EDGAROnline

ASPEN AEROGELS INC

FORM 10-Q

(Quarterly Report)

Filed 05/08/15 for the Period Ending 03/31/15

Address

Telephone
CIK
Symbol
SIC Code
Fiscal Year

30 FORBES ROAD

BUILDING B

NORTHBOROUGH, MA 01532

5086911111

0001145986

ASPN

5030 - Lumber And Other Construction Materials
12/31

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

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 March 31, 2015

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 codeg(508) 691-1111

Indicate by check mark whether the registrant €l filed all reports required to be filed by Sewti8 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 O

Indicate by check mark whether the registrant lsstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRile 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). Y No O



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

Large accelerated file [ Accelerated filel O

Non-accelerated file (Do not check if a smaller reporting compa Smaller reporting compar [
Indicate by check mark whether the registrantstell company (as defined in Rule 12b-2 of the BExge Act). YesO No

As of April 30, 2015, the registrant had 22,992,8Rares of common stock outstanding.




Table of Contents

ASPEN AEROGELS, INC.

INDEX TO FORM 10-Q

Pag
PART | FINANCIAL INFORMATION

Item 1. Financial Statemen 3
Consolidated Balance Sheets as of March 31, 20i&uflited) and December 31, 2014 (audi 3

Consolidated Statements of Operations (unauditedhe three months ended March 31, 2015 and 4

Consolidated Statements of Cash Flows (unauditedhé three months ended March 31, 2015 and 5

Notes to Consolidated Financial Statements (unedy 6

Item 2. Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 13
Item 3. Quantitative and Qualitative Disclosures About MsrRisk 23
Item 4. Controls and Procedur 23

PART Il OTHER INFORMATION

Item 1. Legal Proceeding 24
ltem 1A. Risk Factors 24
Item 2. Unreqistered Sales of Equity Securities and Uderoéeed: 24
Item 3. Defaults Upon Senior Securiti 25
Item 4. Mine Safety Disclosure 25
Item 5. Other Informatior 25
ltem 6. Exhibits 25
SIGNATURES 26

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 Aerogelsappearing in this quarterly report on Form 108Qlely for convenience, the trademarks
service marks and trade names referred to in ¢pisrt are without th& and TM symbols, but such references are not intttaléendicate, 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 owners.
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PART | — FINANCIAL INFORMATION

Item 1. Financial Statements.
ASPEN AEROGELS, INC.
Consolidated Balance Sheets
(Unaudited)
December 31
March 31,
2015 2014
(In thousands, excep
share and per share data)
Assets
Current asset:
Cash and cash equivale $ 33,0L( $ 49,71
Marketable securitie 2,501 —
Accounts receivable, net of allowance for doub#ittounts 19,26( 17,92
Inventories 5,90¢ 4,89;
Prepaid expenses and other current a: 1,19t 83€
Total current asse 61,87: 73,37¢
Property, plant and equipment, | 79,52( 71,49:
Other asset 13C 17¢E
Total asset $ 141,52: $ 145,04
Liabilities and Stockholders’ Equity
Current liabilities:
Capital leases, current porti $ 77 $ 76
Accounts payabl 13,39( 14,20:
Accrued expense 3,32¢ 5,58¢
Deferred revenu 1,36% 292
Other current liabilitie: 5C 50
Total current liabilities 18,20¢ 20,20¢
Capital leases, excluding current port 69 89
Other lon¢-term liabilities 1,027 1,03(
Total liabilities 19,30( 21,32]

Commitments and contingencies (Note
Stockholder’ equity:
Preferred stock, $0.00001 par value; 5,000,000esheauthorized, no shares issued and outstanding at
March 31, 2015 and December 31, 2C — —
Common stock, $0.00001 par value; 125,000,000 stearthorized, 22,992,273 shares issued and ouits¢gand
at March 31, 2015 and at December 31, Z — —

Additional paic-in capital 524,09! 522,80(
Accumulated defici (401,879) (399,08¢)
Total stockholder equity 122,22: 123,71t
Total liabilities and stockholde’ equity $ 141,52: $ 145,04

See accompanying notes to unaudited consolidataddial statements.
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ASPEN AEROGELS, INC.

Consolidated Statements of Operations

(Unaudited)
Three Months Ended
March 31,
2015 2014
(In thousands, except share and pe
share data)
Revenue:
Product $ 23,21: $ 21,49:
Research service 28¢ 87C
Total revenus 23,50( 22,36!
Cost of revenue
Product 18,84¢ 18,54:
Research service 141 47¢€
Gross profit 4,51¢ 3,34¢
Operating expense
Research and developm 1,304 1,28¢
Sales and marketir 2,332 2,23¢
General and administratiy 3,62:% 2,722
Total operating expens 7,25¢ 6,24
Loss from operation (2,749 (2,899
Interest (expense) incon (45) (16,157
Total interest (expense) incor (45) (16,157
Net loss $ (2,790 $ (19,049
Net loss attributable to common stockholc $ (2,790 $ (19,049
Net loss attributable to common stockholders paresl
Basic $ (0.12) $ (6,066.5)
Diluted $ (0.12) $ (6,066.5()
Weightec-average common shares outstand
Basic and dilute: 22,992,27 3,14(

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 (irsgprovided by operating activitie
Depreciation and amortizatic
Loss on disposal of asst
Debt issuance cos
Accretion of debt to fair valu
Stock compensation exper
Other
Changes in operating assets and liabilii
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred revenu
Net cash (used in) provided by operating activi
Cash flows from investing activitie
Capital expenditure
Purchases of marketable securi
Net cash used in investing activiti
Cash flows from financing activitie
Borrowings under line of cred
Repayments under line of cre
Financing cost
Repayment of obligations under capital le
Proceeds from issuance of common st
Deferred offering cost
Net cash used in financing activiti
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Supplemental disclosures of cash flow informat
Interest paic

Income taxes pai

Supplemental disclosures of r-cash activities
Changes in accrued capital expenditt

Capitalized interes
Unpaid deferred initial public offering cos

See accompanying notes to unaudited consolidataddial statements.
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Three Months Ended

March 31,
2015 2014
(In thousands)

$ (2,790  $(19,049
2,18¢ 2,631

— 15
— 17
— 16,07:
1,29¢ 33¢
— ©)
(1,336 2,50¢
(1,009 (767)
(339) 65
(477) 41¢
(2,267) (1,929
1,07( 45¢
(3,65¢) 77¢
(10,53) (1,109¢)
(2,507 —
(13,037) (1,109
— 4,50(
— (4,000
— (17)
(19 (23)
— 2
— (552)
(19) (90)
(16,709 (419
49,71¢ 1,57¢

$33,01( $ 1,15¢
$ 45 % 62
$ — $ —
$ (341) $ (260
$ — $ 17
$ — $ 1,18(
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ASPEN AEROGELS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

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

Aspen Aerogels, Inc. (the Company) is an energgrtelogy company that designs, develops and manusctnnovative, high-
performance aerogel insulation. The Company alsalects research and development related to aetegfelology supported by funding from
several agencies of the U.S. government and atlsétutions in the form of research and developneentracts.

