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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2014

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number: 001-36481

ASPEN AEROGELS, INC.

(Exact name of registrant as specified in its chaefr)

Delaware 04-3559972
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

30 Forbes Road, Building E

Northborough, Massachusetts 01532
(Address of principal executive offices (Zip Code)

Registrant’s telephone number, including area codeg508) 691-1111

Indicate by check mark whether the registrant € filed all reports required to be filed by Seati® or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been subjec
to such filing requirements for the past 90 day¥es [ No

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Yé&d No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated file [J Accelerated filel O

Non-accelerated file (Do not check if a smaller reporting compa Smaller reporting compar [



Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExgje Act). Yes[ No

As of July 31, 2014, the registrant had 23,0008t#res of common stock outstanding.
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Trademarks, Trade Names and Service Marks

We own or have rights to use “Aspen Aerogels,” ‘“@ygl,” “Pyrogel,” “Spaceloft,” the Aspen Aerogetsgb and other trademarks,
service marks and trade names of Aspen Aerogeksaajoy in this quarterly report on Form 10-Q. Spfer convenience, the trademarks,
service marks and trade names referred to in éfpisrt are without the ® and TM symbols, but sudhrences are not intended to indicate, in
any way, that the owner thereof will not asserthefullest extent under applicable law, such avengghts to these trademarks, service mark
and trade names. This report contains additioadetmarks, service marks and trade names of othgparties, which, to our knowledge, are
the property of their respective owne
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PART | - FINANCIAL INFORMATION

Iltem 1. Financial Statements.
ASPEN AEROGELS, INC.
Consolidated Balance Sheets
(Unaudited)
Assets
Current asset:
Cash
Accounts receivable, net of allowance for doub#fttounts
Inventories

Prepaid expenses and other current a:

Total current asse
Property, plant and equipment, |
Other asset

Total asset

Liabilities and Stockholders’ Equity (Deficit)
Current liabilities:

Subordinated note

Convertible notes, current portis

Capital leases, current porti

Revolving line of credi

Accounts payabl

Accrued expense

Deferred revenu

Total current liabilities
Senior convertible note
Convertible notes, excluding current port
Capital leases, excluding current port
Other lon¢-term liabilities

Total liabilities

Commitments and contingencies (Note
Stockholder' equity (deficit):

Series C convertible preferred stock, $0.00001lvphre; no shares authorized, issued and outstarmading
June 30, 2014; 116,024,242 shares authorized, @8Jtres issued and outstanding at December 31,

2013

Series B convertible preferred stock, $0.00001vphre; no shares authorized, issued and outstarading

June 30, 2014; 1,601,053 shares authorized, issudutstanding at December 31, 2

Series A convertible preferred stock, $0.00001vadue; no shares authorized, issued and outstamadling

June 30, 2014; 5,284,347 shares authorized, issuddutstanding at December 31, 2
1

June 30,
2014

December 31

2013

(In thousands, excep
share and per share data)

$56917 $ 1,57
18,54¢ 18,76
5,49( 6,89:
1,06t 651
82,02 27,87¢
59,16: 62,02:
302 331
$141,48¢ $ 90,23
$  — $  17,30¢
— 43t

76 75

— 1,00
8,87- 7,114
3,91¢ 4,81¢
95¢ 598
13,82t 31,33¢
— 28,13t

— 91,43¢

127 165
1,08¢ 1,121
15,03: 152,19
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Preferred stock, $0.00001 par value; 5,000,000estaunthorized, no shares issued and outstanding &
June 30, 2014; no shares authorized, issued asthoding at December 31, 20

Common stock, $0.00001 par value; 125,000,000 starthorized, 23,000,000 shares issued and
outstanding at June 30, 2014; 255,702 shares ddp3,137 shares issued and outstanding at

December 31, 201

Additional paic¢in capital

Accumulated defici

Total stockholder equity (deficit)
Total liabilities and stockholde’ equity (deficit)

December 31
June 30,
2014 2013

(In thousands, excep
share and per share data

520,40! 270,79

(393,95() (332,760
126,44 (61,96¢)

See accompanying notes to unaudited consolidataddial statements.

$ 141,48t $ 90,23
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ASPEN AEROGELS, INC.

Consolidated Statements of Operations

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(in thousands, except share and per share dat
Revenue
Product $ 25,89 $ 21,80 $ 47,38¢ $ 37,97:
Research service 722 1,177 1,592 2,017
Total revenue 26,61¢ 22,97¢ 48,97¢ 39,98:
Cost of revenue
Product 22,85( 18,87¢ 41,39: 35,48"
Research service 34C 571 81€ 92€
Gross profit 3,42¢ 3,531 6,771 3,57(
Operating expense
Research and developm 1,92( 1,17¢ 3,20: 2,41:
Sales and marketir 3,42( 2,43¢ 5,65¢ 4,47¢
General and administrati\ 6,20¢ 2,552 8,92¢ 5,34(
Total operating expens 11,54¢ 6,16¢ 17,78¢ 12,23
Loss from operation (8,127 (2,639 (11,019 (8,662)
Other income (expense
Interest expens (34,029 (15,620 (50,179 (12,255
Gain on extinguishment of convertible no — — — 8,89¢
Loss on exchange of convertible na — (48%) — (5,699
Costs associated with postponed public offe — (247) — (247)
Total other expense, n (34,027 (16,346 (50,179 (9,295
Net loss $ (42,14H) $ (1898H $ (61,190  $ (17,95)
Net income (loss) attributable to common stockhis $ (42,14 $ (18989 $ (61,199 $ 3,70:
Net income (loss) attributable to common stockhdqeer share
Basic $ (1389 $6,051.69 $ (40.0  $1,180.4
Diluted $ (13.8Y $(6,051.69 $ (40.0f)  $1,136.2
Weightec-average common shares outstand
Basic 3,035,71 3,13i 1,527,80 3,131
Diluted 3,035,71 3,135 1,527,80 3,25¢

See accompanying notes to unaudited consolidataddial statements.
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ASPEN AEROGELS, INC.
Consolidated Statements of Cash Flows

(Unaudited)

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie
Depreciation and amortizatic
Loss on disposal of asst
Debt issuance costs and -cash interest expens
Write-off of costs associated with postponed public driifg
Accretion of debt to fair valu
Gain on extinguishment of convertible no
Loss on exchange of convertible na
Issuance of Series C preferred stock warrantsrimection with senior convertible not
Stock compensation exper
Other
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred revenu
Other liabilities

Net cash provided by (used in) operating activi

Cash flows from investing activitie
Capital expenditure

Net cash used in investing activiti

Cash flows from financing activitie
Borrowings under line of cred
Repayments under line of cre
Proceeds from issuance of l-term debt
Repayment of borrowing under Ic-term debt
Financing cost
Repayment of obligations under capital le
Proceeds from initial public offerir
Proceeds from issuance of common st

Net cash provided by financing activiti

Net increase in cas
Cash at beginning of peric

Cash at end of peric

Six Months Ended

June 30,
2014 2013
(In thousands)
$(61,19¢ $(17,95))
5,17¢ 4,94¢
15 —
32 997
— 241
50,01 43:
— (8,89
— 5,691
— 10,67
6,34¢ 1,00t
(32) (22)
21z (1,089
1,40z (347)
(436) 10C
(83 (1,889
(1,629 34z
364 (800)
— (6,000
191 (12,556
(2,197 (832)
(2,197 (832)
4,50( 17,42¢
(5,500 (18,766
— 18,50(
(18,849 —
(32 (872)
(42) (22)
77,27( —
2 _
57,34¢ 16,26¢
55,34 2,88(
1,574 1,34
$56,91° § 4,22
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Supplemental disclosures of cash flow informat

Interest paic
Income taxes pai

Supplemental disclosures of r-cash activities
Conversion of convertible and senior convertibleesdo common stoc

Unpaid initial public offering cost

Accrued dividends on preferred stc

Changes in redemption value of redeemable conleiteferred stoc

Reclassification of redeemable convertible prefkstck from temporary to permanent eq

Changes in accrued capital expenditt

Capitalized interes

Capital least

See accompanying notes to unaudited consolidataddial statements.
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Six Months Ended
June 30,

2014

2013

(In thousands)

$ 134 $  16¢€
$ — $ —
$16851 $ —
$ 2516 $ —
$ — $ 99¢
$  —  $(86,16))
$  —  $(1,08)
$ 52 $ 212
$ 34 $ 27
$ 5 $ —
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ASPEN AEROGELS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

(1) Description of Business and Basis of Presentati
Nature of Busines:

Aspen Aerogels, Inc. (collectively with its subsides, the Company) is an energy technology compaatydesigns, develops and
manufactures innovative, high-performance aeragellation. The Company also conducts research emelapment related to aerogel
technology supported by funding from several ageof the U.S. government and other institutiorthéform of research and development
contracts.

Unaudited Interim Financial Information

The accompanying unaudited interim consolidatedrfaial statements include the accounts of the Cagnpad have been prepared in
accordance with accounting principles generallyepted in the United States of America (U.S. GAAR] eegulations of the Securities and
Exchange Commission (the SEC) regarding interirarfaial reporting. Certain information and discl@sunormally included in the
consolidated financial statements prepared in aegae with U.S. GAAP have been condensed or oniittesliant to such rules and
regulations. As such, the information includedhis tquarterly report on Form 10-Q should be reacbimunction with the audited consolidated
financial statements and accompanying notes foydlae ended December 31, 2013 included in our padsp dated June 12, 2014 and filed
with the SEC pursuant to Rule 424(b) under the StesiAct of 1933, as amended, on June 16, 201elRrospectus).

In the opinion of the Company’s management, thaidited interim consolidated financial statementgehaeen prepared on the same
basis as the audited consolidated financial statésrand include all adjustments that are of a nbrewurring nature and necessary for the fair
statement of the Company'’s financial position agwfe 30, 2014 and the results of its operationthfothree months and six months ended
June 30, 2014 and 2013 and the cash flows forixh@enth period then ended. The Company has evauatents throughout the date of this
filing.

The results of operations for the three and sixttianded June 30, 2014 are not necessarily indoaft the results to be expected for
the year ending December 31, 2014 or any otheogeri

There have been no changes to our significant aticaupolicies described in the Prospectus thatled a material impact on our
consolidated financial statements and notes thefditintercompany balances and transactions haemteliminated in consolidation.

Reclassificatior

The December 31, 2013 balance sheet reflects an$ili@n reclassification of the Company’s saleturas reserve from a
component of accrued expenses to a reduction olats receivable to conform to the current periguissentation. The change has no impac
on the results of operations.

(2) Initial Public Offering

On June 18, 2014, the Company completed an ipitialic offering (an IPO) of 7,500,000 shares otitsnmon stock at a public offering
price of $11.00 per share. The Company receivegnmeeeds of $74.8 million after deducting undetingi discounts and commissions of $4.3
million and other offering expenses of approximatk3.4 million of which $2.5 million was unpaid asJune 30, 2014. Upon the closing of
offering, all of the Company’s then-outstandingw@rrants to purchase Series C preferred stook, 8hries C warrants”) were subject to an
automatic net cashless exercise, (ii) convertibéggored stock (including the shares of Seriese@gored stock issued upon the automatic net
cashless exercise of Series C warrants) automgtoatverted into 115,982 shares of common stoa#,(a@i) Convertible Notes (see note 9)
and Senior Convertible Notes (see note 8) autoaiticonverted into 15,319,034 shares of commooksto

Prior to the closing of the offering, the Compaynpleted a 1-for-824.7412544 reverse stock spltsafommon stock. All common
shares and related per share amounts in the faastatements and notes have been adjusted réedado reflect the reverse stock split.

6
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Upon the closing of the IPO, the Company amendedestated its certificate of incorporation. Theatmumber of shares of all classe
stock which the Company will have the authorityssue is 130,000,000 shares, consisting of 125)000hares of common stock, par value
$0.00001 per share (the Common Stock) and 5,00&08¢&s of preferred stock, par value $0.0000Elpare (the Preferred Stock).

2014 Employee, Director and Consultant Equity Indare Plan

Upon completion of the IPO, the Company adopted®81et Employee, Director and Consultant Equity itise Plan (the 2014 Equity
Plan). Under the 2014 Equity Plan, the Company grant incentive stock options, non-qualified stogkions, restricted stock, unrestricted
stock and other stock-based awards. Stock optindsruihe plan are to be granted with an exercise piot less than the fair market value of
the Company’s common stock at the date of grant.

(3) Significant Accounting Policies
Use of Estimates

The preparation of the consolidated financial stegets requires the Company to make a humber ohates and assumptions that affect
the reported amounts of assets and liabilitieketiate of the consolidated financial statemendstiagé reported amounts of revenues and
expenses during the reporting period. Significterhs subject to such estimates and assumptiongimelllowances for doubtful accounts,
inventory valuation, the carrying amount of progemd equipment, fair value of debt and capitatiststock-based compensation and deferre
income taxes. The Company evaluates its estimatbagsumptions on an on-going basis using histariqeerience and other factors,
including the current economic environment, whicbélieves to be reasonable under the circumstaM@sagement adjusts such estimates
and assumptions when facts and circumstanceselitiiaquid credit markets, volatile equity marketsd declines in business investment
increase the uncertainty inherent in such estimatdsassumptions. As future events and their effemtnot be determined with precision,
actual results could differ significantly from tleesstimates. Changes in these estimates resuitingdontinuing changes in the economic
environment will be reflected in the financial steents in future periods.

Cash

Cash balances are maintained with major finanogtitutions in North America. Deposits with thegehcial institutions may exceed the
amount of insurance provided on such deposits.

Fair Value of Financial Instruments

Fair value is an exit price that represents thelarhthat would be received from the sale of antamspaid to transfer a liability in an
orderly transaction between market participantsobdingly, fair value is a market-based measurentgitshould be determined based on
assumptions that market participants would useiging an asset or liability. The Company disclogesmanner in which fair value is
determined for assets and liabilities based omeetliered fair value hierarchy. The hierarchy satfle quality and reliability of the information
used to determine the fair values. The three lesfeisputs described in the standard are:

Level 1. Quoted prices in active markets for identical assetiabilities.

Level 2. Observable inputs, other than Level 1 prices,lierassets or liabilities, either directly or inditg, for substantially the full
term of the assets or liabilitie

Level 3: Unobservable inputs that are supported by littlammarket activity and that are significant to thie value of the assets or
liabilities.

Under the Fair Value Option Subsections of Findns@éounting Standards Board (FASB) ASC Subtopib-8D, Financial Instruments
— Overall, the Company has the irrevocable option to repast financial assets and financial liabilitiesaat value on an instrument by
instrument basis, with changes in fair value regmbit earnings each reporting period. As a redwdtexrting this option, the Company had
recorded its Subordinated Notes, Senior Converhlates and Convertible Notes at fair value in otdemeasure these liabilities at amounts
that more accurately reflect the economics of thesteuments (see notes 7, 8 and 9).

7
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During the six months ended June 30, 2014 and e¢idber 31, 2013 the Company valued its Subordirdtgds, Senior Convertible
Notes and Convertible Notes utilizing Level 3 irgi

Stoclk-based Compensation

Stock-based compensation cost is measured atdne dpite based on the fair value of the award. Esgés recognized on a straight-line
basis over the requisite service period for all @savith service conditions. For performance-basedrds, the grant date fair value is
recognized as expense when the condition is prel#tbeing achieved, and then on a graded basislwweequisite service period. The
Company uses the Black-Scholes option-pricing mamdetermine the fair value of service-based asjaxthich requires a number of complex
and subjective assumptions including fair valu¢ghefunderlying security, the expected volatilitytloé underlying security, a risk-free interest
rate, the expected term of the option and the itorke rate. For performance-based stock optiongeigsiuring the year ended December 31,
2013, the Company used a Monte Carlo simulationghtadestimate the number of options the Compapgeted to remain outstanding and
eligible for vesting upon completion of an IPO. Timulation model was based on a number of comgdsxmptions including the terms of
performance condition, the expected value of themm@any’s common stock at the time of its IPO, thpeted time from the date of grant to its
IPO, and expected volatility. The compensation obshese performance-based options was deternpecultiplying the Black-Scholes
estimate of grant date fair value by the percentdgmtions expected to remain outstanding andéidor vesting upon completion of the
Company’s IPO. As a result of the closing of thigahpublic offering, the Company recorded $5.8limn of stock-based compensation relatec
to these performance-based awards during the sitha@nded June 30, 2014.

The Company issued shares of restricted stockamthggregate value at issuance of $0.7 millioromamployee directors during the :
months ended June 30, 2014. The Company did ng msy stock-based awards during the six monthsdeddne 30, 2013.

Earnings per Share

Prior to the IPO, net income (loss) per commoneskas calculated using the two-class method, wikielm earnings allocation formula
that determines net income (loss) per share fohdtaers of the Company’s common shares and paaticig securities. Prior to their
conversion to common stock at the time of the CamwijsalPO, the Company’s Series A preferred stoekjes B preferred stock and Series C
preferred stock warrants contained participatights in any dividend to be paid by the Companydidlérs of its common shares and were
deemed to be participating securities. Net incoliogs] available to common shareholders and paaticig securities is allocated to each share
on an as-if-converted basis as if all of the eaysifor the period had been distributed. The paitng securities did not include a contractual
obligation to share in losses of the Company ardhat included in the calculation of net loss gears in the periods that have a net loss.

Diluted net income (loss) per share is computedgugie more dilutive of (a) the two-class methad) the if-converted method. The
Company allocates net income (loss) first to preféstockholders and holders of warrants to puecpasferred stock based on dividend rights
and then to common, preferred stockholders anépexf warrant holders based on ownership inter€btsweighted-average number of
common shares included in the computation of dilutet income (loss) gives effect to all potentiailutive common equivalent shares,
including outstanding stock options and warrantam@ion equivalent shares are excluded from the ctatipn of diluted net income (loss) |
share if their effect is antidilutive.

Subsequent to the IPO, the Company calculatesioetrie (loss) per common share based on the weightdge number of common
shares outstanding during each period. Potentiahwon stock equivalents are determined using tlesty stock method. The weighted-
average number of common shares included in thguatation of diluted net income (loss) gives effiecall potentially dilutive common
equivalent shares, including outstanding stockamstiand warrants. Common equivalent shares aradeaifrom the computation of diluted
net income (loss) per share if their effect isdihitive.

Segment:

Operating segments are identified as componerds ehterprise about which discrete financial infation is available for evaluation by
the chief operating decision maker when makingsieas on how to allocate resources and assesgmarioe. The Comparng/chief operatin
decision maker is the Chief Executive Officer. TB@mpany’s chief operating decision maker reviewssotidated operating results to make
decisions about allocating resources and assegsifgrmance for the entire Company. The Compamywiés operations and manages its
business as one operating segment.
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Information about the Company’s revenues, baseshggment destination or services location, is preskin the following table:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(In thousands)
Revenue

u.s. $ 6,772 $ 6,93t $17,43¢ $13,21:
Internationa 19,84 16,04: 31,54 26,77
Total $26,61¢ $22,97¢ $48,97¢ $39,98:

Recently Issued Accounting Standar

In May 2014, the FASB issued new revenue recognigiaidance which provides a single comprehensiveeiior entities to use in
accounting for revenue arising from contracts willstomers and will supersede most current reveseagnition guidance. The new standard
also requires significantly expanded disclosurgamging the qualitative and quantitative informatad an entity’s nature, amount, timing, and
uncertainty of revenue and cash flows arising foamtracts with customers. The guidance is effedtivéhe Company in 2017. Early adoption
is not permitted. The Company is currently evahmthe impact the standard will have on its conlséid financial statements.

From time to time, new accounting pronouncemeressaued by the FASB or other standard settingdsoaind adopted by the Company
as of the specified effective date. Unless otharwliscussed, the Company believes that the impaetently issued standards that are not yet
effective will not have a material impact on itsdncial position or results of operations upon édop

(4) Inventories
Inventories consist of the following:

June 30 December 31
2014 2013
(In thousands)
Raw material $3,25( $ 2,81
Finished good 2,24( 4,07¢
Total $5,49( $ 6,892

(5) Property, Plant and Equipment, Net
Property, plant and equipment consist of the foitay

December 31

June 30, Useful
2014 2013 life
(In thousands)
Construction in progres $ 6,90¢ $ 6,177 —
Buildings 16,30: 16,30: 30 years
Machinery and equipme 78,80¢ 77,46¢ 5-10 year
Computer equipment and softw 5,46¢ 5,29¢ 3 years
Total 107,48t 105,24«
Accumulated depreciation and amortizat (48,324 (43,227)
Property, plant and equipment, | $ 59,162 $ 62,02
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Depreciation expense was $5.1 million and $4.9ionilfor the six months ended June 30, 2014 and ,2@Bectively.

Construction in progress totaling $6.9 million &&l2 million at June 30, 2014 and December 31, 2@¥spectively, related primarily to
capital projects at the Company’s manufacturingifgdn East Providence, RI.

(6) Accrued Expenses
Accrued expenses consist of the following:

June 30 December 31
2014 2013
(In thousands)
Employee compensation and related te $2,54( $  3,92¢
Other accrued expens 1,37¢ 88¢
Total $3,91¢ $ 4,81

(7) Subordinated Notes

In June 2014, the Company used a portion of themeeeds from the initial public offering discugse note 2 to repay $18.8 million of
the original principal balance and accrued inteoasthe Subordinated Notes. As of June 30, 2014bébations under the Subordinated Notes
had been paid in full. As of December 31, 2013,d8dinated Notes of $17.3 million were classifiedaazurrent liability.

The Company elected the fair value option for thb@dinated Notes and had recorded the instrumdairavalue. The fair value of the
Subordinated Notes was determined by analysiseoéthount to be paid on the notes at the occurreinocertain events in which the
Subordinated Notes would be repaid to the notelhslsecash. The probability weighted discountechdlmvy analysis utilized assumptions
related to the probability of the occurrence ofteatthe various events and appropriate discouasar each of the scenarios.

At June 30, 2013 the valuations were calculatehaimplied discount of approximately 20% and wesgghited as follows: repayment
prior to maturity on June 30, 2014, 35%; and repaynat maturity on September 30, 2014, 65%. Thenddwot be a material difference if 1
weightings were increased or decreased by 10%umé¢ 30, 2013, the aggregate fair value of the Slibared Notes was determined to be
$15.8 million, with an aggregate unpaid principaldmce totaling $13.1 million.

At December 31, 2013 the valuations were calculatexh implied discount of approximately 20% andemgeighted as follows:
repayment prior to maturity on June 30, 2014, 2886 repayment at maturity on September 30, 201%, 8here would not be a material
difference if the weightings were increased or dased by 10%. At December 31, 2013, the aggregateaiue of the Subordinated Notes was
determined to be $17.3 million, with an aggregatpaid principal balance totaling $15.9 million.

During the six month period ended June 30, 201dr pv the repayment of the Subordinated Notesy#leations were calculated based
on full repayment on June 20, 2014. As of that d&ie aggregate fair value of the Subordinated dates determined to be $18.8 million. The
Subordinated Notes were repaid in full on June2204.

