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PART I — FINANCIAL INFORMATION
 
Item 1. Financial Statements.

ASPEN AEROGELS, INC.

Consolidated Balance Sheets

(Unaudited)
 
   

September 30,
2015   

December 31,
2014  

   
(In thousands, except 

share and per share data)  
Assets    
Current assets:    

Cash and cash equivalents   $ 29,964   $ 49,719  
Accounts receivable, net of allowances of $96 and $120, respectively    24,491    17,924  
Inventories    6,629    4,897  
Prepaid expenses and other current assets    1,837    836  

    
 

   
 

Total current assets    62,921    73,376  
Property, plant and equipment, net    77,424    71,492  
Other assets    100    175  

    
 

   
 

Total assets   $ 140,445   $ 145,043  
    

 

   

 

Liabilities and Stockholders’ Equity    
Current liabilities:    

Capital leases, current portion   $ 76   $ 76  
Accounts payable    9,594    14,202  
Accrued expenses    4,465    5,588  
Deferred revenue    5,601    292  
Other current liabilities    818    50  

    
 

   
 

Total current liabilities    20,554    20,208  
Capital leases, excluding current portion    52    89  
Other long-term liabilities    241    1,030  

    
 

   
 

Total liabilities    20,847    21,327  
Commitments and contingencies (Note 10)    
Stockholders’ equity:    
Preferred stock, $0.00001 par value; 5,000,000 shares authorized, no shares issued and outstanding at September 30, 2015

and December 31, 2014;    —     —   
Common stock, $0.00001 par value; 125,000,000 shares authorized, 23,106,680 and 22,992,273 shares issued and

outstanding at September 30, 2015 and December 31, 2014, respectively    —     —   
Additional paid-in capital    526,737    522,800  
Accumulated deficit    (407,139)   (399,084) 

    
 

   
 

Total stockholders’ equity    119,598    123,716  
    

 
   

 

Total liabilities and stockholders’ equity   $ 140,445   $ 145,043  
    

 

   

 

See accompanying notes to unaudited consolidated financial statements.
 

1



Table of Contents

ASPEN AEROGELS, INC.

Consolidated Statements of Operations

(Unaudited)
 
   

Three Months Ended 
September 30,   

Nine Months Ended 
September 30,  

   2015   2014   2015   2014  
   (in thousands, except share and per share data)  
Revenue:      

Product   $ 30,926   $ 24,589   $ 83,891   $ 71,975  
Research services    613    848    1,243    2,440  

    
 

   
 

   
 

   
 

Total revenue    31,539    25,437    85,134    74,415  
Cost of revenue:      

Product    26,017    19,926    69,676    61,316  
Research services    350    439    663    1,255  

    
 

   
 

   
 

   
 

Gross profit    5,172    5,072    14,795    11,844  
Operating expenses:      

Research and development    1,146    1,258    4,001    4,461  
Sales and marketing    2,793    2,213    7,847    7,871  
General and administrative    3,709    3,966    10,866    12,894  

    
 

   
 

   
 

   
 

Total operating expenses    7,648    7,437    22,714    25,226  
    

 
   

 
   

 
   

 

Loss from operations    (2,476)   (2,365)   (7,919)   (13,382) 
    

 
   

 
   

 
   

 

Interest expense    (46)   (47)   (136)   (50,225) 
    

 
   

 
   

 
   

 

Total interest expense    (46)   (47)   (136)   (50,225) 
    

 
   

 
   

 
   

 

Net loss   $ (2,522)  $ (2,412)  $ (8,055)  $ (63,607) 
    

 

   

 

   

 

   

 

Net loss attributable to common stockholders   $ (2,522)  $ (2,412)  $ (8,055)  $ (63,607) 
    

 

   

 

   

 

   

 

Net loss attributable to common stockholders per share:      
Basic   $ (0.11)  $ (0.10)  $ (0.35)  $ (7.26) 

    

 

   

 

   

 

   

 

Diluted   $ (0.11)  $ (0.10)  $ (0.35)  $ (7.26) 
    

 

   

 

   

 

   

 

Weighted-average common shares outstanding:      
Basic and diluted    23,060,456    22,997,060    23,017,822    8,762,866  

    

 

   

 

   

 

   

 

See accompanying notes to unaudited consolidated financial statements.
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ASPEN AEROGELS, INC.

Consolidated Statements of Cash Flows

(Unaudited)
 
   

Nine Months Ended 
September 30,  

   2015   2014  
   (In thousands)  
Cash flows from operating activities:    

Net loss   $ (8,055)  $(63,607) 
Adjustments to reconcile net loss to net cash (used in) provided by operating activities:    

Depreciation and amortization    7,422    7,692  
Loss on disposal of assets    —      15  
Debt issuance costs    —      47  
Accretion of debt to fair value    —      50,011  
Stock compensation expense    4,175    7,398  
Settlement of asset retirement obligation    (14)   (32) 
Changes in operating assets and liabilities:    

Accounts receivable    (5,425)   (1,305)
Inventories    (1,732)   543  
Prepaid expenses and other assets    (1,001)   (343) 
Accounts payable    1,504    775  
Accrued expenses    (1,123)   (109) 
Deferred revenue    4,167    845  

    
 

   
 

Net cash (used in) provided by operating activities    (82)   1,930  
    

 
   

 

Cash flows from investing activities:    
Capital expenditures    (19,377)   (4,610) 
Purchase of marketable securities    (2,500)   —   
Maturity and sale of marketable securities    2,500    —   

    
 

   
 

Net cash used in investing activities    (19,377)   (4,610) 
    

 
   

 

Cash flows from financing activities:    
Borrowings under line of credit    —      4,500  
Repayments under line of credit    —      (5,500)
Repayment of borrowings under long-term debt    —      (18,849) 
Financing costs    —      (47)
Repayment of obligations under capital lease    (58)   (61) 
Proceeds from initial public offering    —      74,712  
Payments made for employee restricted stock minimum tax withholdings    (238)   —    
Proceeds from issuance of common stock    —      2  

    
 

   
 

Net cash (used in) provided by financing activities    (296)   54,747  
    

 
   

 

Net (decrease) increase in cash    (19,755)   52,077  
Cash at beginning of period    49,719    1,574  

    
 

   
 

Cash at end of period   $ 29,964   $ 53,651  
    

 

   

 

 
 

3



Table of Contents

   
Nine Months Ended 

September 30,  
   2015   2014  
   (In thousands)  
Supplemental disclosures of cash flow information:    

Interest paid   $ 149   $ 166  
    

 

   

 

Income taxes paid   $ —    $ —   
    

 

   

 

Supplemental disclosures of non-cash activities:    
Conversion of convertible and senior convertible notes to common stock   $ —    $168,511  

    

 

   

 

Changes in accrued capital expenditures   $(6,112)  $ 6,847  
    

 

   

 

Advanced billings   $ 1,142   $ —    
    

 

   

 

Capitalized interest   $ —    $ 34  
    

 

   

 

Capitalized leases   $ 21  $ 5  
    

 

   

 

See accompanying notes to unaudited consolidated financial statements.
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ASPEN AEROGELS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

(1) Description of Business and Basis of Presentation

Nature of Business

Aspen Aerogels, Inc. (the Company) is an energy technology company that designs, develops and manufactures innovative, high-performance aerogel
insulation. The Company also conducts research and development related to aerogel technology supported by funding from several agencies of the
U.S. government and other institutions in the form of research and development contracts.

The Company maintains its corporate offices in Northborough, Massachusetts. The Company has two wholly owned subsidiaries: Aspen Aerogels Rhode
Island, LLC and Aspen Aerogels Germany, GmbH.

On June 18, 2014, the Company completed an initial public offering (IPO) of 7,500,000 shares of its common stock at a public offering price of $11.00 per
share. The Company received net proceeds of $74.7 million after deducting underwriting discounts and commissions of $4.3 million and offering expenses of
approximately $3.5 million. Upon the closing of the offering, all of the Company’s then-outstanding (i) warrants to purchase Series C preferred stock (the Series C
warrants) were subject to an automatic net cashless exercise, (ii) convertible preferred stock (including the shares of Series C preferred stock issued upon the
automatic net cashless exercise of Series C warrants) automatically converted into 115,982 shares of common stock, and (iii) Convertible Notes and Senior
Convertible Notes (see note 8) automatically converted into 15,319,034 shares of common stock.

Prior to the closing of the offering, the Company completed a 1-for-824.7412544 reverse stock split of its common stock. All common shares and related per
share amounts in the financial statements and notes have been adjusted retroactively to reflect the reverse stock split.

Unaudited Interim Financial Information

The accompanying unaudited interim consolidated financial statements include the accounts of the Company and have been prepared in accordance with
accounting principles generally accepted in the United States of America (U.S. GAAP) and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Certain information and disclosures normally included in the consolidated financial statements prepared in accordance with U.S. GAAP have been condensed or
omitted pursuant to such rules and regulations. As such, the information included in this quarterly report on Form 10-Q should be read in conjunction with the
audited consolidated financial statements and accompanying notes in the Company’s Annual Report on Form 10-K for the year ended December 31, 2014 (the
Annual Report), filed with the Securities and Exchange Commission on March 13, 2015.

In the opinion of the Company’s management, the unaudited interim consolidated financial statements have been prepared on the same basis as the audited
consolidated financial statements and include all adjustments that are of a normal recurring nature and necessary for the fair statement of the Company’s financial
position as of September 30, 2015 and the results of its operations for the three and nine months ended September 30, 2015 and 2014 and the cash flows for the
nine month periods then ended. The Company has evaluated events through the date of this filing.

The results of operations for the three and nine months ended September 30, 2015 are not necessarily indicative of the results to be expected for the year
ending December 31, 2015 or any other period.

There have been no changes to the Company’s significant accounting policies described in the Annual Report that have had a material impact on the
Company’s consolidated financial statements and notes thereto.
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Principles of Consolidation

The accompanying consolidated financial statements, which have been prepared in accordance with U.S. GAAP, include the accounts of the Company and
its wholly owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.

