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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2014

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 001-36481

ASPEN AEROGELS, INC.

(Exact name of registrant as specified in its chaer)

Delaware 04-3559972
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
30 Forbes Road, Building B
Northborough, Massachusetts 01532
(Address of principal executive offices (Zip Code)

Registrant’s telephone number, including area codé08) 691-1111
Securities registered pursuant to Section 12(b) ¢fie Exchange Act:

Title of each clas Name of each exchange on which register
Common Stock, par value $.00001 per shai New York Stock Exchange

Securities registered pursuant to Section 12(g) ¢iie Exchange Act: None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 4050B#éturities Act.  Yedd No
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Exchange Act. YeEl No

Indicate by check mark whether the registrant &b filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange Act of4l88ring the preceding 12 months
(or for such shorter period that the registrant reagiired to file such reports), and (2) has besxest to such filing requirements for the pastig9s. Yes No O

Indicate by check mark whether the registrant n@snitted electronically and posted on its corpo¥&eb site, if any, every Interactive Data File riegd to be submitted and posted
pursuant to Rule 405 of Regulation S-T during tfecpding 12 months (or for such shorter period tetegistrant was required to submit and post §iles).  Yes No O

Indicate by check mark if disclosure of delinquitiers pursuant to Item 405 of Regulation S-K i$ contained herein, and will not be containedhhest of registrarg’knowledge, it
definitive proxy or information statements incorgied by reference in Part IIl of this Form 10-Kamy amendment to this Form 10-K.OO

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting comp&se the definitions of “large

accelerated filer”, “accelerated filer” and “smalteporting company” in Rule 12b-2 of the ExchakAge.

Large accelerated file O Accelerated filel O
Nor-acceleratefiler (Do not check if a smaller reporting compa Smaller reporting compar O
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Bxgje Act). YesO No

The aggregate market value of the registrant’'s comstock held by noaffiliates of the registrant (without admitting tremny person whose shares are not included incaichlation i
an affiliate) computed by reference to the pricesaich the common stock was last sold as of theblasiness day of the registrant’s most recentipmleted second fiscal quarter was
approximately $207.4 million.

As of March 2, 2015, the registrant had 22,992 séi¥ées of common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive Proxy Staent for its Annual Meeting of Stockholders to teédhon June 17, 2015 are incorporated by refergnodPart 111 of this Annual Report
on Form 10-K to the extent stated herein.
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Item 1. BUSINESS

Aspen Aerogels, Inc. is an energy technology complat designs, develops and manufactures innayatigh-performance aerogel
insulation used primarily in large-scale energyasfructure facilities. In addition, we perform @t research services for a number of federal anc
non-federal government agencies, including the Biapnt of Defense, the Department of Energy andrdtistitutions. When used in this report,
the terms “we,” “us,” “our” and “the Company” refer Aspen Aerogels, Inc. and respective subsidiarie

We design, develop and manufacture innovative,-pgfiormance aerogel insulation. We believe ourgarblankets deliver the best therr
performance of any widely used insulation prodwetilable on the market today and provide a comimnatf performance attributes unmatched by
traditional insulation materials. Our products pdavtwo to five times the thermal performance aofi@ly used traditional insulation in a thin, easy-
to-use and durable blanket form. Our end-use cumt®select our products where thermal performascatical, and to save money, reduce energy
use, preserve operating assets and protect workers.

Our technologically advanced products are targatéde estimated $2.8 billion annual global mafeeenergy infrastructure insulation
materials. Our aerogel insulation has undergor@igs technical validation and is used by manyefworld’s largest oil producers and the owr
and operators of refineries, petrochemical pldti; facilities and power generating assets, sudBxa®nMobil, Formosa Petrochemical, Pemex
Gas and NextEra Energy Resources. Our productaaepdaditional insulation in existing facilitiearthg regular maintenance, upgrades and
capacity expansions. In addition, we are incredgibging specified for use in new-build energy asftructure facilities.

We introduced our two key product lines, Pyrogeal @myogel in 2008. Our product revenue has growmf$17.2 million in 2008 to
$99.3 million in 2014, representing a compound ahguowth rate of 34%. We have sold more than $88@n of our products globally,
representing an installed base of more than 15@m#quare feet of insulation. We believe thas thitial success positions us for future growth
and continued gain in market share.

We currently target our sales efforts in the enénfastructure market, where we believe our préslbave the highest value applications. As
we continue to expand our production capacity arithace our technology, we believe we will have aoppities to address additional high value
applications in the estimated $37 billion globalutation market.

We have grown our business by forming technical@rmercial relationships with industry leadersjchithas allowed us to optimize our
products to meet the particular demands of targetadket sectors. We have benefited from our teethaicd commercial relationships with
ExxonMobil in the oil refinery and petrochemicats®, with Technip in the offshore oil sector anidhwNextEra Energy Resources in the power
generation sector. We will continue our strategyofking with innovative companies to target andgteate additional market opportunities. We
estimate that we generated 96% of our 2014 pragweinue in the energy infrastructure insulationkegr

Our patented aerogel product and manufacturinght@obies are significant assets. Aerogels are cexmgtructures in which 97% of the
volume consists of air trapped between intertwicledters of amorphous silica solids. These extrghost density solids provide superior
insulating properties. Although aerogels are ugUeadigile materials, we have developed innovative proprietary manufacturing processes that
enable us to produce industrially robust aerogailation cost-effectively and at commercial scale.
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Our products enable compact design, reduce instadlime and costs, promote freight and logistiest savings, reduce system weight and
required storage space and enhance job site s@fetyproducts reduce the incidence of corrosioreuirsulation, which is a significant
maintenance cost and safety issue in energy infictate facilities. Our products also offer strding protection, which is a critical performance
requirement in our markets. We believe our arragrofluct attributes provides strong competitiveaadaiges over traditional insulation. Although
competing insulation materials may have one or meoraparable attributes, we believe that no singdelation material currently available offers
all of the properties of our aerogel insulation.

For the years ended December 31, 2014, 2013 art] Bged on shipment destination or research ssriacation, our U.S. revenues were
$39.8 million, $30.2 million and $19.9 million, gesctively, and our international revenues were &&allion, $55.9 million and $43.5 million,
respectively.

We manufacture our products using proprietary teldgy at our facility in East Providence, Rhodeaut&l. We have operated the East
Providence facility at high volume and high yieidce 2008. We successfully commenced operatiompngecond production line at this facility at
the end of March 2011, which doubled our annualey@ate capacity to 40 million to 44 million squéeet of aerogel blankets, depending on
product mix.

To address anticipated near and mid-term capaoitgtcaints caused by increasing demand for ouryztsgdwe are in the process of
expanding our production facility through the coastion of a third production line. We currentlypect that this third line will increase our annual
nameplate capacity by 25% to 50 million to 55 roillisquare feet and will be operational during #mad quarter of 2015. We also plan to
construct a second manufacturing facility in theteh States, the location of which will be basedastors including, among others, proximity to
raw material suppliers, energy costs, labor andtroation costs, availability of government inceas and financing alternatives. We anticipate
initial operation of a first production line at $hfiacility during 2017.

Our Markets and Competition

Our core market is the energy infrastructure irtsalamarket. This market is global, well-establidtand includes large and well-capitalized
end-users. This market includes companies operegfirery, petrochemical, oil production, LNG pradion and storage facilities. The market also
includes firms operating gas, coal, nuclear, hyaird solar thermal power generating plants. Insuiagiystems in the energy infrastructure market
are designed to maintain hot and cold process gipivd storage tanks at optimal temperatures, tegrplant and equipment from the elements
from the risk of fire, and to protect workers. Tharket is served by a well-organized, well-estélglis worldwide network of distributors,
contractors and engineers.

Demand for insulation in the energy infrastructom@rket is composed of demand associated with nélg-benstruction of facilities, capital
expansions and related capital projects, as wellithsroutine, nondiscretionary maintenance programs within exisfaxglities. Capital expansior
and related capital projects in the energy inftagtre market are driven primarily by overall ecanmogrowth and projected growth in energy
demand. Maintenance programs are essential to ajpbiperation of processing equipment, to proteakens and to minimize the risk of a
catastrophic loss. Accordingly, we believe that dethfor insulation for maintenance purposes in @mspn to capital projects is less affected by
volatility associated with economic cycles, engpgges and similar macroeconomic factors.

Global energy demand for all forms of energy isestpd to increase steadily and, in order to sédrigegrowing demand, we believe our end-
use customers will continue to invest in major ggenfrastructure projects. The major end-use mariteat drive demand for our products include
oil refining, petrochemical, natural gas and LN@sloore oil production (including oil sands), offsheil production and power generation.
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We also sell our products in the building and cargton and other end markets, including the suppliabricated insulation parts to original
equipment manufacturers, or OEMs. These global O&d=lop products using our aerogels for applioatias diverse as military and commercial
aircraft, trains, buses, appliances, apparel, featvand outdoor gear. While not our core marketamtipate that we will continue to allocate a
modest portion of our manufacturing capacity tvsgéhese markets. We believe the key performaritaiarfor insulation in these markets inclu
thermal performance, compact design, durability fnedresistance.

We operate in a highly competitive environmentgémeral, we compete with traditional insulation eniais based on product performance,
price, availability and proximity to the custom@ustomers may choose among a variety of traditimsailation materials that offer a range of
characteristics including thermal performance, Hilitg, vapor permeability, moisture resistancesesaf installation and upfront and lifecycle co
Within each type of insulation material, therelsoacompetition between the manufacturers of thatenal. Most types of traditional insulation
materials are produced by a number of differentufetures and once customers have chosen the typsutation material that they intend to use,
they will choose a manufacturer of that materiadabprimarily on each manufacturer’s price andveeji schedule. Insulation manufacturers
include a range of large, high-volume, multinatiomanufacturers offering branded products and gttenhnical support services to small, low-
volume, local manufacturers offering low prices éimidted customer support.

We believe the primary competitive factors in owarket are:
» product performance (along multiple criteria), diyand fitness for purpos:
e product price, installed cost and lifecycle ct
e product availability; an

e proximity to customer and logistic

Our products are priced at a premium to traditiomsilation materials. While our competitors offieany traditional insulation products that
are priced below our products on a per-unit bagisbelieve our products have superior performattcdates and have the lowest cost on a fully-
installed basis or offer significant life-cycle t@avings.

We also compete in the aerogel insulation mark#ét @abot Corporation, or Cabot, predominantly ia ¢fif-shore segment. In addition, we
are aware of competitors in China that manufacame market aerogel insulation products.

Within each of our target markets, we encountesdt@ganizations and a significant number of oflggiressive national, regional and local
suppliers. Our competitors are seeking to both ecd#raditional insulation materials and develog emroduce new and emerging insulation
technologies. Competing technologies that outperfour insulation products in one or more perforneaattributes could be developed and
successfully introduced. We are aware of certampanies in Asia that are marketing aerogel prodsintdar to our aerogel products over the
Internet but we are not aware of any sales of {r@iducts in our targeted geographic markets. &k “Factors— The energy infrastructure
insulation market is highly competitive; if we ameable to compete successfully, we may not betalilecrease or maintain our market share and
revenues.”

Our market share in 2014 was less than 3.5% oédtimated $2.8 billion annual global market forrggenfrastructure insulation materials.
Many of our competitors have greater market presgacger market share, longer operating histosigenger name recognition, larger customer
bases and significantly greater financial, technsales and marketing, manufacturing and otheruregs than we have and may be better able to
withstand volatility within the industry and thrdugut the economy as a whole while retaining gregperating and financial flexibility. If our
competitors lower their prices, or develop new piaid, or if we are unable to compete effectively, growth opportunities, share of the market,
margins and profitability may decline.
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Our Competitive Strengths

Because insulation is used in a wide variety of aleding applications, insulation materials musts$ath wide range of performance criteria
on a cost-effective basis. We believe that ourgartechnology has allowed us to create superguation products for our core markets that will
allow us to continue to grow our share of the glahsulation market. We believe that the poterftalsignificant technological innovation in
traditional insulation materials is limited andttin@w high-performance materials will be requiredrteet evolving market requirements for energy
efficient insulation systems. Our line of high-perhance aerogel blankets is positioned to meeetrezgiirements. Our solution is driven by our
innovative and proprietary technology that produm&®gels in a flexible and industrially robustridat form and is supported by over a dozen y
of research and development dedicated to new deroggositions, form factors and manufacturing texthgies. We believe our aerogel blankets
deliver a superior combination of performance lattiés that enable end-users to save money, redecgyeuse, preserve operating assets and
protect workers across a wide range of applicatiomair target markets.