10
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The following table presents a roll-forward of fag value of Level 3 (significant unobservable ung) Subordinated Notes for the six
months ended June 30, 2014 and 2013 (in thousands):

Balance at December 31, 20 $ 17,30¢
Change in fair value included in interest expe 1,54:
Repaymen (18,849
Balance at June 30, 20 $ —

Balance at December 31, 20 $ 13,53t
Change in fair value included in interest expe 2,251
Balance at June 30, 20 $ 15,78¢

(8) Senior Convertible Notes
Senior Convertible Notes consist of the following:

June 30 December 31
2014 2013
(In thousands)
March 2013 Investor Note $ — $ 24,48
March 2013 Arcapita Note $ — 3,65¢
Total Senior Convertible Note $ — $ 28,13¢

Effective March 28, 2013, the Company entered &idote and Warrant Purchase Agreement (March 20A&) Muthorizing the issuan
of $22.5 million of Senior Subordinated Convertibletes (the March 2013 Investor Notes) and Senio8&linated Arcapita Notes (the Mal
2013 Arcapita Notes) (collectively, the Senior Certible Notes). At each closing under the March2BPA, the Company issued warrants to
purchase shares of a newly created Series C RrdfBtock (the Series C) based on the principahbalaf Senior Convertible Notes issued to
each purchaser. The Company determined that thesSewarrants, which were subject to net shatessnt, were equity classified.
Collectively, the warrants issued pursuant to therd1 2013 NPA were exercisable for Series C steeal to 85.7% of the then outstanding
capital stock of the Company on a fully dilutediba$he warrants had an exercise price of $0.0@0kpare, were immediately exercisable
were scheduled to expire by their terms on March2@23.

Pursuant to side letter agreements, in March ang 2043, holders of $7.5 million of Convertible Nstgsee note 9) issued in November
2012 and January 2013 (the Initial Notes) excharigeid original principal balance for an equivalgnincipal amount of Senior Convertible
Notes (the Exchanged Notes) and e-rata share of Series C warrants issued under t#relivk013 NPA. The Company accounted for the
warrants as a debt issuance cost and recordedmaediate charge for the fair value of the Seriesa@rants totaling $5.4 million in other
income (expense). Pursuant to the exchange, tiietsobf the Exchanged Notes received notes sanfmeference to the Initial Notes and w
an extended maturity date of March 28, 2016.

Given that the terms of the Exchanged Notes webstantially different than the terms of the Inithdtes, the exchange was accounted
for as an extinguishment of debt. Upon the exchatimgeCompany recognized a loss totaling $5.7 omilfior the six month period ended
June 30, 2013. This loss represents the differbateeen (i) the fair value of the Exchanged Notegiasuance and the fair value of Series C
preferred stock warrants, and (ii) the carryingreabf the Initial Notes. The Company elected to
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account for all of the issuances of its Senior @otible Notes and various embedded derivativesao@ance with ASC Topic 825-1Bair
Value Option for Financial Liabilities whereby the Company initially and subsequenthasoeed this financial instrument in its entiretyet
value, with the changes in fair value recorded eapbrting period in interest expense (income).

In March and May 2013, the Company issued an amiditi$5.0 million and $10.0 million of Senior Comtilele Notes, respectively. The
noteholders received a pro-rata share of Serieai@wts for their participation in these financinse Company accounted for the warrant
issuances as a debt issuance cost and recordetreetiate charge for the fair value of the Seriega@rants. For the three and six months
ended June 30, 2013, the Company recorded $7.ibméhd $10.7 million, respectively, as a chargmterest expense related to the warrants
(see note 11).

In conjunction with the March 2013 NPA, the Compamyurred $0.9 million of debt issuance costs dytime six months ended June 30,
2013. These debt issuance costs were allocatecteetihie debt and equity instruments related toréimsaction. Of the total debt issuance
costs, $0.6 million was allocated to the Senior@otible Notes and recorded through interest ex@enkile the remaining $0.3 million was
allocated to the Series C warrants with an offsetfiditional paid-in capital.

Net proceeds from the issuance of the Senior CtibleeNotes were used (i) for investment in workagapital to support revenue growth,
(ii) for capital expenditures to improve the effincy and throughput of existing manufacturing assatd (iii) for settlement of all cash
obligations under the Company’s cross license agee¢ with Cabot Corporation.

Upon the closing of the Company’s initial publidexfng discussed in note 2, the outstanding priadcmd accrued interest on the Senior
Convertible Notes were marked to an aggregatevéire of $39.5 million and automatically converteth 3,591,604 shares of common stock
equal to the unpaid principal amount of the Se@ionvertible Notes and accrued interest as of J8n2d14 divided by the Conversion
Percentage, which was 62.5% of the initial pubfferang price of $11.00 per share. In addition,@ltstanding Series C warrants were
automatically net exercised, which together with tthen outstanding shares of Series C preferre#t stmverted into 104,734 shares of
common stock upon the closing of the Company’s IPO.

Fair Value Option

The following table presents the difference betwinenaggregate fair value and the aggregate umpaidipal balance of the Senior
Convertible Notes recorded at fair value at Decar3tie 2013:

Fair value over

Aggregate fair value Aggregate unpaid unpaid principal
principal balance
December 31, 2013 December 31, 201 balance
(In thousands)
March 2013 Investor Note $ 24,48 $ 19,56 $ 4,91¢
March 2013 Arcapita Note 3,65: 2,98( 673
Total Senior Convertible Note $ 28,13t $ 22,54 $ 5,58¢

Fair Value Measurements

The change in the fair values of the Senior CoillerNotes during the six months ended June 303 2Bit] 2014 was determined by
utilizing probability weighted discounted cash flawalyses, which took into consideration marketgewkeral economic events, as well as the
Company'’s financial results and other data avatlaisl of June 30, 2013 and 2014. These analyses
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determined the amount to be paid on the Senior &tible Notes in either cash or shares at the oenae of certain events in which the Sei
Convertible Notes would be converted into sharas®@iCompany’s common stock or would be repaicashc The probability weighted
discounted cash flow analyses utilized assumptieladed to the probability of the occurrence offeatthe various events and appropriate
discount rates for each of the scenarios as follows

December 31, 201. June 30, 201

Estimated Estimated
probability probability
Estimated Estimated
exit date of of future exit date of of future
Potential exit scenario ever future event event future event event
IPO scenario 1 06/30/1¢ 45% 06/30/1¢ 15%
IPO scenario : 03/31/1* 5% 03/31/1* 25%
Sale scenario 06/30/1+¢ 15% 06/30/1« 25%
Sale scenario 03/31/1¢ 15% 03/31/1* 20%
Dissolution 09/30/1¢ 5% 03/31/1:« 10%
Private compan At maturity 15% At maturity 5%

The above scenarios incorporated a weighted avérgged discount rate of 41.7% at both December2®13 and June 30, 2013.
The fair value of the Senior Convertible Notes ugmnclosing of the Company’s IPO was determineloet@39.5 million.

The following table presents a roll-forward of fla@ value of Level 3 (significant unobservableuig) Senior Convertible Notes for the
six months ended June 30, 2014 and 2013:

Beginning balance as of December 31, 2
Change in fair value included in interest expe
Conversion of the Senior Convertible No

Balance at June 30, 20

Beginning balance as of December 31, 2
Issuances of Senior Convertible No
Fair value of notes exchang
Change in fair value included in interest expe

Balance at June 30, 20

13

March 2012

Investor
Notes

$ 24,48
9,80:

(34,28%)
$ -

March 2013

Investor
Notes

$ —
13,43¢
6,13:
1,27(

$ 20,83¢

March 2012

Arcapita
Notes
(In thousands)
$ 3,65¢
1,57(C

(5,225
$ -

March 2013

Arcapita
Notes
(In thousands)

1,53¢
1,441
18€

$ 3,16¢

Total Senior

Convertible
Notes

$ 28,13t
11,37:

(39,509)
$ -

Total Senior

Convertible
Notes

$ —
14,97(
7,57¢
1,45¢

$ 24,00:
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Changes in fair value of the Company’s Senior Caditde Notes for the six months ended June 30, 201312013 was $11.4 million and $1.5
million, respectively. Included in interest incorfexpense) for the six months ended June 30, 20%3heacharge for the fair value of the Se
C warrants of $10.7 million (see note 11).

(9) Convertible Notes
Convertible Notes consist of the following:

June 30 December 31
2014 2013
(In thousands)

Investor Note: $ — $ 87,47¢
Arcapita Notes — 4,39¢
Total Convertible Note — 91,87
Current maturities of Convertible Not — (43%)
Convertible Notes, excluding current porti $ — $ 91,43¢

Commencing in June 2011 and concluding in Januaip 2the Company issued a total of $69.9 millio®%f subordinated convertible
notes (the Investor Notes) to new and existingstos. The Investor Notes had original maturityedaif June 1, 2014, June 14, 2014 and
December 6, 2014, depending on their date of igmig®ommencing in December 2011 and concludingpte3nber 2012, the Company
issued a total of $3.5 million of noninterest begreonvertible notes to an existing investor (tmeapita Notes, and together with the Investor
Notes, the‘Convertible Notes”). The Arcapita Notes were oniglly set to mature on December 6, 2014. Net pagxé&®m the Convertible
Notes were used to fund the completion of the Cary's second production line at the East Providencditfg to begin the construction of a
third production line at the East Providence fac#ind to fund the Company’s operating cash requargs.

In conjunction with the execution of the March 20MBA (see note 8) on March 28, 2013, the holdewmdldfut approximately $0.3
million of the original principal amount of the Cuartible Notes agreed to extend the original matutate of their notes by two years. Given
that the term of the Convertible Notes, as amendiéf@éred substantially from the original term, thiendment was accounted for as an
extinguishment of debt. On March 28, 2013, the Camyrecognized a gain on extinguishment totalin® $&llion, which represents the
difference between (i) the fair value of the Conitée Notes at reissuance, and (ii) the fair valtithe Convertible Notes just prior to the
amendment.

The Company elected to record the Convertible Natéair value upon issuance. The aggregate féirevaf the Convertible Notes was
$91.9 million as of December 31, 2013.

Upon the closing of the Company’s IPO discusseaubite 2, the outstanding principal and accrued ésteon the Convertible Notes were
marked to an aggregate fair value of $129.0 mildod automatically converted into 11,727,430 shafe®@mmon stock equal to the unpaid
principal amount of the Convertible Notes and aedrinterest divided by the Conversion Percentapgggiwas 62.5% of the initial public
offering price of $11.00 per share.
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Fair Value Option

The following table presents the difference betwihenaggregate fair value and the aggregate umpidipal balance of the Convertible
Notes recorded at December 31, 2(

Fair value over
Aggregate unpaid unpaid principal

principal balance

Aggregate fair value

December 31, 2013 December 31, 201 balance
(In thousands)
Investor Note: $ 87,47¢ $ 68,26 $ 19,21t
Arcapita Notes 4,39t 3,47¢ 91€
Total Convertible Note $ 91,87 $ 71,74 $ 20,13

Fair Value Measurements

The changes in the fair value of the Convertiblédsdor the six months ended June 30, 2014 and ®@t8 determined by utilizing a
probability weighted discounted cash flow analysgiigch took into consideration market and generaheeic events as well as the Company’
financial results and other data available as afdbeber 31, 2013 and June 30, 2013. This analystsmimed the amount to be paid on the
notes in either cash or shares at the occurrencertsin events in which the Convertible Notes widug converted into shares of the
Company’s common stock or would be repaid to thelmaiders in cash. The probability weighted distedrtash flow analysis utilized
assumptions related to the probability of the oemure of each of the various events and appropiat®unt rates for each of the scenarios as

follows:

December 31, 201 June 30, 201

Estimated Estimated
probability probability
Estimated Estimated
exit date of of future exit date of of future
Potential exit scenario ever future event event future event event
IPO scenario 1 06/30/1¢ 45% 06/30/1¢ 15%
IPO scenario : 03/31/1¢ 5% 03/31/1¢ 25%
Sale scenario 06/30/1+ 15% 06/30/1« 25%
Sale scenario 03/31/1¢ 15% 03/31/1¢ 20%
Dissolution 09/30/1+ 5% 3/31/1¢ 10%
Private compan At maturity 15% At maturity 5%

The above scenarios incorporated weighted averagkeid discount rates of 40.0% at December 31, 20itBJune 30, 2013.

The fair value of the Convertible Notes upon ttasitig of the Company’s IPO was determined to bl aillion.

The following table presents a roll-forward of flag value of Level 3 (significant unobservableuig) Convertible Notes for the six

months ended June 30, 2014 and 2013:

Total
Convertible
Investor Arcapita
Notes Notes Notes
(In thousands)

Balance at December 31, 20 $ 87,47¢ $ 4,39 $ 91,87
Change in fair value included in interest expe 35,03¢ 2,09z 37,12¢
Conversion of Convertible Not: (122,519 (6,487 (129,009

Balance at June 30, 20 $ — $ — $ —
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Total

Arcapita Convertible
Investor
Notes Notes Notes
(In thousands)

Balance at December 31, 20 $90,92( $ 4,16¢ $ 95,08¢
Issuances of Convertible Not 2,09( 1,44( 3,53(
Fair value of notes exchang (5,977 (1,282) (7,259
Gain on extinguishment of Convertible No (8,499¢) (400 (8,899
Change in fair value included in interest expe (3,109) (139) (3,249
Balance at June 30, 20 $75,43: $ 3,785 $ 79,22(

Changes in fair value of the Company’s Convertiidges for the six months ended June 30, 2013 ezbirita gain of $3.2 million
included in interest expense. The charge recogragetresult of the change in the fair value ofCbenpany’s Convertible Notes included in
interest expense for the six months ended Jun20308, was $37.1 million (see note 11).

(10) Revolving Line of Credit

In March 2011, the Company entered into a two-y&&0,0 million revolving line of credit facility wh a bank under which the Company
can borrow up to $8.5 million as of June 30, 2@drrowings under the line of credit accrue integgshe greater of the prime rate or 4% per
annum (which resulted in an interest rate of 4%fakine 30, 2014 and December 31, 2013) plus 1€%nmmum. The facility also includes
fees based on unused portions of the line of ¢radibng others. The line of credit is secured bgadnd priority security interest in fixed
assets at the East Providence facility and agitistity security interest in all other assetstof Company, including all intellectual property.

On June 28, 2013, the Company renewed its lineeafitagreement, extended the maturity date ofabidity to June 27, 2014 and
increased its available borrowing base. On Marc284 and July 25, 2014, the Company further elddrthe maturity date of the facility to
July 27, 2014 and August 31, 2014, respectively.

At June 30, 2014 and December 31, 2013, the Comipadiylrawn $0.0 million and $1.0 million, respeely on the line of credit. The
Company also had outstanding letters of credit &ddly the line of credit of $1.5 million and $1.2lion at June 30, 2014 and December 31,
2013, respectively. The remaining amount availadlhe Company under the line of credit at June2824 was $8.5 million.

Under the line of credit, the Company is requiredamply with financial covenants relating to fiezesh flow and liquidity. The
repayment of Subordinated Notes on June 20, 2@jgetied non-compliance of the free cash flow rezmaent as of June 30, 2014 and resulte
in a technical default under the line. However,rib&e repayment was made with the approval of #mkland the Company obtained an
appropriate waiver. The Company was in complianitke all other financial covenants.
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(11) Interest Expense

Interest expense (income) consists of the following

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(In thousands) (In thousands)
Changes in fair value
Subordinated Note $ 74¢ $ 70z $ 1,54: $ 2,251
Senior Convertible Note 7,83¢ 1,52( 11,37: 1,45¢
Convertible Notes, net of capitalizati 25,35t 5,821 37,09t (3,247
Issuance of Series C preferred stock warrantsrinection with senior
convertible note: — 7,111 — 10,677
Debt closing cost 15 142 32 592
Other interes 71 317 13E 52¢
Total interest expens $34,027  $15,62(  $50,17¢  $12,25!

Debt closing costs, consisting primarily of legatlaelated fees, associated with the issuance dification of the Company’s
Subordinated Notes, Senior Convertible Notes armiv€dible Notes are recorded in interest expensecasred.

(12) Commitments and Contingencies
Letters of Credit

Pursuant to the terms of its Northborough, Masssettsi facility lease, the Company has been reqtiredovide the lessor with letters
credit securing certain obligations. In additidre Company has been required to provide certaitoiess with letters of credit securing
obligations under commercial contracts.

The Company had letters of credit outstanding foB$nillion at June 30, 2014 and $1.2 million acBeber 31, 2013. These letters of
credit are secured by the Company’s revolving tiheredit (see note 10).

Litigation

The Company is, from time to time, a party to btign that arises in the normal course of its bessrmoperations. The Company is not
presently a party to any litigation for which itlieses a loss is probable requiring an amount tadmeued or a possible loss contingency
requiring disclosure.
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(13) Net Income (Loss) Per Share

The computation of basic and diluted net incomes)@er share attributable to common stockholdamsists of the following:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(In thousands, excep
share and per share data

Numerator:
Net income (loss $ (42,14) $ (18,989 $ (61,19¢ $ (17,959

Deemed dividends on participating preferred stawilsive of issuance
costs and changes in redemption value, includitigguishment)

Series E — — — 29,62:
Series A — — — 55,54
Total preferred stock deemed divider — — — 85,16¢
Earnings attributable to participating convertipteferred stock
shareholders and Series C preferred stock warcddérs — — — (63,50%)
Net income (loss) attributable to common stockhis $ (42,14H) $ (18,989 $ (61,190 $ 3,70:

Denominator
Weighted average shares outstanding, t 3,035,71 3,137 1,527,80 3,131

Effect of warrants to purchase common st — — 122
Weighted average shares outstanding, dil 3,035,71 3,137 1,527,80 3,25¢
Net income (loss) attributable to common stockhdgeer common shar

basic $ (13.8Y $(6,051.69 $ (40.0% $1,180.4.

Effect of warrants to purchase common st — — — (44.19

Net income (loss) attributable to common stockhdgeer common shar
diluted $ (13.8Y $(6,051.69 $ (40.0%) $1,136.2:

During the six months ended June 30, 2013, the @ompecorded dividends associated with its Seriesr®ertible preferred stock (the
Series B) and Series A convertible preferred s{tiok Series A) totaling $0.3 million and $0.6 nailli respectively. In conjunction with the
execution of the March 2013 NPA, the redemption dinalend rights of the Company’s issued and outditeg Series B and Series A were
eliminated. In March 2013, the Company recordedeafses in the redemption value of the Company'®Serand Series A shares of $30.0
million and $56.1 million, respectively, reflectitige changes in the fair market value of the S@iasd Series A shares at the time of the
March 2013 NPA. Given that the release of the requtem rights substantially impacted the fair vabféhe Series B and Series A, the
elimination of the rights was accounted for as@imguishment of the securities.

During the six months ended June 30, 2013, the @ompecorded a gain on extinguishment of Seriead3®eries A of approximately
$86.2 million recorded in additional paid-in capa&sailable to common stockholders. Additionallye remaining value of the Series B and
Series A of $1.1 million subsequent to extinguishtnweas recorded in additional paid-in capital upeclassification from temporary to
permanent equity. As a result, the Company includetde computation of basic and diluted net incqfoss) per share attributable to common
stockholders preferred stock deemed dividends aggirgg $29.6 million and $55.5 million for the S&=iB and A, respectively, during the six
months ended June 30, 2013.
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Potential dilutive common shares that were exclddat the computation of diluted net income (losijibutable to common
stockholders per common share because they werdilamive consist of the following:

Three Months Ended Six Months Ended

June 30, June 30,
2014 2013 2014 2013
Series C (including Series C warrants) (a) — 104,73 — —
Series B (a — 2,90¢ — —
Series A (a — 8,38¢ — —
Common stock option 96,99¢ 2,70¢  96,99¢ 2,70¢
Common stock warran 131 — 131 —
Total 97,13( 118,73  97,13(  2,70¢

(&) Common stock equivalent reflecting conversi

As of June 30, 2014, there was no dilutive imp&¢he common stock options and common stock wasrakit other potentially dilutive
instruments were converted into shares of commamrkatpon the closing of the Company’s IPO on Juse2014.

As of June 30, 2013, the Company had $24.0 miltib8enior Convertible Notes and $79.2 million ofnf@ertible Notes outstanding,
which were convertible into common stock upon tbeusrence of an IPO at prices that were not deteabié until the occurrence of the IPO
(see notes 8 and 9). Because the necessary coisditiothe conversion of these convertible notebriat been satisfied during the period er
June 30, 2013, the Company excluded these conleeniitbes from the table above and the calculatfatiloted net (loss) income per share for
the three and six months ended June 30, 2013.

(14) Income Taxes

The Company incurred net operating losses anddedaa full valuation allowance against net defeteedassets for all periods presen
Accordingly, the Company has not recorded a prowi$or federal or state income taxes.

(15) Related Party Transactions
The Company had the following transactions witlated parties:

The Company sold aerogel products to two stockhsldethe Company totaling $1.9 million and $2.1liom during the six months
ended June 30, 2014 and 2013, respectively. Thep@oynhad trade receivables with these stockholufe®4.8 million and $2.0 million at
June 30, 2014 and December 31, 2013, respectively.

An affiliate of one of the Companyprincipal stockholders is a director of a comp#rat owns an insurance brokerage through whic
Company purchases insurance. The Company’s prenfaumascomprehensive property and casualty inswanocgram are $0.9 million and
$0.6 million on an annual basis in 2014 and 20&8pectively. In addition, subsequent to the closiipe Company’s IPO in June 2014, the
Company will incur an annual premium of approxinha®0.6 million for a new excess directors anda#fis liability insurance policy.

In connection with note and warrant financing tei®ns and amendments, the Company reimbursekhstioiers $0.3 million for legal
expenses during the six months ended June 30, 2013.

Prior to the closing of the Company’s IPO in Juf&4£, the Company had Subordinated Notes, SeniovéZtible Notes and Convertible
Notes outstanding with several stockholders ofGbenpany (see notes 7, 8 and
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following information should be read in conijtioe with the unaudited financial information arttetnotes thereto included in this
Quarterly Report on Form 10-Q and the audited ficiahinformation and the notes thereto includedha Prospectus that forms a part of our
Registration Statement on Forr-1 (File No. 333-195523), which was filed with 8ecurities and Exchange Commission (the “SEC”)
pursuant to Rule 424(b) on June 16, 2014, whichefex to as the ProspectL

Certain matters discussed in this Quarterly Reporform 10-Q may be deemed to be forwiaaking statements that involve ris
and uncertainties. We make such forward-lookingestents pursuant to the safe harbor provisionsi@fRrivate Securities Litigation Reform
Act of 1995 and other federal securities laws.His Quarterly Report on Form -Q, words such as “may,” “will,” “anticipate,” “estimate,”
“expects,” “projects,” “intends,” “plans,” “believe s” and similar expressions (as well as other woodexpressions referencing future events

conditions or circumstances) are intended to idgrftbrward-looking statements.

Our actual results and the timing of certain eventsy differ materially from the results discusgajected, anticipated, or
indicated in any forward-looking statements. Weticayou that forward-looking statements are natuiguntees of future performance and that
our actual results of operations, financial conditiand liquidity, and the development of the inguist which we operate may differ materially
from the forwarelooking statements contained in this Quarterly ®&egn addition, even if our results of operatigfisancial condition and
liquidity, and the development of the industry trickh we operate are consistent with the forwlrdking statements contained in this Quart
Report, they may not be predictive of results arettgpments in future period

The following information and any forward-looking&ments should be considered in light of factlissussed elsewhere in this
Quarterly Report on Form 10-Q, including those sisttentified under Part Il, Item 1A, and the “RiB&ctors” section of the Prospectus.