(2) Significant Accounting Policies

Use of Estimates

The preparation of the consolidated financial statements requires the Company to make a number of estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the reporting period.
Significant items subject to such estimates and assumptions include allowances for doubtful accounts, sales returns and allowances, inventory valuation, the
carrying amount of property and equipment, fair value of debt and capital stock, stock-based compensation and deferred income taxes. The Company evaluates its
estimates and assumptions on an on-going basis using historical experience and other factors, including the current economic environment, which are believed to be
reasonable under the circumstances. Management adjusts such estimates and assumptions when facts and circumstances dictate. Illiquid credit markets, volatile
equity markets and declines in business investment increase the uncertainty inherent in such estimates and assumptions. As future events and their effects cannot be
determined with precision, actual results could differ significantly from these estimates. Changes in these estimates resulting from continuing changes in the
economic environment will be reflected in the financial statements in future periods.

Cash and Cash Equivalents

Cash equivalents include short-term, highly liquid instruments, which consist of money market accounts. All cash and cash equivalents are maintained with
major financial institutions in North America. Deposits with these financial institutions may exceed the amount of insurance provided on such deposits; however,
these deposits typically may be redeemed upon demand and, therefore, bear minimal risk.

Marketable Securities

Marketable securities consisted primarily of marketable debt securities which are classified as available-for-sale and are carried at fair value. The Company
held no marketable securities as of September 30, 2015 or December 31, 2014. During the nine months ended September 30, 2015, the Company purchased $2.5
million of marketable securities which matured during the same period. The unrealized gains and losses on available-for-sale securities are recorded in accumulated
other comprehensive income (loss). The Company considers all highly liquid investments with maturities of 90 days or less at the time of purchase to be cash
equivalents, and investments with maturities of greater than 90 days at the time of purchase to be marketable securities. When a marketable security incurs a
significant unrealized loss for a sustained period of time, the Company will review the instrument to determine if it is other-than-temporarily impaired. If it is
determined that an instrument is other-than-temporarily impaired, the Company will record the unrealized loss in the consolidated statement of operations.

Deferred Revenue

The Company records deferred revenue for product sales when (i) the Company has delivered products but other revenue recognition criteria have not been
satisfied, (ii) payments have been received in advance of products being delivered or (iii) amounts are billed in accordance with contractual terms in advance of
products being delivered.

Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) consists of changes in the fair market value of available-for-sale securities. As of September 30, 2015 and
December 31, 2014, the Company held no marketable securities.
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Fair Value of Financial Instruments

Fair value is an exit price that represents the amount that would be received from the sale of an asset or paid to transfer a liability in an orderly transaction
between market participants. Accordingly, fair value is a market-based measurement that should be determined based on assumptions that market participants
would use in pricing an asset or liability. The Company discloses the manner in which fair value is determined for assets and liabilities based on a three-tiered fair
value hierarchy. The hierarchy ranks the quality and reliability of the information used to determine the fair values. The three levels of inputs described in the
standard are:
 

Level 1:   Quoted prices in active markets for identical assets or liabilities.

Level 2:
  

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

Level 3:   Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

Under the Fair Value Option Subsections of Financial Accounting Standards Board (FASB) ASC Subtopic 825-10, Financial Instruments — Overall , the
Company has the irrevocable option to report most financial assets and financial liabilities at fair value on an instrument by instrument basis, with changes in fair
value reported in earnings each reporting period. As a result of electing this option, the Company recorded its previously outstanding Subordinated Notes, Senior
Convertible Notes and Convertible Notes at fair value in order to measure these liabilities at amounts that more accurately reflect the economics of these
instruments (see note 8).

During the nine months ended September 30, 2014, and prior to the completion of the Company’s IPO on June 18, 2014, the Company valued its then
outstanding Subordinated Notes, Senior Convertible Notes and Convertible Notes utilizing Level 3 inputs.

Upon the completion of the Company’s IPO, the Company used a portion of the net proceeds to settle all obligations under the Subordinated Notes in full
and the Senior Convertible Notes and Convertible Notes automatically converted into 15,319,034 shares of common stock.

During the nine months ended September 30, 2015, the Company purchased $2.5 million of marketable securities which matured during the same period.
During this period, the instruments were valued utilizing level 1 inputs. As of September 30, 2015 and December 31, 2014, the Company held no marketable
securities.

Stock-based Compensation

Stock-based compensation expense is measured at the grant date based on the fair value of the award. Expense is recognized on a straight-line basis over the
requisite service period for all awards with service conditions. For performance-based awards, the grant date fair value is recognized as expense when the condition
is probable of being achieved, and then on a graded basis over the requisite service period. The Company uses the Black-Scholes option-pricing model to determine
the fair value of service-based option awards, which requires a number of complex and subjective assumptions including fair value of the underlying security, the
expected volatility of the underlying security, a risk-free interest rate and the expected term of the option. The fair value of restricted stock and restricted stock unit
grants is determined using the closing price of the Company’s common stock on the date of grant.

During the nine months ended September 30, 2015, the Company granted 219,944 restricted common stock units (RSUs) and non-qualified stock options
(NSOs) to purchase 231,223 shares of common stock to its employees under the 2014 Employee, Director and Consultant Equity Incentive Plan (the 2014 Equity
Plan). These RSUs and NSOs will vest over a three year period. In June 2015, the Company also issued 54,005 shares of restricted common stock and an additional
71,596 NSOs to its non-employee directors under the 2014 Equity Plan. The awards to non-employee directors vest one year from the date of grant. Pursuant to the
evergreen provisions of the 2014 Equity Plan, the number of shares of common stock available for issuance under the plan automatically increased to 3,698,257
shares effective January 1, 2015.

Earnings per Share

The Company calculates net loss per common share based on the weighted-average number of common shares outstanding during each period. Potential
common stock equivalents are determined using the treasury stock method. The weighted-average number of common shares included in the computation of
diluted net loss gives effect to all potentially dilutive common equivalent shares, including outstanding stock options, RSUs and warrants. Common equivalent
shares are excluded from the computation of diluted net loss per share if their effect is antidilutive.
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Segments

Operating segments are identified as components of an enterprise about which discrete financial information is available for evaluation by the chief operating
decision maker when making decisions on how to allocate resources and assess performance. The Company’s chief operating decision maker is the Chief Executive
Officer. The Company’s chief operating decision maker reviews consolidated operating results to make decisions about allocating resources and assessing
performance for the entire Company. The Company views its operations and manages its business as one operating segment.

Information about the Company’s total revenues, based on shipment destination or services location, is presented in the following table:
 

   
Three Months Ended 

September 30,    
Nine Months Ended 

September 30,  
   2015    2014    2015    2014  
   (In thousands)  
Revenue:         

U.S.   $12,088    $ 8,068    $33,810    $25,503  
International    19,451     17,369     51,324     48,912  

    
 

    
 

    
 

    
 

Total   $31,539    $ 25,437    $85,134    $74,415  
    

 

    

 

    

 

    

 

Recently Issued Accounting Standards

From time to time, new accounting pronouncements are issued by the FASB or other standard setting bodies and adopted by the Company as of the specified
effective date. Unless otherwise discussed, the Company believes that the impact of recently issued standards that are not yet effective will not have a material
impact on its financial position or results of operations upon adoption.

(3) Fair Value Measurements

The Company held no financial assets that were measured and reported at fair value as of September 30, 2015 or December 31, 2014. During the nine
months ended September 30, 2015, the Company purchased $2.5 million of marketable securities which matured during the same period.

(4) Inventories

Inventories consist of the following:
 

   
September 30,

2015    
December 31,

2014  
   (In thousands)  
Raw materials   $ 4,841    $ 4,052  
Finished goods    1,788     845  

    
 

    
 

Total   $ 6,629    $ 4,897  
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(5) Property, Plant and Equipment, Net

Property, plant and equipment consist of the following:
 
   

September 30,
2015   

December 31,
2014   

Useful 
life

   (In thousands)    
Construction in progress   $ 2,500   $ 24,124   —
Buildings    23,852    16,303   30 years
Machinery and equipment    104,006    78,378   3-10 years
Computer equipment and software    6,850    5,556   3 years

    
 

   
 

 

Total    137,208    124,361   
Accumulated depreciation and amortization    (59,784)   (52,869)  

    
 

   
 

 

Property, plant and equipment, net   $ 77,424   $ 71,492   
    

 

   

 

 

Depreciation expense was $7.4 million and $7.6 million for the nine months ended September 30, 2015 and 2014, respectively.

In March 2015, the Company placed into service approximately $31.8 million of assets related to the Company’s completed third production line at its
manufacturing facility in East Providence, Rhode Island.

(6) Accrued Expenses

Accrued expenses consist of the following:
 

   
September 30,

2015    
December 31,

2014  
   (In thousands)  
Employee compensation   $ 3,294    $ 4,851  
Other accrued expenses    1,171     737  

    
 

    
 

Total   $ 4,465    $ 5,588  
    

 

    

 

(7) Other Long-term Liabilities

Other long-term liabilities consist of the following:
 

   
September 30,

2015    
December 31,

2014  
   (In thousands)  
Asset retirement obligations (ARO)   $ 1,034    $ 1,018  
Other    25     62  

    
 

    
 

   1,059     1,080  
Current maturities of other long-term liabilities    (818)    (50) 

    
 

    
 

Other long-term liabilities, less current maturities   $ 241    $ 1,030  
    

 

    

 

The Company has asset retirement obligations (ARO) arising from requirements to perform certain asset retirement activities upon the termination of its
Northborough, Massachusetts (Northborough) facility lease and upon disposal of certain machinery and equipment. The liability was initially measured at fair
value and subsequently adjusted for accretion expense and changes in the amount or timing of the estimated cash flows. The corresponding asset retirement costs
are capitalized as part of the carrying amount of the related long-lived asset and depreciated over the asset’s remaining useful life.
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A summary of ARO activity consists of the following:
 

   
September 30,

2015    
September 30,

2014  
   (In thousands)  
Balance at beginning of period   $ 1,017    $ 1,008  
Accretion of discount expense    31     30  
Settlement costs    (14)    (31) 

    
 

    
 

Balance at end of period   $ 1,034    $ 1,007  
    

 

    

 

In August 2013, the Company extended its Northborough facility lease through December 2016. Accordingly, the Company classified the ARO as long term
at December 31, 2014.

In September 2015, the Company elected to begin the restoration of 31,577 square feet of space formerly utilized for manufacturing operations in the
Northborough facility. At that time, the Company engaged contractors to perform certain restoration services including the decommissioning of the former plant,
the demolition and removal of remaining assets and other services to return the premises to broom-clean condition by December 31, 2015. For the nine months
ended September 30, 2015 and 2014, the Company incurred less than $0.1 million in settlement costs in support of this effort.