We believe the following combination of capabilitidistinguishes us from our competitors and passtigs to continue to gain market shar
the energy infrastructure insulation market:

» Disruptive Products with a Compelling Value Proptish. Our aerogel products provide two to five timesttiermal performance of
widely used traditional insulation in a thin, easydse and durable blanket form. We believe owyaof product attributes provides
strong competitive advantages over traditionallatsen and will enable us to gain a larger sharthefenergy infrastructure insulation
market. Although competing insulation materials rhaye one or more comparable attributes, we beteateno single insulation
material currently available offers all of the peofles of our aerogel insulatic

» Attractive Energy End MarketsOur products are primarily used in large scale gnarfrastructure facilities. Global energy demdod
all forms of energy is expected to increase by 5&#h 2010 to 2040, according to the Internationa¢igy Outlook 2013 report by the
EIA. Given the continued growth in global energnsomption, and the construction of new facilitiesatisfy this demand, we believe
that we serve attractive and growing global endketar In order to capture the opportunities inemna markets, we have a network of
sales professionals and qualified distributors arerthan 30 countries around the wo

» Growing Installed Base with Indust-leading Enc-Users.We have an installed base of more than 150 miiqurare feet of insulation,
representing more than $350 million in cumulativeduct sales since 2008. Through our relationshifisindustry leading end-use
customers, our products have undergone rigorotiagesnd technical validation and are now in useany of the world’s largest oil
producers, refiners and petrochemical companiessd relationships have shortened the sales cytieottier customers and have
helped to facilitate our market penetration. We &lave strong relationships with a global netwdrkmergy-focused distributors,
contractors and engineering firms that understémelsignificant advantages our products providentd-users. We believe our products
have been used by 24 of the world’s largest 25irgficompanies and 19 of the world’s largest 2@gaétemical companies and have
been initially deployed in approximately 30% of tlerld’s 640 refineries

» Proven, Scalable Business ModQur proprietary manufacturing technology is proeed has been successfully scaled up to meet
increasing demand. We have operated the East Rrmedacility at high volume and high yield sin€®8. We successfully
commenced operation of our second production lirikig facility in March 2011 and doubled our anlameplate capacity to
40 million to 44 million square feet of aerogeliitats. We currently expect to commence operatiore third line in the East
Providence facility during the second quarter af2€¢hat we expect will increase our annual namepapacity by 25% to 50 million to
55 million square feet of aerogel blanke



Table of Contents

Protected Technology Platform and Proprietary Maradturing Capability.Our product solution is the result of more tharoaeh
years of research and development dedicated taaepevgel compositions, form factors and manufacgutéchnologies. Our intellectual
property portfolio is supported by 75 issued patewith an additional 50 pending in U.S. and fondigrisdictions in areas related to
product design, chemistry, process technology amdet applications. In addition, we believe we haigmificant trade secrets related
to product formulations and manufacturing techngyWe believe our portfolio of patents, trade siscaed know-how presents a
significant barrier to potential new entrants ie ffroduction of aerogel blanket insulati

Experienced Management Team with a Demonstratedcki&ecord Our executive officers have an average of more #tayears
each of experience in global industrial comparspsgialty chemical companies or related materiahse research. This management
team is responsible for the development of our petgry manufacturing technology, the commerciaegtance of our products, and
the creation of a global distribution and marketitatform. As of December 31, 2014, we employed i&%¢arch scientists, engineers,
manufacturing line operators, sales and adminig&ataff, and management. We believe our dedicateldexperienced team is an
important competitive asse

Our Growth Strategy

We are targeting continued expansion of the usipproducts within energy infrastructure faciktiduring regular maintenance, upgrades
and expansions. In addition to opportunities tdaeptraditional insulation at existing faciliti@se are also pursuing insulation applications at-ne
build and large capacity expansion projects arghedvorld. Historically, a significant portion ofiorevenue has been derived from displacing
traditional insulation at existing facilities, irmgicular during periods of planned plant maintargaar upgrades. We believe these maintenance
applications will continue to comprise a large fortof our revenue mix.

Our strategy is to create economic value by levegagur technological and market leadership in geloto be the premier provider of high-
performance insulation products serving global gnénfrastructure customers. Key elements of otatsgy include:

Broaden Market Diversity and Grow Market SharWe plan to focus additional resources to contimugrow our share of the energy
infrastructure insulation market, both through @ased sales to our existing customers and thralgh ®© new customers. We plan to
continue to expand our global sales force andibigion network and seek to promote greater entamride utilization of our product
by existing end-use customers. To date, the mgjofibur revenue has been generated from applitatiorefineries and petrochemical
facilities. We will continue to pursue and expeager adoption of our products in the oil produttiLNG production and storage, and
power generation markets. In addition, our prodecenue has been and will be generated in largebgatemand for insulation
associated with scheduled plant shutdowns, or taumals, and other maintenanegated projects. With our broad adoption and gng
installed base, we expect that our products wikecified during the design phase in a growinglmemof new plant construction and
capital expansion projects. We expect that growtjlébal energy demand will result in increased +oesid and large capacity
expansion projects, driving demand for our aerpgetiucts

Leverage Our Technology and Increase Capacity todilBemandDemand for our aerogel products has grown sigmiflgaFrom
2008 through 2014, our product revenue has grovancaimpound annual growth rate of 34% to $99.3anillTo meet anticipated
growth in demand for our products, we are engagehea construction of a third production line irr @ast Providence facility and plan
to construct a second manufacturing facility thetéthStates. We expect that the third productine &t our East Providence facility
will increase our annual nameplate capacity by illom to 11 million square feet of aerogel blarket a total construction cost of
approximately $30.8 millior
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As of December 31, 2014, we have incurred $22.Hanibf these costs. We expect this third productine to be operational during
second quarter of 2015. We also intend to buildcsd production plant in the United States afterdompletion of our third
production line. We anticipate initial operationtbé first production line at this facility durir@p17. Based on our preliminary plans for
this plant, our projected cost to construct thanpinfrastructure for a multi-line facility andd$t production line is $80 million to

$100 million with an estimated annual nameplateaciyp of 26 million to 28 million square feet ofragel blankets. The plant
infrastructure design would also support futureediewment of two additional similar production lin

» Expand Our Profit Margins and Return on Invested @dal. We will seek to continuously improve the cost aéficy of our
manufacturing process to optimize the formulatibow products and to manage our supply chaindaae costs As our overall
manufacturing scale grows, we believe there wilaliditional opportunities to realize efficienciegldo reduce our per unit overhead
costs. We believe our current expansion plan ofiiractive returns on incremental invested cay

» Capitalize on InnovationWe employ a team of research scientists and prarageeers focused on advancing our current aerogel
technology and developing next generation aeragmlpositions, form factors and manufacturing proessg/e believe that we are well
positioned to leverage a decade’s worth of reseandndevelopment to design and commercialize achditidisruptive aerogel products
for the energy infrastructure market. In additias,we continue to enhance our technology and expandapacity, we believe we will
have opportunities to address additional high vajyglications in the estimated $37 billion globwilation market

Our Products

Aerogels are complex structures in which 97% ofutbleme consists of air trapped between intertwicledters of amorphous silica solids.
Aerogels are a very low density solid and are ug@aitremely fragile materials. However, our prepary manufacturing process produces aerogels
in a flexible, resilient, durable and easy-to-uksmket form.

The core raw material in the production of our get@roducts is a silica precursor. Our manufaotugrocess initially creates a semi-solid
alcogel in which the silica structure is filled tviethanol. We produce aerogel by means of a sufiesitextraction process that removes ethanol
from the gel and replaces it with air. Our procassws the liquid ethanol to be extracted withoatising the solid matrix in the gel to collapse from
capillary forces.

Our material costs were the equivalent of 46%, 4iritb61% of product revenue for the years endedibeee31, 2014, 2013 and 2012,
respectively. We are seeking to lower our manufaggucosts and to improve the per square foot cafstsir aerogel blankets by optimizing our
chemistries and manufacturing processes to impyilds, by obtaining material price reductions freristing vendors, by qualifying new vendors
for certain materials and by optimizing shippingtso Our objective is both to reduce costs to ecdnanr competitive advantage and to ensure we
deliver high quality finished products.

The materials used in the production of our prosleohsist primarily of polyester and fiberglasgibgs, silica precursor and ethanol, which
is used in the delivery of the silica precursor.ltiple sources of supply exist for all of our madds, and we believe the markets for these products
are competitive and prices are relatively stable.pfrchase silica precursor from several supplgased on the current level of demand for our
products, we believe that an adequate long-termlgws silica precursor is available. However, @dand for our products increases rapidly, we
will need to work with suppliers to ensure thatagiequate longerm supply of silica precursor will be availabBippliers of silica precursor inclu
industrial companies that produce it directly atthroduce it as a byproduct of other industriakcpsses. We are working with a number of
suppliers to plan for our potential future needs tndevelop processes to reduce the long-termoddke silica precursor used in our
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products. See “Risk Factors — Shortages of themaerials used in the production of our productsrgases in the cost of such materials or
disruptions in our supply chain could adverselyactpour financial condition and results of openagit

Step 1

Fil fibrous
batting with a
ligd-sclid
=0 ution

Step -

afract solvents
with supercritical
cabon dioxide

asogel blankat

The composition of our aerogel products minimizesthree mechanisms of thermal transport:

« Conduction.Heat conduction through a material is correlatethéomaterial’'s density. Aerogels are very low dgrsolids. As a result,
thermal conductivity through the aerogel matet&sgIf is extremely low

¢ ConvectionHeat convection in gases is through movement ohgascules. Due to the restricted movement of gaste aerogel
structure, thermal convection is eliminated indlueaerogels

« Radiation.Radiation requires no medium to transfer the h@trmal radiation is partially absorbed by aerog®lsr aerogel products
also contain infrared absorbing additives to sigaiitly reduce radiant heat transi

We believe our aerogel products offer the lowestleof thermal conductivity, or best insulatingfpemance, of any widely used insulation
available on the market today. Our aerogel blandegeinforced with non-woven fiber batting. Wermgacture and sell our blankets in 60 inch
wide, three foot diameter rolls with a standardyenf thickness of 5 millimeters to 10 millimete@ur base products are all flexible, hydrophobic
yet breathable, compression resistant and able tmbwith conventional cutting tools. We have $fieadly developed our line of aerogel blankets
to meet the requirements of a broad set of appitawithin our target markets. The composition atidbutes of our aerogel blankets are desc
below:

Energy Infrastructure Markets

e Pyrogel XT/XT-E. Pyrogel XT/XT-E, our best selling product, is reirded with a glass-fiber batting and has an uppertemperature
of 650° C. Pyrogel XT was initially designed foreuis high temperature systems in refineries antbpkémical facilities, and we
believe that it has wide applicability throughou energy infrastructure market. Pyrogel XT’s hydiabicity and vapor permeability
reduce the risk of corrosion under insulation ighhiemperature operating systems when comparedditional insulation

9
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»  Pyrogel XTF.Pyrogel XTF is similar in thermal performance tadgel XT, but is reinforced with a glass- and sititber batting.
Pyrogel XTF is specially formulated to provide siggorotection against fir

» Cryogel Z.Cryogel Z is designed for sudmbient and cryogenic applications in the enerfyastructure market. Cryogel Z is reinforc
with a glass- and polyester-fiber batting and @dpiced with an integral vapor barrier. Cryogel Zlso specially formulated to
minimize the incidence of stress corrosion crackingtainless steel systems. We believe that Cily@igecombination of properties
allow for simplified designs and reduced instaiatcosts in cold applications throughout the enémfpastructure market when
compared to traditional insulatio

» Spaceloft Subse:Spaceloft Subsea is reinforced with glass- andgsiéy-fiber batting and is designed for use in{ippipe
applications in offshore oil production. Spaceitbsea can be fabricated and pre-packaged to ffestat installation. Spaceloft
Subsea allows for small profile carrier pipelined @associated reductions in capital cc

Other Markets

» Spaceloft.Spaceloft is reinforced with a glass/polyesterrfibatting and is designed for use in the buildind eonstruction market.
Spaceloft is either utilized in roll form by conttars in the field or fabricated by OEMs into stipanels and systems that meet ind
standards. Spaceloft is designed for use in sdditlbuildings and where space is at a premi

» Cryogel X201 Cryogel X201 is similar in composition to Cryogelliit is produced without a vapor barrier. Cryag201 is designed
for use in cold system designs where space iperaium. Cryogel X201 is targeted to OEMs that giesproduce and sell refrigerated
appliances, cold storage equipment and aerospatensy,

R-Values by Material

Insulation is a material or combination of matevidiat slows the transfer of heat from one sidd®finsulation material to the other. The
lower a material’s thermal conductivity, the molendy heat is transferred across it. R-values ateramonly used measure of an insulating
material’s resistance to heat transfer. R-valumisulated as the thickness of an insulation neltdivided by the thermal conductivity of the
insulation material. Materials with higher R-values/e lower thermal conductivity and are betteulai®rs. Traditional and specialty insulation
materials provide a range of R-values. Aerogelstirasighest R-value per meter of thickness in amispn to traditional insulation materials.