We caution readers not to place undue reliance mnfarward-looking statements made by us, whiclalspaly as of the date they
are made. We disclaim any obligation, except asifipally required by law and the rules of the SE€publicly update or revise any such
statements to reflect any change in our expectat@rin events, conditions or circumstances on tvhity such statements may be based, or
that may affect the likelihood that actual resulil differ from those set forth in the forward-kiag statements.

You should read the following discussion and anslg&financial condition and results of operaticogether with Part | Iltem 1
“Financial Information” and our financial statemestand related notes included elsewhere in this @uigrReport on Form 10-Q.

Overview

We design, develop and manufacture innovative,-pigifiormance aerogel insulation. We believe ouoge&lrblankets deliver the best
thermal performance of any widely used insulatioodpct available on the market today and providerabination of performance attributes
unmatched by traditional insulation materials. @nd-use customers select our products where thgen@@rmance is critical and to save
money, reduce energy use, preserve operating aswb{zotect workers.

Our insulation is used by oil producers and the ensrand operators of refineries, petrochemicaltp]aiNG facilities, power generating
assets and other energy infrastructure. Our Pyrmg&I/Cryogel product lines were introduced in 2808 have undergone
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rigorous technical validation by industry leadimgleusers and achieved significant market adoptéa also derive product revenue from the
building and construction and other end marketst@uers in these markets use our aerogels forcapipins as diverse as wall systems,
military and commercial aircraft, trains, buseglagmces, apparel, footwear and outdoor gear.

We generate product revenue through the sale dfrmuof aerogel blankets. We market and sell aadpcts primarily through a sales
force based in North America, Europe and Asia. dffigrts of our sales force are supported by a smatiber of sales consultants with
extensive knowledge of a particular market or reg@ur sales force is responsible for establishimgy maintaining customer and partner
relationships, delivering highly technical inforrmat and ensuring high-quality customer service.

Our salespeople work directly with end-use custernaed engineering firms to promote qualificatiqredfication and acceptance of our
products. We also rely on an existing and welldgsgthed channel of qualified insulation distribig@nd contractors in more than 30 countries
around the world that ensures rapid delivery offmaducts and strong end-user support. Our salptpatso work to educate insulation
contractors about the technical and operating atsintages of our aerogel blankets.

We also perform research services under contrathswarious agencies of the U.S. government, inalgidthe Department of Defense ¢
the Department of Energy, and other institutionsséairch performed under contract with governmesnegs and other institutions enables u:
to develop and leverage technologies into broademeercial applications.

We manufacture our products using our proprietaog@ss and technology at our facility in East Rtence, Rhode Island. We have
operated the East Providence facility since 2008.cammenced operation of a second production titleisafacility at the end of March 2011,
which doubled our annual nameplate capacity to #dliomto 44 million square feet of aerogel blankedepending on product mix. We
commenced construction of a third production lim¢hie East Providence facility during the three therended June 30, 2014 with a total
construction cost estimate of $30 million. We exghat this third production line will increase aamnual nameplate capacity by 10 million to
11 million square feet of aerogel blankets wherstmetion is concluded in the first half of 2015.

Our revenue for the six months ended June 30, 2@54%$49.0 million, which represented an increas22éf from the six months ended
June 30, 2013. Net loss for the six months ended 30, 2014 was $61.2 million and diluted lossgbere attributable to common stockholc
was $40.05. Net loss for the six months ended 30n2014 included a total of $38.8 million of experor $25.42 per share attributable to
common stockholders related to expenses recordeshinection with the closing of our initial pubbéfering including (i) recognition of
compensation cost of performance-based stock aptibf5.6 million, and (ii) accretion of convergbhotes to final conversion value of $33.2
million.

Key Metrics and Non-GAAP Financial Measures

We regularly review a number of metrics, includthg following key metrics, to evaluate our businessasure our performance, iden
trends affecting our business, formulate finanprajections and make strategic decisions.

Square Foot Operating Metrii

We price our product and measure our product shipsria square feet. We have produced in exces®@®fiillion square feet of aerogel
blankets in the East Providence facility since 200/@ estimate our annual production capacity isezuly 40 million to 44 million square feet
of aerogel blankets, depending on product mix. \&leebe the square foot operating metric allowsnt @ur investors to measure the growt
our manufacturing capacity and product shipmenta aniform and consistent basis. The following tkats forth product shipments
associated with recognized revenue in square de¢hé periods presented:

Three Months Ended Six Months Ended

June 30, June 30,
2014 2013 2014 2013
(Square feet in thousands
Product shipments in square f 10,08¢ 8,85( 18,89 16,22(
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Adjusted EBITDA

We use Adjusted EBITDA, a ndBAAP financial measure, as a means to assess ewatopy performance. We define Adjusted EBIT
as net income (loss) before interest expense, tdepseciation, amortization, stock-based compé@nsaixpense and other items, from time to
time that we do not believe are indicative of ooirecoperating performance, which recently haveuihet! loss on disposal of assets, gain or
on extinguishment or exchange of debt, write-oftasts of postponed financing activities and woitef construction in progress. Adjusted
EBITDA is a supplemental measure of our performahegis not presented in accordance with GAAP usttjd EBITDA should not be
considered as an alternative to net income (lasahp other measure of financial performance cateal and presented in accordance with
GAAP. In addition, our definition and presentatmmAdjusted EBITDA may not be comparable to sinfjlditled measures presented by other
companies.

We use Adjusted EBITDA:

* as a measure of operating performance bectadses not include the impact of items that we dbconsider indicative of our core
operating performanc

» for planning purposes, including the preparatib our annual operating budget, to allocate reesito enhance the financial
performance of our business; €

e as a performance measure used under our bonus
We also believe that the presentation of AdjustBaTBA provides useful information to investors withspect to our results of
operations and in assessing the performance and whlbur business. Various measures of EBITDAnadely used by investors to measure a

company’s operating performance without regardeams that can vary substantially from company tmgany depending upon financing and
accounting methods, book values of assets, cagitattures and the methods by which assets wergradq

Although measures similar to Adjusted EBITDA aregiuently used by investors and securities analysteir evaluation of
companies, we understand that Adjusted EBITDA Hagdtions as an analytical tool, and you shoulticumsider it in isolation or as a
substitute for GAAP, income from operations or aalgsis of our results of operations as reportetbuGAAP. Some of these limitations are:

» Adjusted EBITDA does not reflect our historicalsh expenditures or future requirements for abpkpenditures or other
contractual commitment

« Adjusted EBITDA does not reflect changes in, othcasjuirements for, our working capital nee
» Adjusted EBITDA does not reflect stc-based compensation exper
* Adjusted EBITDA does not reflect our tax expenseash requirements to pay our income ta

» Adjusted EBITDA does not reflect our interegpense, or the cash requirements necessary t@sémerest or principal payments
on our debt

» Although depreciation, amortization and impamncharges are non-cash charges, the assetsdegireciated, amortized or
impaired will often have to be replaced in the fatiland Adjusted EBITDA does not reflect any caduirements for these
replacements; ar

e Other companies in our industry may calculaB&TBPA or Adjusted EBITDA differently than we doptiiting their usefulness as a
comparative measur

Because of these limitations, our Adjusted EBITDWEHd not be considered as a measure of discretiaash available to us to reinvest in
growth of our business or as a measure of caskai@aior us to meet our obligations.

To properly and prudently evaluate our businessemeourage you to review the GAAP financial statetsiécluded elsewhere in this
Quarterly Report on Form 10-Q, and not to rely op single financial measure to evaluate our busines
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The following table presents a reconciliation of imeome (loss), the most directly comparable GAA@asure, to Adjusted EBITDA for

the periods presented:

Net income (loss
Interest expense (.
Depreciation and amortizatic
Loss on disposal of asse
Stoclk-based compensation (
Gain on extinguishment of convertible no
Loss on exchange of convertible nc

Write-off of costs associated with postponed public dfifg

Adjusted EBITDA

Three Months Ended
June 30,
2014 2013

Six Months Ended
June 30,
2014 2013

($ in thousands)

$(42,149)  $(18,98)

34,02 15,62(
2,547 2,47¢
6,00¢ 51C

— 48t
— 241

$(61,19¢)  $(17,95)

50,17¢ 12,25¢
5,17¢ 4,94¢
15 —
6,34¢ 1,00¢
— (8,89¢)
— 5,697
— 241

$ 432 $ 351

$ 52 $ (2,709

(1) Interest expense consists primarily of fair keawvalue adjustments related to our subordinatgelsy senior convertible notes, convertible
notes and Series C warrants, subordinated note@ncertible note issuance costs, the amortizatidheosubordinated note debt
discount, and imputed interest on our obligatiomdar our cross license agreement with Cabot Cotipaor:

(2) Represents ni-cash stoc-based compensation related to vesting and modditabf stock option grant

Our Adjusted EBITDA is affected by a number of fastincluding the mix between product revenue as@arch services revenue, the
mix of aerogel products sold, average selling grie&erage material costs, our actual manufactwasts, the costs associated with and timing
of expansions and start-up of additional productiapacity, and the amount and timing of operatixgeases. As we continue to grow our bas
of product revenue and to build out manufacturiagacity, we expect increased manufacturing expemsigseriodically have a negative
impact on Adjusted EBITDA, but will set the framenkdor improved Adjusted EBITDA moving forward. Aoingly, we expect that our
Adjusted EBITDA will vary from period to period age expand our manufacturing capacity.

Components of Our Results of Operations
Revenue

We recognize product revenue from the sale of inerdf aerogel products and research services vevieam the provision of services
under contracts with various agencies of the UoBeghment and other institutions. Product revesuedognized upon transfer of title and risk
of loss, which is generally upon shipment or delve

Cost of Revenue

Cost of revenue for our product revenue consistsgrily of materials and manufacturing expenseluiding direct labor and
manufacturing overhead, including depreciation.t@bproduct revenue is recorded when the relatedyct revenue is recognized. Cost of
product revenue also includes stock-based compensatmanufacturing employees and costs of shippin

Material is our most significant component of colproduct revenue and includes fibrous battinigasimaterials and additives. Material
costs as a percentage of product revenue varyfroduct to product due to differences in averadjingeprices, material requirements, blan
thickness and manufacturing yields. As a resultenm costs as a percentage of revenue will viamnfperiod to period due to changes in the
mix of aerogel products sold. However, in genekal,expect material costs in the aggregate to deelina percentage of revenue as we seek |
achieve higher selling prices, material sourcingrnovements, new material sources and manufactyréid enhancements for our aerogel
products.
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Manufacturing expense is also a significant compbpécost of revenue. As we continue to increasaurfacturing capacity in our East
Providence facility and a second plant, we expetufacturing expense as a percentage of produehuvewvill increase in the near-term
following each expansion but will decrease in threg-term with increased revenues supported byftheteof completed capacity expansions.
Cost of revenue for our research services reveansists primarily of direct labor costs of resegoehsonnel committed to funded research
development contracts, as well as third-party ctimgy) and associated direct material costs. Th& of revenue also includes overhead
expenses associated with project resources, engigdeols and supplies. Cost of revenue for oseagch services revenue is recorded when
the related research services revenue is recognized

Gross Profit

Our gross profit as a percentage of revenue istafficby a number of factors, including the mix begw product revenue and research
services revenue, the mix of aerogel products sedrage selling prices, average material costsactual manufacturing costs and the costs
associated with expansions and start-up of prodinctapacity. As we continue to build out our mantifeing capacity, we expect increased
manufacturing expenses will periodically have aatieg impact on gross profit, but will set the fawvork for improved gross profit moving
forward. Accordingly, we expect our gross profitibsolute dollars and as a percentage of revenuarydrom period to period as we expand
our manufacturing capacity. However, in generdlpfing the completion of our capacity expansions,expect gross profit to improve as a
percentage of revenue in the long-term due to as@e in manufacturing productivity, increased petida volumes, improved manufacturing
yields and material purchasing efficienci

Operating Expenses

Operating expenses consist of research and develdpsales and marketing, and general and adnatii@rexpenses. The largest
component of our operating expenses is personiséd,ooonsisting of salaries, benefits, incentivmpgensation and stock-based compensation
We expect to continue to hire a significant numiifenew employees in order to support our anticigagwth. In any particular period, the
timing of additional hires could materially affemir operating expenses, both in absolute dollaisaara percentage of revenue.

Research and Development Expen:

Research and development expenses consist primaepenses for personnel engaged in the developofiemext generation aerogel
compositions, form factors and manufacturing tedbgies. These expenses also include testing sarvycetotype expenses, consulting
services, equipment depreciation, facilities casis related overhead. We expense research andgmait costs as incurred. We expect to
continue to devote substantial resources to theldpment of new aerogel technology. We believettiiade investments are necessary to
maintain and improve our competitive position. Vweet that our research and development expenddaarease as we continue to invest in
additional research and engineering personneltanahfrastructure required in support of their éoAccordingly, we expect that our resec
and development expenses will continue to incregaabsolute dollars but decrease as a percentage@fue in the long-term.

Sales and Marketing Expense

Sales and marketing expenses consist primarilyefgnnel costs, incentive compensation, marketingrams, travel and related costs
and consulting expenses. We plan to expand ous §atlee and sales consultants globally to drivécgrated growth in customers and demand
for our products. We expect that sales and marketkpenses will continue to increase in absolutidobut decrease as a percentage of
revenue in the long-term.

General and Administrative Expenses

General and administrative expenses consist piliynafrpersonnel costs, legal expenses, consultimgpaofessional services, tax and
audit costs, and expenses for our executive, fimameman resources and information technology dgzgtans. We expect general and
administrative expenses to increase as we incutiawial costs related to operating as a publichded company, including costs of complia
with securities, corporate governance and relagdlations, investor relations expenses, increaseolance premiums, including director and
officer insurance, and increased audit and leged.fen addition, we expect to add general and adtrétive personnel to support the
anticipated growth of our business and continugzhegion of our manufacturing operations. We exfieattgeneral and administrative
expenses will continue to increase in absolutead®lbut decrease as a percentage of revenue lionterm.
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Other Income (Expense)

Other income (expense) consists of (i) intereseagp consisting primarily of fair market value atljnents to our subordinated notes,
convertible notes and the issuance of our Serisu€ants, subordinated and convertible note issiansts, the amortization of the
subordinated note debt discount, and other intefi@sgains or losses on extinguishment or excleamigsubordinated notes and convertible
notes and (iii) costs associated with a postpondxdigoffering.

Provision for Income Taxe:!

We have incurred net losses since inception and hatrecorded benefit provisions for U.S. federabme taxes or state income taxes
since the tax benefits of our net losses have b#sat by valuation allowances due to the uncetyaassociated with the utilization of net
operating loss carryforwards.

Results of Operations
Three months ended June 30, 2014 compared to theréle months ended June 30, 2013

The following tables set forth a comparison of tbenponents of our results of operations for théopsrpresented:

Revenue
Three Months Ended June 30
2014 2013
Percentage Percentagt
of of Change
Amount Revenue Amount Revenue  Amount Percentagt

Revenue

Product $25,89: 97%  $21,80: 95%  $4,09: 19%
Research service 722 3% 1,17 5% (459 (39)%

Total Revenut $26,61* 100%  $22,97¢ 100%  $3,637 16%

The following chart sets forth product shipmentsduare feet for the periods presented:

Three Months

Ended June 30 Change
2014 2013 Amount Percentagt
Product shipments in square feet (in thousands) 10,08¢ 8,85( 1,23¢ 14%

Total revenue increased $3.6 million, or 16%, t6.62nillion for the three months ended June 30420dm $23.0 million in the
comparable period in 2013, primarily as a resulirofncrease in product revenue.

Product revenue increased $4.1 million, or 199426.9 million for the three months ended June Ba4Zrom $21.8 million in the
comparable period in 2013. This increase was [pailyi the result of an increase in sales of ouogelrproducts in the petrochemical sector in
Asia and South America. The revenue increase tsffce increases enacted during the last h&lD&B and the first six months of 2014 and :
shift in mix of aerogel products sold toward higpeiced products. The average selling price peasgtoot of our products increased by an
effective $0.11, or 4%, to $2.57 per square foottie three months ended June 30, 2014 from $2A6quare foot for the comparable period
in 2013. In volume terms, product shipments inaedak2 million square feet, or 14%, to 10.1 millsmuare feet of aerogel products for the
three months ended June 30, 2014, as comparefl toilion square feet in the comparable perioddd2 The increase in demand during the
three months ended June 30, 2014 included incressdes of $3.6 million for use in a petrochemiedlility expansion by a major Asian energy
company, $1.2 million to a South American distrdrytrimarily related to the construction of expathdapacity at a petrochemical plant in
Brazil, and $0.9 million to a Korean distributor fgeneral distribution into the petrochemical secto
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Research services revenue decreased $0.5 milli$d. fomillion for the three months ended June 8a42rom $1.2 million in the
comparable period in 2013. The decrease was pfinthre to a reduction in active research contraitis government agencies during 2014.
During the three months ended June 30, 2014, wed®ad research services on six contracts comparé8 tontracts in the comparable perioc
in 2013. This decrease in contracts is principtbyresult of certain limitations on our eligibylito receive contract awards under federal
guidelines and programs due to a variety of fadtwrkiding the size of our revenues, the numberuwfemployees and the makeup of our
ownership.

Product revenue was 97% and 95% of total revenuthéothree months ended June 30, 2014 and 204 atively. Research services

revenue was 3% and 5% of total revenue for theethrenths ended June 30, 2014 and 2013, respectivelyxpect that product revenue will
increase as a percentage of our total revenueodie tanticipated growth in demand for our prodircthie energy infrastructure market.

Cost of Revenue

Three Months Ended June 30

2014 2013 Change
Percentage Percentagt Percentagt Percentagt
of Related of Total of Related of Total
Amount Revenue Revenue Amount Revenue Revenue Amount Percentagt

($ in thousands)
Cost of revenue

Product $22,85( 88% 86% $18,87¢ 87% 82% $3,97¢ 21%
Research service 34C 47% 1% 571 49% 2% (231 (40%)
Total cost of revenu $23,19( 87% 87% $19,44° 85% 85% $3,74% 19%

Total cost of revenue increased $3.7 million, d%18 $23.2 million for the three months ended J8®e2014 from $19.4 million in the
comparable period in 2013. The increase in total obrevenue was the result of an increase of B@ll®n in material costs and an increase of
$1.4 million in manufacturing expense to suppoctéased product revenue, offset, in part, by asdeser of $0.2 million in cost of research
services.

Product cost of revenue increased $4.0 millior21%6, to $22.9 million for the three months endenie]80, 2014 from $18.9 million in
the comparable period in 2013. Product cost ofmegeas a percentage of product revenue increasi8%4aluring the three months ended
June 30, 2014 versus 87% during the three montthscedune 30, 2013. The favorable impact of improwadufacturing throughput and
efficiency was more than offset by $0.7 millionsbbck based compensation charges related to thieyes$ performance-based stock options
upon the closing of our initial public offering astightly higher material costs due to the mix efagel products sold.

We expect that material costs and manufacturingesg will decrease slightly during the remainde2@4 from the expense recognized
in the three months ended June 30, 2014. This égeecrease is due to an expected decrease knb&tsed compensation expense and an
expected favorable mix of aerogel products solfsedf in part, by a small increase in manufactugrgense associated with initial start-up
costs leading to operation of a third line in tresBProvidence facility.

Research services cost of revenue decreased $ichnor 40%, to $0.3 million for the three montlisded June 30, 2014 from $0.6
million in the comparable period in 2013. The desesin cost of research services revenue was thagally to the 39% reduction in research
services revenue during the three months ended3yriz014.
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Gross Profit

Three Months Ended June 30

2014 2013 Change
Percentage Percentage
Amount of Revenut Amount of Revenu Amount Percentagt
($ in thousands)
Gross profit $3,42¢ 13%  $3,531 15% $ (10€) (3)%

Gross profit decreased $0.1 million, or 3%, to $8illion for the three months ended June 30, 204r{$3.5 million in the
comparable period in 2013. The decrease is pritigigiee result of $0.7 million of stock-based compation charges related to the vesting of
performance-based stock options upon the closirmyoinitial public offering and by slightly highenaterial costs due to the mix of aerogel
products sold, offset, in part, by a 14% increasproduct shipments and an effective 4% price exee

Gross profit as a percentage of total revenue dserkto 13% of total revenue for the three montldee June 30, 2014 from 15%
in the comparable period in 2013 due principallyecognition of $0.7 million, equivalent to 3% ofal revenue, of stock-based compensation
related to the vesting of performance-based stptibrs upon the closing of our initial public offey. We expect gross profit as a percentage
of total revenue during the remainder of 2014 twease by several percentage points due to theaedtimpact of 2014 sales price increases
an expected decrease in stock based compensafiensxand an expected favorable mix of aerogelptedold, offset, in part, by a small
increase in manufacturing expense associated mittalistart-up costs leading to operation of adhine in the East Providence facility.

Research and Development Expen:

Three Months Ended June 30

2014 2013 Change
Percentagt Percentagt
Amount of Revenut Amount of Revenue Amount Percentagt
(% in thousands)
Research and development expetr $1,92( 7% $1,17¢ 5% $ 74z 63%

Research and development expenses increased $onnor 63%, to $1.9 million for the three montisded June 30, 2014 from $1.2
million in the comparable period in 2013. This is&se was primarily the result of stock-based cosgteon charges of $0.7 million related to
the vesting of performance-based stock options tiperclosing of our initial public offering. We exgt that our research and development
expenses will decrease in the short term due éalaction in stock-based compensation expensenbrgase in the long term as we invest in
additional research and engineering personneltandhfrastructure required in support of their éoHowever, we expect that research and
development expenses will decline as a percentbigead revenue in the long-term due to projectealrgh in product revenue.
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Sales and Marketing Expense¢

Three Months Ended June 30

2014 2013 Change
Percentagt Percentagt
Amount of Revenut Amount of Revenue Amount Percentagt
($ in thousands)
Sales and marketing expen: $3,42( 13% $2,43¢ 11% $ 981 40%

Sales and marketing expenses increased $1.0 mitliof0%, to $3.4 million for the three months eshdane 30, 2014 from $2.4 million
in the comparable period in 2013. The $1.0 millimcrease was primarily the result of stock basedpeEnsation charges of $0.9 million rela
to the vesting of performance-based stock optigumnuhe closing of the initial public offering. Vidan to continue to expand our sales force
and sales consultants globally during 2014 to suppdicipated growth in customers and demand @mrpooducts. We expect that sales and
marketing expenses will decrease in the short thrento a reduction in stock compensation expengeyil increase in absolute dollars in the
long term as we increase sales personnel and alketimgy efforts. However, we expect that sales madketing expenses will decrease as a
percentage of total revenue in the long-term dységected growth in product revenue.