The remaining ARO reserve totaling $0.2 million represents the estimated remaining restoration cost to exit the remaining space in the Northborough facility
and is the maximum due under the terms of the lease. These costs are not expected to be settled until the conclusion of the lease in December 2016.

(8) Interest Expense

Interest expense consists of the following:
 

   
Three Months Ended 

September 30,    
Nine Months Ended 

September 30,  
   2015    2014    2015    2014  
   (In thousands)  
Changes in fair value:         

Subordinated Notes   $ —     $ —      $ —     $ 1,543  
Senior Convertible Notes    —      —       —      11,373  
Convertible Notes, net of capitalization    —      —       —      37,095  

Debt closing costs    —      16     —      47  
Other interest        46         31         136     167  

    
 

    
 

    
 

    
 

Total interest expense   $ 46    $ 47    $ 136    $50,225  
    

 

    

 

    

 

    

 

Prior to the completion of the Company’s IPO on June 18, 2014, the Company had Subordinated Notes, Senior Convertible Notes and Convertible Notes
outstanding that were measured at fair value using level 3 inputs.
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The change in fair value of the Subordinated Notes for the nine months ended September 30, 2014 was determined by utilizing a probability weighted
discounted cash flow analysis of the amount to be paid on the notes upon the occurrence of certain events in which the Subordinated Notes would be repaid to the
noteholders in cash. This analysis utilized assumptions related to the probability of the occurrence of each of the various events and appropriate discount rates for
each of the scenarios. The Subordinated Notes were repaid in full on June 20, 2014. As of that date, the aggregate fair value of the Subordinated Notes was
determined to be $18.8 million.

The change in the fair value of the Senior Convertible Notes and the Convertible Notes for the nine months ended September 30, 2014 was determined by
utilizing a probability weighted discounted cash flow analysis which took into consideration market and general economic events as well as the Company’s
financial results and other data available as of that date. This analysis determined the amount to be paid on the notes in either cash or shares at the occurrence of
certain events in which the Senior Convertible Notes and the Convertible Notes would be converted into shares of the Company’s common stock or would be
repaid to the noteholders in cash. This analysis also utilized assumptions related to the probability of the occurrence of each of the various events and appropriate
discount rates for each of the scenarios. The fair value of the Senior Convertible Notes and the Convertible Notes upon the closing of the Company’s IPO were
determined to be $39.5 million and $129.0 million, respectively.

(9) Revolving Line of Credit

The Company maintains a revolving credit facility with Silicon Valley Bank. On September 3, 2014, the Company amended and restated the loan and
security agreement to extend the maturity date of the facility to August 31, 2016 and increase the maximum amount the Company is permitted to borrow, subject to
continued covenant compliance and borrowing base requirements, from $10 million to $20 million. At the Company’s election, the interest rate applicable to
borrowings under the revolving credit facility may be based on the prime rate or LIBOR. Prime rate-based rates vary from prime rate plus 0.75% per annum to
prime rate plus 1.75% per annum, while LIBOR-based rates vary from LIBOR plus 3.75% per annum to LIBOR plus 4.25% per annum. In addition, the Company
is required to pay a monthly unused revolving line facility fee of 0.5% per annum of the average unused portion of the revolving credit facility. The revolving credit
facility is secured by a first priority security interest in all assets of the Company, including those at the East Providence facility, except for certain exclusions.

At both September 30, 2015 and December 31, 2014, the Company had no amounts drawn on the revolving credit facility. The Company had outstanding
letters of credit backed by the revolving credit facility of $2.7 million at September 30, 2015 and $1.4 million at December 31, 2014, respectively, which reduce the
funds otherwise available to the Company under the facility. Based on the available borrowing base, the effective amount available to the Company under the
revolving credit facility at September 30, 2015 was $13.0 million after consideration of the $2.7 million of outstanding letters of credit (see note 10). Under the
revolving credit facility, the Company is required to comply with financial covenants relating to, among other items, minimum Adjusted EBITDA, maximum
unfinanced capital expenditures and other non-financial covenants. At September 30, 2015, the Company was in compliance with all such financial covenants.

(10) Commitments and Contingencies

Letters of Credit

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

The Company had letters of credit outstanding for $2.7 million at September 30, 2015 and $1.4 million at December 31, 2014. These letters of credit are
secured by the Company’s revolving line of credit (see note 9).

Litigation

The Company is, from time to time, a party to litigation that arises in the normal course of its business operations. The Company is not presently a party to
any litigation for which it believes a loss is probable requiring an amount to be accrued or a possible loss contingency requiring disclosure.
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(11) Net Loss Per Share

The computation of basic and diluted net loss attributable to common stockholders per share consists of the following:
 

   
Three Months Ended 

September 30,    
Nine Months Ended 

September 30,  
   2015    2014    2015    2014  
   (In thousands, except share and per share data)  
Numerator:         
Net loss attributable to common stockholders   $ (2,522)   $ (2,412)   $ (8,055)   $ (63,607) 

    

 

    

 

    

 

    

 

Denominator:         
Weighted average shares outstanding, basic and diluted    23,060,456     22,997,060     23,017,822     8,762,866  

    

 

    

 

    

 

    

 

Net loss attributable to common stockholders per common share,
basic and diluted   $ (0.11)   $ (0.10)   $ (0.35)   $ (7.26) 

    

 

    

 

    

 

    

 

Potential dilutive common shares that were excluded from the computation of diluted net loss attributable to common stockholders per common share
because they were anti-dilutive consist of the following:
 

   
Three Months Ended 

September 30,    
Nine Months Ended 

September 30,  
   2015    2014    2015    2014  
Common stock options    1,224,279     1,031,017     1,224,279     1,031,017  
Restricted common stock units    405,463     318,517     405,463     318,517  
Common stock warrants    131     131     131     131  

    
 

    
 

    
 

    
 

Total    1,629,873     1,349,665     1,629,873     1,349,665  
    

 

    

 

    

 

    

 

(12) Income Taxes

The Company incurred net operating losses and recorded a full valuation allowance against net deferred tax assets for all periods presented. Accordingly, the
Company has not recorded a provision for federal or state income taxes.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following information should be read in conjunction with the unaudited financial information and the notes thereto included in this Quarterly Report on
Form 10-Q and the audited financial information and the notes thereto included in the Annual Report on Form 10-K for the year ended December 31, 2014, filed
with the Securities and Exchange Commission on March 13, 2015, which we refer to as the Annual Report.

Certain matters discussed in this Quarterly Report on Form 10-Q may be deemed to be forward-looking statements that involve risks and uncertainties. We
make such forward-looking statements pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995 and other federal securities
laws. In this Quarterly Report on Form 10-Q, words such as “may,” “will,” “anticipate,” “estimate,” “expects,” “projects,” “intends,” “plans,” “believes” and
similar expressions (as well as other words or expressions referencing future events, conditions or circumstances) are intended to identify forward-looking
statements.

Our actual results and the timing of certain events may differ materially from the results discussed, projected, anticipated, or indicated in any forward-
looking statements. We caution you that forward-looking statements are not guarantees of future performance and that our actual results of operations, financial
condition and liquidity, and the development of the industry in which we operate may differ materially from the forward-looking statements contained in this
Quarterly Report. In addition, even if our results of operations, financial condition and liquidity, and the development of the industry in which we operate are
consistent with the forward-looking statements contained in this Quarterly Report, they may not be predictive of results or developments in future periods.

The following information and any forward-looking statements should be considered in light of factors discussed elsewhere in this Quarterly Report on Form
10-Q, including those risks identified under Part II, Item 1A of this Quarterly Report on Form 10-Q, and under “Risk Factors” in Item 1A of the Annual Report.

We caution readers not to place undue reliance on any forward-looking statements made by us, which speak only as of the date they are made. We disclaim
any obligation, except as specifically required by law and the rules of the SEC, to publicly update or revise any such statements to reflect any change in our
expectations or in events, conditions or circumstances on which any such statements may be based, or that may affect the likelihood that actual results will differ
from those set forth in the forward-looking statements.

You should read the following discussion and analysis of financial condition and results of operations together with Part I Item 1 “Financial Information”
and our financial statements and related notes included elsewhere in this Quarterly Report on Form 10-Q.

Overview

We design, develop and manufacture innovative, high-performance aerogel insulation. We believe our aerogel blankets deliver the best thermal performance
of any widely used insulation product available on the market today and provide a combination of performance attributes unmatched by traditional insulation
materials. Our end-use customers select our products where thermal performance is critical and to save money, reduce energy use, preserve operating assets and
protect workers.

Our insulation is used by oil producers and the owners and operators of refineries, petrochemical plants, LNG facilities, power generating assets and other
energy infrastructure. Our Pyrogel and Cryogel product lines have undergone rigorous technical validation by industry leading end-users and achieved significant
market adoption. We also derive product revenue from the building and construction and other end markets. Customers in these markets use our aerogels for
applications as diverse as wall systems, military and commercial aircraft, trains, buses, appliances, apparel, footwear and outdoor gear.
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We generate product revenue through the sale of our line of aerogel blankets. We market and sell our products primarily through a sales force based in North
America, Europe and Asia. The efforts of our sales force are supported by a small number of sales consultants with extensive knowledge of a particular market or
region. Our sales force is responsible for establishing and maintaining customer and partner relationships, delivering highly technical information and ensuring
high-quality customer service.

Our salespeople work directly with end-use customers and engineering firms to promote the qualification, specification and acceptance of our products. We
also rely on an existing and well-established channel of qualified insulation distributors and contractors in more than 30 countries around the world that ensures
rapid delivery of our products and strong end-user support. Our salespeople also work to educate insulation contractors about the technical and operating cost
advantages of our aerogel blankets.

We also perform research services under contracts with various agencies of the U.S. government, including the Department of Defense and the Department
of Energy, and other institutions. Research performed under contract with government agencies and other institutions enables us to develop and leverage
technologies into broader commercial applications.

We manufacture our products using our proprietary process and technology at our facility in East Providence, Rhode Island. We have operated the East
Providence facility since 2008. We commenced operation of a second production line at this facility during 2011, which doubled our annual nameplate capacity to
40 million to 44 million square feet of aerogel blankets, depending on product mix. We completed the construction and start-up of a third production line in the
East Providence facility during the first quarter of 2015 with a total construction cost of $31.8 million. The third production line increased our annual nameplate
capacity to 50 million to 55 million square feet of aerogel blankets, depending on product mix.