The Company maintains its corporate offices in Nleorough, Massachusetts. The Company has two whathed subsidiaries: Aspen
Aerogels Rhode Island, LLC and Aspen Aerogels Gagnm&mbH.

On June 18, 2014, the Company completed an ipitilic offering (IPO) of 7,500,000 shares of itsrooon stock at a public offering
price of $11.00 per share. The Company receivegnoeeeds of $74.7 million after deducting undetingi discounts and commissions of $4.3
million and offering expenses of approximately $&#lion. Upon the closing of the offering, all ife Company’s then-outstanding
(i) warrants to purchase Series C preferred stihek“Series C warrants”) were subject to an autanmat cashless exercise, (ii) convertible
preferred stock (including the shares of Seriesefepred stock issued upon the automatic net ceslebeercise of Series C warrants)
automatically converted into 115,982 shares of comstock, and (iii) Convertible Notes and Senion@wtible Notes (see note 7)
automatically converted into 15,319,034 shareafrmon stock.

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

Unaudited Interim Financial I nformation

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. GAARJ with the instructions to Form 10-Q
and Article 10 of Regulation S-X. Certain infornmatiand disclosures normally included in the comnlséd financial statements prepared in
accordance with U.S. GAAP have been condensed iiteahpursuant to such rules and regulations. &b stine information included in this
quarterly report on Form 10-Q should be read irjunaetion with the audited consolidated financiatetments and accompanying notes in our
Annual Report on Form 10-K for the year ended Ddwam31, 2014 (the Annual Report), filed with the@#ties and Exchange Commission
on March 13, 2015.

In the opinion of the Company’s management, thaiditeéd interim consolidated financial statementgehaeen prepared on the same
basis as the audited consolidated financial stat&svad include all adjustments that are of a nbrewaurring nature and necessary for the fair
statement of the Company’s financial position adafch 31, 2015 and the results of its operatiorsaash flows for the three months ended
March 31, 2015 and 2014. The Company has eval@ateats through the date of this filing.

The results of operations for the three months émdiarch 31, 2015 are not necessarily indicativehefresults to be expected for the y
ending December 31, 2015 or any other period.

There have been no changes to our significant aticaupolicies described in the Annual Report thete had a material impact on our
consolidated financial statements and notes thereto

Principles of Consolidation

The accompanying consolidated financial statemeviigch have been prepared in accordance with UAARS include the accounts of
the Company and its wholly owned subsidiaries.idtfrcompany balances and transactions have bagimaled in consolidation.
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(2) 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 statemendstaé reported amounts of revenues and
expenses during the reporting period. Significterhs subject to such estimates and assumptionglmelllowances for doubtful accounts, s
returns and allowances, inventory valuation, theyi@g amount of property and equipment, fair vabfielebt and capital stock, stock-based
compensation and deferred income taxes. The Compaalyates its estimates and assumptions on goioig-basis using historical experiel
and other factors, including the current economigrenment, which it believes to be reasonable utitke circumstances. Management adjust:
such estimates and assumptions when facts andnstances dictate. Illiquid credit markets, volaggity markets and declines in business
investment increase the uncertainty inherent il @stimates and assumptions. As future eventsheiideffects cannot be determined with
precision, actual results could differ significgniilom these estimates. Changes in these estimegaking from continuing changes in the
economic environment will be reflected in the finah statements in future periods.

Cash and Cash Equivalents

Cash equivalents include short-term, highly ligmstruments, which consist of money market accoukitscash and cash equivalents are
maintained with major financial institutions in NlerAmerica. Deposits with these financial instibus may exceed the amount of insurance
provided on such deposits; however, these depygitsally may be redeemed upon demand and, thexrelf@ar minimal risk.

Marketable Securities

Marketable securities consist primarily of markégadebt securities which are classified as availdbt-sale and are carried at fair value
at March 31, 2015. The Company held no marketafarities at December 31, 2014. The unrealizedsgaia losses on available-for-sale
securities are recorded in accumulated other camemstve income (loss). The Company considers ghilhiliquid investments with maturities
of 90 days or less at the time of purchase to bk equivalents, and investments with maturitiegrefiter than 90 days at the time of purchase
to be marketable securities. When a marketableisgaucurs a significant unrealized loss for atsirged period of time, the Company will
review the instrument to determine if it is othba#-temporarily impaired. If it is determined thatinstrument is other-than-temporarily
impaired, the Company will record the unrealizesklo the consolidated statement of operations.

The following table classifies our marketable sémg by contractual maturities as of March 31,20h thousands):

Description Fair Value
Due in one year or less $ 2,501
Due in more than one ye —

Total marketable securiti $ 2,501

Accumulated Other Comprehensive Income (L0ss)

Accumulated other comprehensive income (loss) stssf changes in the fair market value of avadlebt-sale securities. As of
March 31, 2015, amortized cost of available-foesacurities approximated fair value.

Fair Value of Financial | nstruments

Fair value is an exit price that represents thelarhtihat 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 lesfisputs 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 littltammarket activity and that are significant to thie value of the assets
or liabilities.
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Under the Fair Value Option Subsections of Findnd@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 redwdtexting this option, the Company recorded
its previously outstanding Subordinated Notes, &@onvertible Notes and Convertible Notes at¥aiue in order to measure these liabilities
at amounts that more accurately reflect the ecoo®wii these instruments (see note 7).

During the three month period ended March 31, 2€HglCompany valued its then outstanding Suboreihbibtes, Senior Convertible
Notes and Convertible Notes utilizing Level 3 ingi

Upon the completion of the Company’s IPO discussetbte 1, the Company used a portion of the netgeds to settle all obligations
under the Subordinated Notes in full, and the Se@anvertible Notes and Convertible Notes autonadliiconverted into 15,319,034 shares
common stock.

At March 31, 2015, the Company held marketable debtirities classified as available-for-sale séiesriotaling $2.5 million, which
were valued utilizing Level 1 inputs. The Compa®ydno marketable securities at December 31, 2014.

Stock-based Compensation

Stock-based compensation expense is measuredgiatfitedate based on the fair value of the awaxgeBkse is recognized on a straight-
line basis over the requisite service period fbaafards with service conditions. For performaneasdu awards, the grant date fair value is
recognized as expense when the condition is preltideing achieved, and then on a graded basistlwweequisite service period. The
Company uses the Black-Scholes option-pricing mumldetermine the fair value of service-based optizvards, which requires a number of
complex and subjective assumptions including falug of the underlying security, the expected vittlaof the underlying security, a risk-free
interest rate and the expected term of the opfibe.fair value of restricted stock and restrictegtls unit grants is determined using the closing
trading price of the Company’s common stock ondhte of grant.

In March 2015, the Company issued 219,944 resttrictenmon stock units (RSUs) and non-qualified stmmkons (NSOs) to purchase
231,223 shares of common stock to employees uhde2G14 Employee, Director and Consultant Equitgiive Plan (the 2014 Equity Plan).
The RSUs and NSOs will vest over a three year gdeRarsuant to the “evergreen” provisions of th&@f2Bquity Plan, the number of shares of
common stock available for issuance under the plaomatically increased to 3,698,257 shares effiedanuary 1, 2015.