Qualification for Use

Our products have undergone rigorous testing amdauw qualified for global usage in both routinemenance and in capital projects at
many of the world’s largest oil producers, refinensl petrochemical companies as ranked by a weighéasure of sales, profits, assets and marke!
value. These end-users of our products have wiHeatbpractices, codes, specification and standardmaterials and systems installed or used in
their facilities. These specifications include ilagion system design standards, material qualificadind selection processes, and insulation
application practices. As part of the material dicaltion process run by these companies, a neulatisn must meet general industry standards,
such as consensus standards developed by ASTNhdwitemal, and, in some cases, company-specificriatstandards to be considered for use. In
addition, most of these companies require one aerield trials to establish fitness for use indfie applications. The companies either run these
qualification processes and field trials internalfythrough third parties engaged by them, and geserally do not publicly disclose the results of
their testing. While the specific processes anelimes vary from company to company, in generabnuguccessful completion of the qualification
process for an insulation material, an end-usdrtypically deem the material to be qualified for
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use in its facilities on a local, regional or glbbasis for one or more applications. Because ndruse customers are typically businesses with very
large operations, our insulation sales likely repre only a small portion of the total insulaticged by any one of these companies. Accordingly,
once our products are qualified at a company, wiirmee to seek to expand use of our products bgtideuse customer.

Our Sales Channel

We market and sell our products primarily througin gales force. Our salespeople are based in Montrica, Europe and Asia and travel
extensively to market and sell our products to aed existing customers. The efforts of our salessfare supported by a small number of sales
consultants with extensive knowledge of a particaiarket or region. Our sales force is requiredstablish and maintain customer and partner
relationships, to deliver highly technical inforriagit and to provide first class customer service.pié@ to expand our sales force globally to
support anticipated growth in customers and denfi@ndur products.

Our sales force calls on and maintains relatiorsshith participants at all levels of the insulatiodustry supply chain. Our salespeople have
established and manage a network of insulationiloligors to ensure rapid delivery of our productsiitical regions. Our salespeople work to
educate insulation contractors about the techaicdloperating cost advantages of aerogel blanRetssales force works with end-users and
engineering firms to promote qualification, speawfion and acceptance of our products. In the griafrastructure market, we rely heavily on the
existing and well-established channel of distrilositand contractors to deliver products to our gusts. In addition, our salespeople work with
OEMs and development partners to create new preduntt solutions to expand our market reach.

The sales cycle for a new insulation material dglly lengthy. Our sales cycle from initial custer trials to widespread use can take from
one to three years, although we typically realim¥éasing revenue at each stage in the cycle. Wavb@ur relationships with technically
sophisticated customers serve to validate our tdolgg, products and value proposition within a &ngarket. These relationships have proven to
shorten the sales cycle with other customers wipercific market segments and to facilitate maskeare growth We have focused our marketing
efforts on developing technical support materigistallation guides, case studies and general a®aseof the superior performance of our aerogel
blankets. We rely on our website, printed technicaterials, participation in industry conferenced &radeshows and presentation of technical
papers to communicate our message to potentiadrmess. We also receive strong word-of-mouth supfpont the growing network of distributors,
contractors, OEMs and end-users that understanktiefits of our products.

As of December 31, 2014, we had 28 employees irsal@s and marketing organization worldwide. Tkéorts were supported by a team of
seven sales consultants.

Our Customers and End-Users
Customers

As described below, our primary customers areitigiors, contractors and OEMs that stock, instadl fabricate insulation products,
components and systems for technically sophisticatel-users that require high-performance insulatio

» Distributors: We currently operate through a global network afro40 insulation distributors. In general, insuattistributors stock,
sell and distribute aerogel materials to insulationtractors and end-users. The distribution ofpaduct outside the United States is
typically conducted under agreements that providexclusivity by geography linked to annual pusdh&olume minimums. These
insulation distributors often will also proactivetyarket and promote aerogel materials across tinaiket.
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« Contractors:We currently sell directly to a number of insulaticontractors under project specific contractsesregal purchase orders.
Insulation contractors generally perform insulatiostallation, inspection and maintenance and ptaj@nagement for end-users. In
addition, some insulation contractors provide esdrsi with project engineering and design servigeseral of our agreements with
contractors provide for exclusivity by market seaipgeography linked to annual purchase volumeamims.

» OEMSs: We currently sell directly to more than 10 OEMstttlesign, fabricate and manufacture insulation camepts and systems for
use in the energy infrastructure, other industhiallding and construction, transportation, appt@and apparel marke

» Direct Sales to En-Users:In certain instances, we sell directly to end-usg@mers in the energy infrastructure insulatiomketa In
these instances, our end-use customer directly gearend controls specification, logistic, instébiat inspection, maintenance and
fabrication activities of our aerogel produc

A major Asian energy company and a North Americaseld distributor represented 13% and 12%, resedgtiof our total revenue for 2014
and were our only customers representing 10% oembour revenue for that period.

Our product revenue is generated by sales to cestoanound the world. In 2014, 37% of our prodegenue was generated in the United
States, 33% in Asia-Pacific, 17% in Europe, Mida#st and Africa, 8% in Latin America and 5% in Gi#aéaased on shipment destination.

A substantial portion of our sales are to shipnastinations located outside the United Statefjdimg India, the United Kingdom, Taiwan,
South Korea, Brazil, Canada, Hong Kong, Singapangiola and Germany based on our shipment destimatithe location in which research
services are performed. Total revenue generated dugside of the United States amounted to $62lémior 61% of total revenue, $55.9 million
or 65% of total revenue and $43.5 million or 69%atél revenue, in the years ended December 34,21 3 and 2012, respectively. In addition,
we may expand our operations outside of the UrStadies. As a result, we are subject to a numbeskaf; see “Risk Factors — A substantial
portion of our revenue comes from sales in foreigantries and we may expand our operations outsitiee United States, which subjects us to
increased economic, foreign exchange, operatiamhpalitical risks that could increase our costs arake it difficult for us to operate profitably.”

End-Users

The end-users of our aerogel blankets include sufttiee largest and most well capitalized compairighe world. Our products are installed
in more than 40 countries worldwide.

Energy Infrastructure

» Oil Refining: We believe we have had initial product deploymémtgpproximately 30% of the world’'s 640 refinerigsaddition, we
believe our aerogel blankets are used by 24 ofvtiréd’s 25 largest refining companies including Br¥obil, Petrobras and Chevron,
among others. Over time, these companies haveawsgatoducts in an increasing range of applicatenms throughout an increasing
number of their facilities

» Petrochemical:We believe our aerogel blankets are used by 1Beoibrld’s 20 largest petrochemical companies blidg Formosa
Petrochemical, F-Chems Company and a major Asian energy companynguoihers

* Natural Gas and LNG.Our products are in use at facilities operated xyoEMobil, Pemex Gas and Qatargas, among ot
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* Onshore:Our aerogel blankets are in use in several Canaidizands facilities owned and operated by Suiemrgy, ConocoPhillips
and Husky Energy, among othe

» Offshore: Our products are currently used in subsea prog@tthe coast of Brazil, in the Gulf of Mexico, ihe North Sea, off the coast
of Malaysia and off the west coast of Africa. Ouoghucts are installed in offshore projects ownediayathon Oil, ConocoPhillips and
Shell, among other:

» Power GenerationWe are targeting operators of gas, coal, nuclgairchand solar power generating facilities. Althout a
significant portion of our revenue today, our proiuare currently used, among others, at a fadiiyped and operated by NextEra
Energy Resource

Other Markets

We rely on the efforts of a small network of OEM=ldabrication houses to serve the building andtantion, transportation, apparel and
appliance markets. Our OEMs and fabricators areufaaturers of components and systems for buildirefsigerated and hot appliances, cold
storage equipment, automobiles, aircraft, trairselactronic sectors and manufacturers of outdear gnd apparel. While our products have not
yet been widely adopted in these markets, we expatthe end-users of our products in these markigtinclude a wide range of institutions,
businesses, individuals, and government agencies.

Manufacturing

We manufacture our products using our proprietachnology at our facility located in East ProvidenRhode Island. We have operated the
East Providence facility at a high volume and higd since 2008. Our manufacturing process is @naand has been scaled up to help meet
increasing demand.

Our manufacturing group is led by a seasoned tedimmanagement experience at global industrialspetialty chemical companies. Our
manufacturing workforce is experienced and, to,datehave experienced employee turnover consistigmtothers in our industry. We have well-
defined maintenance, environmental, health andyspfegrams and operating processes in place. Weewtatistical processes and quality
controls to measure the thermal conductivity, hptiabicity and thickness of our aerogel blanketsnduthe manufacturing process. We are ISO
9001:2008 certified.

We price our product and measure our product shigsrie square feet. We successfully commenced tiperaf our second production line
at this facility at the end of March 2011, whichued our annual nameplate capacity to 40 millma4 million square feet of aerogel blankets,
depending on product mix. We are currently in trecpss of constructing a third production linehat East Providence facility. We currently exg
that this third line will increase our current ceiyaby 25% to 50 million to 55 million square fesatd will be completed in the second quarter of
2015. We plan to construct a second manufactudniyjtfy in the United States, the location of whighl be based on factors including, among
others, proximity to raw material suppliers, enecggts, labor and construction costs, availabiftgovernmental incentives and financing
alternatives. We anticipate initial operation dirat production line at this facility during 2017.

We directly control all stages in the manufacturewr aerogel blankets. Our direct ownership of afacturing operations allows us to
maintain control of proprietary process technolegiad to control product quality. Our productioraefogel blankets utilizes a continuous batch
process and consists of the following key steps:

» Sol Preparation. Mixing of a silica precursor in ethanol, a catalgsd additives in set formulas to deliver the ¢agroperties of the
resultant aeroge

» Casting. Application of the sol into a n-woven batting and initial formation of the gel sfiure.

» Aging. Bathing of the g-saturated blankets in fluids to impart desired matsand thermal propertie
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« Extraction. Supercritical extraction of the ethanol liquidrirdhe ge-saturated blanket to produce an aerogel blai
» Heat Treatment Drying to remove trace ethanol, ammonia saltsveaigtr from the aerogel blanke
» Finishing. Coating to enhance quality and product hand

* Quality Control. Utilizing statistical process and quality contrdsmeasure thermal conductivity, hydrophobicitd smckness of our
aerogel blanket:

Our material costs were the equivalent of 46%, 4rith61% of product revenue for the years endedrbeee31, 2014, 2013 and 2012,
respectively. The materials used in the produatioour products consist primarily of polyester dibérglass battings, silica precursors and ethanol,
which is used in the delivery of the silica preaurdMultiple sources of supply exist for all of aaw materials, and we believe the markets foret
products are competitive and prices are relatigedple. We purchase silica precursor from sevegglgers. Based on the current level of demand
for our products, we believe that an adequate teng-supply of silica precursor is available. Hoeevf demand for our products increases rag
we will need to work with suppliers to ensure thatadequate long-term supply of silica precursdirbei available. Suppliers of silica precursor
include industrial companies that produce it diseot that produce it as a byproduct of other indakprocesses. We are working with a number of
suppliers to plan for our potential future needd endevelop processes to reduce the long-termafdise silica precursor used in our products. See
“Risk Factors — Risks Related to Our Business anat&)y — Shortages of the raw materials usederptbduction of our products, increases in
the cost of such materials or disruptions in oyopdy chain could adversely impact our financial dition and results of operations.”

We are seeking to lower our manufacturing costs anchpwove the per square foot costs of our aerolgeldets by optimizing our chemistr
and manufacturing processes to improve yields,dtgining material price reductions from existingngters, by qualifying new vendors for certain
materials and by optimizing shipping costs. Oueatiye is both to reduce costs to enhance our ctitivpeadvantage and to ensure we deliver high
quality finished products.