General and Administrative Expenses

Three Months Ended June 30

2014 2013 Change
Percentage Percentagt
Amount of Revenue Amount of Revenue Amount Percentagt
(% in thousands)
General and administrative expen $6,20¢ 23% $2,55:Z 11%  $3,65¢ 14%%

General and administrative expenses, or G&A expernsereased $3.7 million, or 143%, during the ¢hmonths ended June 30, 2014
compared to the same period in 2013. G&A expensespgercentage of total revenue increased to 28%héahree months ended June 30,
2014 from 11% in the comparable period in 2013. $84& million increase was primarily the resulstick-based compensation charges of
$3.3 million related to the vesting of performari@esed stock options upon the closing of our ingigblic offering. We expect that G&A
expenses will decrease in the short term due éalaction in stock compensation expense, but wélldase in absolute dollars in the long term
as we incur additional expenses to operate as lecmampany and in support of the anticipated gtowoftour business. The increased G&A
expenses we expect to incur related to operatirsgpasblicly traded company include costs of conmu@with securities, corporate governance
and related regulations, investor relations expgrieereased insurance premiums, including diremak officer insurance, and increased legal
and audit fees. In addition, we expect to add gdraerd administrative personnel to support thecgrgted growth of our business and
continued expansion of our manufacturing operatibltsvever, we expect general and administrativeeegps will decline as a percentage of
total revenue in the long-term as a result of pteje growth in product revenue.
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Other Income (Expense)

Three Months Ended June 30

2014 2013 Change
Percentage Percentagt
Amount of Revenut Amount of Revenue Amount Percentagt
($ in thousands)
Other income (expense

Interest expens $(34,02) (129%  $(15,620 (68)%  $(18,407 (118%

Loss on exchange of convertible nc — — % (48E) (2% 48t NA

Costs associated with postponed public offe — — % (247) (D% 241 NA
Total other expense, n $(34,02Y) (129)%  $(16,34¢) (71)%  $(17,68.) (108)%

Total other expense was $34.0 million for the thremths ended June 30, 2014 as compared to $1Bi@nm the comparable period in

2013.

During the three months ended June 30, 2014, weried $34.0 million in interest expense comprisedhanges in fair value of $0.8
million for subordinated notes, $7.8 million fomser convertible notes and $25.4 million for cortide notes. The changes in fair value of the
respective notes were calculated based on therBpalyment obligation for the subordinated notekfaral conversion value of the convertible
notes upon the closing of our initial public offegi The increase of $18.4 million in interest exg@oompared to the comparable period in :
was due principally to the accretion of the conbégtnotes to their final conversion value durihg three months ended June 30, 2014.

During the three months ended June 30, 2013 weried@ $0.5 million loss on exchange of convertimées and $0.2 million of costs

associated with a postponed public offering.
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Six months ended June 30, 2014 compared to six mbastended June 30, 2013

The following tables set forth a comparison of tbenponents of our results of operations for théoplsrpresented:

Revenue
Six Months Ended June 30
2014 2013
Percentage c Percentage c Change
Amount Revenue Amount Revenue Amount Percentagt

Revenue

Product $47,38¢ 97% $37,97: 95% $9,41°¢ 25%
Research service 1,592 3% 2,017 5% (420 (21)%

Total Revenu $48,97¢ 10(% $39,98: 10(% $8,99¢ 22%

The following chart sets forth product shipmentsduare feet for the periods presented:

Six Months Ended
June 30, Change
2014 2013 Amount Percentagt

Product shipments in square feet (in thousa 18,89: 16,22( 2,671 16%

Total revenue increased $9.0 million, or 22%, t8.94million for the six months ended June 30, 2fdth $40.0 million in the
comparable period in 2013, primarily as a resulimofncrease in product revenue.

Product revenue increased $9.4 million, or 25%4®.4 million for the six months ended June 30,£20B&m $38.0 million in the
comparable period in 2013. This increase was pailyi the result of an increase in sales of ouogelrproducts in the Asian and South
American petrochemical markets and in the offslodrenarkets. The revenue increase reflects pricesgses enacted during the last half of
2013 and the first six months of June 30, 2014ashift in mix of aerogel products sold toward tg@gpriced products. The average selling
price of our products increased by $0.17, or 7982&1 per square foot for the six months endeé 30n 2014 from $2.34 per square foot in
the comparable period during 2013. In volume tepnsduct shipments increased 2.7 million squarg el 6%, to 18.9 million square feet of
aerogel products for the six months ended Jun2@®D4, as compared to 16.2 million square feeténcttmparable period in 2013. The incre
in demand during the six months ended June 30, R@ldded increased sales of $5.4 million for use petrochemical facility expansion by a
major Asian energy company, $3.0 million in inceshsales to a South American distributor primaelated to construction of expanded
capacity in a petrochemical plant in Brazil, ancr@ased sales to a U.S. based contractor for ahav# oil project in the Gulf of Mexico.

Research services revenue decreased $0.4 milli@1,%, to $1.6 million for the six months ended&)3@, 2014 from $2.0 million in the
comparable period in 2013. The decrease was pfinthre to a reduction in active research contrdating the six months ended June 30,
2014. During the six months ended June 30, 2014reneided research services on 7 contracts in ashto 14 contracts in the comparable
period in 2013. This decrease in contracts is fpaily the result of certain limitations on ourghility to receive contract awards under fed:
guidelines and programs due to a variety of fadtwrkiding the size of our revenues, the numberuwfemployees and the makeup of our
ownership. Product revenue was 97% and 95% of tet&nue for the six months ended June 30, 2012618, respectively. Research
services revenue was 3% and 5% of total revenuthéosix months ended June 30, 2014 and 2013,atdaplg. We expect that product
revenue will increase as a percentage of our tet@nue due to the anticipated growth in demanddoproducts in the energy infrastructure
market.
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Cost of Revenue

Six Months Ended June 30

2014 2013 Change
Percentagr Percentagt Percentagt Percentagt
of Related of Total of Related of Total
Amount Revenue Revenue Amount Revenue Revenue Amount Percentagt

(% in thousands)
Cost of revenue

Product $41,39: 87% 85%  $35,48: 93% 8%  $5,90¢ 17%
Research service 81€ 51% 2% 92€ 46% 2% (110 (12%
Total cost of revenu $42,20° 8€% 86%  $36,41! 91% 91%  $5,79¢ 16%

Total cost of revenue increased $5.8 million, d¥16 $42.2 million for the six months ended JufeZ)14 from $36.4 million in the
comparable period in 2013. The increase in total obrevenue was the result of an increase of 8@l®n in material costs and an increase of
$2.4 million in manufacturing expense to suppoctéased product revenue, offset, in part, by aedeser of $0.1 million in cost of research
services.

Product cost of revenue increased $5.9 milliorl, #, to $41.4 million for the six months ended J86e2014 from $35.5 million in the
comparable period in 2013. Product cost of reveasua percentage of product revenue decreased ta8ifg the six months ended June 30,
2014 from 93% for the comparable period in 2013 assult of a reduction in material costs and mactufing expense on a per square foot
basis. The reduction in material costs as a peagerf product revenue was the result of improvadufacturing yields and a reduced raw
material cost per square foot. The reduction inufecturing expense as a percentage of product vevens the result of increased
manufacturing capacity utilization and improved mii@cturing throughput and efficiency, offset, inrtpéy $0.7 million of stock based
compensation charges related to the vesting obpaeince-based stock options upon the closing ofmitial public offering.

Research services cost of revenue decreased $idnnor 12%, to $0.8 million for the six montheded June 30, 2014 from $0.9
million in the comparable period in 2013. The deseesin cost of research services revenue was dueettuction in active research contracts
during 2014, offset, in part, by an unfavorable wiixabor and expense required to perform the estéd research, each of which carries a
different rate of reimbursement.
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Gross Profit

Six Months Ended June 30

2014 2013 Change
Percentagt Percentagt
Amount of Revenut Amount of Revenue Amount Percentagt
($ in thousands)
Gross profit $6,771 14%  $3,57( 9%  $3,201] 90%

Gross profit increased $3.2 million, or 90%, to8&rillion for the six months ended June 30, 20b4fi$3.6 million in the comparable period
in 2013. The increase in gross profit of $3.2 millwas principally the result of a reduction in eratl costs and manufacturing expenses as a
percentage of product revenue due to improved naatwiing yields, purchasing efficiency and prodtitgiat our East Providence facility,
offset, in part, by the impact of stock based-conspgion charges of $0.7 million related to the imgsbf performancdsased stock options up
the closing of our initial public offering. In adin, price increases enacted during 2013 and 2@#i4he mix of aerogel products sold also
contributed to the increase in gross profit dutimg six months ended June 30, 2014 as comparée &ame period in the prior year. Gross
profit as a percentage of total revenue increasdd¥ of total revenue for the six months endea B0y 2014 from 9% in the comparable
period in 2013.

Research and Development Expent:

Six Months Ended June 30

2014 2013 Change
Percentagt Percentagt
Amount of Revenue Amount of Revenue Amount Percentagt
($ in thousands)
Research and development expetr $3,20¢ 7% $2,41: 6% $ 79C 33%

Research and development expenses increased $0o8nor 33%, to $3.2 million for the six montheded June 30, 2014 from $2.4
million in the comparable period in 2013. This isase was primarily the result of stock-based cosgtéan charges of $0.7 million related to
the vesting of performance-based stock options tiperclosing of our initial public offering and $0million related to professional services to
support our existing patents.

Sales and Marketing Expense

Six Months Ended June 30

2014 2013 Change
Percentagt Percentagt
Amount of Revenue Amount of Revenue Amount Percentagt
(% in thousands)
Sales and marketing expen: $5,65¢ 12% $4,47¢ 11%  $1,17¢ 26%

Sales and marketing expenses increased $1.2 midlid26%, to $5.7 million for the six months endeshe 30, 2014 from $4.5 million in
the comparable period in 2013. The $1.2 milliorréase is the result of stock based compensatiogebaf $0.9 million related to the vesting
of performance-based stock options upon the clasirilge initial public offering, and a $0.3 milliancrease in payroll and related costs
associated with an increase in sales personnehaadtive compensation. Sales and marketing expeasa percentage of total revenue
increased to 12% during the six months ended Jan2®@L4 as compared to 11% during the six montbde@&dune 30, 2013 principally due to
the increase in stock based compensation expense.
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General and Administrative Expenses

Six Months Ended June 30

2014 2013 Change
Percentagt Percentagt
Amount of Revenut Amount of Revenue Amount Percentagt
($ in thousands)
General and administrative expen $8,92¢ 18%  $5,34( 13% $3,58¢ 67%

G&A expenses increased $3.6 million, or 67%, duthgysix months ended June 30, 2014 compared tathe period in the prior year.
G&A expenses as a percentage of total revenuedsetketo 18% for the six months ended June 30, 206%13% in the comparable period in
2013. The $3.6 million increase was primarily theult of stock based compensation charges of $Bli8mrelated to the vesting of
performance-based stock options upon the closinlgeoinitial public offering.

Other Income (Expense)

Six Months Ended June 30

2014 2013 Change
Percentage Percentagt
Amount of Revenut Amount of Revenue Amount Percentagt

($ in thousands)
Other income (expense

Interest expens $(50,17¢) (102)%  $(12,25%) (B1)% $(37,92) (309%
Gain on extinguishment of convertible no — — % 8,89¢ 22% (8,899 NA
Loss on exchange of convertible nc — — % (5,699 (14% 5,69 NA
Costs associated with postponed public offe — — % (241 (D% 241 NA
Total other expense, n $(50,179) (1029)% $ (9,299 (29%  $(40,889) (440%

Total other expense was $50.2 million for the sonths ended June 30, 2014 as compared to $9.8miillithe comparable period in
2013.

During the six months ended June 30, 2014, we fedub50.2 million in interest expense comprisedt@nges in fair value of $1.5
million for the subordinated notes, $11.4 milliar the senior convertible notes and $37.1 millionthe convertible notes, and $0.2 million in
debt closing costs and other interest expensechifieges in fair value of the respective notes wateulated based on the final payment and
conversion amounts of the notes at the closinp@fritial public offering. The increase of $37.4liwn period over period was due primarily
to the accretion of the convertible notes to tfiaal conversion value during the six months endiede 30, 2014.

During the six months ended June 30, 2013, we irdub12.3 million in interest expense comprisedranges in fair value of the
subordinated notes of $2.3 million, senior contéetnotes of $1.5 million, expense related to redian of fair value upon issuance of Series
C preferred stock warrants of $10.7 million aneéiast income of $3.3 million on the convertiblegsotin addition, we recorded financing ct
of $0.6 million and other interest charges of $fiBion to interest expense during the period.

During the six months ended June 30, 2013, weiatsored a $5.7 million loss on exchange of coribirtnotes, an $8.9 million gain on
the extinguishment of convertible notes and $0.Haniof costs associated with a postponed pulffiermmg. No such transactions occurred
during the six months ended June 30, 2014.
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Liquidity and Capital Resources
Overview

We have experienced significant losses and invesitgificant resources since inception to develogp @@mmercialize our aerogel
technology and to build a manufacturing infrastunetcapable of supplying aerogel products at themes and costs required by our
customers. These investments have included resaatttevelopment and other operating expensesatappenditures and investment in
working capital balances.

We are currently experiencing rapid revenue graagthive gain share in our target markets. Our cufireenicial forecast anticipates
continued revenue growth, increased gross profitiaproving cash flows from operations. However,expect to incur significant capital
expenditures through 2017 related to the expandiour manufacturing capacity to keep pace witheexpd growth in demand.

We believe that our existing cash balance and availcredit will be sufficient (i) to fund the dgsei development and construction of out
third production line in East Providence, andtfifund a portion of the design, development antstroction of a second production plant in
Europe or Asia. We expect to supplement our cakinbea with anticipated cash flows from operatidasal government grants, debt financi
and potentially equity financings to provide theital required to complete the first productiorelim our second facility.

Primary Sources of Liquidity

Our principal source of liquidity is currently ocash and cash equivalents. Cash and cash equivatemdist primarily of cash on deposit
with banks. As of June 30, 2014, we had $56.9 omlbf cash.

From our inception to June 2014, our primary sasiafdiquidity were funds raised through issuanaesommon stock, preferred stock,
subordinated notes, senior convertible notes andertible notes to venture capital funds and ofitate investors. In June 2014, we
completed an initial public offering of our commstock and received net proceeds after underwritisgounts and offering expenses of $74.€
million. Upon the closing of the offering, all pdipal and accrued interest of our senior convertifiites and our convertible notes
automatically converted into shares of our comntonks In addition, we utilized $19.8 million of tmet proceeds of the offering to repay all
amounts outstanding under our subordinated notsesolving credit facility. At June 30, 2014, dotal debt obligations were $0.2 million in
capital lease obligations. At June 30, 2014, we htd $1.5 million of outstanding letters of credit

In March 2011, we entered into a $10.0 million feirg credit facility with Silicon Valley Bank. Dut a borrowing limitation under the
terms of the credit facility, the effective amoawilable to us is $8.5 million as of June 30, 28#tdr giving effect to the $1.5 million of
outstanding letters of credit. As of June 30, 2@td had no outstanding balance drawn on the lireagfit. Interest on amounts outstanding
under the revolving credit facility is equal to tpe=ater of the prime rate or 4% per annum, pl0%elper annum. In addition, we are require
pay a quarterly unused revolving line facility &e0.5% per annum of the average unused portidheofevolving credit facility. The revolving
credit facility has a maturity date of August 3012. We are currently in discussions to renew thditfacility.
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Analysis of Cash Flow
Net Cash Provided by (Used in) Operating Activi

Our net cash generated by operating activitieghfersix months ended June 30, 2014 was $0.2 mélimhwas comprised of our net loss
of $61.2 million adjusted for non-cash items of $6million (including depreciation and amortizatioh$5.2 million, accretion of debt to fair
value of $50.0 million, stock compensation expesfs6.3 million and other non-cash of $0.1 milliamd the net decrease in cash from
changes in operating assets and liabilities of #tllon. This decrease in cash from changes irafpgy assets and liabilities was primarily
due to an increase in prepaid expenses of $0.#bméind a decrease in accrued expenses of $1idmiblartially offset by a decrease in
accounts receivable of $0.2 million, a decreasevantories of $1.4 million and an increase in defé revenue of $0.4 million. The small
decrease in accounts receivable of $0.2 million pramarily the result of strong and consistent reaieles management in light of higher total
revenue during the six month period ended Jun2@D4. The decrease in inventories is driven bysties of finished goods inventory to
support strong demand in the six months ending 30n2014. The decrease in accrued expenses endrivthe $2.0 million net decrease in
non-equity incentive compensation offset.

Our net cash used in operating activities for iker®nths ended June 30, 2013 was $12.6 millionveasl comprised of our net loss of
$18.0 million reduced by noecash items of $15.0 million (including depreciatenmd amortization of $4.9 million, amortizationdsbt issuanc
costs and non-cash interest expense of $1.0 milieange in the fair value of debt of $0.4 millibwss on exchange of convertible notes of
$5.7 million, issuance of Series C preferred swwakrants in connection with senior convertible sat€$10.7 million and stock compensation
expense of $1.0 million, which were offset by angam extinguishment of convertible notes of $8.8iam) and the net decrease in cash from
changes in operating assets and liabilities of $8llfon. This decrease in cash from changes imatgg assets and liabilities was primarily
due to decreases in other lomegm liabilities of $6.0 million, decrease in def=t revenue of $0.8 million, decreases in accopaysble of $1.
million and increases in accounts receivable of $illion. The decrease in other liabilities wagda payments made pursuant to our cross
license agreement with Cabot Corporation.

Net Cash Used in Investing Activiti

Net cash used in investing activities is primarélated to capital expenditures to support our gnoNet cash used in investing activities
for the six months ended June 30, 2014 and 2013&@smillion and $0.8 million, respectively, amtiuded capital expenditures primarily
machinery and equipment to improve the throughpdtedficiency of our East Providence manufactuopgrations.

Net Cash Provided by Financing Activiti

Cash flows from financing activities primarily inle (i) the net proceeds from the completion ofinitial public offering, (ii) issuances
of senior convertible notes and convertible ndfi@isrepayments of our subordinated notes, (ivirbwings and repayments under our
revolving credit facility, (v) repayments under dapleases, (vi) issuances of common stock, angrélated expenses.

Net cash provided by financing activities for tileraonths ended June 30, 2014 totaled $57.3 milkdmancing activities during the
period included $77.3 million of net proceeds frhra initial public offering (which does not reflagbe payment of $2.5 million of unpaid
initial public offering costs) and $4.5 million fworrowings under the line of credit, offset, intphay $18.8 million of repayments on the
subordinated debt, $5.5 million of repayments uriderine of credit and other net payments of $fillion.

Net cash provided by financing activities for tirermonths ended June 30, 2013 totaled $16.3 milkdmancing activities during the
period primarily consisted of $18.5 million of pemxs from the issuance of senior convertible naffset by $0.9 million of related financing
costs and $1.4 million of net repayments undetitteeof credit.

Off Balance Sheet Arrangements

Since inception, we have not engaged in any ofirizd sheet activities as defined in Item 303(a){4Regulation S-K.
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Recent Accounting Pronouncements

Information regarding new accounting pronouncemanitscluded in note 3 to our unaudited consoliddieancial statements contained
in Item 1 of this Quarterly Report on Form 10-Q.

Critical Accounting Policies and Estimates

Our financial statements are prepared in accordaitbeaccounting principles generally acceptechia United States of America. The
preparation of our financial statements and reldtedosures requires us to make estimates, aseum@nd judgments that affect the reportec
amount of assets, liabilities, revenue, costs aperses and related disclosures. We believe thadtimates, assumptions and judgments
involved in the accounting policies described belave the greatest potential impact on our findrst&ements; and therefore, we consider
these to be our critical accounting policies. Addogly, we evaluate our estimates and assumptiorenmngoing basis. Our actual results ma
differ from these estimates under different assionptand conditions. See our Prospectus and nimt®@r consolidated financial statements
included elsewhere in this Quarterly Report on F&fhQ for information about these critical accountirajigies, as well as a description of «
other significant accounting policies.
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Certain Factors That May Affect Future Results of Qperations

The Securities and Exchange Commission, or SE@ueages companies to disclose forward-looking m#tion so that investors
can better understand a company’s future prosp@ctsnake informed investment decisions. This QugrReport on Form 1@ contains suc
“forward-looking statements” within the meaningtbé Private Securities Litigation Reform Act of 899 hese statements involve known and
unknown risks, uncertainties and other importaotdis which may cause our actual results, perfoomam achievements to be materially
different from any future results, performanceachievements expressed or implied by the forwao#tit@ statements. Forward-looking
statements include, but are not limited to, statémabout: our beliefs in the appropriateness ofagsumptions, the accuracy of our estimates
regarding expenses, loss contingencies, futurentes future profits, capital requirements, andnided for additional financing; the
performance of our aerogel blankets; the estimatistts of our third production line on our annnaimeplate capacity; our estimates of annus
production capacity; our beliefs about the usefssnaf the square foot operating metric; our bekdfsut the financial metrics that are
indicative of our core performance; our beliefsattihe usefulness of our presentation of AdjustBHTBPA; our expectations about the effect
of manufacturing capacity on financial metrics sashAdjusted EBITDA,; our beliefs about the outcorfégcts or estimated liabilities of
current or potential litigation; our expectatiomat hiring additional personnel; our plans to devgubstantial resources to the development «
new aerogel technology; our expectations aboutuaronhix; our beliefs about the impact of sales @iitcreases; our expectations about future
material costs and manufacturing expenses as amqage of revenue; our expectations of future goosfit and the effect of manufacturing
expenses, manufacturing capacity and productivitgrmss profit; our expectations about our resaiecel other investments in new
technology and related research and developmeinitist and associated expenses; our expectatiomst short and long term (a) research an
development (b) general and administrative andgtgs and marketing expenses; our expectationsntihcied revenue growth, increased g
profit, and improving cash flows; our expectati@®ut incurring significant capital expendituredhia future; our expectations about the
expansion of our workforce and resources and fecebn sales and marketing, general and admitiigraand related expenses; our
expectations about future product revenue and ¢rofvtlemand for our products; our expectations abimieffect of stock based compense
on various costs and expenses; our expectationg pbtential sources of future financing; our bisligbout the impact of accounting policies
on our financial statements; our beliefs aboutetfiect of interest rates, inflation and foreignreuncy fluctuations on our results of operations
and financial condition; and our beliefs aboutélpansion of our international operations.

Words such as “may,” “will,” “anticipate,” “estimaf’ “expects,” “projects,” “intends,” “plans,” “badves” and words and terms of
similar substance used in connection with any disian of future operating or financial performaridentify forward-looking statements. All
forward-looking statements are management’s presgygctations of future events and are subjectonaber of risks and uncertainties that
could cause actual results to differ materially addersely from those described in the forward-ioglstatements. These risks include, but are
not limited to, those set forth in Part Il, Item bAthis Quarterly Report on Form 10-Q and underhtbading “Risk Factors” contained in the
Prospectus.

In light of these assumptions, risks and unceiiggnthe results and events discussed in the fdrwaking statements contained in
this Quarterly Report on Form 10-Q might not oc&tockholders are cautioned not to place unduanedi on the forward-looking statements,
which speak only as of the date of this Quartegp&tt on Form 10-Q. We are not under any obligatom we expressly disclaim any
obligation, to update or alter any forward-lookstgtements, whether as a result of new informafignre events or otherwise. All subsequent
forward-looking statements attributable to Aspemofels, Inc. or to any person acting on its behadfexpressly qualified in their entirety by
the cautionary statements contained or referreal tiois section.
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ltem 3. Quantitative and Qualitative Disclosures About Market Risk.

Market risk represents the risk of loss that magant our financial position due to adverse chamgésancial market prices and
rates. Our market risk exposure results primariy fluctuations in interest rates as well as fioftation. In the normal course of business,
are exposed to market risks, including changestarést rates which affect our line of credit unolr revolving credit facility as well as cash
flows. We may also face additional exchange ratein the future as we expand our business intiemeilty.