Earnings per Share

The Company calculates net loss per common shaesllzm the weighted-average number of common sbatstnding during each
period. Potential common stock equivalents arerdeted using the treasury stock method. The wedyhteerage number of common shares
included in the computation of diluted net lossegieffect to all potentially dilutive common equ&sa shares, including outstanding stock
options, restricted common stock units and warrabdsnmon equivalent shares are excluded from thgatation of diluted net loss per share
if their effect is antidilutive.

Segments

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. T@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.

Information about the Company’s revenues, baseshgpment destination or services location, is preskin the following table:

Three Months Ended

March 31,
2015 2014
(In thousands)
Revenue
U.S. $10,68¢ $10,65(
International 12,81¢ 11,71
Total $23,50( $22,36:
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Recently | ssued Accounting Standards

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 othexwliscussed, the Company believes that the impaetently issued standards that are not ye
effective will not have a material impact on itsdncial position or results of operations upon édop

(3) Fair Value Measurements

Fair Value Measurement at
Reporting Date Using

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Asset: Inputs Inputs
Description March 31, 201¢ (Level 1) (Level 2) (Level 3)

(In thousands)
Marketable securitie:

U.S. corporate bonc $ 1,00¢ $ 1,00: $ — $ —
Foreign corporate bont 1,49¢ 1,49¢ — —
Total $ 2,501 $ 2,501 $  — $ —

As of March 31, 2015, amortized cost availableale securities approximated fair value.

(4) Inventories

Inventories consist of the following:

March 31, December 31
2015 2014
(In thousands)
Raw materials $ 4,48¢ $ 4,05
Finished good 1,42( 84E
Total $ 5,90¢ $ 4,89
(5) Property, Plant and Equipment, Net
Property, plant and equipment consist of the foitauy
March 31, December 31 Useful
2015 2014 life
(In thousands)
Construction in progres $ 1,65¢ $ 24,12 —
Buildings 23,25 16,30: 30 years
Machinery and equipme 102,93 78,37¢ 3-10 year
Computer equipment and softw 6,68 5,55¢ 3 years
Total 134,52 124,36:
Accumulated depreciatic (55,007 (52,869
Property, plant and equipment, | $ 79,52( $  71,49:
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Depreciation expense was $2.2 million and $2.6ionilfor the three months ended March 31, 2015 &1idl 2respectively.

Construction in progress totaled $1.7 million a2d.4 million at March 31, 2015 and December 31420é&spectively. In March 2015,
the Company placed into service approximately $&iilBon of assets related to the Company’s congalehird production line at its
manufacturing facility in East Providence, RI.

(6) Accrued Expenses

Accrued expenses consist of the following:

March 31, December 31
2015 2014
(In thousands)

Employee compensatic $ 2,40¢ $ 4,851
Professional fee 16E 76
Deferred ren 16¢€ 15E
Other accrued expens 584 50€
Total $ 3,32t $ 5,58¢

(7) Interest Expense

Interest expense consists of the following:

Three Months Ended
March 31,

2015 2014
(In thousands)

Changes in fair value

Subordinated Note $— $ 79€
Senior Convertible Note — 3,53t
Convertible Notes, net of capitalizati — 11,74(
Debt closing cost — 17
Other interes 45 63
Total $ 45 $ 16,15:

As of March 31, 2014, the Company had Subordinbi@tes, Senior Convertible Notes and ConvertibleeNatutstanding that were
measured at fair value utilizing level 3 inputs.

The change in fair value of the Subordinated N@ieghe three months ended March 31, 2014 was mé@ted by utilizing a probability
weighted discounted cash flow analysis of the arhtube paid on the notes upon the occurrencertdioesvents in which the Subordinated
Notes would be repaid to the noteholders in cabis dnalysis utilized assumptions related to thodability of the occurrence of each of 1
various events and appropriate discount ratesdohn ef the scenarios.

The change in the fair value of the Senior Conk&rtNotes and the Convertible Notes for the threetims ended March 31, 2014 was
determined by utilizing a probability weighted dismited cash flow analysis which took into consitieramarket and general economic events
as well as the Comparsyfinancial results and other data available abaifdate. This analysis determined the amoungtpaid on the notes
either cash or shares at the occurrence of cestaints in which the Senior Convertible Notes ardGbnvertible Notes would be converted
into shares of the Company’s common stock or wbeldepaid to the noteholders in cash. This anaflsws utilized assumptions related to the
probability of the occurrence of each of the vasiewents and appropriate discount rates for eattieafcenarios.
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(8) Revolving Line of Credit

The Company maintains a revolving credit facilitighaSilicon Valley Bank. On September 3, 2014, @@mpany amended and restated
the loan and security agreement to extend the rtatlate of the facility to August 31, 2016 andrie&se the maximum amount the Compar
permitted to borrow, subject to continued coverampliance and borrowing base requirements, frotnréillion to $20 million. At the
Company’s election, the interest rate applicabledimowings under the revolving credit facility mag based on the prime rate or LIBOR.
Prime rate-based rates vary from prime rate pléS%.per annum to prime rate plus 1.75% per annumiewIBOR-based rates vary from
LIBOR plus 3.75% per annum to LIBOR plus 4.25% @enum. In addition, the Company is required to @ayonthly unused revolving line
facility fee of 0.5% per annum of the average udysertion of the revolving credit facility. The r@ving credit facility is secured by a first
priority security interest in all assets of the Qmamy, including those at the East Providence fgc#ixcept for certain exclusions.

At both March 31, 2015 and December 31, 2014, ih@@any had no amounts drawn on the revolving cfadility. The Company had
outstanding letters of credit backed by the reva\iredit facility of $1.4 million at March 31, 26land December 31, 2014, respectively,
which reduce the funds otherwise available to them@any. Based on the available borrowing baseeffieetive amount available to the
Company under the revolving credit facility at Mai@l, 2015 was $10.9 million after consideratiomhaf $1.4 million of outstanding letters of
credit (see note 9). Under the revolving creditliigc the Company is required to comply with fir@al covenants relating to, among other
items, minimum Adjusted EBITDA, maximum unfinanogabital expenditures and other non-financial conénait March 31, 2015, the
Company was in compliance with all such financ@lenants.

(9) Commitments and Contingencies
Lettersof Credit

Pursuant to the terms of its Northborough, Masssettsi facility lease, the Company has been reqtir@dovide 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 of $illion at March 31, 2015 and December 31, 20&dpectively. These letters of
credit are secured by the Company’s revolving ¢triedility (see note 8).

Litigation

The Company is, from time to time, a party to btign that arises in the normal course of its bessmoperations. The Company is not
presently a party to any litigation for which itlieeres a loss is probable requiring an amount tadmued or a possible loss contingency
requiring disclosure.

(10) Net Loss Per Share

The computation of basic and diluted net losskatteble to common stockholders per share condiftasic and diluted weighted aver:
shares outstanding of 22,992,273 and 3,140 at M2kcR015 and 2014, respectively.