Research and Development

The mission of our research and development teamléverage innovation in support of our commeraigectives, including by designing
additional disruptive products for the energy isfracture market and seeking methods to lower amufacturing costs and to improve yields. Our
research and development expenditures were $6li0m$5.2 million and $5.1 million for the yearsded December 31, 2014, 2013 and 2012,
respectively. In addition, we spent $1.6 millio2,&million and $1.4 million for the years endedcBmber 31, 2014, 2013 and 2012, respectively,
on research and development activities sponsoréddaral and other government agencies. Our sstsrand engineers work closely with
customers to study and assess insulation applicegiguirements and guide advancements in aerodeliala and manufacturing.

Contract Research and Government Support

We regularly seek funding from a number of fedarad other government agencies in support of oaares and development and
manufacturing activities. Research performed uedatract to the Department of Defense, the DepantmwieEnergy and other institutions allows
to develop and leverage technologies into broademeercial applications. We also work closely witlstomers in government and industry to
develop potential aerogel solutions that leverageonly the thermal insulation performance but othenefits of aerogels as well. The research and
development activities that we conduct under swxtiracts may produce intellectual property to whighmay not have ownership or exclusive
rights and will be unable to protect or monetize.
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Under our contracts, the U.S. government genehalfythe right not to exercise options to extenexpand our contracts and may modify,
curtail or terminate the contracts at its convecget©ur government customers may not renew outimgyisontracts after the conclusion of their
terms and we may not be able to enter into newaotst with U.S. government agencies. Any decisipthk U.S. government not to exercise
contract options or to modify, curtail or terminatg& contracts or not to renew our contracts ogreinto new contracts with us would adversely
affect our revenues.

We have received $47.5 million in funding under gmment contracts from inception through Decembe2B14. Our contract research
revenue was $3.1 million, $4.0 million and $3.1liwil for the fiscal years ended December 31, 2Q043 and 2012, respectively.

Intellectual Property

Our success depends in part upon our ability tainptnaintain and protect intellectual propertyhtgthat cover our product forms,
applications and/or manufacturing technologies spetifications and the technology or know-how tebles these product forms, applications,
technologies and specifications, to avoid and dbfagainst claims that we infringe the intellectoiaperty rights of others, and to prevent the
unauthorized use of our intellectual property. Binerogels were developed approximately 80 yearsthgre has been a wide range of research,
development and publication on aerogels, which mtkdifficult to establish intellectual propertights to many key elements of aerogel
technology and to obtain patent protection. Whegeconsider it appropriate, our policy is to seefrmtect our proprietary rights by filing United
States and foreign patent applications relateddbriology, inventions and improvements that we idengpatentable and important to the
development and conduct of our business and, iicpkar, our aerogel technology, product forms #redr applications in promising markets and
our manufacturing technologies. We also rely oddrsecrets, trademarks, licensing agreements deaifality and nondisclosure agreements and
continuing technological innovation to safeguardiatellectual property rights and develop and rr@mour competitive advantage.

As of December 31, 2014, we owned 23 issued UiBnfR 18 pending U.S. patent applications (incigdivo and one, respectively, that we
co-own with third parties), 52 issued foreign pédeand 32 pending foreign patent applications (idiclg seventeen and two, respectively, that we
co-own with a third parties). The U.S. patents thatown are generally effective for 20 years fréma filing date of the earliest application to which
each U.S. patent claims priority. The scope andtéur of each of our foreign patents varies in agance with local law. Our patents start to ex
in December 2021.

We believe that having distinctive names are aromamt factor in marketing our products, and themefve use trademarks to brand some of
our products, including Pyrogel, Cryogel and SpaitefAs of December 31, 2014, we had five tradenmagistrations and one pending trademark
application in the United States, 43 trademarkstegfions and 5 pending applications in other fprgurisdictions, including the European Union,
Japan, China, Canada, South Korea and Brazil. Athave have a foreign trademark registration pnogia selected marks, our approach may
be comprehensive enough or we may not be ablayistee or use such marks in each foreign countwhith we seek registration.

Cross License Agreement with Cabot Corporation

In April 2006, we entered into a cross license egrent with Cabot Corporation, which was amendéeseiptember 2007. Under the terms of
the cross license agreement, each party has gremttsin intellectual property rights to the othEne cross license agreement remains in effedt
the expiration of the last to expire of the isspatkents or patent applications and acquired palieetssed thereunder. We hold a non-exclusive,
worldwide license to those patents and patent egidins owned or licensed by Cabot that are negefsaus to (1) practice our manufacturing
technology within a field of use, which is definedaccordance with the specific chemistry of ouogel products and the supercritical fluid
technology that we use in our manufacturing teabgyhbnd (2) use and sell the resulting aerogeldeiaand derivative products. We paid Cabot in
full for
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this license by paying $38 million over a periodapproximately seven years, with the last paymeaderin March 2013. We have granted to Cabot
a reciprocal, non-exclusive, worldwide license g¢dt@in patents and patent applications that we tbahare necessary for Cabot to practice its
processes within a field of use defined in accocdamith the specific chemistry in its aerogel pradiand the drying technology that it uses to
manufacture its products. The grant of licenseattheparty covers issued patents, patent applicatiod patents issued from such counterpart
applications, as well as patents licensed or aeduduring a specified term, in each case that ctamgels, or methods, materials of manufacture,
or uses of aerogels.

If we intend to sell, transfer, pledge or mortgagg of the patent rights that we license to Cadath sale, transfer, pledge or mortgage is
subject to the licenses granted to Cabot undecribes license agreement. We also bear full respitinsiand liability for any loss, damage, persc
injury or death resulting from, arising out of @nmected with our use of the licensed Cabot intel property or our use or any third party’s use
of any products manufactured using the licensecbGaltellectual property. The right to assert infiement of one or more patents licensed under
the cross license agreement resides solely witpdkent owner and, thus, Cabot has the exclugi, fbut not the obligation, to enforce its rigint
its intellectual property licensed to us underdagesement at its own expense, and any decisianakdther or not to do so by Cabot must be
accepted as final by us.

Our Company

We are a corporation organized under the laws ¢dizere. In June 2008, we completed a reorganizatimauant to which our predecessor
company merged with and into a newly formed Delanarporation, renamed Aspen Aerogels, Inc. We tivawholly owned subsidiaries: Asp
Aerogels Rhode Island, LLC and Aspen Aerogels Gegm&mbH. We maintain our corporate offices in KMbdrough, Massachusetts.

On June 18, 2014, we completed our initial pubffering, or IPO, of 7,500,000 shares of our common stock at a poliféring price of
$11.00 per share. As of March 2, 2015, we had 22293 shares of our common stock outstanding.

We are required to file annual, quarterly and aurreports, proxy statements and other informatagjuired by the Securities Exchange Act
of 1934, as amended, or the Exchange Act, wittstmurities and Exchange Commission, or the SEC.nvayread and copy the reports and other
information we file with the SEC at the SEC’s Pabiteference Room at 100 F Street, N.E., Room N\8&@hington, D.C. 20549. You may also
obtain copies of this information by mail from theblic reference section of the SEC, 100 F Sti¢di,, Washington, D.C. 20549, at prescribed
rates. You may obtain information regarding therafien of the public reference room by calling I389EC-0330. The SEC also maintains a
website that contains reports, proxy statementsostmel information about issuers, like us, who éllectronically with the SEC. The address of that
website is http://www.sec.gov.

We maintain a public internet site_at http://wwwagel.com, including an Investors section through which waekmavailable, free of charge,
our Annual Reports on Form 10-K, Quarterly Reports-orm 10-Q, Current Reports on Form 8-K, Proxat&8hents and Forms 3, 4 and 5 filed on
behalf of directors and executive officers, as wslhny amendments to those reports filed or foedipursuant to the Exchange Act as soon as
reasonably practicable after we electronically sileh material with, or furnish it to, the SEC. ¥Wlso put on our websites the charters for our B
of Directors’ Audit Committee, Compensation and deaship Development Committee, Nominating and CajgoGovernance Committee, as well
as our Code of Business Conduct and Ethics, oupdZate Governance Guidelines and other relatedriasteThe information on our websites is
not part of this annual report.

Our Investor Relations Department can be conteattéddpen Aerogels, Inc., 30 Forbes Road, Buildingl8rthborough, MA 01532,
Attention: Investor Relations; telephone: 508-691-1; e-mail: ir@aerogel.com
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Employees

As of December 31, 2014, we had 244 full-time erppés and no part-time employees, with 43 in rebeand development, 152 in
manufacturing operations and supply chain, 28 liessand marketing and 21 in general and adminigtrétinctions. Of our employees, 237 are
located in the United States and seven are lo@dtemhd. We consider our current relationship withemployees to be good. None of our
employees are represented by labor unions or haiective bargaining agreements.

Seasonality

Our industry and product offering makes us lesseqtible to seasonal patterns as our operatindtsemme generated in part by demand for
insulation associated with new-build constructidfiailities, capital expansions and related cdgitajects, and larger maintenance-related projects
in the energy infrastructure market. Historicatlyy second and fourth quarter results have showncaease in revenue, which we believe is
associated with our end-use customers’ maintensctgedules and timing of capital projects.

Environmental Matters

We are subject to federal, state, local and fork&grs and regulations designed to protect the enmient and to regulate the discharge of
materials into the environment. We believe thatpmlicies, practices, and procedures are propeygtied to prevent unreasonable risk of
environmental damage and associated financialitiabTo date, environmental control regulationyéaot had a significant adverse effect on our
overall operations. See “Risk Factors — We may imsignificant costs complying with environmentadalth and safety laws and related claims,
and failure to comply with these laws and regulaioould expose us to significant liabilities, whizould adversely affect our results of
operations.”

Item 1A. RISK FACTORS

Risks Related to Our Business and Strategy

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

We have a history of losses, and we may not evdeee profitability. We experienced net losses @5.8 million, $47.6 million and $56.1
million for the years ended December 31, 2014, 20482012, respectively. As of December 31, 20l accumulated deficit was $399.1 million.
We expect to continue to incur operating losses @sult of expenses associated with the contidegdlopment and expansion of our business
expenses include sales and marketing, researctiesetbpment, and general and administrative cBstshermore, these expenses are not the only
factors that may contribute to our net losses.gxample, interest expense on any debt that we indtie future could contribute to our net losses.
Any failure to increase revenue or manage our tostture as we implement initiatives to grow ousibess could prevent us from achieving
profitability, or sustaining profitability if we dachieve it. In addition, our ability to achievefitability is subject to a number of the risks and
uncertainties discussed below, many of which ay@he our control. Failure to become and remainitablie may adversely affect the market price
of our common stock and our ability to raise cdgitad continue operations.

We have yet to achieve positive total cash flowq aar ability to generate positive cash flow is wartain.

To develop and expand our business, we have mgdiicant up-front investments in our manufactureggpacity and incurred research and
development, sales and marketing and general anthitrative expenses. In addition, our growth teggiired a significant investment in working
capital over the last several years. We generaisifiye cash flows from operating activities of @@nillion during 2014; however, we experienced
negative cash flows from operating activities 08 ¥1million and $25.9 million for the years endegld@mber 31, 2013 and 2012, respectively.
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While we generated positive cash flows from opagatictivities for the year ended December 31, 20B4expect that for the foreseeable
future our total cash flow will remain negative.darticular, we will need cash to fund our sigrafit planned future capital expenditures to expand
our manufacturing capacity. We will also requirgngicant amounts of working capital to support guowth and we will need to increase our
inventories of raw materials and our products aseek to grow our business. In addition, from ttméme, we may have debt maturities that will
require cash in order to repay those obligations.id#y not achieve sufficient revenue growth to geeepositive future cash flow and, therefore,
we may need to raise additional capital from ineesto achieve our expected growth. An inabilitygtmerate positive cash flow for the foreseeable
future or raise additional capital on reasonahbiese if at all, may decrease our long-term viagilit

We are dependent on a sole manufacturing faciligny significant disruption to this facility or theailure of either of our two production lines i
this facility to operate according to our expectati could have a material adverse effect on our mesis and results of operations.

We currently operate only two production lines meananufacturing facility, which is located in EBsbvidence, Rhode Island. Our ability to
meet the demands of our customers depends oreeffigiroper and uninterrupted operations at thisufeeturing facility. In the event of a
significant disruption to our sole manufacturingifidy or breakdown of either production line, wercently do not expect that we would have
sufficient inventory in stock to meet demand utfité production lines return to operation.