Interest Rate Risl

We are exposed to changes in interest rates indhmal course of our business. At June 30, 2014adeunrestricted cash of
$56.9 million. These amounts were held for workiagital purposes in our operating cash accounfiafacial institution in the United States.
We believe that we do not have any material exmtuchanges in the fair value of our cash asutrechanges in interest rates.

As of June 30, 2014, we have no debt outstandimgrahan capital leases obligations with fixediest rates of approximately $0.2
million. In July 2014, we extended our $10.0 mitlicevolving line of credit through August 31, 2084 of June 30, 2014, we had no
outstanding balance drawn on the revolving creitlity and outstanding letters of credit of $1.Blion. Interest on amounts outstanding ur
the revolving credit facility is equal to the greabf the prime rate or 4% per annum, plus 1.0%apeum. The amount available to us unde
revolving line of credit at June 30, 2014 was $8ibion after giving effect to the $1.5 million @utstanding letters of credit.

Inflation Risk

Although we expect that our operating results bdlinfluenced by general economic conditions, waaldelieve that inflation has hau
material effect on our results of operations dutimg periods presented. However, our business majfected by inflation in the future.

Foreign Currency Exchange Risk

We are subject to certain risks inherent to opegati a global economy. Principally all of our reve, receivables, purchases and debts
are denominated in U.S. dollars. Although our imétional operations involving foreign currencies anrrently not significant compared to «
operations denominated in U.S. dollars, we expeekpand our international operations in the logrgat An expansion of our international
operations will increase our potential exposuriuctuations in foreign currencies.

Item 4. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedur&¥e maintain disclosure controls and procedurasdte designed to ensure that
information required to be disclosed in the reptitd we file or submit under the Securities andi&axage Act of 1934, as amended, or the
Exchange Act, is recorded, processed, summarizédegorted within the time periods specified in 8#C's rules and forms and is
accumulated and communicated to our managemehiding our principal executive officer and prindifimancial officer, or persons
performing similar functions, as appropriate to@waiitimely decisions regarding required disclosure.

As of June 30, 2014, our management, with the@patiion of our principal executive officer andmaripal financial officer, evaluated the
effectiveness of our disclosure controls and pracesi(as defined in Rules 13a-15(e) and 15d-15(@¢nthe Exchange Act). Our managemen
recognizes that any controls and procedures, ntentadw well designed and operated, can providg mdsonable assurance of achieving
objectives, and management necessarily appligsdtgnent in evaluating the cost-benefit relatiopstfi possible controls and procedures.
Based on such evaluation, our principal executffieer and principal financial officer have conckdl that, as of June 30, 2014, our disclosur
controls and procedures were effective to enswkitfiormation required to be disclosed by us mrtiports that we file or submit under the
Exchange Act is recorded, processed, summarizedegutted within the time periods specified in 8#C's rules and forms, and is
accumulated and communicated to our managemehiding our principal executive officer and prindifimancial officer, or persons
performing similar functions, as appropriate towaiitimely decisions regarding required disclosure.
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(b) Changes in Internal ControlsDuring the three months ended June 30, 2014 thiere no changes in our internal control overrnal

reporting, as such term is defined in Rules 134d}Hs(d 15(d)-15(f) promulgated under the Exchange that have materially affected, or are
reasonably likely to materially affect, our interoantrol over financial reporting.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

We are not currently a party to any material lggakeedings.

Item 1A.  Risk Factors.
Risks Related to Our Business and Strategy

We have incurred net losses since our inceptiondame may continue to incur net losses in the futaed may never reach profitability.

We have a history of losses, and we may not eveeee profitability. We experienced net losses 2.8 million, $56.1 million and
$47.6 million for the years ended December 31, 22012 and 2013, respectively, and $61.2 milliantfie six months ended June 30, 2014.
As of June 30, 2014, our accumulated deficit weA%B million. We expect to continue to incur opergtiosses as a result of expenses
associated with the continued development and eskpaf our business. Our expenses include satbsnanketing, research and developm
and general and administrative costs. Furtherntbese expenses are not the only factors that matyiloote to our net losses. For example,
interest expense on any debt that we incur inuhg&d could contribute to our net losses. Any failto increase revenue or manage our cost
structure as we implement initiatives to grow ousibess could prevent us from achieving profitahilor sustaining profitability if we do
achieve it. In addition, our ability to achieve fitability is subject to a number of the risks amttertainties discussed below, many of which
are beyond our control. Failure to become and remadfitable may adversely affect the market pdteur common stock and our ability to
raise capital and continue operations.

We have yet to achieve positive cash flow, and alitity to generate positive cash flow is uncertain

To develop and expand our business, we have mgdiicant up-front investments in our manufacturagapacity and incurred research
and development, sales and marketing and geneta@administrative expenses. In addition, our grokah required a significant investment in
working capital over the last several years. Weeh@ad negative cash flows from operating activioe$24.2 million, $25.9 million and
$13.7 million for the years ended December 31, 22012 and 2013, respectively.

While we had cash provided by operating activitie$0.2 million for the six months ended June 3W £ we expect that for the
foreseeable future our overall cash flow will remaggative. In particular, we will need cash todwur significant planned future capital
expenditures to expand our manufacturing capaéfiy will also require significant amounts of workiogpital to support our growth and we
will need to increase our inventories of raw maiterand our products as we seek to grow our busiteaddition, from time to time, we may
have debt maturities that will require cash in oitderepay those obligations. We may not achieficgent revenue growth to generate posi
future cash flow and, therefore, we may need tweradditional capital from investors to achieve expected growth. An inability to generate
positive cash flow for the foreseeable future ésgadditional capital on reasonable terms, iflatreay decrease our long-term viability.

We are dependent on a sole manufacturing facili§ny significant disruption to this facility or thdailure of either of our two production
lines in this facility to operate according to owxpectation could have a material adverse effectoam business and results of operations.

We currently operate only two production lines ireananufacturing facility, which is located in ERsbvidence, Rhode Island. Our
ability to meet the demands of our customers depencefficient, proper and uninterrupted operatainhis manufacturing facility. In the
event of a significant disruption to our sole mautdiring facility or breakdown of either productilime, we currently do not expect that we
would have sufficient inventory in stock to meetr@ad until the production lines return to operation

Power failures or disruptions, the breakdown, failar substandard performance of equipment, od&ineage or destruction of buildings
and other facilities due to fire or natural disestuld severely affect our ability to continug operations. In the event of such disruptions
are unlikely to find suitable alternatives or mapt he able to make needed repairs on a timely laasist reasonable cost, which could have a
material adverse effect on our business and resitiperations. In particular, our manufacturinggasses include the use of both high
temperatures and flammable chemicals, which subjexto a significant risk of loss resulting froine f
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We had occasional incidences of fires at our ihigiaility in Northborough, Massachusetts that peed our current manufacturing facility in
East Providence, Rhode Island. If our manufactuiaeility were to be damaged or cease operatiomsay reduce revenue, cause us to lose
customers and otherwise adversely affect our basirEhe insurance policies we maintain to covesdssaused by fire or natural disaster,
including business interruption insurance, mayaugquately compensate us for any such losses dintbvaddress a loss of customers tha
expect would result. If our sole manufacturing liacivas damaged or destroyed prior to the commeece of operations at a second
manufacturing facility, which is currently expectiedbe 2017, we would be unable to operate oumlegsifor an extended period of time and
our business and results of operations may be raliyeadversely affected, potentially even threagrour viability.

If we fail to achieve the increase in production gacity that our continued growth requires in a tifyemanner, or at all, our growth may b
hindered and our business or results of operatiangy be materially adversely affected.

Our continued growth requires that we increasepooduction capacity. Consequently, we are engag#ukei design, engineering and
initial procurement phase of building a third protdon line in our manufacturing facility in Eastd®idence and also plan to construct a secon
manufacturing facility located in either EuropeAmia. If, for any reason, including our inability tbtain financing, the third production line or
the second manufacturing facility should fail todmenpleted in a timely manner, or at all, or anyh&f production lines in any future
manufacturing facilities do not operate accordimgur expectations, sales may be impeded, our rowaty be hindered and our business or
results of operations may be materially adverstgcted.

Many factors could delay or prevent the additiom dliird production line or the construction ofee@nd manufacturing facility or cause
us to reduce the scale or scope of the new fas|ithcluding:

e our inability to obtain financing on favorable tesnor at all;

» design, engineering and construction difficultieslelays;

» our failure or delay in obtaining necessary legagulatory and other approva

» interruptions in the supply of the necessary eqeipimor construction materials or labor or an iaseein their price
» opposition of local interests; al

e natural disasters, accidents, political unrestrforeseen event

Many factors could prevent the third productiorelor the second manufacturing facility from prodigcat their expected effective or
nameplate capacity or could cause us to reducsctile or scope of the new facilities, including:

» design and engineering failure
» inability to retain and train a skilled workforc

» the challenges of operating significantly highhelume equipment at the planned second factigntcurrently employed at our
existing facility in East Providenc

» improper operation of the manufacturing equipm

» decreases in our manufacturing yields due tmemease in the cost of the materials needed teernar products or the inefficient
use of these materials in our manufacturing proc

» strikes or labor disputes; a

« damage to the manufacturing equipment due to desigrengineering flaws, construction difficultiesoperator errot

Any such expansion will place a significant stramour senior management team and our financiab#met resources. The costs
associated with our expansion could exceed ourcapens and result in a materially adverse impacbur business, results of operations,
financial condition and cash flows.

If we are unable to complete the projects contetagdlahe costs incurred in connection with suchegats may not be recoverable. For
example, during 2013, we redesigned and reduceplémged scale of the third production line. Aesult, we reviewed the construction in
progress assets associated with the third produlitie and determined that $3.0 million had no fetuse.
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In addition, we concluded that an additional $0iion of construction in progress assets wereutiized or functional. Accordingly, we
recorded a $3.4 million impairment charge durin@2€elated to the writeff of construction in progress assets. A simitdesign or reductic
in scale could affect the planned third productioa or the second manufacturing facility and sanimpairments of our assets in the future
could harm our financial condition.

If the expected growth in the demand for our prodaaoes not follow each of our planned capacity arpions, then our business will k
materially adversely affected.

As we pursue our capacity expansion plans, weimdlir significant capital expenses and increaseel$eof manufacturing expenses in
anticipation of expected growth in demand for owrdpicts. In particular, we expect that these sultisieadditional expenditures will be made
by us significantly in advance of the existencé¢heflevel of demand that would ensure the mostiefit use of our planned new capacity. As ¢
result, if the expected growth in demand for owduicts fails to materialize within a reasonable am@f time following each of our planned
capacity expansions, then we would suffer decrelesadis of cash flow and our financial conditiordarsults of operations would be adver:
affected.

We will require significant additional capital toyrsue our growth strategy beyond the constructiofhoair third line in our East Providence
facility, but we may not be able to obtain additarfinancing on acceptable terms or at a

The growth of our business will depend on subséhatnounts of additional capital for constructidmew production lines or facilities,
ongoing operating expenses and continued develapofi@ur aerogel product lines. Our capital requieats will depend on many factors,
including the rate of our revenue growth, our idtretion of new products and enhancements to egigtiaducts, and our expansion of sales
and marketing and product development activitiegdrticular, our plans to construct a second nmaetufing facility in Europe or Asia are
dependent on our ability to secure grants from gawents and to raise debt and potentially equiber® is no assurance of our ability to ob
any such type of financing on terms acceptablestoriat all.

In addition, we may consider strategic acquisitiohsomplementary businesses or technologies to guor business, which could requ
significant capital and could increase our camtqlenditures related to future operation of theuaed business or technology.

We may not be able to obtain loans or additionpltahon acceptable terms or at all. Moreover,loan and security agreement with
Silicon Valley Bank under which we have the abitityborrow up to $10.0 million contain restrictioms our ability to incur additional
indebtedness, which, if not waived, could prevenmtram obtaining needed capital. Any future créaliflities or debt instruments would likely
contain similar restrictions. We may not be ablelttain bank credit arrangements or effect an gauitiebt financing on terms acceptable to
us or at all in order to fund our future capacipa@&nsion plans. A failure to obtain additional ficeng when needed could adversely affect our
ability to maintain and grow our business.

The market for insulation products incorporating aegel blankets is relatively undeveloped and oungucts may never be widely adopted,
which would have a material adverse effect on owsiness.

The market for insulation products utilizing aerbigiankets is relatively undeveloped. Accordinglyy future results of operation will
depend in large part on our ability to gain matedre of the global energy infrastructure insutatitarket. Our ability to gain market share in
this market is highly dependent on the acceptahoamproducts by large, well-established end-ysdistributors, contractors and OEMs. The
energy infrastructure insulation market has histily been slow to adopt new technologies and prtsdiMost insulation types currently in use
in these markets have been in use for over 50 ybkaagidition, there is a tendency of end-usesoime of our markets to opt for the frequently
lower short-term costs of traditional insulationteréls. If we fail to successfully educate exigtand potential end-users, distributors,
contractors and OEMs regarding the benefits ofa@nogel products, or if existing users of our paiguno longer rely on aerogel insulation for
their insulation needs, our ability to sell our guots and grow our business could be limited.

In particular, because we are still often a newpfigpto our end-use customers, we may face cosdeom these end-use customers
about our reliability and our ability to producerquoducts in a volume sufficient to meet theirglymeeds. As a result, we may experience a
reluctance or unwillingness by existing end-usdamsrs to expand their use of our products anddbgntial end-use customers to begin using
our products. Our products may never reach magstiadp and changes or advances in technologiesl @luersely affect the demand for our
products.
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A failure to increase, or a decrease in, demanddoogel insulation products caused by lack of eset-or distribution channel acceptance,
technological challenges or competing technologiesproducts would result in a lower revenue growth or decreased revenue, either of
which could materially adversely affect our busgaad results of operations.

Our products are expensive relative to other instida products, which could make it more difficulbf us to grow our revenue and achieve
broader adoption of our aerogel products.

While we believe our products have superior peréorae attributes and may sometimes have the lowssba a fully-installed basis or
offer life-cycle cost savings, our competitors offieany traditional insulation products that areed below our products. Our products are
expensive relative to other insulation products end-use customers may not value our productsbpadnce attributes sufficiently to pay
their premium price. This could make it more diflicfor us to grow our revenue and achieve broadeption of our aerogel products. In
addition, some of the benefits of our productsha®ed on reduced installation time and relatedrlakpense. In regions where labor costs are
significantly lower than in the United States anddpe, the cost benefits of reduced installatiore may not be adequate to overcome the
relatively high price of our products and may mikaore difficult for us to grow our revenue in $uegions.

Growth has placed significant demands on our managent systems and our infrastructure. If we fail tnanage our growth effectively, we
may be unable to execute our business plan, addoesapetitive challenges and meet our customers’durct specifications and delivery
requirements.

We may be unable to manage our growth. To managarticipated future growth, we must continue to:

e improve our existing, and implement additiomagnagerial capabilities, manufacturing, salesraatketing, and engineering
operations, research and development capabiliggsi/atory compliance systems and financial coratnal reporting system

« expand our manufacturing and distribution facisifiand

e continue to recruit and train additional qualifigeksonnel

All of these measures will require significant exgitures and will demand the attention of managénfgcertain points in the past,
significant growth in demand for our product has ur management and manufacturing systems undén.sAs a result, there have been
periods of time when we have had difficulty coreigly producing product that met our specificatidnsaddition, the physical expansion of
our operations may lead to significant costs ang digert our management and business developmsatirees. Furthermore, we compete for
personnel and advisors with other companies arel attyanizations, many of which are larger and lgareater name recognition and financial
and other resources than we do. Due to our limgedurces, we may not be able to effectively matiagexpansion of our operations or
recruit and adequately train additional qualifieggonnel or retain personnel. Any inability to mgamarowth could result in a loss of existing
customers and revenues and delay the executioardfusiness plans, disrupt our operations or résdihancial, contractual or other liabilitie
If we fail to achieve the necessary level of effiwy in our organization as it grows, our businessylts of operations and financial condition
would be harmed.

We allocate our operations, sales and marketisgareh and development, general and administratiddinancial resources based on
our business plan, which includes assumptions abauént and future orders from customers. Howeiese factors are uncertain. If our
assumptions regarding these factors prove to lmerect or if competing products gain further aceepe, then actual demand for our aerogel
products could be significantly less than the desnae anticipate and we may not be able to sustaimevenue growth or achieve profitabili

The markets we serve are subject to general ecoreannditions and cyclical demand, which could hamwar business and lead to
significant shifts in our results of operations fra quarter to quarter that make it difficult to preict lon¢-term performance.

Our results of operations have been, and may ifutinee be, adversely affected by general econ@mnditions and the cyclical pattern
of certain industries in which our customers and-esers operate. Demand for our products and ssrdepends in large part upon the level o
capital and maintenance expenditures by many otostomers and end-users, in particular thosedrettergy, petrochemical and power
generation industries, and firms that design, constnd operate facilities for these industries.
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These customers’ expenditures historically haven logelical in nature and vulnerable to economic duwns. In particular, profitability in the
energy industry is highly sensitive to supply aeddnd cycles and commodity prices, which histdsgidahve been volatile; and our customers
in this industry historically have tended to delasge capital projects, including expensive maiatere and upgrades, during industry
downturns. Customer project delays may cause fitics in the timing or the amount of revenue eduared our results of operations in a
particular period. Prolonged periods of little @ economic growth could decrease demand for oilgasdwhich, in turn, could result in lower
demand for our products and a negative impact omeswlts of operations and cash flows. In addjttbrs historically cyclical demand and
potential customer project delays may lead to figant shifts in our results of operations from gaato quarter, which limits our ability to
make accurate long-term predictions about our &uparformance. We estimate that sales tolesgdeustomers in the energy industry accot
for approximately 87% of our 2013 revenues and wpeet that they will account for a significant port of our future revenues.

A sustained downturn in the energy industry, duererluced energy demand or lower oil and gas pricas)ld decrease demand for some
our products and services, which could have a matkadverse effect on our business, financial cotidh and results of operations.

Demand for a significant portion of our productsl @ervices depends upon the level of capital expmedoy companies in the energy
industry, which depends, in part, on energy pri€eies of oil and gas have been volatile ovelptst three years, with a moderate increase
throughout 2010 and higher volatility from 2011ahgh 2013. A sustained downturn in the capital egares of our customers, whether due
to a decrease in the market price of oil and gadttwrwise, may delay projects, decrease demanalfoproducts and services and cause
downward pressure on the prices we charge, whicturn, could have a material adverse effect orbosiness, financial condition and results
of operations. Such downturns, including the peiioaghat they might continue, could have a siguaifit negative impact on the market pric
our common stock.

A substantial portion of our revenue comes from salin foreign countries and we may expand our oggéas outside of the United State
which subjects us to increased economic, operaticanad political risks that could increase our cosasid make it difficult for us to continue
to operate profitably.

A substantial portion of our sales are to shipntestinations outside the United States, includm@anada, Taiwan, Brazil, South Kor
Norway, Japan, Germany, Singapore, India and theetdKingdom. Total revenue generated from outsidihe United States, based on
shipment destination or research services locasiomunted to $30.8 million or 67% of total rever$d®3.5 million or 69% of total revenue,
and $55.9 million or 65% of total revenue, in tleags ended December 31, 2011, 2012 and 2013, teghecand $26.8 million or 67% of
total revenue and $31.5 million or 64% of totalerue in the six months ended June 30, 2013 and 284gectively. In addition, we may
expand our operations outside of the United Staekjding our manufacturing operations in conrattvith our planned second
manufacturing facility expected to be located indfxe or Asia. As a result, we are subject to a rmmobrisks, including, but not limited to:

» labor rules and collective bargaining arrangetsién foreign jurisdictions, particularly with ggesct to our planned second
manufacturing facility in Europe or Asi

« difficulty in staffing and managing (includirepsuring compliance with internal policies and cols) geographically widespread
operations

» the effect of applicable U.S. and foreign texatures, including tax rates that may be highanttax rates in the United States or
taxes that may be duplicative of those imposetiénnited States

» trade relations between the United States and tioosign countries in which our customers and siepphave operations, includi
protectionist measures such as tariffs and impoeport licensing requiremen

» general economic and political conditions isleaountry, which may interfere with, among othengs, our supply chain, our
customers and all of our activities in a particltaation;

« difficulty in the enforcement of contractualliglations in non-U.S. jurisdictions and the collentof accounts receivable from
foreign accounts

« different regulatory regimes in the various colettin which we operate or sell our produ

» inadequate intellectual property protection in fgnecountries
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. the difficulties and increased expense in cgingl with multiple and potentially conflicting dorskéc and foreign laws, regulations,
product approvals and trade standards, includiadJts. Foreign Corrupt Practices Act and similai-bribery laws in non-U.S.
jurisdictions, as well as the rules and regulatioihthe U.S. Office of Foreign Assets Control aidigr sanctions laws

. foreign currency exchange controls, restrictiand fluctuations, which could result in reducegenue and increased operating
expense

. transportation delays or interruptions; ¢

. terrorist activity and political unrest, particdiagiven the use of our products at energy faeit

Our success will depend in large part on our ghititmanage the effects of continued global p@itar economic uncertainty, especially
in our significant geographic markets.

Because of our significant international operationse could be materially adversely affected by \iias of the U.S. Foreign Corrup
Practices Act and similar an-corruption, anti-bribery and anti-kickback laws.

We operate on a global basis, with 68% of our pecbdales in 2013 being made to destinations outhkigl®nited States, including
Canada, Europe, Asia, South America and the Mildkst. Our business operations and sales in cosimnigside the United States are subject
to anti-corruption, anti-bribery and anti-kickbdekvs and regulations, including restrictions impgbbg the Foreign Corrupt Practices Act, or
FCPA, as well as the United Kingdom Bribery Act26f10, or UK Bribery Act. The FCPA, UK Bribery A&nd similar anti-corruption, anti-
bribery and anti-kickback laws in other jurisdictiogenerally prohibit companies and their interragds and agents from making improper
payments to government officials or any other pasdor the purpose of obtaining or retaining businé&Ve operate and sell our products in
many parts of the world that have experienced gowental corruption to some degree and, in cerfatumstances, strict compliance with
anti-corruption, anti-bribery and anti-kickback way conflict with local customs and practices. W& our employees concerning anti-
corruption, anti-bribery and anti-kickback laws drale policies in place that prohibit employeesfimaking improper payments. We are
implementing internal controls and procedures deigo ensure that we comply with anti-corruptamtj-bribery and antiickback laws, rule
and regulations and mitigate and protect againstiption risks. We cannot provide assurance thatrdarnal controls and procedures will
protect us from reckless, criminal or other actsgotted by our employees or thighrties with whom we work. If we are found to teblie for
violations of the FCPA or similar anti-corrupticamti-bribery and anti-kickback laws in internatibjaisdictions, either due to our own acts or
out of inadvertence, or due to the acts or inadwes of others, we could suffer criminal or ciuiléfs or penalties or other repercussions,
including reputational harm, which could have aemnat and adverse effect on our business, restitiperations and financial condition.

A failure to comply with export control or economganctions laws and regulations could have a maaéadverse impact on our busines
results of operations or financial condition. We mide unable to ensure that our distributors complth applicable sanctions and export
control laws.