Our revenue for the nine months ended September 30, 2015 was $85.1 million, which represented an increase of 14% from the nine months ended
September 30, 2014. Net loss for the nine months ended September 30, 2015 was $8.1 million and net loss per diluted share was $0.35 per share. Net loss for the
nine months ended September 30, 2014 was $63.6 million and net loss per diluted share was $7.26. Net loss for the nine months ended September 30, 2014
included a total of $38.8 million of expense or $4.43 per share attributable to common stockholders related to expenses recorded in connection with the closing of
our initial public offering including (i) recognition of compensation cost of performance-based stock options of $5.6 million and (ii) accretion of convertible notes
to final conversion value of $33.2 million.

Recent Developments

As we previously reported on September 22, 2015, pursuant to a force majeure notification, our primary carbon dioxide supplier curtailed our supply due to a
temporary feedstock issue impacting the northeastern United States. This curtailment resulted in the disruption of supply to our East Providence plant for the period
beginning September 19, 2015 and ending September 27, 2015. We were able to procure alternative sources for approximately 40% of our requirements during this
period. This supply interruption forced the idling of our East Providence plant resulting in the loss of the equivalent of 3.8 days of production. We estimate that the
disruption reduced (i) factory output resulting in lower revenue of approximately $1.5 million and (ii) gross profit and adjusted EBITDA by approximately $0.8
million during the quarter. We also estimate that the disruption had the impact of reducing third quarter revenue growth by six percentage points and earnings per
share by $0.04.

On November 5, 2015, we announced the selection of Statesboro, Georgia, as the site for our second manufacturing plant. The forty acre site is served by rail
and provides effective access to local ports while the surrounding region is served by a well-developed technical educational system. In addition, we believe the
region will provide a strong workforce, secure and low-cost utilities and access to critical raw materials.

Key Metrics and Non-GAAP Financial Measures

We regularly review a number of metrics, including the following key metrics, to evaluate our business, measure our performance, identify trends affecting
our business, formulate financial projections and make strategic decisions.

Square Foot Operating Metric

We price our product and measure our product shipments in square feet. With the successful commissioning and start-up of our third production line at the
East Providence facility in March 2015, we estimate our annual nameplate capacity to be 50 million to 55 million square feet of aerogel blankets, depending on
product mix. We believe the square foot operating metric allows us and our investors to measure the growth in our manufacturing capacity and product shipments
on a uniform and consistent basis. The following chart sets forth product shipments associated with recognized revenue in square feet for the periods presented:



 
   

Three Months Ended 
September 30,    

Nine Months Ended 
September 30,  

   2015    2014    2015    2014  
   (Square feet in thousands)  
Product shipments in square feet    10,450     9,355     30,380     28,246  
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Adjusted EBITDA

We use Adjusted EBITDA, a non-GAAP financial measure, as a means to assess our operating performance. We define Adjusted EBITDA as net income
(loss) before interest expense, taxes, depreciation, amortization, stock-based compensation expense and other items, which occur from time to time, that we do not
believe are indicative of our core operating performance. In previous periods these items included loss on disposal of assets, gain or loss on extinguishment or
exchange of debt, write-off of costs of postponed financing activities and write-off of construction in progress. Adjusted EBITDA is a supplemental measure of our
performance that is not presented in accordance with accounting principles generally accepted in the United States of America, or U.S. GAAP. Adjusted EBITDA
should not be considered as an alternative to net income (loss) or any other measure of financial performance calculated and presented in accordance with U.S.
GAAP. In addition, our definition and presentation of Adjusted EBITDA may not be comparable to similarly titled measures presented by other companies.

We use Adjusted EBITDA:
 

 •  as a measure of operating performance because it does not include the impact of items that we do not consider indicative of our core operating
performance;

 

 •  for planning purposes, including the preparation of our annual operating budget, to allocate resources and to enhance the financial performance of our
business; and

 

 •  as a performance measure under our bonus plan.

We also believe that the presentation of Adjusted EBITDA provides useful information to investors with respect to our results of operations and in assessing
the performance and value of our business. Various measures of EBITDA are widely used by investors to measure a company’s operating performance without
regard to items that can vary substantially from company to company depending upon financing and accounting methods, book values of assets, capital structures
and the methods by which assets were acquired.

Although measures similar to Adjusted EBITDA are frequently used by investors and securities analysts in their evaluation of companies, we understand that
Adjusted EBITDA has limitations as an analytical tool, and you should not consider it in isolation or as a substitute for U.S. GAAP, income from operations or an
analysis of our results of operations as reported under U.S. GAAP. Some of these limitations are:
 

 •  Adjusted EBITDA does not reflect our historical cash expenditures or future requirements for capital expenditures or other contractual commitments;
 

 •  Adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;
 

 •  Adjusted EBITDA does not reflect stock-based compensation expense;
 

 •  Adjusted EBITDA does not reflect our tax expense or cash requirements to pay our income taxes;
 

 •  Adjusted EBITDA does not reflect our interest expense, or the cash requirements necessary to service interest or principal payments on our debt;
 

 •  Although depreciation, amortization and impairment charges are non-cash charges, the assets being depreciated, amortized or impaired will often have
to be replaced in the future, and Adjusted EBITDA does not reflect any cash requirements for these replacements; and

 

 •  Other companies in our industry may calculate EBITDA or Adjusted EBITDA differently than we do, limiting their usefulness as a comparative
measure.

Because of these limitations, our Adjusted EBITDA should not be considered as a measure of discretionary cash available to us to reinvest in the growth of
our business or as a measure of cash available for us to meet our obligations.

To properly and prudently evaluate our business, we encourage you to review the U.S. GAAP financial statements included elsewhere in this Quarterly
Report on Form 10-Q, and not to rely on any single financial measure to evaluate our business.
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The following table presents a reconciliation of net loss, the most directly comparable U.S. GAAP measure, to Adjusted EBITDA for the periods presented:
 

   
Three Months Ended 

September 30,    
Nine Months Ended 

September 30,  
   2015    2014    2015    2014  
   ($ in thousands)  
Net loss   $(2,522)   $(2,412)   $(8,055)   $ (63,607) 

Interest expense (1)    46     47     136     50,225  
Depreciation and amortization    2,664     2,513     7,422     7,692  
Loss on disposal of assets    —     —    —    15  
Stock-based compensation (2)    1,476     1,054     4,175     7,398  

    
 

    
 

    
 

    
 

Adjusted EBITDA   $ 1,664    $ 1,202    $ 3,678    $ 1,723  
    

 

    

 

    

 

    

 

 
(1) Interest expense in 2014 consists primarily of fair market value adjustments related to our subordinated notes, senior convertible notes, and convertible notes.
(2) Represents non-cash stock-based compensation related to vesting and modifications of stock option grants, vesting of restricted stock and vesting of

restricted common stock units.

Our Adjusted EBITDA is affected by a number of factors including the mix of aerogel products sold, average selling prices, average material costs, our
actual manufacturing costs, the costs associated with and timing of expansions and start-up of additional production capacity and the amount and timing of
operating expenses. As we continue to grow our base of product revenue and to build out our manufacturing capacity, we expect increased manufacturing expenses
will periodically have a negative impact on Adjusted EBITDA, but will set the framework for improved Adjusted EBITDA moving forward. Accordingly, we
expect that our Adjusted EBITDA will vary from period to period as we continue to expand our manufacturing capacity.

Components of Our Results of Operations

Revenue

We recognize product revenue from the sale of our line of aerogel products and research services revenue from the provision of services under contracts with
various agencies of the U.S. government and other institutions. Product revenue is recognized upon transfer of title and risk of loss, which is generally upon
shipment or delivery.

Cost of Revenue

Cost of revenue for our product revenue consists primarily of materials and manufacturing expense, including direct labor, utilities, maintenance expense and
depreciation on manufacturing assets. Cost of product revenue is recorded when the related product revenue is recognized. Cost of product revenue also includes
stock-based compensation of manufacturing employees and shipping costs.

Material is our most significant component of cost of product revenue and includes fibrous batting, silica materials and additives. Material costs as a
percentage of product revenue vary from product to product due to differences in average selling prices, material requirements, blanket thickness and
manufacturing yields. As a result, material costs as a percentage of revenue will vary from period to period due to changes in the mix of aerogel products sold.
However, in general, we expect material costs in the aggregate to decline as a percentage of revenue as we seek to achieve higher selling prices, material sourcing
improvements and manufacturing yield enhancements for our aerogel products.
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Manufacturing expense is also a significant component of cost of revenue. As we increase manufacturing capacity through our planned construction and
operation of a second manufacturing facility and, over time, potentially expand the production lines at this second manufacturing facility, we expect manufacturing
expense as a percentage of product revenue will increase in the near-term following each expansion but will decrease in the long-term with increased revenues
supported by the effect of completed capacity expansions.

Cost of revenue for our research services revenue consists of direct labor costs of research personnel engaged in the contract research, third-party consulting
expense, and associated direct material costs. This cost of revenue also includes overhead expenses associated with project resources, development tools and
supplies. Cost of revenue for our research services revenue is recorded when the related research services revenue is recognized.

Gross Profit

Our gross profit as a percentage of revenue is affected by a number of factors, including the mix of aerogel products sold, average selling prices, average
material costs, our actual manufacturing costs and the costs associated with expansions and start-up of production capacity. As we continue to build out our
manufacturing capacity, we expect increased manufacturing expenses will periodically have a negative impact on gross profit, but will set the framework for
improved gross profit moving forward. Accordingly, we expect our gross profit in absolute dollars and as a percentage of revenue to vary from period to period as
we expand our manufacturing capacity. However, in general, we expect gross profit to improve as a percentage of revenue in the long-term due to increases in
manufacturing productivity, increased production volumes, improved manufacturing yields and material purchasing efficiencies.

Operating Expenses

Operating expenses consist of research and development, sales and marketing, and general and administrative expenses. The largest component of our
operating expenses is personnel costs, consisting of salaries, benefits, incentive compensation and stock-based compensation. We expect to continue to hire a
significant number of new employees in order to support our anticipated growth. In any particular period, the timing of additional hires could materially affect our
operating expenses, both in absolute dollars and as a percentage of revenue.