Three Months Ended
March 31,
2015 2014
(In thousands, excep
share and per share data)

Numerator:
Net loss attributable to common stockholc $ (2,790 $ (19,049
Denominator
Weighted average shares outstanding, basic aned 22,992,27 3,14(
Net loss attributable to common stockholders pareshbasic an

diluted $ (0.1 $(6,066.5()

11
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Potential dilutive common shares that were exclddat the computation of diluted net income (losijibutable to common
stockholders per share because they were antivdilabnsist of the following:

Three Months Ended

March 31,
2015 2014
Common stock options 1,231,54; 96,99¢
Restricted common stock un 524,84 —
Common stock warran 131 131
Total 1,756,52 97,13(

As of March 31, 2015, there was no dilutive impafcthe common stock options, restricted commonkstotts and common stock
warrants.

(11) Income Taxes

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

12
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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 includedhia Annual Report on Form Hfor the
year ended December 31, 2014, filed with the Stesiand Exchange Commission on March 13, 2015 hwhie refer to as the Annual Rept

Certain matters discussed in this Quarterly Reporform 10-Q may be deemed to be forward-lookiatestents that involve risks and
uncertainties. We make such forward-looking stateémpursuant to the safe harbor provisions of thiede Securities Litigation Reform Act
of 1995 and other federal securities laws. In igarterly Report on Form 10-Q, words such as “maill,” “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 idgrftrward-looking statements.

Our actual results and the timing of certain eveney differ materially from the results discusgawjected, anticipated, or indicated in
any forward-looking statements. We caution you thatard-looking statements are not guaranteesitfre performance and that our actual
results of operations, financial condition and lidily, and the development of the industry in whighoperate may differ materially from the
forward-looking statements contained in this Quarterly &éegdn addition, even if our results of operatigfinancial condition and liquidity,
and the development of the industry in which weaipeare consistent with the forward-looking stageits contained in this Quarterly Report,
they may not be predictive of results or develogminfuture periods.

The following information and any forward-lookinggments should be considered in light of factissussed elsewhere in this
Quarterly Report on Form 10-Q, including those sis#tentified under Part II, Item 1A of this QuatieReport on Form 10-Q, and undeRisk
Factor<” in Item 1A of the Annual Report.

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 as spedlii required by law and the rules of the SEQpuiblicly 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 operaticngether with Part | ltem 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 ass{zrotect workers.

Our insulation is used by oil producers and the ensrand operators of refineries, petrochemicaltpldiNG facilities, power generating
assets and other energy infrastructure. Our Pyag@lCryogel product lines have undergone rigotecaisnical validation by industry leading
end-users and achieved significant market adop@émalso derive product revenue from the building eonstruction and other end markets.
Customers in these markets use our aerogels fdicappns as diverse as wall systems, military eochmercial aircraft, trains, buses,
appliances, apparel, footwear and outdoor gear.

We generate product revenue through the sale direuof aerogel blankets. We market and sell sadpcts primarily through a sales
force based in North America, Europe and Asia. dffierts 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 custenaed engineering firms to promote the qualifiaatigpecification and acceptance of
our products. We also rely on an existing and wsthblished channel of qualified insulation disttdys and contractors in more than 30
countries around the world that ensures rapid dsliof our products and strong end-user suppornt.s@lespeople also work to educate
insulation contractors about the technical and aijreg cost advantages of our aerogel blankets.

We also perform research services under contrathsvarious agencies of the U.S. government, inolgidhe Department of Defense ¢
the Department of Energy, and other institutionsséarch performed under contract with governmesnegs and other institutions enables u:
to develop and leverage technologies into broademeercial applications.
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We manufacture our products using our proprietaogg@ss and technology at our facility in East Ritewice, Rhode Island. We have
operated the East Providence facility since 2008.cdmmenced operation of a second production titleisafacility during 2011, which
doubled our annual nameplate capacity to 40 millioa4 million square feet of aerogel blankets,atefing on product mix. We completed the
construction and stattp of a third production line in the East Providemacility during the first quarter of 2015 witht@tal construction cost «
$31.8 million. We expect that this third productiore will increase our annual nameplate capagitt® million to 11 million square feet of
aerogel blankets, depending on product mix.

Our total revenue for the three months ended Maict2015 was $23.5 million, which represented angiase of 5% from the three
months ended March 31, 2014. Net loss for the threeths ended March 31, 2015 was $2.8 million atdoss per diluted share was $0.12.
Net loss for the three months ended March 31, 204<1$19.0 million and net loss per diluted shars $&066.56

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 Metric

We price our product and measure our product shipsria square feet. With the successful commissgand start-up of our third
production line at the East Providence facilittMarch 2015, we estimate our annual nameplate cigpiad0 million to 55 million square feet
of aerogel blankets, depending on product mix. \&leehe 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

March 31,
2015 2014
(Square feet in thousands
Product shipments in square f 8,78( 8,80:

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, which occur
from time to time, that we do not believe are iadiive of our core operating performance. In presipariods these items included loss on
disposal of assets, gain or loss on extinguishmeakchange of debt, write-off of costs of postgbfirancing activities and write-off of
construction in progress. Adjusted EBITDA is a deprental measure of our performance that is naemied in accordance with accounting
principles generally accepted in the United Stafedmerica, or U.S. GAAP. Adjusted EBITDA shouldtrim® considered as an alternative to
net income (loss) or any other measure of finammaiormance calculated and presented in accordaiticd).S. GAAP. In addition, our
definition and presentation of Adjusted EBITDA magt be comparable to similarly titled measures gmésd by other companies.

We use Adjusted EBITDA:

. as a measure of operating performance bectdees not include the impact of items that we dbaonsider indicative of our core
operating performanc

. for planning purposes, including the preparatibour annual operating budget, to allocate regmito enhance the financial
performance of our business; ¢

. as a performance measure used under our bonus

We also believe that the presentation of AdjustBtTBA provides useful information to investors withspect to our results of
operations and in assessing the performance and efbur business. Various measures of EBITDAndely used by investors to measure a
company’s operating performance without regardams that can vary substantially from company tmgany depending upon financing and
accounting methods, book values of assets, caitattures and the methods by which assets wergradq
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Although measures similar to Adjusted EBITDA aregiuently used by investors and securities anailysteir evaluation of companies,
we understand that Adjusted EBITDA has limitati@ssan analytical tool, and you should not considerisolation or as a substitute for U.S.
GAAP, income from operations or an analysis of esults of operations as reported under U.S. G/AdPne 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, othceesjuirements 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@sémérest or principal payments
on our debt

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

. Other companies in our industry may calculaB&TPA or Adjusted EBITDA differently than we dotiiting their usefulness as a
comparative measur

Because of these limitations, our Adjusted EBITDWHd not be considered as a measure of discretiamaah available to us to reinvest
in the growth of our business or as a measuredf agailable for us to meet our obligations.

To properly and prudently evaluate our businessememurage you to review the U.S. GAAP financiateshents included elsewhere in
this Quarterly Report on Form 10-Q, and not to mlyany single financial measure to evaluate osim@ss.