We operate on a global basis, with 68% of our pcbdales in 2013 being made to destinations outhkigl®nited States, including
Canada, Europe, Asia, South America and the Mildkst. We face several risks inherent in condudiiminess internationally, including
compliance with applicable economic sanctions lang regulations, such as laws and regulations ast@iad by the United States Departn
of Treasury’s Office of Foreign Assets Control@IFAC, the United States Department of State andJtiiteed States Department of
Commerce. We must also comply with all applicabieast control laws and regulations of the Unitedt&¢ and other countries. Violations of
these laws or regulations could result in significadditional sanctions including criminal or cifites or penalties, more onerous compliance
requirements, more extensive debarments from expimiteges or loss of authorizations needed todemt aspects of our international
business.

In certain countries, we may engage third partynéger intermediaries, such as customs agentsf wnaour behalf and if these third
party agents or intermediaries violate applicahled, their actions may result in criminal or ciuiles or penalties or other sanctions being
assessed against us. We take certain measuresetksigensure our compliance with U.S. export athemic sanctions law and we believe
that we have never sold our products to Iran, C8odan or Syria through third party agents or inestiaries or made any effort to attract
business from any of these countries. Howeves, pibissible that some of our products were soldilbbes/sold to distributors or other parties
that, without our knowledge or consent, re-expodedill re-export such products to these countridghough none of our non-U.S.
distributors are located in, or to our knowledgmauct business with Iran, Cuba, Sudan or Syrianag not be successful in ensuring
compliance with limitations or restrictions on esss with these or other countries subject to enaneanctions. There can be no assurance
that we will be in compliance with export contraleconomic sanctions laws and regulations in theréu
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Any such violation could result in significant ciimal or civil fines, penalties or other sanctiomsl aepercussions, including reputational harm
that could materially adversely impact our businessults of operations or financial condition.

We rely on sales to a limited nhumber of direct austers, including distributors, contractors and OEMfor the substantial majority of our
revenue, and the loss of one or more significantedit customers or several of our smaller direct tmsers could materially harm our
business. In addition, we understand from our ditezustomers that a substantial majority of theirlsa of our products are to a small
number of end-use customers and the loss of onenore significant end-use customers or several of smaller end-use customers could
materially harm our business.

A substantial majority of our revenue is generdteth sales to a limited number of direct customersluding distributors, contractors
and OEMs. For the years ended December 31, 2012, 28d 2013, total revenue from our top ten dicestomers represented 60%, 59% and
65% of our revenues, respectively, and represed#éd of our revenues for the six months ended JOn2@L4. In 2011, Enershield Industries
Ltd. represented 13% of our total revenue and Aarkigrea Co., Ltd. represented 10% of our totakreie; in 2012, Distribution International
represented 13% of our total revenue; in 2013 ridigtion International, Inc. represented 15% of tatal revenue and AllTech Consulting Co.,
Ltd. represented 11% of our total revenue; forsitenonths ended June 30, 2013, sales to AllTests@ting Co., Ltd. and Distribution
International, Inc. represented 16% and 14% oftotal revenue, respectively; and for the six momihded June 30, 2014, Distribution
International, Inc., and a major Asian energy comypeach represented 11% of our total revenue. &adr ef the periods discussed above, ther
were no other customers that represented 10% & ofayur total revenues. Although the compositibowr significant distributors,
contractors and OEMs will vary from period to pelizve expect that most of our revenues will corgjrfor the foreseeable future, to come
from sales to a relatively small number of diraestomers. In addition, we understand from our dicestomers that a substantial majority of
their sales of our products are to a small numbend-use customers.

Our direct customer concentration also createsfoiskccounts receivable exposure. As of June @D4 2one of our direct customers
accounted for 12% of our accounts receivable.

The majority of our sales to distributors are etiéeicon a purchase order basis. The contracts vee ied with our direct customers
generally do not include long-term commitments @mimum volumes that ensure future sales of our petsl In addition, we understand that
our direct customers’ contracts with easle customers also generally do not include susindoments or minimums. Consequently, our res
of operations may fluctuate significantly from metito-period based on the actions of one or maeifstant direct customers or end-use
customers.

A direct customer may take actions that affectangdéasons that we cannot anticipate or contrah s1$ reasons related to an end-use
customer’s financial condition, changes in busiretsstegy or operations, the introduction of aléirre competing products or as the result of
the perceived quality or cost-effectiveness ofmnaiducts. Our agreements with these direct customay be cancelled if we fail to meet
certain product specifications or materially bretttlhagreement or for other reasons outside ofonitrol. In addition, our direct customers
may seek to renegotiate the terms of current ageatsmor renewals. The loss of, or a reduction iessar anticipated sales to, one or more of
our significant direct customers or end-use custeroeseveral of our smaller direct customers a-@$e customers could have a material
adverse effect on our business, financial condiiod results of operations.

If we are unable to maintain our technological adutage over our competitors, our business may beendely affected

We are researching, developing, manufacturing atithg high-performance aerogel insulation produBapid and ongoing changes in
technology and product standards could quickly eerdir products less competitive, or even obsopetdicularly if we fail to continue to
improve the performance of our insulation produd¥e. are currently developing new applications far existing products as well as new
aerogel technologies; however, we may not be ssfidaa doing so and new applications or technasgnay not be commercially useful.
Other companies that are seeking to enhance traditinsulation materials have recently introduoedre developing other emerging and
potential insulation technologies. These competitoe engaged in significant development work eseahvarious insulation products.
Competing technologies that outperform our insatath one or more performance attributes couldéesibped and successfully introduced.
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We are also aware of certain companies that havelaiged or are developing products using aerogbhiglogy similar to our technology and
these or other companies could introduce aerogelyats that compete directly with our products aatperform them in one or more
performance attributes. As a result of this contjpetiand potential competition, our products maycampete effectively in our target marki

The energy infrastructure insulation market is hidgyr competitive; if we are unable to compete sucéelbs we may not be able to increase
or maintain our market share and revenues.

We face strong competition primarily from estabéidhmanufacturers of traditional insulation matsridlarge producers of traditional
insulation materials, such as Johns Mansville, t8ambain, Knauf Gips, Owens Corning and Rockwoomhmehate the insulation market. In
addition, we face competition from other comparsiesking to develop high-performance insulation nelte including aerogel insulation. For
example, Cabot Corporation manufactures, marketsalhs a different form of aerogel insulation tisatompetitive with our products,
particularly in the offshore oil and gas sectordee in pipe-in-pipe applications. Many of our cetiors are substantially larger and better
capitalized than we are and possess greater fiaesiources. In addition, we are aware of congrstin China that manufacture and market
aerogel insulation products. Our competitors cdotdis their substantial financial resources to tgveew or additional competing products
develop products that are more attractive to p@tkeoastomers than the products that we offer.

Because some insulation manufacturers are sulstaidirger and better capitalized than we arey thay have the ability to sell their
products at substantially lower costs to a largesteg customer base. Our products are expensiative to other insulation products and end-
use customers may not value our produstigerior performance attributes sufficiently to pagir premium price. In addition, from time to &
we may increase the prices for our products ansktpeice increases may not be accepted by our smdustomers and could result in a
decreased demand for our products. Similarly, we make changes to our products in order to respmedstomer demand or to improve t
performance attributes and these changes may rastdepted by our end-use customers and could iesuliecrease in demand for our
products. Any of these competitive factors couldkeni more difficult for us to attract and retaimstomers, cause us to lower our prices in
order to compete and reduce our market share aedues, any of which could have a material adveffeet on our financial condition and
results of operations.

Negative perceptions regarding the safety or othéributes of our products or a failure or a peraaid failure of our products could have
material adverse effect on our results of operatsoand could make us unable to continue our business

Given the history of asbestos as an insulation rahteve believe that there is an elevated leveltténtion towards perceived health and
safety risks in the insulation industry. As a canssce, it is essential to our existing businessstamur future growth that our products are
considered safe. Even modest perceptions by egistipotential distributors, contractors or end-asstomers in our target markets that our
products are not safe could have a critical impacbur ability to sell our products and to contimsea business. There is risk of an actual or
perceived failure of our products or other negagigeceptions regarding our products, such as perddiealth hazards. For example, dust is
produced by our products during their installatmm use, which increases the likelihood of the guaion of hazard. Another example is the
potential for material failure in very high temptn@ applications. Like most insulation products; Byrogel XT and XT-E products will
normally go through a controlled burn-in procesmiediately after exposure to very high temperatufaesstalled improperly, the burn-in may
proceed too rapidly and the material may becomeadaah Further, our competitors have in the pastnaay in the future, seek to perpetuate
such perceptions. We are currently taking stegsltecate our distributors, contractors, OEMs andusadcustomers on the nature of our
products and the proper installation proceduregder to mitigate these risks. Such an event, @p#rception of such an event, could quickly
result in our direct and end-use customers repdacur products with traditional insulation matesiathich could have a material adverse effec
on our results of operations.

Our activities and operations are subject to numasochealth and safety laws and regulations. If wehite such regulations, we could face
penalties and fines or be required to curtail orase operations

We are subject to numerous health and safety ladsegulations in each of the jurisdictions in whige operate. These health and sz
laws and regulations apply to us including withamets to hazardous substances that we use in owfatamring process and that certain of our
products contain. These hazardous substances éntitadium dioxide and carbon black, each of wiiel been determined, in certain forms
and at certain levels, to be possibly carcinogeniatherwise harmful to humans.
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Our processes also require the use of other reglfatbstances in raw material delivery and manuffiact, including among others, ethanol.
These laws and regulations require us to obtaimaaidtain permits and approvals and implement heaitl safety programs and procedure
control risks associated with our operations. Caamgke with those laws and regulations can requer®ncur substantial costs. Moreover, if
our compliance programs are not successful, weddoeilsubject to penalties or to revocation of arnpts, which may require us to curtail or
cease operations of the affected facilities. Inipalar, the construction of our third productiand in our East Providence facility will require
us to obtain new permits from various regulatorthatities and if the issuance of such permits welaysked or denied, it would slow or
potentially prevent the expansion of our manufaotucapacity. Violations of laws, regulations aretrit requirements may also result in
criminal sanctions or injunctions.

While we use hazardous substances, including titamdioxide and carbon black, in forms and at letedd are subject to current rules
and regulations, such rules and regulations magrheanore stringent such that we are required tafsnodr manufacturing process and such
that our customers’ use of our products may be atgah In addition, changes in our production or nfacturing process may result in uses
above currently permitted levels. Such uses or @bsim rules or regulations could materially adglraffect our business, financial condition
and results of operations.

Health and safety laws, regulations and permitirequents may become more stringent or otherwisagdaAny such changes could
require us to incur materially higher costs thancweently have. Our costs of complying with cutrand future health and safety laws,
regulations and permit requirements, and any li&s| fines or other sanctions resulting from atans of them, could adversely affect our
business, financial condition and results of openast

Our revenue may fluctuate, which may result in aghi degree of variability in our results of operatie and make it difficult for us to plan
based on our future outlook and to forecast our fue performance.

Our revenue may fluctuate from period to period tiua wide variety of factors. Since we rely oresab a limited number of direct
customers and end-use customers, changes in ddrmamdne or more direct customers or end-userssiganificantly impact our revenue from
period to period. In addition, the sales cyclesdior products, including their qualification foreysre long and can result in unpredictability in
our revenues. We expect to have an increasing m@ge of our products sold for use in capital migewhich orders tend to be larger and
more sporadic, that will further increase this wtctability and the difficulty for us in forecastj quarterly or annual performance. Because c
these factors, we have a limited basis on whigbréalict our quarterly revenue. Our profitabilitgrfn period-to-period may also vary due to the
mix of products that we sell in different period$iese factors may result in a high degree of véitiain our results of operations and will
make it difficult for us to accurately evaluate gidn based on our future outlook and to forecaattgrly or annual performance.

Our results of operations could be adversely affatif our operating expenses incurred do not copesd with the timing of our revenues.

Most of our operating expenses, such as manufagtfaicility expenses, employee compensation arghrek expenses, are either
relatively fixed in the short-term or incurred idvance of sales. In addition, our spending levedsbased in part on our expectations regardin
future revenues. As a result, if revenues for éi@dar quarter are below expectations, we maybeadble to proportionately reduce operating
expenses for that quarter. Our reliance on saladitoited number of direct customers and end-ustotners, the length of our sales cycles an
the potentially increasing percentage of our préslsold for use in capital projects each can capseadic demand for our products which
would limit our ability to predict future sales. iSHimitation could result in our being unable &mluce spending quickly enough to compensat:
for reductions in sales and could therefore adWeséect our results of operations for any patdécwoperating period.

Shortages of the raw materials used in the prodoatiof our products, increases in the cost of suchterials or disruptions in our suppl
chain could adversely impact our financial conditicand results of operations.

The raw materials used in the production of oudpaots consist primarily of polyester and glassrfib&ttings, silica precursors and
additives. Although we are not dependent on anysopglier, we are dependent on the ability of dirdtparty suppliers to supply such
materials on a timely and consistent basis. Whigsé¢ raw materials are available from numerouscesuthey may be subject to fluctuation
availability and price.
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In addition, fluctuations in ethanol prices mayeatfthe cost of silica precursors. Our third-paxppliers may not dedicate sufficient resource:
to meet our scheduled delivery requirements oisappliers may not have sufficient resources t@fatiur requirements during any period of
sustained demand. Failure of suppliers to sup@hays in supplying or disruptions in the supplyioHar our raw materials, or allocations in
the supply of certain high demand raw componemtsidcmaterially adversely affect our ability to nheer delivery schedules on a timely and
competitive basis and results of operations.

Fluctuations in the prices of these raw materialdd have a material adverse effect on resultgpefations. Our ability to pass increases
in raw material prices on to our customers is kaitlue to competitive pricing pressure and the tagéetween increased costs and
implementation of related price increases.

In particular, we purchase silica precursors frevesal suppliers, mostly pursuant to individualghase orders and not pursuant to long:
term contracts. We do not have a secure, long-seipply of silica precursors. We may not be ablestablish arrangements for secure, long-
term silica precursors supplies at prices condistéth our current costs or may incur a delay ipy while we seek alternative sources. Any
inability to continue to purchase silica precurgmussuant to purchase orders, without long-terneegents in place, or to otherwise establish
long-term supply of silica precursors at pricessistent with our current costs, would have a makexdlverse effect on our ability to increase
our sales and achieve profitability.

If we do not continue to develop and maintain distation channels for our products and to meet ounstomer’ demand for our products,
our results of operations could be adversely aftstt

For a significant portion of our revenues, we retysales to distributors who then sell our prodiwsnd-users in our target markets. Ou
success depends, in part, on our maintaining aatify relationships with these distributors. Oistributors require us to meet expectations o
delivery, quality and pricing of our products, athpthe distribution channel level and at the lexfehe end-user of our products. If we fail to
meet expected standards, our revenues would delith¢his could materially adversely affect ouribess, results of operations and financial
condition. In addition, we have been unable at sitoeproduce sufficient amounts of our producté®t demand from our customers and we
may not be able to avoid capacity constraints énftiiure if demand exceeds our expectations oravédf bring into operation as planned the
third production line at our East Providence fagitir the second manufacturing facility to be l@chin Europe or Asia. If we are unable to
deliver our products within such short timeframe&e,may be at risk of losing direct or enge customers. Accordingly, shortfalls in saleda
materially adversely affect our business and resaflbperations.

The qualification process for our products can benigthy and unpredictable, potentially delaying adimm of our products and incurring
significant expense

Qualification of our products by many of our directd end-use customers can be lengthy and unpbicind many of these direct and
end-use customers have extended budgeting andrpment processes. This extended sales processa®tjue dedication of significant time
by our personnel and our use of significant finahgsources, with no certainty of success or regowef our related expenses. Furthermore,
even after an extensive qualification processpoaducts may fail to meet the standards soughtupyend-use customers and may not be
qualified for use by such end-use customers. Sudahure to qualify may result in us losing suchhgmanies as endsers of our products, whi
would cause a decrease in our revenue or reveiowglgrate either of which could materially adveysaffect our business and results of
operations.

We may enter into agreements that may limit our létito broadly market our products or could invavuture obligations, which could
make it more difficult for us to commercialize caih of our products and negatively affect our bugiss and results of operations.

In order to commercialize our products, we may int® commercial arrangements with distributor§M3 or other customers. These
agreements have contained, and may in the futuricg exclusivity, ownership and other terms tiaty limit our ability to commercialize
any products or technology developed in conneatiith such agreements, including in ways that wadibenvision at the time of entering ir
the agreement. These agreements may contain tatkpiecifications or minimum volumes that must blei@ved. However, these agreements
may not obligate either party to make any purchases result, our ability to commercialize produict a certain region or for a certain
application may be limited and as a consequencéwsiness, financial condition and results of opena could be materially adversely
affected.
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We are exposed to the credit risk of some of ouedi customers, including distributors, contractoesd OEMs, which subjects us to the ri
of non-payment for our products.

We distribute our products through a network ofrdisitors, contractors and OEMs, some of which metybe well-capitalized and may
be of a lower credit quality. This direct custometwork subjects us to the risk of non-paymenbiar products. Although we have not
experienced a significant incidence of non-paynf@nbur products, such non-payments may occureérfakure. In addition, during periods of
economic downturn in the global economy, our exp®sol credit risks from our direct customers mayréase, and our efforts to monitor and
mitigate the associated risks may not be effectivéhe event of non-payment by one or more ofditgct customers, our business, financial
condition and results of operations could be maligradversely affected.

Our working capital requirements involve estimatkased on demand and production expectations and megrease or increase beyond
those currently anticipated, which could harm ouesults of operations and financial condition.

In order to fulfill the product delivery requirentsrof our direct and end-use customers, we plawéoking capital needs in advance of
customer orders. As a result, we base our fundinigraventory decisions on estimates of future deinéfrdemand for our products does not
increase as quickly as we have estimated or drifharply, our inventory and expenses could @&l our business and results of operations
could suffer. Alternatively, if we experience sallegxcess of our estimates, our working capitaédsemay be higher than those currently
anticipated. Our ability to meet this excess custodemand depends on our ability to arrange foitiaddl financing for any ongoing working
capital shortages, since it is likely that cashvffoom sales will lag behind these investment regaients. In addition, we plan to increase our
inventory in order to meet our expected future desndhis would result in an increase in our work@agital requirements that could harm our
results of operations and financial condition.

Breakdowns, security breaches and other disrupti@iur information technology systems could comprize our information and expos
us to liability, which would cause our business arebutation to suffer.

In the ordinary course of our business, we cobext store sensitive data, including intellectualpgrty, our proprietary business
information and that of our suppliers, customers bmsiness partners, and personally identifialfterimation. The secure maintenance of this
information is critical to our operations and bsia strategy. Despite our security measures, fammation technology and infrastructure may
be vulnerable to breakdowns, attacks by hackebseaches due to employee error, malfeasance ardigreptions. Any such breakdown or
breach could compromise our networks and the indion stored there could be accessed, publiclyatisd, lost or stolen. There can be no
assurance that our management or diligence effdliftprevent such breakdowns or breaches in outesys. Any such access, disclosure or
other loss of information could result in legalioia or proceedings, liability under laws that pobtine privacy of personal information or other
laws, disrupt our operations and damage our reipatathich could adversely affect our business.

We may incur significant costs complying with engitmental laws and related claims, and failure toraply with these laws and regulations
could expose us to significant liabilities, whictouald adversely affect our results of operations.

Costs of compliance with regional, national, statd local existing and future environmental laws eegulations could adversely affect
our cash flow and results of operations. We araired to comply with numerous environmental lawd eegulations and to obtain numerous
governmental permits in order to operate our féedliand in connection with the design, developpmainufacture and transport of our
products and the storage, use, handling and dispbeazardous substances, including environmeates, regulations and permits governing
air emissions. We may incur significant additiooasts to comply with these requirements. If wetfaitomply with these requirements, we
could be subject to civil or criminal liability, deages and fines, and our operations could be tdtar suspended. In addition, certain foreign
laws and regulations may affect our ability to estgmoducts outside of the United States. Exiséngironmental laws and regulations could be
revised or reinterpreted and new laws and reguiattmuld be adopted or become applicable to usmpmducts, and future changes in
environmental laws and regulations could occur.sEHactors may materially increase the amount wst imuest to bring our processes into
compliance and impose additional expense on owatipas.
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Among the changes to environmental laws and reigalathat could occur is the adoption of regulafoayneworks to reduce greenhouse
gas emissions, which a number of countries, pdatilyuin the European Union, have adopted, or aresitlering adopting. These include
adoption of cap and trade regimes, carbon taxeBjatve permitting, increased efficiency standarand incentives or mandates for renewabls
energy, any of which could increase the costs afufecturing our products and increase our compéiausts, which could materially
adversely affect our business and results of ojpesat

In addition, private lawsuits, including claims f@mediation of contamination, personal injury oygerty damage, or actions by regio
national, state and local regulatory agenciesuitinly enforcement or cost-recovery actions, mayenlly increase our costs. Certain
environmental laws make us potentially liable doiat and several basis for the remediation of aobmhation at or emanating from properties
or facilities we currently or formerly owned or optd or properties to which we arranged for ttspasal of hazardous substances. Such
liability may require us to pay more than our fiare and could require us to address contaminediosed by others. For example, the site of
our East Providence facility contains certain lsvad contamination caused by prior third-party\dtiés on and near the site. Such
contamination remains in place under a state-aggroeed restriction, and we are required to comwgly such deed restriction and the
accompanying soil management plan. In generakléeel restriction prohibits the residential usehefpproperty and the use of groundwater as
potable water, and requires the maintenance ohergng controls and annual inspections to helpeeexposure to contaminated soils. The
soil management plan requires us to notify theestavironmental agency with respect to any soibeation, stockpiling, sampling and off-site
disposal of excavated soil. Although we have naot teamake material expenditures to satisfy thegairements to date, in the future, we may
incur additional costs to comply with these requieats and failure to do so could disrupt the ojpamatf our facility or could subject us to
liability for environmental remediation. We may urdiability relating to the remediation of contamation, including contamination we did not
cause.

We may not be able to obtain or maintain, from tbméme, all required environmental regulatory @yals. A delay in obtaining any
required environmental regulatory approvals ouf&ilto obtain and comply with them could materialtiversely affect our business and res
of operations.

We may face certain product liability or warrantyaims from our products, including from improper stallation of our products by third
parties. As a consequence, we could lose existing future business and our ability to develop, matkand sell our insulation could b
harmed.

The design, development, production and sale opmaucts involve an inherent risk of product llapiclaims and associated adverse
publicity. We may be named directly in product ligp suits relating to our products, even for deferesulting from errors of our distributors,
contractors, OEMs or end-use customers. These €leduld be brought by various parties, includirgjrdbutors, contactors, OEMs and other
direct end-use customers who are purchasing prediirgtctly from us, or end-use customers who pwetmar products from our distributors.
We could also be named as co-parties in produatitiasuits that are brought against the distrdyat contractors, OEMs and end-use
customers. Our products are often installed inema-use customers’ complex and capital intensigiitfas in inherently hazardous or
dangerous environments, including in the energiropeemical and power generation industries, whieegotential liability from risk of loss
could be substantial. The failure of our produotpérform to customer expectations, whether obectuse of improper installation, could ¢
rise to warranty claims against us. We are cuiydaiting steps to educate our distributors, cotdrac OEMs and end-use customers about th
proper installation procedures to mitigate the déln uncontrolled burn-in for very high temperatapplications of Pyrogel XT and XT-E.
However, installation of our products is handledthiyd parties over whom we have no control andrsror defects in their installation may
also give rise to claims against us, diminish aanid or divert our resources from other purposey. & these claims, even if without merit,
could result in costly litigation or divert managemt’'s attention and resources. In addition, mangusfproducts are integrated into the final
products of our customers. The integration of codpcts may entail the risk of product liability warranty claims based on malfunctions or
hazards from both our products and the final preglatour customers.

