either the first day of an of
If a participant’s rights to purchase stock under all employee stock purchase plans of the Company accrue at a rate which 



the Company’s operations in different geographic areas.  Net sales are 

The Company’s Japanese and German subsidiaries primarily comprise the foreign operations.  Substantially all of the 

Mario M. Rosati, one of the Company’s directors, is also a member of Wilson Sonsini Goodrich & 
Professional Corporation, which has served as the Company’s outside corporate counsel and has received compensation 

cancelable operating leases in Germany.  The Company’s principal administrative and production 
facilities are located in Fremont, California, in a 51,289 square foot building.  The Company’s lease was renewed 

period at rates to be determined.  The Company’s facility in Japan is located in a 418 square foot office in Tokyo under a 



“Other Assets” on the consolidated balance sheets.

Company’s consolida

addition, the Company has entered into indemnification agreements with its officers and directors, and the Company’s 
bylaws contain similar indemnification obligations to the Company’s agents. 

Company’s operating results, financial position or cash flows.

herein and, in the Company’s opinion, includes all adjustments (consisting onl

financial statements of the Company’s and the notes thereto included elsewhere herein.



Management’s report on internal control over financial reporting.

our internal control over financial reporting based upon the framework in “ – Integrated Framework”

nagement has concluded that the Company’s internal control over financial reporting was effective as of 
.  This annual report does not include an attestation report of the Company’s registered public accounting 

ver financial reporting.  Management’s report was not subject to attestation by the 
Company’s registered public accounting firm pursuant to rules of the Securities and Exchange Commission that permit 
the Company to provide only management’s report in this 



the Company’s inception in 1977.  He also served as Executive Chairman of the Company from January 2012 to March 
Officer of the Company since the Company’s inception in 1977 until 

January 2012.  From the Company’s inception through May 2000, Mr. Posedel also served as President of the Company.  

deep knowledge of the Company’s operations, strategy and vision.    

Ltd.’s memory test business from February 2006 until October 2011.  Prior to 



GAYN ERICKSON See “D ” above.  



d by the Committee is set forth in the section entitled “Report of the Audit 
Committee.”  The Audit Committee is governed by a written charter approved by the Board of Directors.  A copy of the 
Audit Committee charter is available on the Company’s website at www.aehr.com under the heading “Investors” and the 



subheading “Investor Relations.”  The Board of Directors has determined that Mr. Slayen is an audit committee financial 

Compensation Committee charter on its website at www.aehr.com under the heading “Investors” and the subheading 
“Investor Relations.”  More information regarding the Compensation Committee’s processes and procedures can be 
found herein in the section entitled “Compensation Discussion and Analysis.”    

Committee charter on its website at www.aehr.com under the heading “Investors” and the subheading “Investor 
Relations.”

for membership on the Board as described below under “Identifying and Evaluating Nominees for Directors.” In 

capability on the Board and to address the membership criteria set forth under “Director Qualifications” below.  Any 
sed for consideration by the Board of Directors should include the candidate’s 

Company’s Code of Conduct and Ethics adopted by the Board.  They should have broad experience at the policy



statement for the Company’s annual meeting. If any materials are provided by a shareholder in 

two of the key qualities evaluated when considering nominees for the Company’s Board of Directors.  A goal of the 

to provide oversight and advice concerning the Company’s current business and growth strategies.

irectors, except for Rhea J. Posedel, the Company’s 
Chairman, and Gayn Erickson, the Company’s President and Chief Executive Officer, is independent within the 

Company’s annual meetings of shareholders, directors are encouraged to attend annual meetings of the Company’s 

officer.  The Code of Conduct and Ethics may be found on the Company’s website at www.aehr.com under the heading 
“Investors” and the subheading “Investor Relations.”  The Company will disclose any amendment to the Code of 

whom the waiver was granted, on the Company’s website at www.aehr.com under the heading “Investors” and the 
subheading “Investor Relations.” 

effective oversight, given the Company’s relatively small size (both in terms of number of employees and in scope of 

and employees of the Company provide the Board of Directors with information regarding the Company’s risks. The 



