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13. Stock Based Incentive Compensation

In 2015, the Company adopted the 2015 Stock Incentive Plan (the "2015 Plan") and authorized 300,000 shares of
common stock to be reserved for issuance pursuant to the 2015 Plan. During 2019 an additional 300,000 shares of common stock
were authorized to be reserved for issuance pursuant to the 2015 Plan. As of September 30, 2019, there were 320,715 shares
available to be granted under the 2015 Plan. Under all of the stock incentive plans, both incentive stock options and non-qualified
stock options may be granted to officers, key employees and other persons providing services to the Company. All of the
Company’s stock incentive plans have a ten year life.

Awards issued under any of the stock option plans are not affected by termination of the plan. The Company issues stock
options at their fair market value on the date of grant. Vesting of stock options granted pursuant to the Company’s stock incentive
plans is determined by the Company’s compensation committee. Generally, options granted to employees vest over four years
and expire ten years from the date of grant. Options granted to non-employee directors have historically included cliff vesting
after six months from the date of grant and expire three years from the date of grant. In fiscal years 2016 through 2019, the
Company granted certain officers including its Chief Executive Officer and non-employee directors, and key employees shares of
nonvested common stock instead of stock options. The vesting periods for the officers’, the Chief Executive Officer’s and the
non-employee directors’ nonvested stock awards are four years, three years and one year, respectively. The vesting period for the
key employees’ awards is four years.

We measure and recognize compensation expense for all stock-based payment awards made to employees and directors
including employee stock options and awards of nonvested stock based on estimated fair values, as described in Note 1. Stock-
based compensation expense incurred and recognized for the years ended September 30, 2019 and 2018 related to stock options
and nonvested stock granted to employees and non-employee directors under the Company’s stock incentive and employee stock
purchase plans totaled approximately $792 thousand and $691 thousand, respectively. The classification of the cost of stock-
based compensation, in the consolidated statements of operations, is consistent with the nature of the services being rendered in
exchange for the share based payment.

The following table summarizes stock-based compensation expense in the Company’s consolidated statements of
operations:

Years Ended

September 30, September 30,

2019 2018

(Amounts in thousands)
Cost of sales $ 7 S 5
Engineering and development 49 32
Selling, general and administrative 736 654
Total $ 792§ 691

For the year ended September 30, 2019, the Company granted 33,000 nonvested shares to certain key employees, 55,000
nonvested shares to certain officers including 35,000 shares granted to the Chief Executive Officer, and 20,000 nonvested shares
to its non-employee directors. For the year ended September 30, 2018, the Company granted 12,000 nonvested shares to certain
key employees, 40,000 nonvested shares to certain officers including 30,000 to its Chief Executive Officer and 20,000 nonvested
shares to its non-employee directors.

The Company measures the fair value of nonvested stock awards based upon the market price of its common stock as of
the date of grant. The Company used the Black-Scholes option-pricing model to value stock options. The Black-Scholes model
requires the use of a number of assumptions including volatility of the Company’s stock price, the weighted average risk-free
interest rate and the weighted average expected life of the options, at the time of grant. The expected dividend yield is equal to the
divided per share declared, divided by the closing share price on the date the options were granted. All equity compensation
awards granted for the years ended September 30, 2019 and September 30, 2018 were nonvested stock awards.

64