Power failures or disruptions, the breakdown, failar substandard performance of equipment, odaineage or destruction of buildings and
other facilities due to fire or natural disastevsld severely affect our ability to continue oueogtions. In the event of such disruptions, we are
unlikely to find suitable alternatives or may netdble to make needed repairs on a timely basistarghsonable cost, which could have a material
adverse effect on our business and results of tpesaln particular, our manufacturing processetuide the use of both high temperatures and
flammable chemicals, which subjects us to a sigaift risk of loss resulting from fire.

We had occasional incidences of fires at our inféiaility in Northborough, Massachusetts that pesd our current manufacturing facility in
East Providence, Rhode Island. If our manufactuid@ogity were to be damaged or cease operatibmsay reduce revenue, cause us to lose
customers and otherwise adversely affect our basirhe insurance policies we maintain to covesdssaused by fire or natural disaster,
including business interruption insurance, mayatgquately compensate us for any such losses dmbwaddress a loss of customers that we
expect would result. If our sole manufacturing liscivas damaged or destroyed prior to the commeerece of operations at a second
manufacturing facility, which we currently expedtheommence during 2017, we would be unable torafgeour business for an extended peric
time and our business and results of operationsbreayaterially adversely affected, potentially ettmeatening our viability.

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

Our continued growth requires that we increasepooduction capacity. Consequently, we are actiealgaged in the construction of a third
production line in our manufacturing facility in &&Providence and also plan to construct a seca@mlifacturing facility to be located in the Uni
States. If, for any reason, including our inabitibyobtain financing, the third production linetbe second manufacturing facility should fail to be
completed in a timely manner, or at all, or anyhef production lines in any future manufacturinglfées do not operate according to our
expectations, sales may be impeded, our growthbadyindered and our business or results of opesatiay be materially adversely affected.
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Many factors could delay or prevent the additiom ¢fiird production line or the construction ofee@nd manufacturing facility or cause us to
reduce the scale or scope of the new facilitieduding:
e our inability to obtain financing on favorable tegnor at all;
» design, engineering and construction difficultieslelays;
» our failure or delay in obtaining necessary legegulatory and other approva
» interruptions in the supply of the necessary eqeiptor construction materials or labor or an iaseein their price
» opposition of local interests; al
» natural disasters, accidents, political unrestrdoreseen event
Many factors could prevent the third productiorelor the second manufacturing facility from prodhgcat their expected effective or
nameplate capacity or could cause us to reducsctile or scope of the new facilities, including:
» design and engineering failure
» inability to retain and train a skilled workforc

» the challenges of operating significantly highielume equipment at the planned second factigtcurrently employed at our existing
facility in East Providence

» improper operation of the manufacturing equipm

» decreases in our manufacturing yields dueéartbfficient use of the materials needed to makepooducts in our manufacturing
process

» the availability of raw materials to support thedks of production that we anticipate at theselitas;
» strikes or labor disputes; a

» damage to the manufacturing equipment due to desigrengineering flaws, construction difficultiesoperator error

Any such expansion will place a significant stramour senior management team and our financiabéret resources. The costs associated
with and the resources necessary for our expamsiolal exceed our expectations and result in a madljeadverse impact on our business, resul
operations, financial condition and cash flows.

If we are unable to complete the projects contetagdlahe costs incurred in connection with sucligmts may not be recoverable. For
example, during 2013, we redesigned and reducepldin@ed scale of the third production line. Agsult, we reviewed the construction in prog
assets associated with the third production lirkedetermined that $3.0 million had no future useaddition, we concluded that an additional $0.4
million of construction in progress assets wereutilized or functional. Accordingly, we recorde&a.4 million impairment charge during 2013
related to the write-off of construction in proggesssets. A similar redesign or reduction in scaléd affect the planned third production line loe t
second manufacturing facility and similar impairreeof our assets in the future could harm our fai@rcondition.

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

As we pursue our capacity expansion plans, weimdglir significant capital expenses and increaseel$eof manufacturing expenses in
anticipation of expected growth in demand for otadoicts. In particular, we expect that these sultisieadditional expenditures will be made by
significantly in advance of the existence
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of the level of demand that would ensure the mifsi@nt use of our planned new capacity. As a ltedithe expected growth in demand for our
products fails to materialize within a reasonalf®ant of time following each of our planned capaeitpansions, then we would suffer decreased
levels of cash flow and our financial condition aedults of operations would be adversely affected.

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

The growth of our business will depend on subsdatnounts of additional capital for constructidmew production lines or facilities,
ongoing operating expenses and continued develapofienr aerogel product lines. Our capital requieats will depend on many factors,
including the rate of our revenue growth, our idtretion of new products and enhancements to egigtinducts, and our expansion of sales and
marketing and product development activities. Inipalar, our plans to construct a second manufagjfacility in the United States are dependent
on our ability to secure grants from state andllgoaernments and to raise debt and potentiallyteqguhere is no assurance of our ability to obtain
any such type of financing on terms acceptablestoriat all.

In addition, we may consider strategic acquisitiohsomplementary businesses or technologies t& gro business, which could require
significant capital and could increase our camtglenditures related to future operation of theuaed business or technology.

We may not be able to obtain loans or additionpltahon acceptable terms or at all. Moreover,loan and security agreement with Silicon
Valley Bank under which we have the ability to mwrup to $20.0 million contains restrictions on ability to incur additional indebtedness,
which, if not waived, could prevent us from obtamyineeded capital. Any future credit facilitiesdebt instruments would likely contain similar
restrictions. We may not be able to obtain bankit@rangements or effect an equity or debt fifragnon terms acceptable to us or at all in ordk
fund our future capacity expansion plans. A failtw®@btain additional financing when needed couldesisely affect our ability to maintain and
grow our business.

A sustained downturn in the energy industry, dueltaver oil and gas prices or reduced energy demacaljld decrease demand for some of «
products and services, which could have a mateadVerse effect on our business, financial conditiand results of operation:s

Demand for a significant portion of our productsl @ervices depends upon the level of capital exipeedy companies in the energy
industry, which depends, in part, on energy pri€eges of oil and gas have been volatile ovepts several years, with a moderate increase
throughout 2010, higher volatility from 2011 thrduthe first half of 2014, and a significant deceeasthe second half of 2014. We expect that a
continued decline in energy prices or a continuatibcurrent lower energy prices will result inegluction in capital expenditures by many
companies in the energy industry, and in partichlaend-users of our products involved in the cartsion and expansion of offshore and onshore
oil and gas production facilities. Sustained loeeergy prices may also relax our end-users’ ne@dpoove energy savings by using premium-
priced insulation products like ours, thus reduaegiand for our products and causing downward press the pricing of our products. A
sustained downturn in the capital expendituresunfooistomers, whether due to a decrease in theatnairike of oil and gas or otherwise, may delay
projects, decrease demand for our products anitesrand cause downward pressure on the pricebavges which, in turn, could have a material
adverse effect on our business, financial condiiod results of operations. Such downturns, inolyidhe perception that they might continue,
could have a significant negative impact on thekstgprice of our common stock.
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The markets we serve are subject to general ecoeaunditions and cyclical demand, which could hawar business and lead to significant
shifts in our results of operations from quarter fuarter that make it difficult to project lon-term performance.

Our results of operations have been, and may ifutiiee be, adversely affected by general econ@mditions and the cyclical pattern of
certain industries in which our customers and esetsioperate. Demand for our products and serdigesnds in large part upon the level of capital
and maintenance expenditures by many of our custare end-users, in particular those in the engrgtyochemical and power generation
industries, and firms that design, construct anetate facilities for these industries.

These customergxpenditures historically have been cyclical irunatand vulnerable to economic downturns. In paldic profitability in the
energy industry is highly sensitive to supply aedhdnd cycles and commodity prices, which histdsideve been volatile; and our customers in
this industry historically have tended to delagtacapital projects, including expensive maintepaatd upgrades, during industry downturns.
Customer project delays may cause fluctuationkertitming or the amount of revenue earned andesults of operations in a particular period.
Prolonged periods of little or no economic growttuld decrease demand for oil and gas which, in toald result in lower demand for our
products and a negative impact on our results efaipns and cash flows. In addition, this histlliccyclical demand and potential customer
project delays may lead to significant shifts im cesults of operations from quarter to quartericliimits our ability to make accurate long-term
predictions about our future performance. We egtirttzat sales to end-use customers in the enedgystry accounted for approximately 96% of
our 2014 revenues and we expect that they will @aacfor a significant portion of our future revesue

Growth has placed significant demands on our managmnt systems and our infrastructure. If we fail tnanage our growth effectively, we may
be unable to execute our business plan, addresspetitive challenges and meet applicable productafieations and technical and delivery
requirements.

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

* improve our existing, and implement additional, egerial capabilities, manufacturing, sales and etar§g, and engineering operatic
research and development capabilities, regulatomyptiance systems and financial control and repgrsystems

« expand our manufacturing and distribution faciditiand

« continue to recruit and train additional qualifigersonnel

All of these measures will require significant emgidures and will demand the attention of managén#grcertain points in the past,
significant growth in demand for our products hasqur management and manufacturing systems utrdén.dn addition, the physical expansion
of our operations may lead to significant costs emay divert our management and business developmsodrces. Furthermore, we compete for
personnel and advisors with other companies aret attyanizations, many of which are larger and lggeater name recognition and financial and
other resources than we do. Due to our limiteduesss, we may not be able to effectively managefpansion of our operations or recruit and
adequately train additional qualified personnealetain personnel. Any inability to manage growthildaresult in a loss of existing customers and
revenues, delays in the execution of our businksspand disruption of our operations. If we faihchieve the necessary level of efficiency in our
organization as it grows, our business, resultspefations and financial condition would be harmed.

We allocate our operations, sales and marketisgareh and development, general and administratigddinancial resources based on our
business plan, which includes assumptions abouecuand future orders from customers. HowevegsdHactors are uncertain. If our assumptions
regarding these factors prove to be incorrect ocoifipeting products gain further acceptance, tearahdemand for our aerogel products could be
significantly less than the demand we anticipatktvaa may not be able to sustain our revenue growtthieve profitability.
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Shortages of the raw materials used in the prodoatiof our products, increases in the cost of suchterials or disruptions in our supply chai
could adversely impact our financial condition andsults of operations.

The raw materials used in the production of oudpots consist primarily of polyester and glassrfibattings, silica precursors and additives.
Although we are not dependent on any one supplieigare dependent on the ability of our third-patppliers to supply such materials on a timely
and consistent basis. While these raw materialawaable from numerous sources, they may be stutgdluctuations in availability and price. In
addition, fluctuations in ethanol prices may affin cost of silica precursors.

Our third-party suppliers may not dedicate suffitiesources to meet our scheduled delivery reongings or our suppliers may not have
sufficient resources to satisfy our requirementsnduany period of sustained demand. Failure opBars to supply, delays in supplying or
disruptions in the supply chain for our raw matsriar allocations in the supply of certain highm@d raw components, could materially adversely
affect our ability to meet our delivery schedulesactimely and competitive basis and results ofatpens. Most of our raw materials are procured
through individual purchase orders and not thrdogly-term contracts that ensure a fixed price @rgoteed supply. This procurement strategy
may not support sustained long-term supply chaihbikty.

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

In particular, we purchase silica precursors frewesal suppliers, mostly pursuant to individualghase orders and not pursuant to long-term
contracts. We do not have a secure, long-term gugdilica precursors. We may not be able to distalarrangements for secure, long-term silica
precursor supplies at prices consistent with oaretii costs or may incur a delay in supply whilesgek alternative sources. Any inability to
continue to purchase silica precursors pursuaptitochase orders, without long-term agreementsaoegplor to otherwise establish a long-term
supply of silica precursors at prices consisteti wur current costs, would have a material adveffeet on our ability to increase our sales and
achieve profitability.

From time to time we have had difficulty consisténproducing product that meets applicable prodsgtecifications and technical and delivery
requirements, and such difficulties could exposetosfinancial, contractual or other liabilities.