The following table presents a reconciliation of ileome (loss), the most directly comparable  GBAP measure, to Adjusted EBITL
for the periods presented:

Three Months Ended

March 31,
2015 2014
($ In thousands)

Net loss $(2,790) $(19,049
Interest expense (; 45 16,15
Depreciation and amortizatic 2,18¢ 2,631
Loss on disposal of asst — 15
Stocl-based compensation ( 1,29t 33¢

Adjusted EBITDA $ 734 $ 87

(1) Interest expense in 2014 consists primarily of fle@rket value adjustments related to our suboréihabtes, senior convertible notes,
convertible notes

(2) Represents non-cash stock-based compensalited¢o vesting and modifications of stock optipants and vesting of restricted
common stock units

Our Adjusted EBITDA is affected by a number of tastincluding the mix of aerogel products sold,rage selling prices, average
material costs, our actual manufacturing costsctsts associated with and timing of expansionssterd-up of additional production capacity,
and the amount and timing of operating expensesvé\sontinue to grow our base of product revenuktarbuild out our manufacturing
capacity, we expect increased manufacturing exgengkperiodically have a negative impact on AdesEBITDA, but will set the framewa
for improved Adjusted EBITDA moving forward. Accangjly, we expect that our Adjusted EBITDA will vafsom period to period as we
continue expand our manufacturing capacity.
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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 UoSeghment 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 consisteagrily of materials and manufacturing expenseluiding direct labor and
manufacturing overhead, including depreciation @mufacturing assets. Cost of product revenue rded when the related product revenue
is recognized. Cost of product revenue also indwdeck-based compensation of manufacturing empfgad shipping costs.

Material is our most significant component of colproduct revenue and includes fibrous battinigasimaterials and additives. Material
costs as a percentage of product revenue varygrodguct to product due to differences in averagiingeprices, 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 sourcingrovements and manufacturing yield enhancementsuioaerogel products.

Manufacturing expense is also a significant compbpnécost of revenue. As we continue to increasaufacturing capacity in our East
Providence facility and ultimately in a second plave expect manufacturing expense as a percenfggeduct revenue will increase in the
near-term following each expansion but will deceesthe long-term with increased revenues supgdiyethe effect of completed capacity
expansions.

Cost of revenue for our research services reveansists of direct labor costs of research persoamghged in the contract research,
third-party consulting expense, and associated dire@nahtosts. This cost of revenue also includestmad expenses associated with pre
resources, development tools and supplies. Castvehue for our research services revenue is redasthen the related research services
revenue is recognized.

Gross Profit

Our gross profit as a percentage of revenue is@fficby a number of factors, including the mix efagel products sold, average selling
prices, average material costs, our actual manuiagtcosts and the costs associated with expasisiod start-up of production capacity. As
we continue to build out our manufacturing capacitg expect increased manufacturing expenses arilbgically have a negative impact on
gross profit, but will set the framework for impexgross profit moving forward. Accordingly, we expour gross profit in absolute dollars
and as a percentage of revenue to vary from pésipgriod as we expand our manufacturing capadidyvever, in general, following the
completion of our capacity expansions, we expeasgprofit to improve as a percentage of reventleadong-term due to increases in
manufacturing productivity, increased productiotunees, improved manufacturing yields and matenigitpasing efficiencies.

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, incentivmpensation and stock-based compensation
We expect to continue to hire a significant numiifenew employees in order to support our anticipaewth. In any particular period, the
timing of additional hires could materially affemir operating expenses, both in absolute dolladsaara percentage of revenue.

Research and Development Expenses

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 servicetotype expenses, consulting
services, equipment depreciation, facilities casid related overhead. We expense research andgmait costs as incurred. We expect to
continue to devote substantial resources to theldpment of new aerogel technology. We believefttiiade investments are necessary to
maintain and improve our competitive position. Weet to continue to invest in additional reseat engineering personnel and the
infrastructure required in support of their effodgcordingly, we expect that our research and ldgveent expenses will continue to increase
in absolute dollars but decrease as a percentag@efiue in the long-term.
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Sales and Marketing Expenses

Sales and marketing expenses consist primarilyerfgnnel costs, incentive compensation, marketingrams, travel and related costs,
consulting expenses and facilities-related costs.plEn to expand our sales force and sales consuljgobally to drive anticipated growth in
customers and demand for our products. We expatstties and marketing expenses will continuedease in absolute dollars but decrease
as a percentage of revenue in the long-term.

General and Administrative Expenses

General and administrative expenses consist piliynafrpersonnel costs, legal expenses, consultimppaofessional services, audit and
tax consulting costs, and expenses for our exegUiivance, human resources and information tedgyabrganizations. General and
administrative expenses have increased as we hengéd additional costs related to operating jstdicly-traded company, which include
costs of compliance with securities, corporate goaece and related laws and regulations, investations expenses, increased insurance
premiums, including director and officer insuranaed increased audit and legal fees. In additieexpect to add general and administrative
personnel to support the anticipated growth oftmuginess and continued expansion of our manufactaperations. We expect that general
and administrative expenses will continue to insesia absolute dollars but decrease as a perceotageenue in the long-term.

Interest Expense
For the three months ended March 31, 2015, intesgstnse consisted primarily of fees related torewnolving credit facility.

For the three months ended March 31, 2014, intesgstnse consisted primarily of interest expensedated with fair market value
adjustments to our subordinated notes, senior ctihleenotes and convertible notes.

Provision for | ncome Taxes

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

Results of Operations
Three months ended March 31, 2015 compared to tharee months ended March 31, 2014

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

Revenue
Three Months Ended March 31,
2015 2014
Change
Percentagt Percentagt
of of
Amount Revenue Amount Revenue Amount Percentagt
($ In thousands)
Revenue
Product $23,21: 99%  $21,49: 9€%  $1,71¢ 8%
Research service 28¢ 1% 87( 4% (581 (67)%
Total revenue $23,50( 10% $22,36: 100%  $1,13% 5%
The following chart sets forth product shipmentsduare feet for the periods presented:
Three Months
Ended March 31, Change
2015 2014 Amount Percentagt
Product shipments in square feet (in thousands) 8,78( 8,80: (23 0%
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Total revenue increased $1.1 million, or 5%, to.$28illion for the three months ended March 31,2@bm $22.4 million in the
comparable period in 2014, primarily as a resuttrofncrease in product revenue, offset, in partptver research services revenue.

Product revenue increased $1.7 million, or 8%,28.% million for the three months ended March 3I12from $21.5 million in the
comparable period in 2014. This increase refledgtepncreases during 2014 and a shift in mix abgel products sold toward higher priced
products. The average selling price per squaredbotir products increased by an effective $0.2@.2%, to $2.64 per square foot for the tl
months ended March 31, 2015 from $2.44 per squentefér the comparable period in 2014. In volunrent® product shipments remained
relatively flat for the three months ended March 3115 and 2014.