Research and Development Expenses

Research and development expenses consist primarily of expenses for personnel engaged in the development of next generation aerogel compositions, form
factors and manufacturing technologies. These expenses also include testing services, prototype expenses, consulting services, equipment depreciation, facilities
costs and related overhead. We expense research and development costs as incurred. We expect to continue to devote substantial resources to the development of
new aerogel technology. We believe that these investments are necessary to maintain and improve our competitive position. We expect to continue to invest in
additional research and engineering personnel and the infrastructure required in support of their efforts. We expect that our research and development expenses will
increase in absolute dollars but decrease as a percentage of revenue in the long-term.

Sales and Marketing Expenses

Sales and marketing expenses consist primarily of personnel costs, incentive compensation, marketing programs, travel and related costs, consulting
expenses and facilities-related costs. We plan to expand our sales force and sales consultants globally to drive anticipated growth in customers and demand for our
products. We expect that sales and marketing expenses will increase in absolute dollars but decrease as a percentage of revenue in the long-term.

General and Administrative Expenses

General and administrative expenses consist primarily of personnel costs, legal expenses, consulting and professional services, audit and tax consulting costs,
and expenses for our executive, finance, human resources and information technology organizations. General and administrative expenses have increased as we
have incurred additional costs related to operating as a publicly-traded company, which include costs of compliance with securities, corporate governance and
related laws and regulations, investor relations expenses, increased insurance premiums, including director and officer insurance, and increased audit and legal fees.
In addition, we expect to add general and administrative personnel to support the anticipated growth of our business and continued expansion of our manufacturing
operations. We expect that general and administrative expenses will increase in absolute dollars but decrease as a percentage of revenue in the long-term.
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Interest Expense

For the three and nine months ended September 30, 2015, interest expense consisted primarily of fees related to our revolving credit facility.

For the three and nine months ended September 30, 2014, interest expense consisted primarily of interest expense associated with fair market value
adjustments to our subordinated notes, senior convertible notes and convertible notes.

Provision for Income Taxes

We have incurred net losses since inception and have not recorded benefit provisions for U.S. federal income taxes or state income taxes since the tax
benefits of our net losses have been offset by valuation allowances due to the uncertainty associated with the utilization of net operating loss carryforwards.

Results of Operations

Three months ended September 30, 2015 compared to the three months ended September 30, 2014

The following tables set forth a comparison of the components of our results of operations for the periods presented:

Revenue
 
   Three Months Ended September 30,        
   2015   2014   

Change         Percentage
of 

Revenue  

     Percentage
of 

Revenue  

 

   Amount     Amount     Amount  Percentage 
   ($ in thousands)  
Revenue:          

Product   $30,926     98% $24,589     97% $ 6,337    26%
Research services    613     2%  848     3%  (235)   (28)%

    
 

     
 

     
 

 

Total Revenue   $31,539     100% $25,437     100% $ 6,102    24% 
    

 

     

 

     

 

 

The following chart sets forth product shipments in square feet for the periods presented:
 

   

Three Months 
Ended 

September 30,    Change  
   2015    2014    Amount   Percentage 
Product shipments in square feet (in thousands)    10,450     9,355     1,095     12% 

Total revenue increased $6.1 million, or 24%, to $31.5 million for the three months ended September 30, 2015 from $25.4 million in the comparable period
in 2014 as a result of an increase in product revenue.

Product revenue increased $6.3 million, or 26%, to $30.9 million for the three months ended September 30, 2015 from $24.6 million in the comparable
period in 2014. This increase was principally the result of an increase in sales of our aerogel products in the subsea market and in the refinery and petrochemical
sectors in the United States and Europe. The revenue increase reflects price increases enacted in late 2014, and a shift in the mix of aerogel products sold towards
higher priced products, particularly in the subsea market. The average selling price per square foot of our products increased by an effective $0.33, or 13%, to $2.96
per square foot for the three months ended September 30, 2015 from $2.63 per square foot for the comparable period in 2014. This increase in average selling price
contributed approximately $3.3 million to the increase in product revenue. In volume terms, product shipments increased 1.1 million square feet, or 12%, to
10.4 million square feet of aerogel products for the three months ended September 30, 2015 from 9.4 million square feet in the comparable period in 2014. The
increase in volume was supported by the increase in manufacturing capacity associated with operation of the third production line in the East Providence facility.
The increase in product volume contributed approximately $3.0 million to the increase in product revenue.
 

18



Table of Contents

Research services revenue decreased $0.2 million, or 28%, to $0.6 million for the three months ended September 30, 2015 from $0.8 million in the
comparable period in 2014. The decrease was primarily due to a reduction in the total value of active research contracts with government agencies in 2015. The
reduction in the total value of active contracts is principally the result of limitations on our eligibility to receive contract awards under federal guidelines due to a
variety of factors including the amount of our revenue, the number of our employees and the makeup of our ownership.

Product revenue was 98% and 97% of total revenue for the three months ended September 30, 2015 and 2014, respectively. Research services revenue was
2% and 3% of total revenue for the three months ended September 30, 2015 and 2014, respectively. We expect that product revenue will continue to comprise a
significant percentage of our total revenue due to the anticipated growth in demand for our products in the energy infrastructure market.

Cost of Revenue
 
   Three Months Ended September 30,        
   2015   2014   

Change         Percentage
of Related 
Revenue  

 Percentage
of Total 
Revenue  

     Percentage
of Related 
Revenue  

 Percentage
of Total 
Revenue  

 

   Amount      Amount      Amount  Percentage 
   ($ in thousands)  
Cost of revenue:            

Product   $26,017     84%  83% $19,926     81%  78% $ 6,091    31%
Research services    350     57%  1%  439     52%  2%  (89)   (20%)

    
 

      
 

      
 

 

Total cost of revenue   $26,367     84%  84% $20,365     80%  80% $ 6,002    29% 
    

 

      

 

      

 

 

Total cost of revenue increased $6.0 million, or 29%, to $26.4 million for the three months ended September 30, 2015 from $20.4 million in the comparable
period in 2014. The increase in total cost of revenue was the result of an increase of $3.7 million in material costs and $2.4 million in manufacturing expense to
support increased product revenue, offset, in part, by a decrease of $0.1 million in cost of research services.

Product cost of revenue increased $6.1 million, or 31%, to $26.0 million for the three months ended September 30, 2015 from $19.9 million in the
comparable period in 2014. The $6.1 million increase was the result of a $3.7 million increase in material costs and a $2.4 million increase in manufacturing
expense year over year. The increase in manufacturing expense was the result of increases in compensation expense of $0.5 million, utility expense of $0.5 million,
maintenance expense of $0.5 million, depreciation expense of $0.3 million and other manufacturing expense of $0.6 million. The increase in level of manufacturing
expense was driven by the addition of the third production line in the East Providence facility, which commenced operation in the first quarter of 2015. Material
costs for the three months ended September 30, 2015 increased $3.7 million versus the comparable period in 2014 due to a 12% increase in product volume period
over period in combination with a decline in manufacturing yields during the three months ended September 30, 2015. We expect that product cost of revenue will
continue to increase during the remainder of 2015 due to an expected increase in product volume to be produced and shipped during the period.

Product cost of revenue as a percentage of product revenue increased to 83% during the three months ended September 30, 2015 from 81% during the three
months ended September 30, 2014. This increase was principally caused by the increased levels of manufacturing expense associated with operation of the third
production line and the decline in manufacturing yields during the three months ended September 30, 2015. We expect that product cost of revenue as a percentage
of revenue will decrease during the fourth quarter of 2015 from the levels realized during the three months ended September 30, 2015 due to increased production
volumes associated with operation of the third production line and a projected favorable mix of products sold.

Research services cost of revenue decreased $0.1 million, or 20%, to $0.3 million for the three months ended September 30, 2015 from $0.4 million in the
comparable period in 2014. The decrease in cost of research services revenue was due principally to the 28% reduction in research services revenue during the
three months ended September 30, 2015.
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Gross Profit
 
   Three Months Ended September 30,         
   2015   2014   

Change         Percentage
of Revenue 

     Percentage
of Revenue 

 
   Amount    Amount    Amount   Percentage 
   ($ in thousands)  
Gross profit   $ 5,172     16%  $ 5,072     20%  $ 100     2% 

Gross profit increased $0.1 million, or 2%, to $5.2 million for the three months ended September 30, 2015 from $5.1 million in the comparable period in
2014. The increase reflected $3.3 million in incremental contribution from the effective 13% sales price increase during 2015 and $3.0 million related to increased
volume supported by output from the third production line. These increases were offset, in part, by a $3.7 million increase in material costs due to the increase in
volume and the decline in manufacturing yields in the three months ended September 30, 2015, a $2.4 million increase in manufacturing expense due principally to
the operation of the third production line, and a $0.2 million decrease associated with the reduction in research services revenue.

Gross profit as a percentage of total revenue decreased to 16% of total revenue for the three months ended September 30, 2015 from 20% in the comparable
period in 2014. We expect gross profit as a percentage of total revenue to increase for the fourth quarter of 2015 from the levels realized during the three months
ended September 30, 2015 due to anticipated increases in production volumes, a shift toward higher margin products and an expected improvement in
manufacturing yields and productivity.

Research and Development Expenses
 
   Three Months Ended September 30,        
   2015   2014   

Change         Percentage
of Revenue 

     Percentage
of Revenue 

 
   Amount    Amount    Amount  Percentage 
   ($ in thousands)  
Research and development expenses   $ 1,146     4%  $ 1,258     5%  $ (112)   (9%) 

Research and development expenses decreased $0.1 million, or 9%, to $1.2 million for the three months ended September 30, 2015 from $1.3 million in the
comparable period in 2014. The decrease is principally the result of a reduction in compensation related costs. We expect that our research and development
expenses will increase in the long-term as we invest in additional research and engineering personnel and the infrastructure required in support of their efforts. We
expect that research and development expenses as a percentage of total revenue in the long-term will remain at approximately the level realized in the three months
ended September 30, 2015 due to equivalent anticipated growth in product revenue.
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Sales and Marketing Expenses
 
   Three Months Ended September 30,         
   2015   2014   

Change         Percentage
of Revenue 

     Percentage
of Revenue 

 
   Amount    Amount    Amount   Percentage 
   ($ in thousands)  
Sales and marketing expenses   $ 2,793     9%  $ 2,213     9%  $ 580     26% 

Sales and marketing expenses increased $0.6 million, or 26%, to $2.8 million for the three months ended September 30, 2015 from $2.2 million in the
comparable period in 2014 due primarily to an increase in employee compensation of $0.4 million, sales consultant costs of $0.1 million and other selling expenses
of $0.1 million. We plan to continue to expand our sales force to support anticipated growth in customers and demand for our products. We expect that sales and
marketing expenses will increase in absolute dollars in the long term as we increase sales personnel and marketing efforts. However, we expect that sales and
marketing expenses will decrease as a percentage of total revenue in the long-term due to projected growth in product revenue.