A material product liability claim may seriouslyrmaour results of operations, as well as damagewstomer relationships and
reputation. Although we carry general liability imance, our current insurance coverage could hdfiognt to protect us from all liability that
may be imposed under these types of claims. Insareaverage is expensive, may be difficult to abtaid may not be available in the future
on acceptable terms or at all. Our distributorsitiaetors, OEMs and end-use customers may notd@deguate insurance to cover against
potential claims. This insurance may not providecawite coverage against potential losses,
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and if claims or losses exceed our liability ingur@ coverage, we may go out of business. In additisurance coverage may become more
expensive, which would harm our results of operegio

Our contracts with U.S. government agencies mayjsebus to audits, criminal penalties, sanctionsdnther expenses and fines.

We perform contract research services for U.S. gowent agencies and our products are sold to castothat may incorporate them i
government projects. U.S. government agenciesjdimd) the Defense Contract Audit Agency and theddepent of Labor, routinely audit
government contractors. These agencies review @maor's compliance with contract terms and cdodg, performance under its contracts,
cost structure and compliance with applicable laegulations and standards. The U.S. governmeotnads/ review the adequacy of a
contractor’s systems and policies, including a @br’s purchasing, property, estimating, billiagcounting, compensation and managemen
information systems. Any costs found to be overgédror improperly allocated to a specific cont@cany amounts improperly billed or
charged for products or services will be subjecetmbursement to the government. As a governmamtractor, we are required to disclose to
the U.S. government credible evidence of certamfations of law and contract overpayments. If weefaund to have participated in improper
or illegal activities, we may be subject to ciuilchcriminal penalties and administrative sanctiamduding termination of contracts, forfeiture
of profits, suspension of payments, fines and susipa or prohibition from doing business with the&sUgovernment. Any negative publicity
related to such contracts, regardless of the acguwfasuch publicity, may adversely affect our Imesis or reputation.

Our contracts with U.S. government agencies may hetfunded by future appropriations and are subjéstmodification or termination at
any time prior to their completion.

Our contracts with U.S. government agencies argesuto the availability of appropriated funds. Th&. government funds our contract
research work through a variety of funding prograinad rely on monies appropriated by Congress.nitpoint, the availability of funding
could change, thus reducing the opportunities &w or continued revenues to us from governmentraonivork. Revenue from contracts with
U.S. government agencies constituted 7.0%, 4.8%8p4nd 3.3% of total revenue in 2011, 2012, 201Btha first half of 2014, respectively.
We expect that our revenue under such contracteaitinue to decline due to the recent trend toMiyhtening of federal spending guidelit
and programs.

In addition, under our contracts, the U.S. govemingenerally has the right not to exercise optionsxtend or expand our contracts and
may modify, curtail or terminate the contractstaicionvenience. Our government customers may netweur existing contracts after the
conclusion of their terms and we may not be ablenter into new contracts with U.S. government agen Any decision by the
U.S. government not to exercise contract optiort® onodify, curtail or terminate our contracts ot to renew our contracts or enter into new
contracts with us would adversely affect our rexenu

Our revolving credit facility contains financial ad operating restrictions that may limit our accesscredit. If we fail to comply with
covenants in our revolving credit facility, we mée required to repay our indebtedness thereunddriolt may have an adverse effect on «
liquidity.

Provisions governing our revolving credit facilitppose restrictions on our ability to operate, urtithg, for some of the agreements and
instruments, but not for others, our ability to:

. incur additional debt

. pay dividends and make distributiol

. redeem or repurchase capital stc

. create liens

. enter into transactions with affiliates; a

. merge or consolidate with or into other entit

Our revolving credit facility also contains otherstomary covenants. We may not be able to comply thiese covenants in the future.
Our failure to comply with these covenants may ltaauthe declaration of an event of default andldacause us to be unable to borrow funds
under our revolving credit facility. In addition pyeventing additional borrowings under our revotycredit facility,
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an event of default, if not cured or waived, magutein the acceleration of the maturity of indelstess outstanding under the revolving credit
facility, which would require us to pay all amouptststanding. Such an event may also lead our terideexercise their security interest in our
assets, including all of our intellectual propeatyd all of our real property and equipment at castBProvidence facility. If an event of default
occurs, we may not be able to cure it within angligpble cure period, if at all. If the maturity ofir indebtedness is accelerated, we may not
have sufficient funds available for repayment ormagy not have the ability to borrow or obtain stiffnt funds to replace the accelerated
indebtedness on terms acceptable to us, or at all.

If we lose key personnel upon whom we are dependenif we are unable to successfully recruit andtain skilled employees, we may r
be able to manage our operations and meet our €gat objectives.

Our continued success depends to a considerableedegon the continued services of a small numbeuioemployees with critical
knowledge of our products, our manufacturing precesir intellectual property, our customers andgbabal operations. The loss or
unavailability of any of these individuals couldrimaour ability to execute our business plan, mataportant business relationships and
complete certain product development initiativebjolr could harm our business. In the event thatadrigese key individuals leave their
employment with us or take new employment with mpetitor, our business and results of operationgdcloe materially adversely affected.
addition, our continued success depends upon thility, contributions, vision, skills, experiea and effort of our senior management,
financial, sales and marketing, engineering andycton teams. We do not maintain “key persmsurance on any of our employees. We |
entered into employment agreements with certain lbeesnof our senior management team, but none séthgreements guarantee the service
of the individual for a specified period of timell Af the agreements with members of our senioragament team provide that employment is
at-will and may be terminated by the employee gttane and without notice.

Although we do not have any reason to believewamay lose the services of any our employees evitical knowledge of our
products, our manufacturing processes, our cuswared our global operations or any of our senianagament, financial, sales and
marketing, engineering and production teams irfdheseeable future, the loss of the services ofdditlgese individuals might impede our
operations or the achievement of our strategicfamaacial objectives. The loss or interruption loé tservice of any of these individuals or our
inability to attract or retain other qualified pensmel or advisors could have a material adverszefin our business, financial condition and
results of operations and could significantly regloar ability to manage our operations and implemen strategy.

Our ability to use our net operating loss carryfoands may be subject to limitation, which could rdsin a higher effective tax rate and
adversely affect our financial condition and resalbf operations.

We performed analyses pursuant to Internal Rev@uge Section 382, as well as similar state prongi order to determine whether
any limitations might exist on the utilization oftroperating losses and other tax attributes. Basdtlese analyses, we determined that it is
more likely than not that an ownership change aeclion June 10, 2008, resulting in an annual limitaon the use of our net operating losse:
and other tax attributes as of such date. Genemlthange of more than 50% in the ownership afmapanys stock, by value, over a three y
period constitutes an ownership change for U.Serdncome tax purposes. An ownership change mayad company'’s ability to use its net
operating loss carryforwards attributable to thequkprior to such change. We also determinedw®ahad builtin gains of $29.5 million at tt
date of that ownership change. Built-in gains iaseethe limitation under the Internal Revenue Caeletion 382 to the extent triggered during
the five year period subsequent to the date of@aamhich period ended in June 2013. As a reshidtentire $29.5 million of net operating
losses expired unutilized in June 2013.

At June 30, 2014, we had $173.3 million of net afiag losses available to offset future federabme, if any, which expire on various
dates through December 31, 2033. We expect thahiial public offering completed on June 18, 2G#&4ulted in an ownership change anc
a result, we expect a significant portion of theetoperating losses will likely expire unutilized.
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Risks Related to Our Intellectual Property

Our inability to protect our intellectual propertyights could negatively affect our business and wéis of operations.

Our ability to compete effectively depends in pgyon developing, maintaining and/or protectingllatdual property rights relevant to
our aerogel product forms, applications, manufaegutechnologies and brand names. We rely prinlgigmad a combination of patent
protection, trade secret laws, confidentiality aodidisclosure agreements, trademark registratammmon law rights and licensing
arrangements to establish and protect the intebégiroperty rights relevant to our business. Havethese measures may not be adequate ir
every given case to permit us to gain or keep amypetitive advantage, particularly in those cowstiwhere the laws do not protect our
proprietary rights as fully as or where the enfareat tools are weaker or less effective than tiodee United States. In particular, since
aerogels were developed approximately 80 yearsthge has been a wide range of research, devefdgm@nd publication related to aerogels,
which makes it difficult to establish intellectyaioperty rights to many key elements of aerogéinetogy and to obtain patent protection.
Accordingly, much of the general technology thatuge in our manufacture of aerogel blankets igpnotected by patents.

Where we consider it appropriate, our strategg seiek patent protection in the United States aéimer @ountries on technologies used in
or relating to our aerogel product forms, applimasi and manufacturing technologies. As of May 1842 we had 21 issued U.S. patents and
30 issued foreign patents, including two U.S. p@Etand one European patent that we co-own with farties. The issuance of a patent is not
conclusive as to its scope, validity or enforcaghillThus, any patent held by us or to be issuagstérom a pending patent application, coulc
challenged, invalidated or held unenforceabletigdtion or proceedings before the U.S. PatentlTandemark Office and/or other patent
tribunals. Third parties could develop technolodiest circumvent the patent protection we have eetNo consistent policy regarding the
breadth of patent claims has emerged to date ibtlited States and the landscape could become umaestain in view of future rule changes
by the United States Patent and Trademark Offieejritroduction of patent reform legislation andid®ns in patent law cases by the federal
courts including the United States Supreme Court.

The patent landscape outside the United Stategisless predictable. As a result, the validity entbrceability of patents cannot be
predicted with certainty. For example, we are avedreompetitors that manufacture and market aernogelation products in China, where it
may be difficult for us to enforce our intellectymbperty rights against these or other competitaraddition, we may fail to apply for patents
on important technologies or product candidatestimely fashion, if at all, and our existing andure patents may not be sufficiently broad tc
prevent others from practicing our technologief@m developing competing products or technologiggarticular given the long history of
aerogel development. Furthermore, third partieddcpractice our intellectual property rights inrteries where we do not have patent
protection. Such third parties may then try to imgooducts made using our intellectual propergts into the United States or other
countries. Our strategy is to seek registratiotraddemarks for our brands in many, but not alhefjurisdictions in which we sell our products
based on various factors, including our sales velim the jurisdiction, our ability to enforce lbtavs and cost. Our strategy may not be
adequate to protect our brands in all circumstgresgzecially in foreign jurisdictions.

As of June 30, 2014, we had 14 pending U.S. patgplications and 5 pending foreign patent applicetj as well as a family of pending
foreign patent applications that we co-own withtaeo third party. Our pending patent applicatioresdirected to various enabling
technologies for the product forms, applicationd aranufacturing technologies that support our eurpeisiness, as well as aspects of produc
under development or contemplated for the futuhe iBsuance of patents from these applicationduesaomplex legal and factual questions
and, thus, we cannot assure you that any of outipgrpatent applications will result in the issuainé patents to us. The U.S. Patent and
Trademark Office, relevant foreign patent officesl ather relevant patent tribunals may deny orirecgignificant narrowing of claims in our
pending patent applications. Patents issued asudt i any of our pending patent applications mai/cover our enabling technology and/or
the products or processes that support our cuorgiature business or afford us with significantsoercial protection against others with
similar technology. Proceedings before the U.Semand Trademark Office could result in adversasifens as to the priority of our
inventions and the narrowing or invalidation ofigla in issued patents. In addition, our pendingpapplications filed in foreign countries
are subject to laws, rules and procedures thardifbm those of the United States, and thus forpitent applications may not be granted ¢
if counterpart United States patents are issued.

Patents covering technologies that are similar aperior to our technologies may be developed oraited by third parties. We may need
seek licenses to these technologies, which coutfdtlour ability to manufacture our products and hava material adverse effect on o
business and results of operations.
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Competitors or other third parties may indepengesitvelop and obtain patents covering technoladjasare similar or superior to the
product forms, applications or manufacturing tedbgies that we employ. In such event, we may neebtain licenses for these technologies
However, we may not be able to obtain licensesasanable terms, if at all, which could limit obilidy to manufacture our current and/or
future products and operate our business.

Our contracts with the U.S. government and otheirthparties could negatively affect our intellectuproperty rights.

To further our product development efforts, oueatists and engineers work closely with custontbiesU.S. government and other third
parties to research and develop advancementsagelgroduct forms, applications and manufactuteapnologies. We have entered into
agreements with private third parties and have l&earded numerous research contracts with theddxernment to independently or jointly
research, design and develop new devices and syst@tincorporate aerogel material. We also exjgeenter into similar private agreements
and be awarded similar government contracts iritthiee. In some instances, the research and dewelopactivities that we conduct under
contract with the U.S. government and/or with piévéird parties may produce intellectual propéstyvhich we may not have ownership or
exclusive rights and will be unable to protect mnatize.

Moreover, when we develop new technologies usir®y government funding, the government may obtaitamerights in any resulting
patents, technical data and/or other confidentidl@roprietary information, generally including,aaminimum, a non-exclusive license
authorizing the U.S. government to use the inventiechnical data or software for non-commerciappses. This federal government funding
may limit when and how we can deploy our technoldgyeloped under those contracts. In addition,ritiwas must be reported promptly to
the funding agencies, the federal funding mustibel@sed in any resulting patent applications, amdrights in such inventions will normally
be subject to government license rights, periodgt{gontract utilization reporting, foreign manufaing restrictions and “march-in” rights.
March-in rights refer to the right of the U.S. gowaent to require us to grant a license to therteldyy to a responsible applicant or, if we
refuse, the government may grant the license itfaié U.S. government may exercise its march-intsigf it determines that action is
necessary because we fail to achieve practicaicgipin of any technology developed under contwatit the government or because action is
necessary to alleviate health or safety needsgtet nequirements of federal regulations or to greference to United States industry. The |
government may also have the right to discloseconfidential and proprietary information to thirdrgies. In addition, failure to comply with
all the government contract requirements may résuls losing the patent rights.

Our U.S. government-sponsored research contraealse subject to audit and require that we prokedeilar written technical updates
on a monthly, quarterly or annual basis, and, @tctinclusion of the research contract, a final rego the results of our technical research.
Because these reports are generally availablestpublic, third parties may obtain some aspectsioiconfidential and proprietary information
relating to our product forms, applications andaf@mufacturing processes. If we fail to provide éheports or to provide accurate or complete
reports, the U.S. government could obtain rightartg intellectual property arising from the relatedearch.

Furthermore, there could be disputes between us @miyate third party as to the ownership rigbtaity inventions that we develop in
collaboration with such third party. Any such dipmay cause us to incur substantial costs, anld ptace a significant strain on our financ
resources, divert the attention of management fsancore business and harm our reputation.

We rely on trade secrets to protect our technologryd our failure to obtain or maintain trade secrgtotection could adversely affect our
competitive business position.

We rely in part on trade secret protection to mbtenfidential and proprietary information relafito our technology, particularly where
we do not believe patent protection is appropriatebtainable. We continue to develop and refirenttanufacturing technologies used to
produce our aerogel products and believe that we hlxeady developed, and will continue to devesignificant know-how related to these
technologies. However, trade secrets can be diffioiprotect. We may not be able to maintain therscy of this information and competitors
may develop or acquire equally or more valuablerimfation related to the manufacture of comparabtegel products. Our strategy for scale-
up of commercial production will continue to reguirs to share confidential and proprietary infoforatvith the U.S. government and other
third parties. While we take reasonable effortprintect our trade secrets, our employees, conss|temntractors or scientific and other
advisors, or those of our business partners, ntaptionally or inadvertently disclose our confidah&ind proprietary information to
competitors. Any enforcement of claims by us thdtial party has obtained and is using our tradeeds is expensive, time consuming and
uncertain. In addition, foreign courts are somesiness willing than United States courts to protexde secrets.

55



Table of Contents

We require all employees and consultants to exemriéidentiality and/or nondisclosure agreementsnufne commencement of an
employment or consulting arrangement with us, wiaigteements generally require that all confidemitial proprietary information developed
by the individual or made known to the individuglus during the course of the individual’'s relatbip with us be kept confidential and not
disclosed to third parties. These agreements fugbeerally provide that inventions conceived by itidividual in the course of rendering
services to us will be our exclusive property. Néveless, these agreements may not be honoreduamdafidential and proprietary
information may be disclosed, or these agreemeatsha unenforceable or difficult to enforce. Wepalsquire customers and vendors to
execute confidentiality and/or nondisclosure agremis However, we have not obtained such agreerfrentsall of our customers and
vendors. Moreover, some of our customers may besuto laws and regulations that require themisoldse information that we would
otherwise seek to keep confidential. Our confiddratnd proprietary information may be otherwiseldised without our authorization or
knowledge. Moreover, third parties could reversgimeer our manufacturing processes, independeatigldp substantially equivalent
confidential and proprietary information or othes@igain access to our trade secrets. Failure totamaitrade secret protection could enable
others to produce competing products and adveedtdgt our competitive business position.

We could become subject to intellectual propertigktion that could be costly, limit or invalidateur intellectual property rights, divert time
and efforts away from business operation, require to pay damages and/or otherwise have an adverstnal impact on our business.

The success of our business is highly dependeptainacting our intellectual property rights. Unaariked parties may attempt to copy or
otherwise obtain and use our products and/or emgbdichnology. Policing the unauthorized use ofiotallectual property rights is difficult
and expensive, as is enforcing these rights agairesithorized use by others. Identifying unautteatiase of our intellectual property rights is
difficult because we may be unable to monitor #whhologies and/or materials being employed byrgihgies. The steps we have taken or
will take may not prevent unauthorized use of otellectual property rights, particularly in foraigountries where enforcement of intellectual
property rights may be more difficult than in thaitéd States.

Our continued commercial success will also deparghit upon not infringing the patents or violatwther intellectual property rights of
third parties. We are aware of patents and paglications generally relating to aspects of oght®logies filed by, and issued to, third
parties. Our knowledge of the patent landscape rgipect to the technologies currently embodietiwibur aerogel products and the
technologies that we practice in manufacturing ¢éhlm®ducts indicates that the third-party pategittsa most relevant to our business are those
owned by Cabot and licensed to us under the ciomsse agreement with Cabot. Nevertheless, we taletermine with certainty whether
patents or patent applications of other parties materially affect our ability to conduct our busés. There may be existing patents of which
we are unaware that we may inadvertently infringsulting in claims against us or our customersetent years, Chinese and Japanese e
have filed significantly more application paterdtated to aerogel products in both their home a@sand in foreign countries. These
application patents may make it more difficult @EMs and end-use customers in these countriestowrsproducts in new and different
applications, which in turn may limit our abilitg penetrate new markets.

In the event that the manufacture, use and/orcalar products or technologies is challengedf our product forms or technologies
conflict with patent rights of others or our opé&as conflict with trademark or similar rights ahers, third parties could bring legal actions
against us in the United States, Europe or othentties, claiming damages and seeking to enjoimtaeufacturing and/or marketing of our
products. In addition, it is not possible to preaiith certainty what patent claims may arise frpemding patent applications of third parties. Ir
the United States, for example, patent prosecutionproceed in secret prior to issuance of a pgpeovided such application is not filed in a
foreign jurisdiction. For U.S. patent applicatidhat are also filed in foreign jurisdictions, sysdtent applications will not be published until
18 months from the filing date of the applicatiés. a result, third parties may be able to obtatema with claims relating to our product
forms, applications and/or manufacturing procesgdash they could attempt to assert against us oead-users. In either case, litigation may
be necessary to enforce, protect or defend ouldnteal property rights or to determine the vaiidind scope of the intellectual property rights
of others. Any such litigation could be unsuccelssfause us to incur substantial costs, divertuesss and the efforts of our personnel away
from daily operations, harm our reputation andésutt in the impairment of our intellectual progeaights. In some cases, litigation may be
threatened or brought by a patent holding compatiye(wise known as non-practicing entities or patenlls”) or other adverse patent owner
who has no relevant product revenues and agairishwlar patents may provide little or no deterreritere are found to infringe any patents,
we could be required to:
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. pay substantial monetary damages, including lasfitpr reasonable royalties and/or treble damafgas infringement is found to t
willful;

. totally discontinue or substantially modify apsoducts or processes that are found to be it of another party’s intellectual
property rights; and/c

. seek a license to continue making and sellingpooducts and/or using our manufacturing processhich we may not be able to
obtain on reasonable terms, if at all, which caigrhificantly increase our operating expenses ardiorease our revent

If our competitors are able to use our technologheut payment to us, our ability to compete effeglyy could be harmed. Our contracts
generally indemnify our customers for third-parkgims of intellectual property infringement relatedour manufacture of the products, and
typically up to the amount of the purchase priciel par the product. The expense of defending tludmiens may adversely affect our results of
operations.

Loss of the intellectual property rights that wesdéinse from Cabot Corporation would have a matedalverse impact on our busines

We have licensed certain intellectual propertytsghom Cabot under a cross license agreementeTiheslectual property rights have
been and continue to be critical to the manufaabfieur existing products and may also be importamur research, development and
manufacture of new products. Any loss of the ietlial property rights granted to us thereundetuding as a result of ineffective protection
of such rights by Cabot or a breach of or dispuiden the agreement by either party would have @mahiadverse impact on our financial
condition, results of operations and growth prospeand might prevent us from continuing our bussne

Risks Related to Our Common Stock

We have incurred and will continue to incur costeiéd demands upon management as a result of complyiritl the laws and regulations
affecting public companies in the United States, ialhmay adversely affect our results of operations.

We are subject to the reporting requirements otkehange Act that require us to file, among othargs, quarterly reports on Form 10-
Q and annual reports on Form 10-K. Under Sectidh@Qhe Sarbanes-Oxley Act of 2002 (the “SarbaDekey Act”), as a part of each of
these reports, our chief executive officer and fcfiiancial officer are required to evaluate angar their conclusions regarding the
effectiveness of our disclosure controls and pracesiand to certify that they have done so. Thysirement applies to us beginning with this
Quarterly Report on Form 10-Q. Effective internahtrols are necessary for us to provide reliabiaritial reports and prevent fraud. In
addition, under Section 404 of the Sarbanes-Oxiety Ve will be required to include a report of mgeaent on our internal control over
financial reporting in our Form 10-K. This requirent will first apply to our Form 10-K for our fiscgear ended December 31, 2015. In
addition, upon the later of our second annual tegothe first annual report required to be filehwvthe SEC following the date we are no
longer an “emerging growth company” as definechim dOBS Act, the independent registered publicwting firm auditing our financial
statements will be required to attest to and reporthe effectiveness of our internal control diieancial reporting. The process of improving
and documenting our internal controls and complyititfy Section 404 will be expensive and time consignand will require significant
attention of management.

Complying with these and other requirements apblecto public companies may place a strain on eussqnnel, information technology
systems and resources and divert managemati€ntion from other business concerns. We mag teehire additional accounting and finan
staff with appropriate public company experience sathnical accounting knowledge, and we may natlide to do so without incurring
additional costs.