Research services revenue decreased $0.6 milli$d.8million for the three months ended MarchZ115 from $1.0 million in the
comparable period in 2014. The decrease was pfinthre to a reduction in active research contraitis government agencies during 2015.
During the three months ended March 31, 2015, weiged research services on four contracts comgareifht contracts in the comparable
period in 2014. This decrease in contracts is fpaily the result of limitations on our eligibilitp receive certain contract awards under fec
guidelines and programs due to a variety of fadtwrkding the size of our revenues, the numbexuwfemployees and the makeup of our
ownership.

Product revenue was 99% and 96% of total revenuthéothree months ended March 31, 2015 and 2@%pectively. Research services
revenue was 1% and 4% of total revenue for theethrenths ended March 31, 2015 and 2014, respectiid expect that product revenue

will continue to comprise a significant percentaf@ur total revenue due to the anticipated grawttiemand for our products in the energy
infrastructure market.

Cost of Revenue

Three Months Ended March 31,

2015 2014 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 $18,84¢ 81% 8C% $18,54: 8€% 8% $ 304 2%
Research service 141 49% 1% 47¢€ 55% 2% (339 (70%)
Total cost of revenu $18,98¢ 81% 81% $19,01: 85% 85% $ (31 0%

Total cost of revenue remained flat at approxinya$dl9.0 million for the three months ended MarchZ115 and 2014. An increase of
$0.3 million in product cost of revenues was offsgt corresponding decrease of $0.3 million it obsesearch services for the three months
ended March 31, 2015 versus the comparable peuodgi2014.

Product cost of revenue increased $0.3 millior2%r to $18.8 million for the three months ended dfie81, 2015 from $18.5 million in
the comparable period in 2014. This increase wasdbult of an increase in compensation expen$6.6fmillion and higher operating supp
expense of $0.2 million, offset, in part, by a @éase in depreciation expense of $0.4 million angt@aved manufacturing yields of $0.1 millic
We expect that product cost of revenue will inceesignificantly during the remainder of 2015 du@amoincrease in manufacturing expense,
including compensation, depreciation, utilities angintenance costs, associated with the operatitiredhird manufacturing line in the East
Providence facility. In addition, we expect matkcests to increase in line with increased voluesluced and shipped from the facility.

Product cost of revenue as a percentage of produehue decreased to 81% during the three montleddvdlarch 31, 2015 from 86%
during the three months ended March 31, 2014 dineapity to the impact of price increases during 2@hd a favorable mix of products sold.
We expect that product cost of revenue as a pexgerdf revenue during the remainder of 2015 witlrdase from the levels realized during
three months ended March 31, 2015 due to incréaseanufacturing productivity, increased productimiumes, and improved manufacturi
yields associated with the operation of the thimhofacturing line
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Research services cost of revenue decreased $lid@inor 70%, to $0.1 million for the three monthsded March 31, 2015 from $0.5
million in the comparable period in 2014. The desesin cost of research services revenue was thagally to the 67% reduction in research
services revenue during the three months endedhvedrc2015.

Gross Profit
Three Months Ended March 31,
2015 2014 Change
Percentage Percentagt
Amount of Revenue Amount of Revenut
Amount Percentagt
($ in thousands)
Gross profit $4,51¢ 19%  $3,34¢ 15% $1,16¢ 35%

Gross profit increased $1.2 million, or 35%, toSpdillion for the three months ended March 31, 2fiv $3.3 million in the
comparable period in 2014. The increase is dud 16 ®illion in incremental contribution from an eftive 8.2% sales price increase during
2015 and $0.1 million in lower material costs assult of improved manufacturing yields, offsetpart, by $0.2 million in lower contribution
due to the decline in research services revenua &4 million increase in manufacturing expense.

Gross profit as a percentage of total revenue ase@ to 19% of total revenue for the three montide@ March 31, 2015 from 15% in
comparable period in 2014. We expect gross prefd percentage of total revenue during the remaimfd2015 to increase during the

remainder of 2015 from the levels realized durimg three months ended March 31, 2015 due to aatezpncreases in production volumes
and continued improvement in manufacturing yielsisogiated with the operation of the third manufaatuline.

Research and Development Expenses

Three Months Ended March 31,

2015 2014 Change
Percentagt Percentage
Amount of Revenut Amount of Revenu
Amount Percentagt

($ in thousands)

Research and development expet $1,30¢ 6% $1,28¢ 6% $ 20 2%

Research and development expenses remained $at3amillion for the three months ended March 311®2and 2014. An increase in
stock-based compensation charges of $0.2 milliom affset by a corresponding decrease in other relsead development expenditures. We
expect that our research and development experibésanease in the long-term as we invest in aiddil research and engineering personnel
and the infrastructure required in support of tledfiorts. However, we expect that research andldpweent expenses will decline as a
percentage of total revenue in the long-term dygégected growth in product revenue.

Sales and Marketing Expenses

Three Months Ended March 31,

2015 2014 Change
Percentagt Percentage
Amount of Revenut Amount of Revenu
Amount Percentagt

($ in thousands)

Sales and marketing expen: $2,33: 1C% $2,23¢ 10% $ 94 4%

Sales and marketing expenses increased $0.1 mitliofP6, to $2.3 million for the three months endiéalch 31, 2015 from $2.2 million
in the comparable period in 2014. The $0.1 miliimerease was primarily due to an increase of $0liibbmin stock-based compensation
charges and $0.1 million in compensation for sprsonnel, offset by a decrease of $0.2 milliogeneral marketing expenses. We plan to
continue to expand our sales force to supportipatied growth in customers and demand for our prtsdWe expect that sales and marketing
expenses will increase in absolute dollars in timg lterm as we increase sales personnel and oketimgy efforts. However, we expect that
sales and marketing expenses will decrease aganage of total revenue in the long-term due tgeted growth in product revenue.
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General and Administrative Expenses

Three Months Ended March 31,

2015 2014 Change
Percentagt Percentage
Amount of Revenue Amount of Revenu
Amount Percentagt

($ in thousands)

General and administrative expen $3,62:¢ 15% $2,72: 12% $ 901 33%

General and administrative expenses, or G&A experisereased to $3.6 million, or 33%, during the¢éhmonths ended March 31, 2015
compared to the same period in 2014. G&A expensespercentage of total revenue increased to 15%hdahree months ended March 31,
2015 from 12% in the comparable period in 2014. $8® million increase was primarily the resulaofincrease in stock-based compensatio
charges of $0.5 million in combination with an iease of $0.4 million in insurance and professisealices expense related to operating as a
publicly traded company. We expect that G&A expsnsil increase in absolute dollars in the longrtexrs we incur additional expenses in
support of the anticipated growth of our businass expansion of our manufacturing operations. Haxewe expect G&A expenses will
decline as a percentage of total revenue in thg-ferm as a result of projected growth in prodesenue.

Interest Expense

Three Months Ended March 31,

2015 2014 Change
Percentage Percentagt
Amount of Revenus Amount of Revenue
Amount Percentagt

($ in thousands)
Interest expens $ (45 0% $(16,15) (72%  $16,10¢ (100%

Interest expense of less than $0.1 million durlrgthree months ended March 31, 2015 was comppisexrily of costs related to our
revolving credit facility. During the three monteeded March 31, 2014 we recorded approximately2bdflion in interest expense comprised
of changes in fair value for our then outstandingasdinated notes, senior convertible notes angentible notes. Upon completion of the IPO
in June 2014, the subordinated notes were repaidhensenior convertible notes and convertible s1otere converted to equity.