General and Administrative Expenses
 
   Three Months Ended September 30,        
   2015   2014   

Change         Percentage
of Revenue 

     Percentage
of Revenue 

 
   Amount    Amount    Amount  Percentage 
   ($ in thousands)  
General and administrative expenses   $ 3,709     12%  $ 3,966     16%  $ (257)   (6%) 

General and administrative expenses, or G&A expenses, decreased $0.3 million, or 6%, to $3.7 million for the three months ended September 30, 2015
compared to the same period in 2014. G&A expenses as a percentage of total revenue decreased to 12% for the three months ended September 30, 2015 from 16%
in the comparable period in 2014. The $0.3 million decrease was primarily the result of a decrease in compensation expense of $0.4 million and depreciation
expense of $0.1 million. These decreases were offset, in part, by an increase of $0.2 million in professional services. We expect that G&A expenses will increase in
absolute dollars in the long term as we incur additional expenses in support of the anticipated growth of our business and expansion of our manufacturing
operations. However, we expect G&A expenses will decline as a percentage of total revenue in the long-term as a result of projected growth in product revenue .

Interest Expense
 
   Three Months Ended September 30,         
   2015   2014   

Change        Percentage
of Revenue 

    Percentage
of Revenue 

 
   Amount   Amount   Amount   Percentage 
   ($ in thousands)  
Interest expense   $ (46)   (0)%  $ (47)   (0)%  $ 1     (2)% 

Interest expense of less than $0.1 million during the three months ended September 30, 2015 and 2014 was comprised primarily of costs related to our
revolving credit facility.
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Nine months ended September 30, 2015 compared to the nine months ended September 30, 2014

The following tables set forth a comparison of the components of our results of operations for the periods presented:

Revenue
 
   Nine Months Ended September 30,        
   2015   2014   

Change         Percentage of
Revenue  

     Percentage of
Revenue  

 
   Amount     Amount     Amount   Percentage 
   ($ in thousands)  
Revenue:          

Product   $83,891     99%  $71,975     97%  $11,916    17% 
Research services    1,243     1%   2,440     3%   (1,197)   (49)% 

    
 

     
 

     
 

 

Total Revenue   $85,134     100%  $74,415     100%  $10,719    14% 
    

 

     

 

     

 

 

The following chart sets forth product shipments in square feet for the periods presented:
 

   
Nine Months Ended 

September 30,    Change  
   2015    2014    Amount   Percentage 
Product shipments in square feet (in thousands)    30,380     28,246     2,134     8% 

Total revenue increased $10.7 million, or 14%, to $85.1 million for the nine months ended September 30, 2015 from $74.4 million in the comparable period
in 2014 as a result of an increase in product revenue.

Product revenue increased $12.0 million, or 17%, to $83.9 million for the nine months ended September 30, 2015 from $72.0 million in the comparable
period in 2014. This increase was principally the result of an increase in sales of our aerogel products in the subsea market and refinery and petrochemical sectors
in the United States, Asia and Europe. The revenue increase reflects price increases enacted in late 2014 and a shift in the mix of aerogel products sold towards
higher priced products, particularly in the subsea market. The average selling price per square foot of our products increased by an effective $0.21, or 8%, to $2.76
per square foot for the nine months ended September 30, 2015 from $2.55 per square foot in the comparable period in 2014. This increase in average selling price
contributed approximately $6.3 million to the increase in product revenue. In volume terms, product shipments increased 2.1 million square feet, or 8%, to
30.4 million square feet of aerogel products for the nine months ended September 30, 2015 from 28.2 million square feet in the comparable period in 2014. The
increase in volume was supported by the increase in manufacturing capacity associated with operation of the third production line in the East Providence facility.
The increase in product volume contributed approximately $5.7 million to the increase in product revenue.

Research services revenue decreased $1.2 million, or 49%, to $1.2 million for the nine months ended September 30, 2015 from $2.4 million in the
comparable period in 2014. The decrease was primarily due to a reduction in the total value of active research contracts with government agencies in 2015.The
reduction in the total value of active contracts is principally the result of limitations on our eligibility to receive contract awards under federal guidelines due to a
variety of factors including the amount of our revenue, the number of our employees and the makeup of our ownership.

Product revenue was 99% and 97% of total revenue for the nine months ended September 30, 2015 and 2014, respectively. Research services revenue was
1% and 3% of total revenue for the nine months ended September 30, 2015 and 2014, respectively. We expect that product revenue will continue to comprise a
significant percentage of our total revenue due to the anticipated growth in demand for our products in the energy infrastructure market.
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Cost of Revenue
 
   Nine Months Ended September 30,        
   2015   2014   

Change         Percentage
of Related 
Revenue  

 Percentage
of Total 
Revenue  

     Percentage
of Related 
Revenue  

 Percentage
of Total 
Revenue  

 

   Amount      Amount      Amount  Percentage 
   ($ in thousands)  
Cost of revenue:           

Product   $69,676     83%   82%  $61,316     85%   82%  $ 8,360    14% 
Research services    663     53%   1%   1,255     51%   2%   (592)   (47)% 

    
 

      
 

      
 

 

Total cost of revenue   $70,339     83%   83%  $62,571     84%   84%  $ 7,768    12% 
    

 

      

 

      

 

 

Total cost of revenue increased $7.8 million, or 12%, to $70.3 million for the nine months ended September 30, 2015 from $62.6 million in the comparable
period in 2014. The increase in total cost of revenue was the result of an increase of $4.6 million in material costs and $3.8 million in manufacturing expense to
support increased product revenue, offset, in part, by a decrease of $0.6 million in cost of research services.

Product cost of revenue increased $8.4 million, or 14%, to $69.7 million for the nine months ended September 30, 2015 from $61.3 million in the
comparable period in 2014. The $8.4 million increase was the result of a $4.6 million increase in material costs and a $3.8 million increase in manufacturing
expense year over year. The increase in manufacturing expense was the result of increases in compensation expense of $1.6 million, utility expenses of $1.0
million, maintenance and facility expense of $0.7 million and other operating expense of $0.5 million. The increased level of manufacturing expense was driven by
the addition of the third production line in the East Providence facility, which commenced operation in the first quarter of 2015. Material costs for the nine months
ended September 30, 2015 increased $4.6 million versus the comparable period in 2014 due to an 8% increase in product volume and a decline in manufacturing
yields during the nine months ended September 30, 2015 versus the comparable period in 2014. We expect that product cost of revenue will continue to increase in
the fourth quarter of 2015 from the quarterly pace during the first three quarters due to the increased level of manufacturing expense associated with operation of
the third production line. In addition, we expect material costs to increase in line with the expected increase in product volume to be manufactured and shipped
from the facility during the quarter.

Product cost of revenue as a percentage of product revenue decreased to 83% during the nine months ended September 30, 2015 from 85% during the nine
months ended September 30, 2014. This decrease was due to the increase in production volumes during 2015 associated with operation of the third production line
and the selling price increase implemented in late 2014, offset, in part, by a decline in manufacturing yields during the nine months ended September 30, 2015. We
expect that product cost of revenue as a percentage of revenue during the remainder of 2015 will decrease from the levels realized during the nine months ended
September 30, 2015 due to increased production volumes associated with operation of the third production line and an expected favorable mix of products sold.

Research services cost of revenue decreased $0.6 million, or 47%, to $0.7 million for the nine months ended September 30, 2015 from $1.3 million in the
comparable period in 2014. The decrease in cost of research services revenue was due principally to the 49% reduction in research services revenue during the nine
months ended September 30, 2015.
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Gross Profit
 
   Nine Months Ended September 30,         
   2015   2014   

Change         Percentage      Percentage  
   Amount    of Revenue  Amount    of Revenue  Amount   Percentage 
   ($ in thousands)  
Gross profit   $14,795     17%  $11,844     16%  $ 2,951     25% 

Gross profit increased $3.0 million, or 25%, to $14.8 million for the nine months ended September 30, 2015 from $11.8 million in the comparable period in
2014. The increase reflected $6.3 million in incremental contribution from an effective 8% increase in average sales price during 2015 and $5.7 million related to
increased volume supported by output from the third production line. These increases were offset, in part, by a $4.6 million increase in material costs due to the
increase in volume and the decline in manufacturing yields in the three months ended September 30, 2015, a $3.8 million increase in manufacturing expenses due
principally to the operation of the third production line, and a $0.6 million reduction in contribution due to the decline in research services revenue.

Gross profit as a percentage of total revenue increased to 17% of total revenue for the nine months ended September 30, 2015 from 16% in the comparable
period in 2014. We expect gross profit as a percentage of total revenue to continue to increase during the remainder of 2015 from the levels realized during the nine
months ended September 30, 2015 due to anticipated increases in production volumes and an expected improvement in manufacturing yields and productivity.

Research and Development Expenses
 
   Nine Months Ended September 30,        
   2015   2014   

Change         Percentage
of Revenue 

     Percentage
of Revenue 

 
   Amount    Amount    Amount  Percentage 
   ($ in thousands)  
Research and development expenses   $ 4,001     5%  $ 4,461     6%  $ (460)  (10%) 

Research and development expenses decreased $0.5 million, or 10%, to $4.0 million for the nine months ended September 30, 2015 from $4.5 million in the
comparable period in 2014. The decrease is principally the result of decreases in stock-based compensation charges of $0.3 million, other compensation expense of
$0.1 million and outside professional services of $0.1 million.