Our insulation products are technologically advanaed require a precise and complex manufacturiaggss. Because of the precision and
complexity of this manufacturing process and ttghiperformance characteristics of our productsnftione to time we have had difficulty
consistently producing product that meets appleaplkcifications and technical and delivery regu@ets, including our, our customers’ and the
end-user’s specifications and requirements. Thig gmowth in demand for our products has contriutethis difficulty by putting significant
pressure on our management, our personnel andadugiion facilities. See “Risk Factors — Growthshaced significant demands on our
management systems and our infrastructure. If Wéofananage our growth effectively, we may be Uadb execute our business plan, address
competitive challenges and meet applicable prosipetifications and technical and delivery requinets.é

Any failure to meet these product specificationseshnical and delivery requirements could resuthe termination of existing customer
contracts or purchase orders, the elimination ducgon of future purchase orders, the impairmémtustomer relationships, and the incurrence of
financial, contractual or other liabilities. Prodsithat do not meet these specifications or remergs may also expose us to warranty and product
liability claims and associated adverse publickgy such termination, reduction, impairment, liégibr publicity could result in a broader loss of
existing customers and revenues and delay the taeaf our business plans, disrupt our operatenms harm our results of operation and financial
condition.
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The market for insulation products incorporating aegel blankets is relatively undeveloped and oungucts may never be widely adopted,
which would have a material adverse effect on owsiness.

The market for insulation products utilizing aerbiglankets is relatively undeveloped. Accordinglyr future results of operations will
depend in large part on our ability to gain madtsre of the global energy infrastructure insufatitarket. Our ability to gain market share in this
market is highly dependent on the acceptance opmducts by large, well-established end-usersiligors, contractors and OEMs. The energy
infrastructure insulation market has historicalgeh slow to adopt new technologies and productst Meulation types currently in use in these
markets have been in use for over 50 years. Irtiaddthere is a tendency of end-users in someupfraarkets to opt for the frequently lower short-
term costs of traditional insulation materialswk fail to successfully educate existing and péaiend-users, distributors, contractors and OEMs
regarding the benefits of our aerogel products, @xisting users of our products no longer relya@mogel insulation for their insulation needs, our
ability to sell our products and grow our businessld be limited.

In particular, because we are still often a newpiapto our end-use customers, we may face cosdesm these endse customers about ¢
reliability and our ability to produce our produatsa volume sufficient to meet their supply needisa result, we may experience a reluctance or
unwillingness by existing end-use customers to edgheir use of our products and by potential esel-austomers to begin using our products. Our
products may never reach mass adoption, and changetvances in technologies could adversely affectiemand for our products.

A failure to increase, or a decrease in, demanddoogel insulation products caused by lack of eset-or distribution channel acceptance,
technological challenges or competing technologies products would result in a lower revenue graath or decreased revenue, either of which
could materially adversely affect our business i@sdlts of operations.

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

While we believe our products have superior perforee attributes and may sometimes have the lowssba a fully-installed basis or offer
life-cycle cost savings, our competitors offer mamgitional insulation products that are pricetblaeour products. Our products are expensive
relative to other insulation products and end-uggamers may not value our products’ performantiates sufficiently to pay their premium
price. This could make it more difficult for usgoow our revenue and achieve broader adoption v&erogel products. In addition, some of the
benefits of our products are based on reducedletita time and related labor expense. In regiwhsre labor costs are significantly lower than in
the United States and Europe, the cost benefitschfced installation times may not be adequateéocome the relatively high price of our
products and may make it more difficult for us towg our revenue in such regions.

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

We face strong competition primarily from estabdidhmanufacturers of traditional insulation matetidlarge producers of traditional
insulation materials, such as Johns Mansville, tSawbain, Knauf Gips, Owens Corning and Rockwool, mhate the insulation market. In additi
we face competition from other companies seekirdeielop high-performance insulation materialsluding aerogel insulation. For example,
Cabot Corporation manufactures, markets and seli§exent form of aerogel insulation that is cortifpee with our products, particularly in the
offshore oil and gas sector for use in pipgipe applications. Many of our competitors are saisally larger and better capitalized than weaare
possess greater financial resources. In additierane aware of competitors in China that manufacimd market aerogel insulation products. Our
competitors could focus their substantial finanoélources to develop new or additional competioglycts or develop products that are more
attractive to potential customers than the prodineaswe offer.
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Because some insulation manufacturers are sutedtatdirger and better capitalized than we arey thay have the ability to sell their
products at substantially lower costs to a largistieg customer base. Our products are expensiadive to other insulation products and end-use
customers may not value our produstsperior performance attributes sufficiently to plagir premium price. In addition, from time to 8énve ma
increase the prices for our products and these prareases may not be accepted by our end-usenoerst and could result in a decreased demand
for our products. Similarly, we may make changesuoproducts in order to respond to customer deheato improve their performance attributes
and these changes may not be accepted by our entlistomers and could result in a decrease in dibfoaur products. These competitive
factors could:

* make it more difficult for us to attract and retaimstomers

» cause us to slow the rate of increase of our priteday or cancel planned price increases, lowepdaes or discount our prices in or
to compete; an

» reduce our market share and reven

Any of the above outcomes could have a materiadegveffect on our financial condition and resafteperations.

A substantial portion of our revenue comes from ealin foreign countries and we may expand our ogéras outside of the United States, whi
subjects us to increased economic, foreign excharagerational and political risks that could increa our costs and make it difficult for us
operate profitably.

A substantial portion of our sales are to shipnastinations outside the United States, includitlid, the United Kingdom, Taiwan, South
Korea, Brazil, Canada, Hong Kong, Singapore, Angold Germany. Total revenue generated from outdittee United States, based on our
shipment destination or research services locasiomgunted to $62.6 million or 61% of total revers&5.9 million or 65% of total revenue and
$43.5 million or 69% of total revenue, for the yeanded December 31, 2014, 2013 and 2012, resplgcths a result, we are subject to a number
of risks, including, but not limited to:

» labor rules and collective bargaining arrangemintsreign jurisdictions

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

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

» trade relations among the United States ansktifareign countries in which our customers angbers have operations, including
protectionist measures such as tariffs and impoeport licensing requiremen

» general economic and political conditions isfeaountry, which may interfere with, among othengs, our supply chain, our
customers and all of our activities in a particud¢enation;

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

» different regulatory regimes in the various cowettrin which we operate or sell our produ
» inadequate intellectual property protection in fgnecountries

« the difficulties and increased expense in cgmpl with multiple and potentially conflicting dorsiic and foreign laws, regulations,
product approvals and trade standards, includiadtls. Foreign Corrupt Practices Act and similar-brbery laws in non-U.S.
jurisdictions, as well as the rules and regulatioithe U.S. Office of Foreign Assets Control aimdigr sanctions laws
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» foreign currency exchange controls, restrictions functuations, which could result in reduced ravernd increased operating expe!
» transportation delays or interruptions; ¢

» terrorist activity and political unrest, particdlagiven the use of our products at energy faetii

Sales of our products are generally conducted $ dollars and we also bid for foreign projectt)is. dollars. The recent strengthening of
the U.S. dollar against the local currencies in ynafrthe countries into which we sell our produtés resulted in our products becoming more
expensive relative to competing insulation prodycised in the local currency. If the U.S. dollantains at its current levels or strengthens further
our sales into foreign countries with relativelyaker currencies may be adversely impacted and webméess competitive in bidding for projects
in those markets.

Our success will depend in large part on our ahiititmanage the effects of continued global pdlit@r economic uncertainty, especially in
our significant geographic markets.

Because of our significant international operationse could be materially adversely affected by vimas of the U.S. Foreign Corrupt Practice
Act and similar ant-corruption, anti-bribery and anti-kickback laws.

We operate on a global basis, with 63% of our pcbdales in 2014 being made to destinations outhigl&nited States, including Canada,
Mexico, Europe, Asia, South America and the Midgéest. Our business operations and sales in cosimtniside the United States are subject to
anti-corruption, anti-bribery and anti-kickback and regulations, including restrictions imposgdhe Foreign Corrupt Practices Act, or FCPA,
as well as the United Kingdom Bribery Act of 2000,UK Bribery Act. The FCPA, UK Bribery Act, andnsilar anti-corruption, anti-bribery and
anti-kickback laws in other jurisdictions genergdphibit companies and their intermediaries arehégfrom making improper payments to
government officials or any other persons for thgopse of obtaining or retaining business. We dpeaaad sell our products in many parts of the
world that have experienced governmental corrupgticsome degree and, in certain circumstancest stinpliance with anti-corruption, anti-
bribery and anti-kickback laws may conflict wittcld customs and practices. We train our employeeserning anti-corruption, anti-bribery and
anti-kickback laws and have policies in place firahibit employees from making improper payments. ntinue to implement internal controls
and procedures designed to ensure that we comfiyanti-corruption, anti-bribery and anti-kickbaekvs, rules and regulations and mitigate and
protect against corruption risks. We cannot prodsgurance that our internal controls and proceduileprotect us from reckless, criminal or ot
acts committed by our employees or third-partiek wihom we work. If we are found to be liable faolations of the FCPA or similar anti-
corruption, anti-bribery and anti-kickback lawsimternational jurisdictions, either due to our oagcts or out of inadvertence, or due to the acts or
inadvertence of others, we could suffer criminatioil fines or penalties or other repercussions|uding reputational harm, which could have a
material and adverse effect on our business, sestitiperations and financial condition.

A failure to comply with export control or econom&anctions laws and regulations could have a maaéadverse impact on our business, rest
of operations or financial condition. We may be ubi@ to ensure that our distributors comply with djg@ble sanctions and export control laws.

We operate on a global basis, with 63% of our pcbdales in 2014 being made to destinations outhiglé&nited States, including Canada,
Mexico, Europe, Asia, South America and the Midgéest. We face several risks inherent in condudiimginess internationally, including
compliance with applicable economic sanctions lamg regulations, such as laws and regulations asteiad by the United States Department of
Treasury’s Office of Foreign Assets Control, or GFAhe United States Department of State and thietStates Department of Commerce. We
must also comply with all applicable export conteals and regulations of the United States andratbentries. Violations of these laws or
regulations could result in significant additiosahctions including criminal or civil fines or pdiies, more onerous compliance requirements, t
extensive debarments from export privileges or &dssuthorizations needed to conduct aspects oinbeimational business.
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In certain countries, we may engage third partynegjer intermediaries, such as customs agentst twnaour behalf and if these third party
agents or intermediaries violate applicable latsirtactions may result in criminal or civil fines penalties or other sanctions being assessed
against us. We take certain measures designedtmesaur compliance with U.S. export and economictons law and we believe that we have
never sold our products to Iran, Cuba, Sudan aaSgrough third party agents or intermediariesnade any effort to attract business from any of
these countries. However, it is possible that sofrir products were sold or will be sold to distiiors or other parties that, without our knowle
or consent, re-exported or will re-export such piad to these countries. Although none of our no8:-Udistributors are located in, or to our
knowledge, conduct business with Iran, Cuba, Swd&@yria, we may not be successful in ensuring damge with limitations or restrictions on
business with these or other countries subjectdéo@mic sanctions. There can be no assurance #aflirbe in compliance with export control or
economic sanctions laws and regulations in theéutu

Any such violation could result in significant ciimal or civil fines, penalties or other sanctiomsl aepercussions, including reputational harm
that could materially adversely impact our businessults of operations or financial condition.

We rely on sales to a limited number of direct austers, including distributors, contractors, OEMsnd end-use customers for the substantial
majority of our revenue, and the loss of one or reaignificant direct customers or several of our alher direct customers could materially har
our business. In addition, we understand from ouirect customers that a substantial majority of theiales of our products are to a small
number of end-use customers and the loss of onenore significant end-use customers or several of amaller end-use customers could
materially harm our business.

A substantial majority of our revenue is generdteth sales to a limited number of direct customerduding distributors, contractors, OE
and end-use customers. For the years ended Dec&hhi2914, 2013 and 2012, total revenue from quitéa direct customers represented 63%,
65% and 59% of our revenues, respectively. In 28Iajor Asian energy company represented 13% ofotel revenue and a North American
distributor represented 12% of our total revenne€013, a North American distributor represente® 18 our total revenue and an Asian distribi
represented 11% of our total revenue; and in 2&@1rth American distributor represented 13% oftotal revenue. For each of the periods
discussed above, there were no other customerssthrasented 10% or more of our total revenuefofilgh the composition of our significant
distributors, contractors, OEMs and end-use custem@l vary from period to period, we expect tmabst of our revenues will continue, for the
foreseeable future, to come from sales to a ralgtismall number of direct customers. In additiee,understand from our direct customers that a
substantial majority of their sales of our produmts to a small number of end-use customers.

Our direct customer concentration also createswuatsaeceivable concentrations and related riskofADecember 31, 2014, three of our
direct customers accounted for 17%, 17% and 118&uo&ccounts receivable, respectively.