These and other requirements may also make it diffieult or more costly for us to obtain certaypes of insurance, including
directors’ and officers’ liability insurance. We ynbe forced to accept reduced policy limits anderage or incur substantially higher costs to
obtain the same or similar coverage.
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The impact of these requirements could also makmie difficult for us to attract and retain quiglif persons to serve on our board of
directors, our board committees or as executivieer. Any one of these requirements could havanal adverse effect on our business,
financial condition and results of operations.

Because we are a public company, we are obligatedetvelop and maintain proper and effective intetrantrol over financial reporting. If
our internal controls over financial reporting areletermined to be ineffective, or if our auditorseantherwise unable to attest to their
effectiveness when required, investor confidenceour company, and our common stock price, may beeadely affected.

We will be required, pursuant to Section 404 of $agbanes-Oxley Act, to furnish a report by manageron, among other things, the
effectiveness of our internal control over finaheeporting for the first fiscal year beginningefthe completion of our initial public offering,
which will be for the fiscal year ended December&115, and in each year thereafter. Our indepandgistered public accounting firm will
not be required to formally attest to the effeati@es of our internal control over financial repagtuntil the later of our second annual report ol
the first annual report required to be filed witle ISEC following the date we are no longer an “g@nergrowth company,” as defined in the
JOBS Act. These assessments will be required tadedisclosure of any material weaknesses idedtlly our management in our internal
control over financial reporting.

Although our independent registered public accagnfirm did not complete an audit of internal cadrover financial reporting as of
December 31, 2013, one significant deficiency teiinal controls was identified in connection witle foreparation of our financial statements.
In light of our becoming a public company, we detigred that we had a significant deficiency relatiogpur need for additional accounting
financial reporting staff. We have taken actionsaimediate this significant deficiency, includinigig external consultants to provide
additional resources in connection with the 2018ryend and hiring an additional full-time financéadd accounting staff person during the
quarter ended June 30, 2014. We cannot assurégbthere will not be material weaknesses or adfgificant deficiencies in our internal
controls in the future.

We are in the very early stages of the costly dralenging process of compiling our system of inééicontrols over financial reporting
and processing documentation necessary to perfegravaluation needed to comply with Section 404 .rivdg discover, and not be able to
remediate, future significant deficiencies or miateveaknesses. We may not be able to completevaluation, testing and any required
remediation in a timely fashion, any of which woulédke us less likely to detect or prevent fraudrifiuthe evaluation and testing process, if
we identify one or more material weaknesses inimternal control over financial reporting, we wik unable to assert that our internal cont
are effective. If we are unable to assert thatim@rnal controls over financial reporting are effee, we could lose investor confidence in the
accuracy and completeness of our financial repwriscould cause us to fail to meet our reportidjgations, which could have a material
adverse effect on the price of our common stocladdition, a delay in compliance with Section 404ld subject us to a variety of
administrative sanctions, including SEC actionligikility for short form resale registration, tlseispension or delisting of our common stock
from The New York Stock Exchange, and the inabitityegistered broker-dealers to make a marketimcommon stock, which would further
reduce our stock price and could harm our business.

We are eligible to be treated as an “emerging growwbmpany” as defined in the JOBS Act, and we cahbe certain if the reduced
disclosure requirements applicable to emerging gtbwompanies makes our common stock less attradivimvestors.

We are an “emerging growth company”, as definethénJOBS Act. For as long as we continue to benarging growth company, we
may take advantage of exemptions from various temprequirements that are applicable to otheripudgmpanies that are not emerging
growth companies, including:

. not being required to comply with the auditor atiien requirements of Section 404 of the Sark-Oxley Act, as described aboy

. reduced disclosure obligations regarding exeewtompensation in this prospectus and our pariceports and proxy statements;
and

. exemptions from the requirements of holdingabinding advisory vote on executive compensatimhstockholder approval of
any golden parachute payments not previously ajsok

We will remain an emerging growth company until &aliest to occur of (i) the end of the fiscal yfa which we report $1.0 billion or
more in annual revenues, (ii) the end of the figear in which the market value of our common stoekl by non-affiliates exceeds $700
million on the last business day of our secondafisgiarter, (i) our issuance, in a three yeaiqugrof more than $1.0 billion of notenvertible
debt, and (iv) December 31, 2019. Even after wlonger qualify as an emerging growth company, wg siél qualify as a “smaller reporting
company” which would allow us to take advantagenahy of the same exemptions from disclosure remérgs, including not being required
to comply with the auditor attestation requiremenftSection 404 of the Sarbanes-Oxley Act and redulisclosure obligations regarding
executive compensation in our periodic reports@nacty statements. We cannot predict if investard fr will find our common stock less
attractive because we may rely on these exemptibsgme investors find our common stock less etive as a result, there may be a less
active trading market for our common stock andsiack price may be more volatile.
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The trading market in our common stock has beenilied and substantially less liquid than the averatyading market for a stock quoted ¢
The New York Stock Exchange.

Since our initial listing on The New York Stock Evange on June 13, 2014, the trading market in oomeon stock has been limited and
substantially less liquid than the average tradiragket for companies quoted on the New York Staoshange. The quotation of our common
stock on The New York Stock Exchange does not agbiat a meaningful, consistent and liquid tradimayket currently exists. We cannot
predict whether a more active market for our comistogk will develop in the future. An absence ofaative trading market could adversely
affect our stockholdersibility to sell our common stock at current manetes in short time periods, or possibly at al. iAactive market me
also impair our ability to raise capital by selliogr common stock and may impair our ability touiog| other companies, products or
technologies by using our common stock as condideraAdditionally, market visibility for our commmstock may be limited and such lack of
visibility may have a depressive effect on the reagkice for our common stock. As of June 30, 2@pproximately 55.5% of our outstanding
shares of common stock was held by our officergatirs, beneficial owners of 5% or more of ouwsiies and their respective affiliates,
which adversely affects the liquidity of the traglimarket for our common stock, in as much as fédeurities laws restrict sales of our shi
by these stockholders. If our affiliates continaénbld their shares of common stock, there willilmited trading volume in our common stock,
which may make it more difficult for investors tellstheir shares or increase the volatility of stock price. In addition, approximately
15,498,572 shares of common stock are currenttyictedd from resale under securities laws or assalt of lock-up agreements, further
limiting the liquidity of our common stock.

We expect that the price of our common stock wilidtuate substantially which could subject us tocseities class action litigation and rest
in substantial losses to our stockholders.

The price of our common stock may fluctuate suligtiy due to a number of factors, including thédwing, some of which are beyond
our control:

. volume and timing of orders for our produc
. quarterly and yearly variations in our or our cotitpes’ results of operation:

. our announcement or our competitors’ announcésnegarding new products, product enhancemaegtsfisant contracts, number
of distributors, acquisitions or strategic investiise

. announcements of technological innovations relatingerogels, thermal management and energy infidste insulation
. results of operations that vary from the expectetiof securities analysts and invest

. the periodic nature of our sales cycles, in paldicfor capital projects in the industrial marke

. our ability to develop, obtain regulatory clearanc@approval for and market new and enhanced pteduca timely basis
. future sales of our common stock, including salesir executive officers, directors and significatuckholders

. announcements by third parties of significdainas or proceedings against us, including withareg to intellectual property and
product liability;

. changes in accounting principles; ¢

. general U.S. and global economic conditions athér factors, including factors unrelated to operating performance or the
operating performance of our competitc
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Furthermore, the U.S. stock market has at timesmapced extreme volatility that in some casestezs unrelated or disproportionate
the operating performance of particular compari@gse broad market and industry fluctuations masisgly affect the market price of our
common stock, regardless of our actual operatimfppaance.

In the past, following periods of market volatilistockholders have instituted securities classmditigation. If we were involved in
securities litigation, it could have a substantia$t and divert resources and the attention obeaior management team from our business
regardless of the outcome of such litigation.

Securities analysts may not continue coverage of oommon stock or may issue negative reports, whigly have a negative impact on t
market price of our common stock.

The trading market for our common stock reliesart pn the research and reports that industrynanfiial analysts publish about us or
our business. Securities analysts may elect notdeide research coverage of our common stocledifisties analysts do not cover our
common stock, the lack of research coverage magectne market price of our common stock to declinene or more of the analysts who
elects to cover us downgrades our stock, our gtack would likely decline substantially. If onemiore of these analysts ceases coverage of
us, we could lose visibility in the market, whiehturn could cause our stock price to decline.dditon, rules mandated by the Sarba@edey
Act and a global settlement reached in 2003 betwleeISEC, other regulatory agencies and a numhere$tment banks have led to a nun
of fundamental changes in how analysts are reviemeldcompensated. In particular, many investmeniting firms are required to contract
with independent financial analysts for their stoe&earch. It may be difficult for companies susloars, with smaller market capitalizations,
to attract independent financial analysts that @alWver our common stock. This could have a negatfert on the market price of our stock.

Our directors, officers and principal stockholdetsve significant voting power and may take actiahsit may not be in the best interests of
our other stockholders.

As of June 30, 2014, our officers, directors aridgipal stockholders and their affiliates colleetiy controlled approximately 55.5% of
our outstanding common stock without giving effiecthe voting waiver by the Fidelity Funds referetén the immediately subsequent risk
factor. As a result, these stockholders, if theytagether, will be able to control the managensemt affairs of our company and most matters
requiring stockholder approval, including the ell@ttof directors and approval of significant corgimrtransactions. This concentration of
ownership may have the effect of delaying or préimgra change of control and might adversely affeetmarket price of our common stock.
This concentration of ownership may not be in testlinterests of our other stockholders.

As a result of the issuance of shares of our comstmek upon conversion of our convertible notes thedeverse stock split at the time
of our initial public offering, the percentage afrmutstanding shares held by our executive officer a fully diluted basis (including shares
issuable upon exercise of options held by our eexwofficers) is approximately 0.2%, which is siggantly less than the approximately 5.4%
it would have been had the initial public offeripgce of our common stock been at the mpalnt of the price range indicated in our prelinmy
prospectus, subject to completion, dated June 24 Bther than at the actual public offering p€&11.00 as described in the Prospectus. W
have historically used stock options as a measseking to align employee incentives with the iesés of our stockholders. Given the
reduction in the anticipated equity incentive comgat for our employees as noted above, we may densviewing and addressing the levels
of equity incentives held by our employees, inahgdour executive officers, in the near term.

Anti-takeover provisions in our restated certificate intorporation and restated by-laws, and Delawaasvi could delay or discourage a
takeover.

Anti-takeover provisions in our restated certifecaf incorporation and restated by-laws and Deladar may have the effect of
deterring or delaying attempts by our stockholdenemove or replace management, engage in praxgsts and effect changes in control.
The provisions of our charter documents include:

. procedures for advance natification of stockholg@minations and proposa
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. the inability of our stockholders to call a sigg meeting of the stockholders and the inabiitypur stockholders to act by written
consent

. the ability of our board of directors to create rdivectorships and to fill any vacancies on therbad directors
. the ability of our board of directors to amend mstated b-laws without stockholder approval; a

. the ability of our board of directors to isaugeto 5,000,000 shares of preferred stock withtadkholder approval upon the terms
and conditions and with the rights, privileges aneferences as our board of directors may deterr

Further, as a result of the agreement we entetediith the Fidelity Funds in June 2014 wherebyFRfaelity Funds have waived their
right to vote with respect to any shares they eirtaffiliates possess in excess of 14.9% of otal mutstanding shares, it could be more
difficult for stockholders to achieve any specffiercentage voting threshold. Based on a recentfliBgby Fidelity Funds on July 10, 2014,
we believe the Fidelity Funds hold approximately828 of our common stock and, as a result, approeiind4.9% of our shares of common
stock will not be voted for so long as such sharesheld by the Fidelity Funds.

In addition, as a Delaware corporation, we areettip Delaware law, including Section 203 of theddvare General Corporation Law.
In general, Section 203 prohibits a Delaware cafon from engaging in any business combinatiomaity interested stockholder for a pe
of three years following the date that the stocbobecame an interested stockholder unless cefteiific requirements are met as set for
Section 203. These provisions, alone or togethoerddchave the effect of deterring or delaying chemigp incumbent management, proxy
contests or changes in control.

Our restated certificate of incorporation designate state or federal court located within the StateDelaware as the exclusive forum for
certain types of actions and proceedings that mayitiitiated by our stockholders, which could limaur stockholders’ ability to obtain a
favorable judicial forum for disputes with us or audirectors, officers of employee

Our restated certificate of incorporation providest, subject to limited exceptions, a state oefaticourt located within the State of
Delaware will be the exclusive forum for (1) anyidative action or proceeding brought on our beh@f any action asserting a claim of
breach of a fiduciary duty owed by any of our diogs, officers or other employees to us or ourldiotders, (3) any action asserting a claim
against us arising pursuant to any provision oflbéaware General Corporation Law, our restatetificate of incorporation or our amended
and restated by-laws, or (4) any other action #sggea claim against us that is governed by therivdl affairs doctrine. Any person or entity
purchasing or otherwise acquiring any intereshiaras of our capital stock shall be deemed to hatiee of and to have consented to the
provisions of our restated certificate of incorpima described above. This choice of forum provisieay limit a stockholdes’ ability to bring .
claim in a judicial forum that it finds favorablerfdisputes with us or our directors, officers tivas employees, which may discourage such
lawsuits against us and our directors, officers emgloyees. Alternatively, if a court were to fitbse provisions of our restated certificate of
incorporation inapplicable to, or unenforceabledspect of, one or more of the specified typesctibas or proceedings, we may incur
additional costs associated with resolving suchtenain other jurisdictions, which could adversaffect our business and financial condition.

Future sales of our common stock or the possibility perception of such future sales may depress stack price and impair our ability to
raise future capital through the sale of our equigecurities.

Our stockholders from prior to our initial publifering (the “Pre-IPO Stockholders”) hold a subsimumber of shares of our common
stock that they will be able to sell in the pubthiarket in the near future. A significant portiontieése shares are held by a small number of
stockholders. Sales by Pre-IPO Stockholders obatantial number of shares or the perception tieste sales could occur, could significantly
reduce the market price of our common stock. Sualistly all of the remaining shares of our commawsck are available for resale in the pu
market, subject to the restrictions on sale ordi@nduring the usual 180-day post-initial publffeang lockup period. Registration of the sale
of these shares of our common stock would perreit #ale into the market immediately. As restriati@n resale end or upon registration of
any of these shares for resale, the market priceio€ommon stock could drop significantly if theldrers of these shares sell them or are
perceived by the market as intending to sell thEhese sales could also impede our ability to raisee capital.

Moreover, the holders of approximately 15,438,183ras of common stock, as well as approximatelyshiz®es underlying certain
outstanding warrants to purchase our common staoke rights, subject to some conditions, to requéréo include their shares in registration
statements that we may file for ourselves or osiv@ckholders.
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The 15,438,137 registrable shares of common stottanding represent approximately 67% of the toahber of shares of our common st
outstanding as of June 30, 2014. By exercising tiegiistration rights and selling a large numbestwdres, these holders could cause the
prevailing market price of our common stock to dezl

In addition, because we require additional funddeteelop new products and continue to expand osinbes, we may conduct substar
future offerings of equity securities. Future egusisuances, including future public offerings wiufe private placements of equity securities
and any additional shares issued in connection agttuisitions, will result in further dilution tovestors and, as a result, may decrease the
market price of our common stock.

We do not intend to pay cash dividends in the faeable future and, consequently, your ability toh#eve a return on your investment will
depend on appreciation in the price of our commadock.

We have never declared or paid cash dividends oroaumon stock and we do not intend to pay any dasdends on our common
stock in the foreseeable future. We currently ekpecetain all available funds and any future @ags for use in the operation and expansic
our business. In addition, the terms of our revawredit facility restrict our ability to pay doénds and any future credit facilities, loan
agreements, debt instruments or other agreement$uriber restrict our ability to pay dividends.y@ents of future dividends, if any, will be
at the discretion of our board of directors afeirig into account various factors, including ousiness, results of operations and financial
condition, current and anticipated cash needs sflamexpansion and any legal or contractual litidtes on our ability to pay dividends. As a
result, capital appreciation, if any, of our comnstock will be your sole source of potential gainthe foreseeable future.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds.

(a) Unregistered Sales of Equity Securiti@ June 12, 2014 and June 18, 2014, we issued fegfitted shares of our common stock to eac
of our eight non-employee directors, or an aggeegé61,816 shares, pursuant to our Non-Employeeciir Compensation Policy for their
service as our non-employee directors during 2Uhése restricted shares will vest on the earli€apbne year from the date of the pricing of
our initial public offering (June 12, 2015) or ¢he day prior to our annual meeting of stockholderse held in 2015. These shares were is

in reliance upon an exemption from registrationartie federal securities laws pursuant to Sed{aj(2) of the Securities Act of 1933, as
amended, or the Securities Act, for the issuanaeaofirities in transactions by an issuer not inngha public offering.

In April 2014, an employee exercised options tachase 7 shares of common stock (as adjusted f&2¢h&412544 reverse stock split
which occurred in June 2014) issued under the Efifity Incentive Plan, as amended. We received $848s payment of the exercise price
for such options. We deemed the issuance of shig@sthe exercise of such options to be exempt feagistration under the Securities Act in
reliance on Section 4(a)(2) of the Securities Aelfative to transactions by an issuer not invohangublic offering.

(b) Use of Proceeds from Initial Public Offering of Qomion Stock On June 18, 2014, we completed our initial pubffering of 7,500,000
shares of our common stock at a public offeringgof $11.00 per share, for aggregate gross preadepproximately $82.5 million. The
offering and sale of all of the shares in the dffgrwere registered under the Securities Act purstea registration statement on Form S-1
(File No. 333-195523), which was declared effechyehe SEC on June 12, 2014, and a registrataiersent on Form S-1 (File No. 333-
196719) filed pursuant to Rule 462(b) of the SemsiAct. Barclays Capital Inc. and J.P. Morganusiéies LLC acted as representatives of the
underwriters and joint book-running managers ofdfiering. Citigroup Global Markets Inc. also actesla joint bookunning manager. Robe
W. Baird & Co. Incorporated and Canaccord Genuity. cted as co-managers for the offering. Theaioffecommenced on June 2, 2014 and
did not terminate until the sale of all of the ssoffered.

We received aggregate net proceeds from the offefirmpproximately $74.8 million, after deductind.® million of underwriting
discounts and approximately $3.4 million of estiethbffering expenses payable by us. None of themwiting discounts or other offering
expenses were incurred or paid to any of our direatr officers or their associates or to persomsitng 10% or more of our equity securities
to any of our affiliates.

As of June 30, 2014, we have used $19.8 milliothefnet proceeds of the offering to repay all anontstanding under our
subordinated notes and our revolving credit facilithe remainder of the net proceeds is held iaodit account with a major financial
institution in North America. We have broad dismetin the use of the net proceeds from our injpiablic offering and could spend the
proceeds in ways that do not improve our resultspefrations or enhance the value of our stock.&’has been no material change in our
planned use of the balance of the net proceedstfieroffering as described in the Prospectus.

(c) Purchases of Equity Securities By the Issuer afiiad¢d Purchasers We did not repurchase any of our equity securifiering the quarter
ended June 30, 2014.
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Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures.

Not applicable.

Item 5. Other Information.

None.
ltem 6. Exhibits.
(a) Exhibits

31.1 Certification of principal executive officer und8ection 302(a) of the Sarba-Oxley Act of 2002
31.z Certification of principal financial officer und&ection 302(a) of the Sarba-Oxley Act of 2002

32 Certifications of the principal executive officardathe principal financial officer under Sectior63df the Sarbanes-Oxley Act of
2002.
101 The following materials from Aspen Aerogels, IndQsarterly Report on Form 1Q-for the quarter ended June 30, 2014, formatt

XBRL (eXtensible Business Reporting Language)th® Consolidated Balance Sheets (unaudited) asnef 30, 2014 and December
31, 2013, (ii) the Consolidated Statements of Oymara (unaudited) for the three and six months drillme 30, 2014 and 2013, (iii)
the Consolidated Statements of Cash Flows (unai)dibe the six months ended June 30, 2014 and 2818(iv) the Notes to
Consolidated Financial Statements (unaudit

* Pursuant to Rule 406T of Regulation S-T, the fiat&ive Data Files on Exhibit 101 hereto are deenwdiled or part of a registration
statement or prospectus for purposes of Sectioms 12 of the Securities Act of 1933, as amendesidaemed not filed for purposes of
Section 18 of the Securities Exchange Act of 1834amended, and otherwise are not subject toitiabilder those section
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its
behalf by the undersigned thereunto duly authorized

ASPEN AEROGELS, INC

Date: August 8, 2014 By: /s/ Donald R. Young

Donald R. Younc
President and Chief Executive Offic
(principal executive officer

Date: August 8, 2014 By: /s/ John F. Fairbanks

John F. Fairbank
Vice President, Chief Financial Officer and Treas!
(principal accounting and financial office
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Exhibit 31.1

CERTIFICATIONS UNDER SECTION 302

I, Donald R. Young, certify that:

1.
2.

I have reviewed this Quarterly Report on Forr-Q of Aspen Aerogels, Inc

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dongtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedoresiused such disclosure controls and procedaotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

b) evaluated the effectiveness of the registeadiisclosure controls and procedures and presantbd report our conclusions ab
the effectiveness of the disclosure controls adguatures, as of the end of the period coveredibydport based on such evaluation; ant

c) disclosed in this report any change in the teayig's internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting; and

The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weadges in the design or operation of internal corvelr financial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Date: August 8, 201 /s/ Donald R. Young

Donald R. Young
President and Chief Executive Offic
(principal executive officer



Exhibit 31.2

CERTIFICATIONS UNDER SECTION 302

I, John F. Fairbanks, certify that:

1.
2.

I have reviewed this Quarterly Report on Forr-Q of Aspen Aerogels, Inc

Based on my knowledge, this report does notaiominy untrue statement of a material fact or dongtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedoresiused such disclosure controls and procedaotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

b) evaluated the effectiveness of the registeadiisclosure controls and procedures and presantbd report our conclusions ab
the effectiveness of the disclosure controls adguatures, as of the end of the period coveredibydport based on such evaluation; ant

c) disclosed in this report any change in the teayig's internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting; and

The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weadges in the design or operation of internal corvelr financial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Date: August 8, 201 /s/ John F. Fairbanks

John F. Fairbank
Vice President, Chief Financial Officer and Treas!
(principal accounting and financial office



Exhibit 32
CERTIFICATIONS UNDER SECTION 906

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (subsections (a) and (b) of section 1358ptdr 63 of title 18, United States

Code), each of the undersigned officers of Asperogels, Inc., a Delaware corporation (the “Compangbes hereby certify, to such officer’s
knowledge, that:

The Quarterly Report on Form 10-Q for the quartetesl June 30, 2014 (the “Form 10-Q”) of the Compfaily complies with the
requirements of Section 13(a) or 15(d) of the S@earExchange Act of 1934, and the informationteored in the Form 10-Q fairly presents,
in all material respects, the financial conditiodaesults of operations of the Company.

Dated: August 8, 201 /s/ Donald R. Young
Donald R. Younc
President and Chief Executive Offic
(principal executive officer

Dated: August 8, 201 /s/ John F. Fairbanks
John F. Fairbank
Vice President, Chief Financial Officer and Treas!
(principal accounting and financial office

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyn| be retained by the Company and
furnished to the Securities and Exchange Commissidts staff upon reques