Sales and Marketing Expenses
 
   Nine Months Ended September 30,        
   2015   2014   

Change         Percentage      Percentage  
   Amount   of Revenue  Amount   of Revenue  Amount  Percentage 
   ($ in thousands)  
Sales and marketing expenses   $ 7,847     9%  $ 7,871     11%  $ (24)   (0%) 

Sales and marketing expenses remained flat at approximately $7.8 million, for the nine months ended September 30, 2015 and 2014. An increase of $0.1
million in consulting expenses was offset by a corresponding decrease in compensation expense for the nine months ended September 30, 2015 versus the
comparable period in 2014.
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General and Administrative Expenses
 
   Nine Months Ended September 30,        
   2015   2014   

Change         Percentage      Percentage  
   Amount    of Revenue  Amount    of Revenue  Amount   Percentage 
   ($ in thousands)  
General and administrative expenses   $10,866     13%  $12,894     17%  $(2,028)   (16%) 

General and administrative expenses, or G&A expenses, decreased $2.0 million, or 16%, to $10.9 million for the nine months ended September 30, 2015
compared to the same period in 2014. G&A expenses as a percentage of total revenue decreased to 13% for the nine months ended September 30, 2015 from 17%
in the comparable period in 2014. The $2.0 million decrease was primarily the result of decreases in stock-based compensation charges of $2.2 million, other
compensation expense of $0.5 million and depreciation expense of $0.3 million. These decreases were offset by an increase of $1.0 million in insurance,
professional services and other operating expenses related principally to operating as a publicly traded company.

Interest Expense
 
   Nine Months Ended September 30,         
   2015   2014   

Change        Percentage     Percentage  
   Amount  of Revenue  Amount   of Revenue  Amount    Percentage 
   ($ in thousands)  
Interest expense   $ (136)   (0)%  $(50,225)   (67)%  $50,089     (100)% 

Interest expense of $0.1 million during the nine months ended September 30, 2015 was comprised primarily of costs related to our revolving credit facility.
During the nine months ended September 30, 2014, we recorded approximately $50.2 million in interest expense comprised of changes in fair value for our then
outstanding subordinated notes, senior convertible notes and convertible notes. Upon completion of the IPO in June 2014, the subordinated notes were repaid and
the senior convertible notes and convertible notes were converted to equity.
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Liquidity and Capital Resources

Overview

We have experienced significant losses and invested significant resources since our inception to develop and commercialize our aerogel technology and to
build a manufacturing infrastructure capable of supplying aerogel products at the volumes and costs required by our customers. These investments have included
research and development and other operating expenses, capital expenditures and investment in working capital balances.

We are currently experiencing revenue growth as we gain share in our target markets. Our current financial forecast anticipates continued revenue growth,
increasing gross profit and improving cash flows from operations. However, we expect to incur significant capital expenditures through 2017 related to the
expansion of our manufacturing capacity as we seek to keep pace with the expected growth in demand.

We believe that our existing cash balance and available credit will be sufficient to fund a portion of the design, development and construction of a second
production plant in the United States. We expect to supplement our cash balance with anticipated cash flows from operations, local government grants, debt
financings and potentially equity financings to provide the capital required to complete the first production line in our second facility.

Primary Sources of Liquidity

Our principal sources of liquidity are currently our cash and cash equivalents and our revolving credit facility with Silicon Valley Bank. Cash and cash
equivalents consist primarily of cash and money market accounts on deposit with banks. As of September 30, 2015, we had $30.0 million of cash and cash
equivalents.

From our inception through March 2013, our primary sources of liquidity were funds raised through issuances of common stock, preferred stock,
subordinated notes, senior convertible notes and convertible notes to venture capital funds and other private investors. In June 2014, we completed an initial public
offering of our common stock and received net proceeds of $74.7 million after underwriting discounts and offering expenses. Upon the closing of the offering, all
principal and accrued interest of our senior convertible notes and our convertible notes automatically converted into shares of our common stock. In addition, we
utilized $19.8 million of the net proceeds of the offering to repay all amounts outstanding under our subordinated notes and revolving credit facility. At
September 30, 2015, our only debt obligations were $0.1 million related to capital lease obligations. At September 30, 2015, we also had $2.7 million of
outstanding letters of credit secured by the revolving credit facility described below.

In March 2011, we entered into a revolving credit facility with Silicon Valley Bank. This facility has been amended at various dates through 2014. On
September 3, 2014, we further amended the loan and security agreement to extend the maturity date of the revolving credit facility to August 31, 2016 and to
increase the maximum amount we are permitted to borrow, subject to continued covenant compliance and borrowing base requirements, from $10 million to $20
million. At our election, the interest rate applicable to borrowings under the amended revolving credit facility may be based on the prime rate or LIBOR. Prime
rate-based rates vary from prime rate plus 0.75% per annum to prime rate plus 1.75% per annum, while LIBOR-based rates vary from LIBOR plus 3.75% per
annum to LIBOR plus 4.25% per annum. In addition, we are required to pay a monthly unused revolving line facility fee of 0.5% per annum of the average unused
portion of the revolving credit facility.

Due to the borrowing base limitations of the revolving credit facility, the effective amount available to us under the facility at September 30, 2015 was $13.0
million after giving effect to the $2.7 million of letters of credit outstanding. As of September 30, 2015, we had no outstanding balances drawn on the revolving
credit facility.
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Analysis of Cash Flow

Net Cash (Used in) Provided by Operating Activities

During the nine months ended September 30, 2015, we used $0.1 million net cash in operating activities, as compared to generating $1.9 million in net cash
during the comparable period of 2014, a decrease of $2.0 million. This decrease was primarily the result of a decrease in cash from changes in operating assets and
liabilities of $4.0 million, offset, in part, by an increase in net loss adjusted for non-cash items in the period of $2.0 million. The decrease in cash from changes in
operating assets and liabilities was principally the result of an increase in accounts receivable, inventories and other working capital balances to support the
increase in revenue during the nine months ended September 30, 2015.

Net Cash Used in Investing Activities

Net cash used in investing activities for the nine months ended September 30, 2015 and 2014 was $19.4 million and $4.6 million, respectively. Net cash used
in investing activities for the nine months ended September 30, 2015 included capital expenditures to complete the construction of the third production line to
expand the capacity of our East Providence manufacturing facility. In addition, net cash used in investing activities for the nine months ended September 30, 2015
included capital expenditures for machinery and equipment to improve the throughput and efficiency of our East Providence facility. Net cash used in investing
activities for the nine months ended September 30, 2014 was primarily for machinery and equipment to improve the productivity of our East Providence facility.

Net Cash (Used in) Provided by Financing Activities

Net cash used in financing activities for the nine months ended September 30, 2015 totaled $0.3 million and consisted of $0.1 million for repayments of
obligations under capital leases and $0.2 million for payments made for employee restricted stock minimum tax withholdings associated with the vesting of RSUs.
Net cash provided by financing activities for the nine months ended September 30, 2014 totaled $54.8 million. Financing activities during the period included $74.7
million of net proceeds from the initial public offering, offset, in part, by $1.0 million of net repayments under the line of credit, $18.8 million of repayments on the
subordinated debt and other net payments of $0.1 million.

Off Balance Sheet Arrangements

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

Recent Accounting Pronouncements

Information regarding new accounting pronouncements is included in note 2 to our unaudited consolidated financial statements contained in Item 1 of this
Quarterly Report on Form 10-Q.

Critical Accounting Policies and Estimates

Our financial statements are prepared in accordance with U.S. GAAP. The preparation of our financial statements and related disclosures requires us to make
estimates, assumptions and judgments that affect the reported amount of assets, liabilities, revenue, costs and expenses and related disclosures. We believe that the
estimates, assumptions and judgments involved in these accounting policies have the greatest potential impact on our financial statements; and therefore, we
consider these to be our critical accounting policies. Accordingly, we evaluate our estimates and assumptions on an ongoing basis. Our actual results may differ
from these estimates under different assumptions and conditions. See our Annual Report on Form 10-K for the year ended December 31, 2014, filed on March 13,
2015 with the Securities and Exchange Commission, and note 2 to our unaudited consolidated financial statements included elsewhere in this Quarterly Report on
Form 10-Q for information about these critical accounting policies, as well as a description of our other significant accounting policies.
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Certain Factors That May Affect Future Results of Operations

The Securities and Exchange Commission, or SEC, encourages companies to disclose forward-looking information so that investors can better understand a
company’s future prospects and make informed investment decisions. This Quarterly Report on Form 10-Q contains such “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995. These statements involve known and unknown risks, uncertainties and other important factors
which may cause our actual results, performance or achievements to be materially different from any future results, performances or achievements expressed or
implied by the forward-looking statements. Forward-looking statements include, but are not limited to, statements about: our beliefs in the appropriateness of our
assumptions, the accuracy of our estimates regarding expenses, loss contingencies, future revenues, future profits, capital requirements, and the need for additional
financing; the performance of our aerogel blankets; the estimated effects of our third production line on our annual nameplate capacity; our estimates of annual
production capacity; our beliefs and expectations on the actual production capacity and product yields; our expectation as to an adequate supply of raw materials
for the manufacturing of our products and the operation of the production process and the ability of our suppliers to deliver such raw materials to us; our beliefs
about the usefulness of the square foot operating metric; our beliefs about the financial metrics that are indicative of our core performance; our beliefs about the
usefulness of our presentation of Adjusted EBITDA; our expectations about the effect of manufacturing capacity on financial metrics such as Adjusted EBITDA;
our beliefs about the outcome, effects or estimated liabilities of current or potential litigation; our expectations about hiring additional personnel; our plans to
devote substantial resources to the development of new aerogel technology; our expectations about product mix; our beliefs and expectations on the average selling
prices; our beliefs about the impact of sales price increases; our expectations about future material costs and manufacturing expenses as a percentage of revenue;
our expectations of future gross profit and the effect of manufacturing expenses, manufacturing capacity and productivity on gross profit; our expectations about
our resources and other investments in new technology and related research and development activities and associated expenses; our expectations about short and
long term (a) research and development (b) general and administrative and (c) sales and marketing expenses; our expectations of continued revenue growth,
increased gross profit, and improving cash flows; our expectations about incurring significant capital expenditures in the future; our expectations about the
expansion of our workforce and resources and its effect on sales and marketing, general and administrative, and related expenses; our expectations about future
product revenue and growth of demand for our products; our expectations about the effect of stock based compensation on various costs and expenses; our
expectations about potential sources of future financing; our beliefs about the impact of accounting policies on our financial statements; our beliefs about the effect
of interest rates, inflation and foreign currency fluctuations on our results of operations and financial condition; and our beliefs about the expansion of our
international operations.