The Company compensates the Company’s executive officers through a combination of base salary, cash bonus and 
n designed to be competitive with comparable companies. The Company’s primary objectives of the 

The Company’s compensation programs are designed to:

y’s business with the Company’s executive officers; and

portion of executive officers’ overall compensation to the Company’s financial performance and 
In determining the compensation for the Company’s executive officers, the Company considers a number of factors, 

s and the executive officer’s overall performance and contribution to the Company.  The 

Committee ensures that the total compensation paid to the Company’s executive officer
with the Company’s compensation philosophy and corporate governance guidelines. The Compensation Committee 

The Company’s executive officer c

the Company’s Board of Directors, and consists of Messrs. Anderson and Elder, each of whom is an “outside director” 
for purposes of Section 162(m) of the Internal Revenue Code and a “non employee director” for purposes of Rul

The Company’s Compensation Committee has primary responsibility for ensuring that the Company’s executive 
officer compensation and benefit program is consistent with the Company’s compensation philosophy and corporate
governance guidelines and for determining the executive compensation packages offered to the Company’s executive 



In structuring the Company’s compensation program, the Compensation Committee seeks to select the types and 

The Company designs base salary to provide the essential reward for an executive officer’s work.  Once base salary 
els are initially determined, increases in base salary are provided to recognize an executive officer’s specific 

with a form of reward that aligns their interests with those of the Company’s shareholders.  Executive officers whose 
ults the Company deems to be critical to the Company’s long

compensation for an executive officer’s outstanding results and for the achievement of corporate objectives.

Core benefits, such as the Company’s basic he

•
•

Consistent with the Company’s compensation philosophy, the Company has structured each element of the 
Company’s executive officer compensation program as described below.

The Company determines the Company’s executive officer salaries based on job responsibilities and individual 
itors base salary levels within the market and makes adjustments to the Company’s 

structures as needed after considering the recommendations of management.  The Company’s Compensation 
Committee reviews the salaries of the Company’s executive officers annually, and the Company’s Compensation 

The Company’s executive annual bonus plan provides for cash bonus awards, dependent upon attaining stated 
corporate objectives and personal performance goals.  The Company’s executive officers are eligible to receive cash 

on the Company’s achievement of certain financial and performance goals set by the Compensation 

of awarding incentive bonuses based on the achievement of performance goals furthers the Company’s goal of 
’s shareholders. 

In fiscal 2016, the Company’s Compensation Committee determined the maximum eligible cash bonus levels for 
Gayn Erickson, the Company’s Chief Executive Officer, Gary L. Larson, former Chief Financial Officer, Kenneth B. 

40% of their base salaries, respectively.  Carl Buck, the Company’s Vice President of Marketing was eligible to receive a 



Hendrickson, the Company’s Vice President of Engineering was eligible to receive a maximum bonus of $70,000, 

any’s Chief 

In fiscal 2017, Gayn Erickson, the Company’s Chief Executive Officer, 

David S. Hendrickson, the Company’s Vice President of Engineering is eligible to receive a maximum bonus of $

Summary Compensation Table in “Item 11. Exec Compensation” 

The Company awards equity compensation to the Company’s executive officers based on the performance of the 
executive officer and guidelines related to each executive officer’s position in the Com
the Company’s equity compensation guidelines based on information derived from the Company’s experience with other 
companies and, with respect to the Company’s executive officers, informal surveys of companies in the Company’s

these guidelines as well as an executive officer’s performance for the prior fiscal year.  The Company evaluates each 
r’s awards based on the factors described above and competitive practices in the Company’s industry.  