Liquidity and Capital Resources
Overview

We have experienced significant losses and invesgiificant resources since our inception to deyelnd commercialize our aerogel
technology and to build a manufacturing infrastuetcapable of supplying aerogel products at themes and costs required by our
customers. These investments have included resaattHevelopment and other operating expensesatagpenditures and investment in
working capital balances.

We are currently experiencing revenue growth agae share in our target markets. Our current fireriorecast anticipates continued
revenue growth, increasing gross profit and imprgwash flows from operations. However, we expgat¢ur significant capital expenditures
through 2017 related to the expansion of our marufang capacity to keep pace with expected grawitemand.

We believe that our existing cash balance and aviailcredit will be sufficient (i) to fund the remang amounts included in accounts
payable related to the completed construction oftlind production line in East Providence, anditfi fund a portion of the design,
development and construction of a second produgtiant in the United States. We expect to supplérmencash balance with anticipated ¢
flows from operations, local government grants,tdielancings and potentially equity financings toyide the capital required to complete the
first production line in our second facility.

Primary Sources of Liquidity

Our principal sources of liquidity are currentlyraash and cash equivalents, marketable secuaitiésevolving credit facility with
Silicon Valley Bank. Cash and cash equivalents isbpsimarily of cash and money market accountsigposit with banks. As of March 31,
2015, we had $33.0 million of cash and cash egental In addition, we had $2.5 million of marketabécurities at March 31, 2015 comprisec
of available-for-sale securities.

From our inception through March 2013, our primspurces of liquidity were funds raised through ésmes of common stock, preferred
stock, subordinated notes, senior convertible nateisconvertible notes to venture capital fundsathér private investors. In June 2014, we
completed an initial public offering of our commsiomck and received net proceeds of $74.7 milliserafnderwriting discounts and
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offering expenses. Upon the closing of the offeradgprincipal and accrued interest of our sewmmvertible notes and our convertible notes
automatically converted into shares of our comntonks In addition, we utilized $19.8 million of tlmet proceeds of the offering to repay all
amounts outstanding under our subordinated notsemolving credit facility. At March 31, 2015, oanly debt obligations were $0.1 million
related to capital lease obligations. At March Z115, we also had $1.4 million of outstanding lestf credit.

In March 2011, we entered into a $10.0 million deirg credit facility with Silicon Valley Bank. Tkifacility has been amended at
various dates through 2014. On September 3, 2044usther amended the loan and security agreernaadtend the maturity date of the
revolving credit facility to August 31, 2016 andit@rease the maximum amount we are permitted mmbg subject to continued covenant
compliance and borrowing base requirements, frofnrfillion to $20 million. At our election, the intest rate applicable to borrowings under
the amended revolving credit facility may be basedhe prime rate or LIBOR. Prime rate-based raéeg from prime rate plus 0.75% per
annum to prime rate plus 1.75% per annum, whileQRBbased rates vary from LIBOR plus 3.75% per antmiriBOR plus 4.25% per
annum. In addition, we are required to pay a mgnihlused revolving line facility fee of 0.5% pemam of the average unused portion of the
revolving credit facility.

Due to the borrowing base limitations of the reundycredit facility, the effective amount availaltéeus under the facility at March 31,
2015 was $10.9 million after giving effect to the4million of letters of credit outstanding. AsiMfrch 31, 2015, we had no outstanding
balances drawn on the revolving credit facility.

Analysis of Cash Flow
Net Cash Provided by (Used in) Operating Activi

During the three months ended March 31, 2015, wee 8.7 million net cash from operating activitias,compared to generating $0.8
million in net cash during the comparable perio@@14, a decrease of $4.5 million. This decreasepmianarily the result of a decrease in casl
from changes in operating assets and liabilitie$501 million, offset, in part, by an increase &t foss adjusted for non-cash items in the peric
of $0.7 million.

Net Cash Used in Investing Activiti

Net cash used in investing activities is primarédlated to capital expenditures to support our ghcand the purchase of marketable
securities. Net cash used in investing activitestie three months ended March 31, 2015 and 2@54$%4:3.0 million and $1.1 million,
respectively. Net cash used in investing activiteeghe three months ended March 31, 2015 incl@lgl5 million of capital expenditures
primarily for the third production line to exparftetcapacity of our East Providence manufacturirggatmons and $2.5 million for the purchase
of marketable securities.

Net Cash Used in Financing Activiti

Net cash used in financing activities for the thmeanths ended March 31, 2015 totaled less thani@iblibn for repayments of
obligations under capital leases.

Net cash used in financing activities for the thmenths ended March 31, 2014 totaled $0.1 milllinancing activities during the peri
primarily consisted of $0.6 million of cash paynenf deferred financing costs, offset, in part$0y5 million of net borrowings under the
revolving credit facility.

Off Balance Sheet Arrangements

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

Recent Accounting Pronouncements

Information regarding new accounting pronouncemanitscluded in note 2 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 aotance with U.S. GAAP. The preparation of ouaficial statements and related disclosures
requires us to make estimates, assumptions andhgtg that affect the reported amount of assetsilities, revenue, costs and expenses and
related disclosures. We believe that the estimagssymptions and judgments involved in these aditmupolicies have the greatest potential
impact on our financial statements; and theref@eeconsider these to be our critical accountindcpes. Accordingly, we evaluate our
estimates and assumptions on an ongoing basisac@ual results may differ from these estimates udderent assumptions and conditions.
See our Annual Report on Form 10-K for the yearendecember 31, 2014, filed on March 13, 2015 théhSecurities and Exchange
Commission, and note 2 to our consolidated findrst&ements included elsewhere in this Quartedgd®t on Form 10-Q for information
about these critical accounting policies, as welhalescription of our other significant accounfiagjcies.
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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 mition so that investors can
better understand a company’s future prospectsraie@ informed investment decisions. This QuartBeport on Form 10-Q contains such
“forward-looking statements” within the meaningtbé Private Securities Litigation Reform Act of 399 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, andniéed for additional financing; the
performance of our aerogel blankets; the estimatistts of our third production line on our annnameplate 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 expectatiormat hiring additional personnel; our plans to dewgubstantial resources to the development ¢
new aerogel technology; our expectations aboutuaroahix; 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 gposfit 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 developmeiniti@st 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,” “beves”and words and terms of simil
substance used in connection with any discussidatofe operating or financial performance, idgnfdrward-looking statements. All forward-
looking statements are management’s present exjmrstaf future events and are subject to a nurobasks and uncertainties that could
cause actual results to differ materially and asligrfrom those described in the forward-lookirgtestnents. These risks include, but are not
limited to, those set forth in Part Il, Item 1Atbis Quarterly Report on Form 10-Q and under thedhmgy “Risk Factors” contained in Item 1A
of our Annual Report on Form 10-K for the year eh@&cember 31, 2014.