Words such as “may,” “will,” “anticipate,” “estimate,” “expects,” “projects,” “intends,” “plans,” “believes” and words and terms of similar substance used in
connection with any discussion of future operating or financial performance, identify forward-looking statements. All forward-looking statements are
management’s present expectations of future events and are subject to a number of risks and uncertainties that could cause actual results to differ materially and
adversely from those described in the forward-looking statements. These risks include, but are not limited to, those set forth in Part II, Item 1A of this Quarterly
Report on Form 10-Q and under the heading “Risk Factors” contained in Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2014.

In light of these assumptions, risks and uncertainties, the results and events discussed in the forward-looking statements contained in this Quarterly Report on
Form 10-Q might not occur. Stockholders and other readers are cautioned not to place undue reliance on the forward-looking statements, which speak only as of the
date of this Quarterly Report on Form 10-Q. We are not under any obligation, and we expressly disclaim any obligation, to update or alter any forward-looking
statements, whether as a result of new information, future events or otherwise. All subsequent forward-looking statements attributable to Aspen Aerogels, Inc. or to
any person acting on its behalf are expressly qualified in their entirety by the cautionary statements contained or referred to in this section.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk
exposure results primarily from fluctuations in interest rates as well as from inflation. In the normal course of business, we are exposed to market risks, including
changes in interest rates which affect our line of credit under our revolving credit facility as well as cash flows. We may also face additional exchange rate risk in
the future as we expand our business internationally.

Interest Rate Risk

We are exposed to changes in interest rates in the normal course of our business. At September 30, 2015, we had unrestricted cash of $30.0 million. These
amounts were held for working capital purposes in our operating cash account at a financial institution in the North America. We believe that we do not have any
material exposure to changes in the fair value of our cash as a result of changes in interest rates.

As of September 30, 2015, we have no debt outstanding other than capital lease obligations of approximately $0.1 million with fixed interest rates. In
September 2014, we amended our revolving credit agreement to extend the maturity date of the facility to August 31, 2016 and increase the maximum amount we
are permitted to borrow, subject to continued covenant compliance and borrowing base requirements, from $10 million to $20 million. As of September 30, 2015,
we had no outstanding balance drawn on the revolving credit facility and outstanding letters of credit of $2.7 million. At our election, the interest rate applicable to
borrowings under the amended line of credit may be based on the prime rate or LIBOR. Prime rate-based rates vary from prime rate plus 0.75% per annum to prime
rate plus 1.75% per annum, while LIBOR-based rates vary from LIBOR plus 3.75% per annum to LIBOR plus 4.25% per annum. Based on the available borrowing
base, the effective amount available to us at September 30, 2015 was $13.0 million due to the limitation of $2.7 million of outstanding letters of credit against the
line.

Inflation Risk

Although we expect that our operating results will be influenced by general economic conditions, we do not believe that inflation has had a material effect on
our results of operations during the periods presented. However, our business may be affected by inflation in the future.

Foreign Currency Exchange Risk

We are subject to certain risks inherent to operating in a global economy. Principally all of our revenue, receivables, purchases and debts are denominated in
U.S. dollars. Although our international operations involving foreign currencies are currently not significant compared to our operations denominated in U.S.
dollars, we expect to expand our international operations in the long-term. An expansion of our international operations will increase our potential exposure to
fluctuations in foreign currencies.

 
Item 4. Controls and Procedures.

(a) Evaluation of Disclosure Controls and Procedures . We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in the reports that we file or submit under the Securities and Exchange Act of 1934, as amended, or the Exchange Act, is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms and is accumulated and communicated to our management, including our
principal executive officer and principal financial officer, or persons performing similar functions, as appropriate to allow timely decisions regarding required
disclosure.

As of September 30, 2015, our management, with the participation of our principal executive officer and principal financial officer, evaluated the
effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act). Our management recognizes that
any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives, and management
necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on such evaluation, our principal executive
officer and principal financial officer have concluded, that, as of September 30, 2015, our disclosure controls and procedures were effective to ensure that
information required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in the SEC’s rules and forms, and is accumulated and communicated to our management, including our principal executive officer and
principal financial officer, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure.

(b) Changes in Internal Controls . During the three months ended September 30, 2015, there were no changes in our internal control over financial reporting, as
such term is defined in Rules 13a-15(f) and 15(d)-15(f) promulgated under the Exchange Act, that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION
 
Item 1. Legal Proceedings.

We are not currently a party to any material legal proceedings.

 
Item 1A. Risk Factors.

The following are material changes to the risk factors described in our Annual Report on Form 10-K for the fiscal year ended December 31, 2014:

Shortages of the raw materials used in the production of our products, increases in the cost of such materials or disruptions in our supply chain could
adversely impact our financial condition and results of operations.

The raw materials used in the production of our products consist primarily of polyester and glass fiber battings, silica precursors and additives. In addition,
the production process requires the use of process gases and other materials typical of the silica-based chemical processing industry, as well as access to electricity,
water and other basic utilities. Although we are not dependent on any one supplier, we are dependent on the ability of our third-party suppliers to supply such
materials on a timely and consistent basis. While these materials and utilities are available from numerous sources, they may be subject to fluctuations in
availability and price.

Our third-party suppliers may not dedicate sufficient resources to meet our scheduled delivery requirements or our suppliers may not have sufficient
resources to satisfy our requirements during any period of sustained demand. Failure of suppliers to supply, delays in supplying or disruptions in the supply chain
for our raw materials, or allocations in the supply of certain high demand raw components, could materially adversely affect our results of operations by effecting
our ability to meet our delivery schedules on a timely and competitive basis and results of operations. For example, in September 2015, pursuant to a force majeure
notification, our primary carbon dioxide gas supplier temporarily curtailed supply of carbon dioxide to us due to a feedstock issue impacting the northeastern
United States. During this period, the supply disruption required that we intermittently idle a portion of our manufacturing equipment thereby reducing our
production volume.

Most of our raw materials are procured through individual purchase orders or short-term contracts and not through long-term contracts that ensure a fixed
price or guaranteed supply for an extended period of time. This procurement strategy may not support sustained long-term supply chain stability. Fluctuations in the
prices of these raw materials could have a material adverse effect on results of operations. Our ability to pass increases in raw material prices on to our customers is
limited due to competitive pricing pressure and the time lag between increased costs and implementation of related price increases.

In particular, we purchase silica precursors from several suppliers, mostly pursuant to individual purchase orders or short-term contracts and not pursuant to
long-term contracts. We do not have a secure, long-term supply of silica precursors. We may not be able to establish arrangements for secure, long-term silica
precursor supplies at prices consistent with our current costs or may incur a delay in supply while we seek alternative sources. In addition, fluctuations in ethanol
prices may affect the cost of silica precursors. Any inability to continue to purchase silica precursors without long-term agreements in place, or to otherwise
establish a long-term supply of silica precursors at prices consistent with our current costs, would have a material adverse effect on our ability to increase our sales
and achieve profitability.

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

(a) Unregistered Sales of Equity Securities. Not applicable.

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

We received aggregate net proceeds from the offering of approximately $74.7 million, after deducting $4.3 million of underwriting discounts and
approximately $3.5 million of offering expenses.
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As of September 30, 2015, we have used $19.8 million of the net proceeds of the offering to repay all amounts outstanding under our subordinated notes and
our revolving credit facility and $30.6 million of the net proceeds of the offering for capital expenditures. The remainder of the net proceeds is held in a deposit
account with a major financial institution in North America. We have broad discretion in the use of the net proceeds from our initial public offering and could
spend the proceeds in ways that do not improve our results of operations or enhance the value of our stock. There has been no material change in our planned use of
the balance of the net proceeds from the offering as described in our final prospectus dated June 12, 2014, filing with the Securities and Exchange Commission on
June 16, 2014.

(c) Purchases of Equity Securities By the Issuer and Affiliated Purchasers . We did not repurchase any of our equity securities during the quarter ended
September 30, 2015.

 
Item 3. Defaults Upon Senior Securities.

None.

 
Item 4. Mine Safety Disclosures.

Not applicable.

 
Item 5. Other Information.

None.

 
Item 6. Exhibits.

(a) Exhibits

  31.1   Certification of principal executive officer under Section 302(a) of the Sarbanes-Oxley Act of 2002.

  31.2   Certification of principal financial officer under Section 302(a) of the Sarbanes-Oxley Act of 2002.

  32   Certifications of the principal executive officer and the principal financial officer under Section 906 of the Sarbanes-Oxley Act of 2002.

101

  

The following materials from Aspen Aerogels, Inc.’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2015, formatted in XBRL
(eXtensible Business Reporting Language): (i) the Consolidated Balance Sheets (unaudited) as of September 30, 2015 and December 31, 2014, (ii) the
Consolidated Statements of Operations (unaudited) for the three and nine months ended September 30, 2015 and 2014, (iii) the Consolidated Statements
of Cash Flows (unaudited) for the nine months ended September 30, 2015 and 2014, and (iv) the Notes to Consolidated Financial Statements
(unaudited).
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 

 ASPEN AEROGELS, INC.

Date: November 6, 2015   By: /s/ Donald R. Young
   Donald R. Young
   President and Chief Executive Officer
   (principal executive officer)

Date: November 6, 2015   By:  /s/ John F. Fairbanks
   John F. Fairbanks
   Vice President, Chief Financial Officer and Treasurer
   (principal accounting and financial officer)
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Exhibit 31.1

CERTIFICATIONS UNDER SECTION 302

I, Donald R. Young, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q of Aspen Aerogels, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

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

 

Date: November 6, 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. I have reviewed this Quarterly Report on Form 10-Q of Aspen Aerogels, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

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

 

Date: November 6, 2015   /s/ John F. Fairbanks
  John F. Fairbanks
  Vice President, Chief Financial Officer and Treasurer
  (principal accounting and financial officer)



Exhibit 32

CERTIFICATIONS UNDER SECTION 906

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code), each of the
undersigned officers of Aspen Aerogels, Inc., a Delaware corporation (the “Company”), does hereby certify, to such officer’s knowledge, that:

The Quarterly Report for the quarter ended September 30, 2015 (the “Form 10-Q”) of the Company fully complies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934, and the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.
 

Date: November 6, 2015   /s/ Donald R. Young
  Donald R. Young
  President and Chief Executive Officer
  (principal executive officer)

Date: November 6, 2015   /s/ John F. Fairbanks
  John F. Fairbanks
  Vice President, Chief Financial Officer and Treasurer
  (principal accounting and financial officer)

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.