The Company’s Compensation Committee generally grants stock options

e Company’s standard practice is to make stock option grants effective on or shortly after the 
executive officer’s hire date.  The Company does not plan or time the Company’s stock option grants in coordination 

introduction.  Individual performance is measured to specific objectives relevant to the executive officer’s position and a 



1.  The Compensation Committee periodically reviews information comparing the Company’s compensation 

’

options to purchase shares of the Company’s 
options were granted to the Company’s executive officers, 

The Company’s Compensation Committee does 
not apply a formula for allocating stock options to executive officers.  Instead, the Company’s Compensation 

Executive officers are eligible to participate in all of the Company’s employee 
group life, disability, and accidental death and dismemberment insurance, the Company’s 401(k) plan, the Company’s 

“All Other Compensation” column.
compensation arrangement other than the Company’s 401(k) plan and ESOP.  The Company is not required to make 

$60,000 to the Company’s ESOP. 

officer’s
from year to year based on the executive’s compensati

executive officers’ unvested stock options based on the spread between the closing price of the Company’s 



determine the compensation for Mr. Gayn Erickson, the Company’s Chief Executive Officer, in fiscal year 2016.  In
based elements of Mr. Erickson’s compensation, the Compensation 

Committee considered the company’s performance, competitive forces taking into account Mr. Erickson’s experience 
and knowledge, and Mr. Erickson’s leadership in achieving the Company’s long

under the Company’s 2006 

Compensation Committee believes Mr. Erickson’s fiscal year 2016 compensation was fair relative to the Company’s 
performance and Mr. Erickson’s individual performance and leadership, and that it 

The Company is required to disclose the Company’s policy regarding qualifying executive compensation for 

than $1 million per year.  It is not expected that the compensation to be paid to the Company’s executive officers for 

Company in all capacities during the fiscal years ended May 31, 2016, 2015 and 2014 by the Company’s Chief Executive 

cer to the Company’s 

Bonus amounts earned in fiscal 2014 were made under the Company’s executive bonus plan.

Standards Codification 718, or ASC 718, “Compensation – Stock Compensation,” (formerly FASB Statement 
ements of the Company’s Annual Report on 



Summary Compensation Table for fiscal 2016 under the heading “Annual Compensation, Bonus” refer to 
“Compensation Discussion and Analysis” above for a description of the cash bonus compensation.  

’s 

under the Company’s 2006 



Options are granted at an exercise price equal to the fair market value of the Company’s 



’s position, duties, compensation or work conditions.  

Directors are also eligible to participate in the Company’s 

to purchase 10,000 shares at $2.17 per share.  All exercise prices are equal to the closing price of the Company’s 

the Company’s non



the Company’s Board of Directors and Compensation Committee and the board of directors or compensation 

Issued pursuant to the Company’s 2006 Equity Incentive Plan and 2006 Employee Stock Purchase Plan



The following table sets forth certain information regarding the beneficial ownership of the Company’s 

ons) known to the Company to be the beneficial owner of more than 5% of the Company’s 
each of the Company’s executive officers named in the Summary 

Includes 3,000 shares held by Derek S. Elder, Mr. Elder’s son, 111,800 shares held by William WR Elder & 



been obtained in a transaction with an independent third party.  The Company’s policy is to require that any transaction 

an established procedure.  Such a transaction is reviewed and approved by the Company’s Audit Committee as required 
by the Audit Committee’s charter.  We have not adopted s

udit of the Company’s fiscal 

statements included in the Company’s quarterly reports during such periods and for the review of the Company’s 

audit services provided by the Company’ 

accordance with the Company’s policy.







numbered exhibit previously filed with the Company’s Regis

(2)  Incorporated by reference to Exhibit No. 3.1 previously filed with the Company’s Current Report on Form 8

numbered exhibit previously filed with Amendment No.1 to the Company’s 

(4) Incorporated by reference to Exhibit 4.1 previously filed with the Company’s Current 

(5) Incorporated by reference to Exhibit 4.4 previously filed with the Company’s Current Report on Form 8

4.1 previously filed with the Company’s Registration Statement on Form S

(7)  Incorporated by reference to Exhibit 4.2 previously filed with the Company’s Registration Statement on Form S

(8)  Incorporated by reference to Exhibit 10.4 previously filed with Amendment No.1 to the Company’s Registration 

4 previously filed with the Company’s Form 10

(10)  Incorporated by reference to Exhibit 10.12 exhibit previously filed with the Company’s Form 10

(11)  Incorporated by reference to Exhibit 10.15 previously filed with the Company’s Current Report on Form 8

usly filed with the Company’s Current Report on Form 8

) Incorporated by reference to Exhibit 10.1 previously filed with the Company’s Current Report on Form 8