In light of these assumptions, risks and unceiigsnthe results and events discussed in the fdrAwaking statements contained in this
Quarterly Report on Form 10-Q might not occur. Btmiders and other readers are cautioned not tepladue reliance on the forward-
looking statements, which speak only as of the dhthis Quarterly Report on Form 10-Q. We areurader any obligation, and we expressly
disclaim any obligation, to update or alter anyfard-looking statements, whether as a result of inéovmation, future events or otherwise.
All subsequent forward-looking statements attribiggo Aspen Aerogels, Inc. or to any person acbingts behalf are expressly qualified in
their entirety by the cautionary statements coetior referred to in this 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 chafmgésancial market prices and rates.
Our market risk exposure results primarily froncfluations in interest rates as well as from infiatiln the normal course of business, we are
exposed to market risks, including changes in @sterates which affect our line of credit under mwolving credit facility as well as cash
flows. We may also face additional exchange ratein the future as we expand our business intiemeilty.

Interest Rate Risk

We are exposed to changes in interest rates indtvaal course of our business. At March 31, 20l&had unrestricted cash of $33.0
million. These amounts were held for working cdgitarposes in our operating cash account at a diahmstitution in the United States. We
believe that we do not have any material exposuphanges in the fair value of our cash as a re$alanges in interest rates.

As of March 31, 2015, we have no debt outstandthgrahan capital lease obligations of approxinya$€l.1 million with fixed interest
rates. In September 2014, we amended our revobriegjt agreement to extend the maturity date ofahb#ity to August 31, 2016 and increase
the maximum amount we are permitted to borrow,estthip continued covenant compliance and borrowamse requirements, from $10 mill
to $20.0 million. As of March 31, 2015, we had ndstanding balance drawn on the revolving creditifg and outstanding letters of credit of
$1.4 million. At our election, the interest rateplpable to borrowings under the amended line eflitrmay be based on the prime rate or the
LIBOR. Prime rate-based rates vary from prime phs 0.75% per annum to prime rate plus 1.75% peum, while LIBOR-based rates vary
from LIBOR plus 3.75% per annum to LIBOR plus 4.2p% annum. Based on the available borrowing ihsegffective amount available to
us at March 31, 2015 was $10.9 million due to thétation of $1.4 million of outstanding letters ofedit against the line.

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 dutimgperiods presented. However, our business majfbcted 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 amnrrently 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.

ltem 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 reptreg we file or submit under the Securities andtaxnge Act of 1934, as amended, or the
Exchange Act, is recorded, processed, summarizedegrorted 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 March 31, 2015, our management, with theigipgtion of our principal executive officer andrmmipal financial officer, evaluated
the effectiveness of our disclosure controls amt@dures (as defined in Rules 13a-15(e) and 15} Usder the Exchange Act). Our
management recognizes that any controls and proegdwo matter how well designed and operatedpoaride only reasonable assurance of
achieving their objectives, and management nedsagplies its judgment in evaluating the cost-&fiirrelationship of possible controls and
procedures. Based on such evaluation, our prineipatutive officer and principal financial officekave concluded, that, as of March 31, 2015
our disclosure controls and procedures were effe¢ti ensure that information required to be dsetbby us in the reports that we file or
submit under the Exchange Act is recorded, prockssanmarized and reported within the time persmicified in the SEC’s rules and forms,
and is accumulated and communicated to our managemeluding our principal executive officer andneipal financial officer, or persons
performing similar functions, as appropriate t@wailtimely decisions regarding required disclosure.

(b) Changes in Internal ControlsDuring the three months ended March 31, 2015%ethwere no changes in our internal control oveariial
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

ltem 1. Legal Proceedings

We are not currently a party to any material lggakeedings.

Item 1A. Risk Factors.

There have been no material changes to the riskrfamcluded in our Annual Report on Form 10-K thoe fiscal year ended
December 31, 2014.

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

(a) Unregistered Sales of Equity Securitis®t applicable.

(b) Use of Proceeds from Initial Public Offering of Qoion Stock We registered shares of our common stock in atiiorewith our initial
public offering pursuant to a registration statetremForm S-1 (File No. 333-195523), which was desdl effective by the SEC on June 12,
2014, and a registration statement on Form S-g (#d. 333-196719) filed pursuant to Rule 462(bthef Securities Act of 1933, as amended,
or the Securities Act.

We received aggregate net proceeds from the offefimpproximately $74.7 million, after deducting.® million of underwriting
discounts and approximately $3.5 million of offeriexpenses.

As of March 31, 2015, we have used $19.8 milliothef net proceeds of the offering to repay all am®wutstanding under our
subordinated notes and our revolving credit facdihd $21.8 million of the net proceeds of the rfiig for capital expenditures. The remainder
of the net proceeds is held in a deposit accoutht &major financial institution in North Americédle have broad discretion in the use of the
net proceeds from our initial public offering anslid spend the proceeds in ways that do not impooveesults of operations or enhance the
value of our stock. There has been no materialgh@amour planned use of the balance of the netgads from the offering as described in oul
final prospectus dated June 12, 2014, filing whth Securities and Exchange Commission on June018, 2

(c) Purchases of Equity Securities By the Issuer afiiad¢d Purchasers We did not repurchase any of our equity securifiering the quarter
ended March 31, 2015.

24



Table of Contents

ltem 3.  Defaults Upon Senior Securities

None.

ltem 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 officaerchthe principal financial officer under Sectior698f the Sarban-Oxley Act of 2002

101 The following materials from Aspen Aerogels;.1a Quarterly Report on Form 10-Q for the quaeteded March 31, 2015, formatted
in XBRL (eXtensible Business Reporting Languag@)the Consolidated Balance Sheets (unauditedj Bacch 31, 2015 and
December 31, 2014, (ii) the Consolidated Statemein@perations (unaudited) for the three monthsedridarch 31, 2015 and 2014,
(i) the Consolidated Statements of Cash FlowsQalited) for the three months ended March 31, 20162014, and (iv) the Notes to
Consolidated Financial Statements (unaudit
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly caussdréport to be signed on its behalf
the undersigned thereunto duly authorized.

ASPEN AEROGELS, INC

Date: May 8, 201 By: /s/ Donald R. Young
Donald R. Younc
President and Chief Executive Officer (principateutive
officer)

Date: May 8, 201 By: /s/ John F. Fairbanks
John F. Fairbank
Vice President, Chief Financial Officer and Treasyprincipal
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: May 8, 2015 /s/ Donald R. Young

Donald R. Young
President and Chief Executive Officer
(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: May 8, 2015 /sl John F. Fairbanks

John F. Fairbank
Vice President, Chief Financial Officer and Treasyprincipal
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 March 31, 2015 (the “Form 10-Q”) of the Comparly complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange 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: May 8, 2015 /s/ Donald R. Young
Donald R. Younc
President and Chief Executive Officer
(principal executive officer

Dated: May 8, 2015 /s/ John F. Fairbanks
John F. Fairbank
Vice President, Chief Financial Officer and Treasyprincipal
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