The substantial majority of our sales to distribbsitare transacted on a purchase order basis. T&cts we enter into with our direct
customers generally do not include long-term commeiits or minimum volumes that ensure future sdlesioproducts. In addition, we understand
that our direct customers’ contracts with end-ussgamers also generally do not include such comeritsor minimums. Consequently, our results
of operations may fluctuate significantly from metito-period based on the actions of one or mgmifgiant direct customers or end-use
customers.

A direct customer may take actions that affectauséasons that we cannot anticipate or contrah s1$ reasons related to an end-use
customer’s financial condition, changes in busirgtsstegy or operations, the introduction of alééifre competing products, or as the result of the
perceived quality or cost-effectiveness of our picid. Our agreements with these direct customeysb@a&ancelled if we fail to meet certain
product
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specifications or materially breach the agreemefoother reasons outside of our control. In &ddj our direct customers may seek to renegc
the terms of current agreements or renewals. T$®d§ or a reduction in sales or anticipated salesne or more of our significant direct
customers or end-use customers or several of caltesrdirect customers or entse customers could have a material adverse effieatir busines:
financial condition and results of operations.

If we are unable to maintain our technological admtage over our competitors, our business may beeadely affected

We are researching, developing, manufacturing ahithg high-performance aerogel insulation produBapid and ongoing changes in
technology and product standards could quickly eemdir products less competitive, or even obsopetaijcularly if we fail to continue to improve
the performance of our insulation products. Wecareently developing new applications for our erigtproducts as well as new aerogel
technologies; however, we may not be successfiibing so and new applications or technologies nudyoa commercially useful. Other compai
that are seeking to enhance traditional insulatiaterials have recently introduced or are devefppiher emerging and potential insulation
technologies. These competitors are engaged iifisim development work on these various insulapooducts. Competing technologies that
outperform our insulation in one or more perforn@aattributes could be developed and successfulgdnced.

We are also aware of certain companies that havelajged or are developing products using aerogéhi@ogy similar to our technology a
these or other companies could introduce aerogelyats that compete directly with our products angberform them in one or more performance
attributes. As a result of this competition andeptiel competition, our products may not competeatifvely in our target markets.

Negative perceptions regarding the safety, quatityother attributes of our products or a failure a perceived failure of our products could he
a material adverse effect on our results of opecats and could make us unable to continue our busiee

Given the history of asbestos as an insulation niahteve believe that there is an elevated levelttdéntion towards perceived health and
safety risks in the insulation industry. As a cangmnce, it is essential to our existing businesstarour future growth that our products are
considered safe. Even modest perceptions by existippotential distributors, contractors or end-asgtomers in our target markets that our
products are not safe could have a critical impaabur ability to sell our products and to contimsea business. There is risk of an actual or
perceived failure of our products or other negagigeceptions regarding our products, such as peddiealth hazards. For example, dust is
produced by our products during their installatéor use, which increases the likelihood of the gqaion of hazard. Another example is the
potential for material failure in very high temptena applications. Like most insulation products; Byrogel XT and XT-E products will normally
go through a controlled burn-in process immediaddigr exposure to high temperatures. If instaithegroperly, the burna may proceed too rapid
and the material may become damaged. Further,ampetitors have in the past, and may in the futseek to perpetuate such perceptions. We are
currently taking steps to educate our distributoositractors, OEMs and end-use customers on tlueenat our products and the proper installation
procedures in order to mitigate these risks. Sucévant, or the perception of such an event, cquickly result in our direct and endse customel
replacing our products with traditional insulatioaterials which could have a material adverse effeour results of operations.

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

We are subject to numerous health and safety ladsegulations in each of the jurisdictions in whige operate. These health and safety
laws and regulations apply to us including withanefto hazardous substances that we use in ourfatntng process and that certain of our
products contain. These hazardous substances éntitadium dioxide and carbon black, each of wlitiek been determined, in certain forms and at
certain levels, to be possibly carcinogenic or ntiee harmful to humans.
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Our processes also require the use of other regltatbstances in raw material delivery and manurfiagt, including among others, ethanol.
Applicable laws and regulations require us to obtaid maintain permits and approvals and implerealth and safety programs and procedures
to control risks associated with our operationan@liance with those laws and regulations can requsrto incur substantial costs. Moreover, if our
compliance programs are not successful, we couklibgct to penalties or to revocation of our p&mihich may require us to curtail or cease
operations of the affected facilities. In particutlie construction of our third production linedar East Providence facility have required and wil
require us to obtain and maintain new permits fk@mous regulatory authorities and if the issuasicguch permits was delayed or denied, it would
slow or potentially prevent the expansion of ounofacturing capacity. Violations of laws, regulasoand permit requirements may also result in
criminal sanctions, injunctions and the denialemacation of our various permits.

While we use hazardous substances, including titardioxide and carbon black, in forms and at letleds are subject to current rules and
regulations, such rules and regulations may beaoore stringent such that we are required to maalifiymanufacturing process and such that our
customers’ use of our products may be impactedn@sin the products or manufacturing processesratpjre the customers to perform an
extensive re-qualification process, which our costs may not want to undertake for various reasessiting in the customer switching to
competing products. In addition, changes in oudpotion or manufacturing process may result in aseve currently permitted levels. Such uses
or changes in rules or regulations could materilyersely affect our business, financial condiiod results of operations.

Health and safety laws, regulations and permitirequents may become more stringent or otherwisagdaAny such changes could require
us to incur materially higher costs than we cutyelmave. Our costs of complying with current antlfe health and safety laws, regulations and
permit requirements, and any liabilities, finestrer sanctions resulting from violations of thewmilld adversely affect our business, financial
condition and results of operations.

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

Our revenue may fluctuate from period to period ttua wide variety of factors. Since we rely oresab a limited nhumber of direct
customers and end-use customers, changes in démamdne or more direct customers or end-userssiganficantly impact our revenue from
period to period. In addition, the sales cyclesdiar products, including their qualification foreysre long and can result in unpredictability im o
revenues. We expect to have an increasing peranfagur products sold for use in capital projeatsich orders tend to be larger and more
sporadic, that will further increase this unprealiglity and the difficulty for us in forecasting aerly or annual performance. Because of these
factors, we have a limited basis on which to predic quarterly revenue. Our profitability from jpet-to-period may also vary due to the mix of
products that we sell in different periods. Thesgdrs may result in a high degree of variabilityur results of operations and will make it diffiic
for us to accurately evaluate and plan based ofutwire outlook and to forecast quarterly or anmeaformance.

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

Most of our operating expenses, such as manufagttecility expenses, employee compensation arehrel expenses, are either relatively
fixed in the short-term or incurred in advancealgs. In addition, our spending levels are basgrihon our expectations regarding future
revenues. As a result, if revenues for a particglerter are below expectations, we may not betakpeoportionately reduce operating expense
that quarter. Our reliance on sales to a limitechiner of direct customers and end-use customergetigéh of our sales cycles and the potentially
increasing percentage of our products sold foriusapital projects each can cause sporadic defiearolir products which would limit our ability
to predict future sales. This limitation
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could result in our being unable to reduce spendirigkly enough to compensate for reductions irsahd could therefore adversely affect our
results of operations for any particular operapegod.

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

For a significant portion of our revenues, we mafysales to distributors who then sell our prodteisnd-users in our target markets. Our
success depends, in part, on our maintaining aatify relationships with these distributors. Oistrébutors require us to meet expectations of
delivery, quality and pricing of our products, athbthe distribution channel level and at the lenfehe end-user of our products. If we fail to mee
expected standards, our revenues would declinghésdould materially adversely affect our businessults of operations and financial condition.
In addition, we have been unable at times to preduficient amounts of our products to meet denfeord our customers and we may not be able
to avoid capacity constraints in the future if dechaxceeds our expectations or we fail to bring operation as planned the third production lin
our East Providence facility or the second manufang facility to be located in the United Statdsve are unable to deliver our products within
such short timeframes, we may be at risk of loslingct or end-use customers. Accordingly, shodfallsales could materially adversely affect our
business and results of operations.

The qualification process for our products can benigthy and unpredictable, potentially delaying adimm of our products and causing us to
incur significant expense potentially without recexy.

Qualification of our products by many of our diractd end-use customers can be lengthy and unpbiiicind many of these direct and end-
use customers have extended budgeting and procor@moeesses. This extended sales process retherégdication of significant time by our
personnel and our use of significant financial teses, with no certainty of success or recovergufrelated expenses. Furthermore, even after an
extensive qualification process, our products nagiytdé meet the standards sought by our end-ugeroess and may not be qualified for use by
such end-use customers. Additionally, our continuedtess improvements and cost-reduction effortg ieguire us or the end-users to re-qualify
our products. Failure to qualify or re-qualify qunoducts may result in us losing such companiesndsusers of our products, which would cause a
decrease in our revenue or revenue growth rateresthwhich could materially adversely affect ousimess and results of operations.

We may enter into agreements that may limit our l#lito broadly market our products or could invavuture obligations, which could make it
more difficult for us to commercialize certain ofun products and negatively affect our business amdults of operations.

In order to commercialize our products, we may reinti® commercial arrangements with distributor&M3 or other customers. These
agreements have contained, and may in the futuraien exclusivity, ownership and other terms thaly limit our ability to commercialize any
products or technology developed in connection witbh agreements, including in ways that we deenwision at the time of entering into the
agreement. These agreements may contain techpiefisations or minimum volumes that must be aebie However, these agreements may not
obligate either party to make any purchases. Asalt; our ability to commercialize products inegitain region or for a certain application may be
limited and as a consequence our business, filarandition and results of operations could be mallg adversely affected.

We are exposed to the credit risk of some of ouedi customers, including distributors, contractoesmd OEMs, which subjects us to the risk of
non-payment for our products.

We distribute our products through a network ofriisitors, contractors and OEMs, some of which matybe well-capitalized and may be of
a lower credit quality. This direct customer netvsubjects us to the risk of non-payment for owdpicts. Although we have not experienced a
significant incidence of non-payment for
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our products, such non-payments may occur in theduln addition, during periods of economic dawntin the global economy, our exposure to
credit risks from our direct customers may increasel our efforts to monitor and mitigate the aiged risks may not be effective. In the event of
non-payment by one or more of our direct custonmrspusiness, financial condition and resultspdrations could be materially adversely
affected.

Our working capital requirements involve estimateased on demand and production expectations and iegrease or increase beyond those
currently anticipated, which could harm our resultsf operations and financial condition.

In order to fulfill the product delivery requirentsrof our direct and end-use customers, we plawéoking capital needs in advance of
customer orders. As a result, we base our fundidgraventory decisions on estimates of future dem#rdemand for our products does not
increase as quickly as we have estimated or drifgharply, our inventory and expenses could @& our business and results of operations ¢
suffer. Alternatively, if we experience sales irtess of our estimates, our working capital needstmahigher than those currently anticipated. Our
ability to meet this excess customer demand depemasir ability to arrange for additional financifoy any ongoing working capital shortages,
since it is likely that cash flow from sales walg behind these investment requirements. In addii@ plan to increase our inventory in order to
meet our expected future demand. This would résah increase in our working capital requiremehg could harm our results of operations and
financial condition.

Breakdowns, security breaches, loss of data anckettisruptions of our information technology systensould compromise sensitive informatis
related to our business, prevent us from accessirigical information and expose us to liability, wbh would cause our business and reputation
to suffer.

In the ordinary course of our business, we cobext store sensitive data, including intellectualpgrty, our proprietary business information
and that of our suppliers, customers and busin@dsqrs, and personally identifiable informatiomatour employees. We manage and maintain
our applications and data utilizing on-site andgif¢ systems. These applications and data encenapagle variety of business critical information
including research and development information, memntial information and business and financial infation.

The secure processing, storage, maintenance arsirtission of this critical information is vital tmr operations and business strategy, and
we devote resources to protecting such informatdthough we take measures to protect sensitivarination from unauthorized access or
disclosure, our information technology and infrasture may be vulnerable to breakdowns, attacksaokers, viruses, breaches or interruptions
to employee error, malfeasance or other disruptiongpses in compliance with privacy and securigndates. Any such virus, breakdown, attack,
breach or interruption could compromise our netwaRd the information stored there could be acddsgeinauthorized parties, publicly
disclosed, lost or stolen. We have measures irefifzat are designed to detect and respond to sechity incidents and breaches of privacy and
security mandates, but there can be no assuraateuhmanagement or diligence efforts will prevainth breakdowns or breaches in our systems.
Any such access, disclosure or other loss of inédion could result in legal claims or proceedingdyility under laws that protect the privacy of
personal information or other laws, government erdment actions and regulatory penalties. Unauthdraccess, loss or dissemination could also
disrupt our operations, customer support serviesgarch and development activities, company fiahimdormation, various general and
administrative aspects of our business and damageputation, any of which could adversely aff@gat business.
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We may incur significant costs complying with eneitmental, health and safety laws and related clajraad failure to comply with these laws
and regulations could expose us to significant liifies, which could adversely affect our result$ operations.