Name (“Participant”):     







Option Agreement. In consideration of the Company’s granting his or her spouse the right to purchase Shares as set 

similarly bound. The undersigned hereby appoints the undersigned’s spouse as attorney

Purchaser’s purchase or disposition of the Shares. Purchaser represents that Purchaser has consulted with any tax 



Purchaser with respect to the subject matter hereof, and may not be modified adversely to the Purchaser’s interest 



Equity Incentive Plan, as amended (the “Plan”) 

attached thereto (all together, the “Award Agreement”).

Name (“Participant”):

nits, the Restricted Stock Units and Participant’s right to acquire any Shares hereunder will 

.  The Company hereby grants to the individual (the “Participant”) named in 
greement (the “Notice of Grant”) under the Plan an Award of Restricted Stock Units, subject to 

Company’s Obligation to Pay.

the event of Participant’s death, to his or her properly designated beneficiary or estate) in whole Shares.  Subject to the 



Restricted Stock Units is accelerated in connection with Participant’s termination as a Service Provider 
(provided that such termination is a “separation from service” within the meaning of Section

rticipant’s death, and if (x) Participant is a U.S. taxpayer and a “specified employee” 

on or within the six (6) month period following Participant’s termination as a Service Provider, then the payment of such 

Participant’s termination as a Service Provider, unless Participant dies following his or her termination as a Service 
Participant’s estate as soon as practicable 

2(b)(2).  For purposes of this Award Agreement, “Section 409A” means Section 409A of the 

if Participant is then deceased, be made to Participant’s designated beneficiary, or if no beneficiary survives Participant, 
the administrator or executor of Participant’s estat

Participant’s own tax liabili

’s employer (the “Employer”), the ultimate liability for any tax and/or social insurance liability 

the Participant’s Federal Insurance Contributions Act (FICA) obligation) that are 
related items related to Participant’s 

ticipant, (b) the Participant’s and, to the extent required by the 
Company (or Employer), the Company’s (or Employer’s) fringe benefit tax liability, if any, associated with the grant, 

thereof or issuance of Shares thereunder) (collectively, the “Tax Obligations”), is and remains Participant’s responsibility 



terms of the grant or any aspect of the Restricted Stock Units to reduce or eliminate Participant’s liability for Tax 

withholding the amount of such Tax Obligations from Participant’s wages or other cash compensation paid to 

PARTICIPANT’S RIGHT OR THE RIGHT OF THE COMPANY (OR THE EMPLOYER) TO T
PARTICIPANT’S RELATIONSHIP AS A SERVICE PROVIDER AT ANY TIME, WITH OR WITHOUT CAUSE.



for purposes of the Restricted Stock Units, Participant’s status as a Service Provider will be considered 

pant is a Service Provider or the terms of Participant’s employment or service 

ned by the Administrator, Participant’s right to vest in 

period (e.g., Participant’s period of service would not include any contractual notice period or any period of “garden 
leave” or similar period mandated under employment laws in the jurisdiction where Participant is a Service Provider or 
the terms of Participant’s employment or service agreement, if any, unless Participant is provid

Participant’s local currency and the United States Dollar that may affect the value of the 

nits resulting from the termination of Participant’s status as a Service 

f Participant’s employment or service agreement, if any), and in 



Company making any recommendations regarding Participant’s participation in the Plan, or Participant’s acquisition or 

awarded under the Plan by electronic means or request Participant’s consent to participate

.  Either party’s failure to enforce any provision or provisions of this Agreement shall not in any 

constitute a waiver of either party’s right to assert all other legal remedies available to it under the circumstances.



respect to the subject matter hereof, and may not be modified adversely to the Participant’s interest except by means of 







The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls 

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

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

5.  The registrant’s other certifying offi
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report 

the registrant’s internal control over financial reporting.



The registrant’

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

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 i
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting

5.  The registrant’s other certifying officer(s) and I have disclosed, based on our
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report 

the registrant’s internal control over financial reporting.
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