Costs of compliance with regional, national, statd local existing and future environmental, heaht safety laws and regulations could
adversely affect our cash flow and results of ofp@na. We are required to comply with numerous emmental laws and regulations and to obtain
numerous governmental permits in order to operatdazilities and in connection with the designyelepment, manufacture and transport of our
products and the storage, use, handling and dispbbazardous substances, including environmehésd|th and safety laws, regulations and
permits governing air emissions. We may incur digaint additional costs to comply with these regmients. If we fail to comply with these
requirements, we could be subject to civil or criatiliability, damages and fines, and our operatioould be curtailed or suspended. In addition,
certain foreign laws and regulations may affectahility to export products outside of the Unitedt8s. Existing environmental, health and safety
laws and regulations could be revised or reintéggrand new laws and regulations could be adoptbéame applicable to us or our products,
future changes in environmental, health and sdéetg and regulations could occur. These factors matgrially increase the amount we must
invest to bring our processes into compliance ambse additional expense on our operations.

Among the changes to environmental laws and reiguthat could occur is the adoption of regulafoayneworks to reduce greenhouse gas
emissions, which a number of countries, particylarithe European Union, have adopted, or are denisig adopting. These include adoption of
cap and trade regimes, carbon taxes, restrictikmifigng, increased efficiency standards, and itiges or mandates for renewable energy, any of
which could increase the costs of manufacturingppaducts and increase our compliance costs, wddald materially adversely affect our
business and results of operations.

In addition, private lawsuits, including claims f@mediation of contamination, personal injury ovperty damage, or actions by regional,
national, state and local regulatory agenciesuiiol enforcement or cost-recovery actions, mayensly increase our costs. Certain
environmental laws make us potentially liable goiat and several basis for the remediation of apbrihation at or emanating from properties or
facilities we currently or formerly owned or operator properties to which we arranged for the digpof hazardous substances. Such liability may
require us to pay more than our fair share anddcmduire us to address contamination caused leytRor example, the site of our East
Providence facility contains certain levels of @nination caused by prior third-party activitiesand near the site. Such contamination remains in
place under a state-approved deed restrictionywenare required to comply with such deed restmicéind the accompanying soil management plan.
In general, the deed restriction prohibits thedestial use of the property and the use of grouteias potable water, and requires the maintenanc
of engineering controls and annual inspectionstp prevent exposure to contaminated soils. THersmmagement plan requires us to notify the
state environmental agency with respect to anyes@ihvation, stockpiling, sampling and off-sitepdisal of excavated soil. Although we have not
had to make material expenditures to satisfy thegeirements to date, in the future, we may inclditeonal costs to comply with these
requirements and failure to do so could disruptagperation of our facility or could subject us i@bility for environmental remediation. We may
incur liability relating to the remediation of camination, including contamination we did not cala@thermore, ethanol, one of the materials that
we handle in large quantities in our manufactupnacess is subject to additional laws and regulatiacluding those administered by the U.S.
Alcohol and Tobacco Tax and Trade Bureau. Whilesaek to comply with the stringent requirementshete laws and regulations, these laws and
regulations are complex and are subject to intéapom. Any changes in these laws or regulationshanges in our manufacturing processes may
require us to request changes to our existing pemniobtain new permits. Any requests to changeeristing permits or obtain new permits may
be delayed or denied and may require us to modifynr@anufacturing processes, which could be cositlytame consuming and could adversely
affect our business and results of operations.
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We may not be able to obtain or maintain, from tbméme, all required environmental regulatory egwals. A delay in obtaining any
required environmental regulatory approvals oufailto obtain and comply with them could materialtiversely affect our business and results of
operations.

We may face certain product liability or warrantyaéms from our products, including from improper stallation of our products by third partie
As a consequence, we could lose existing and futousiness and our ability to develop, market andl sar insulation could be harmed

The design, development, production and sale opoagtucts involve an inherent risk of product llapiclaims and associated adverse
publicity. We may be named directly in product ligp suits relating to our products, even for deferesulting from errors of our distributors,
contractors, OEMs or enake customers. These claims could be brought bgusparties, including distributors, contactorENB and other direc
end-use customers who are purchasing productdlglifemm us, or end-use customers who purchas@mgducts from our distributors. We could
also be named as co-parties in product liabilifyssihat are brought against the distributors, @mors, OEMs and enakse customers. Our produ
are often installed in our end-use customers’ cemphd capital intensive facilities in inherentgzhrdous or dangerous environments, including in
the energy, petrochemical and power generationsiniés, where the potential liability from risklos could be substantial. The failure of our
products to perform to customer expectations, wdrath not because of improper installation, coule gise to warranty claims against us. We are
currently taking steps to educate our distributocositractors, OEMs and end-use customers abotrtiper installation procedures to mitigate the
risk of an uncontrolled burn-in for very high temgigire applications of Pyrogel XT and XT-E. Howevastallation of our products is handled by
third parties over whom we have no control andrerap defects in their installation may also gige to claims against us, diminish our brand or
divert our resources from other purposes. Any ef¢hclaims, even if without merit, could resulcastly litigation or divert managemestattentior
and resources. In addition, many of our produasrategrated into the final products of our custsn&he integration of our products may entail
the risk of product liability or warranty claimsd®d on malfunctions or hazards from both our prtsdand the final products of our customers.

A material product liability claim may seriouslyrmaour results of operations, as well as damagewstomer relationships and reputation.
Although we carry general liability insurance, aurrent insurance coverage could be insufficiemtrtdect us from all liability that may be
imposed under these types of claims. Insuranceragedas expensive, may be difficult to obtain arelymot be available in the future on acceptable
terms or at all. Our distributors, contractors, GEahd end-use customers may not have adequatariicgeuo cover against potential claims. This
insurance may not provide adequate coverage agsotettial losses, and if claims or losses exceediability insurance coverage, we may go out
of business. In addition, insurance coverage magrne more expensive, which would harm our restiltgperations.

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

We perform contract research services for U.S. gowent agencies and our products are sold to cesthat may incorporate them into
government projects. U.S. government agenciegjdintg) the Defense Contract Audit Agency and theddepent of Labor, routinely audit
government contractors. These agencies review taamor's compliance with contract terms and cadndg, performance under its contracts, cost
structure and compliance with applicable laws, l&ipns and standards. The U.S. government alsorenégw the adequacy of a contractor’s
systems and policies, including a contractor’s pasing, property, estimating, billing, accountingmpensation and management information
systems. Any costs found to be overcharged or ipgtp allocated to a specific contract or any antsimproperly billed or charged for products
or services will be subject to reimbursement togheernment. As a government contractor, we argired, to disclose to the U.S. government
credible evidence of certain violations of law amahtract overpayments. If we are found to havei@pated in improper or illegal activities, we
may be subject to civil and criminal penalties addinistrative sanctions, including terminatiorcohtracts, forfeiture of profits, suspension of
payments, fines
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and suspension or prohibition from doing businei the U.S. government. Any negative publicityatedd to such contracts, regardless of the
accuracy of such publicity, may adversely affeatlmusiness or reputation.

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

Our contracts with U.S. government agencies argesuto the availability of appropriated funds. TH&S. government funds our contract
research work through a variety of funding prograinas rely on monies appropriated by Congress.nitpoint, the availability of funding could
change, thus reducing the opportunities for newontinued revenues to us from government contrackvRevenue from contracts with U.S.
government agencies constituted 3.0%, 4.7% and 4f8%ial revenue in 2014, 2013 and 2012, respelgtivWe expect that our revenue under such
contracts will continue to decline due to the red¢ssnd toward tightening of federal spending glirdes and programs.

In addition, under our contracts, the U.S. govemingenerally has the right not to exercise opttonsxtend or expand our contracts and may
modify, curtail or terminate the contracts at ilseenience. Our government customers may not rengwexisting contracts after the conclusion of
their terms and we may not be able to enter int@ centracts with U.S. government agencies. Anysieniby the U.S. government not to exercise
contract options or to modify, curtail or terminatg contracts or not to renew our contracts ogreinto new contracts with us would adversely
affect our revenues.

Our revolving credit facility contains financial ad operating restrictions that may limit our accesscredit. If we fail to comply with covenants
in our revolving credit facility, we may be requideo repay our indebtedness thereunder, which mayé an adverse effect on our liquidity.

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

* incur capital expenditure

» incur additional debt

e pay dividends and make distributiol

» redeem or repurchase capital stc

» create liens

* enter into transactions with affiliates; a

* merge or consolidate with or into other entit

Our revolving credit facility also contains otherstomary covenants. We may not be able to comply these covenants in the future. Our
failure to comply with these covenants may resuthe declaration of an event of default and cealdse us to be unable to borrow funds under our
revolving credit facility. In addition to prevengradditional borrowings under our revolving crediility, an event of default, if not cured or
waived, may result in the acceleration of the mptuf indebtedness outstanding under the revoleirgglit facility, which would require us to pay
all amounts outstanding. Such an event may alsbdaalenders to exercise their security intemestur assets, including all of our real propertg
equipment at our East Providence facility. If aemvof default occurs, we may not be able to dunéthin any applicable cure period, if at all. If
the maturity of our indebtedness is acceleratednag not have sufficient funds available for repaptor we may not have the ability to borrow
obtain sufficient funds to replace the acceleratéebtedness on terms acceptable to us, or at all.
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If we lose key personnel upon whom we are dependenif we are unable to successfully recruit andtain skilled employees, we may not
able to manage our operations and meet our strateghjectives.

Our continued success depends to a considerableedagon the continued services of a small numbeuioemployees with critical
knowledge of our products, our manufacturing precesr intellectual property, our customers andgbobal operations. The loss or unavailability
of any of these individuals could harm our abitiyexecute our business plan, maintain importasinss relationships and complete certain
product development initiatives, which could haran business. In the event that any of these keyihaals leave their employment with us or t
new employment with a competitor, our businessrasdlts of operations could be materially adverséfgcted. In addition, our continued success
depends upon the availability, contributions, visiskills, experience and effort of our senior ngeraent, financial, sales and marketing,
engineering and production teams. We do not mairikay person” insurance on any of our employees.h&ve entered into employment
agreements with certain members of our senior ne@magt team, but none of these agreements guathetservices of the individual for a
specified period of time. All of the agreementshwitembers of our senior management team providethployment is at-will and may be
terminated by the employee at any time and witinatice.

Although we do not have any reason to believelainay lose the services of any our employees avitital knowledge of our products, ¢
manufacturing processes, our customers and oualgbgerations or any of our senior managementnéizé, sales and marketing, engineering and
production teams in the foreseeable future, the édshe services of any of these individuals migigiede our operations or the achievement of our
strategic and financial objectives. The loss oerintption of the service of any of these individuat our inability to attract or retain other gtiati
personnel or advisors could have a material adwaffeet on our business, financial condition argltes of operations and could significantly
reduce our ability to manage our operations andampnt our strategy.

Our ability to use our net operating loss carryfoands may be subject to limitation, which could rdsin a higher effective tax rate and advers:
affect our financial condition and results of opetans.

We performed analyses pursuant to Section 382edfitternal Revenue Code of 1986, as amended, éntdn@al Revenue Code, as well as
similar state provisions, in order to determine thike any limitations might exist on the utilizatiohnet operating losses and other tax attributes.
Generally, a change of more than 50% in the owngisha company’s stock, by value, over a three yesiod constitutes an ownership change for
U.S. federal income tax purposes. An ownership ghamay limit a company’s ability to use its net igtimg loss carryforwards attributable to the
period prior to such change. Based on these amlysedetermined that it is more likely than natttan ownership change occurred on June 18,
2014 upon the closing of our IPO, resulting in anul limitation on the use of our net operatingsks and other tax attributes as of such date. As:
result, our prior net operating losses were limite$155.2 million, including built-in gains of $4Pmillion at the date of that ownership change.
The use of our net operating loss carryforwards begestricted further in the event of any futunarmges in our ownership.

Risks Related to Our Intellectual Property
Our inability to protect our intellectual propertyights could negatively affect our business and uéis of operations.

Our ability to compete effectively depends in pgron developing, maintaining and/or protectingliatgual property rights relevant to our
aerogel product forms, applications, manufactutégipnologies and brand names. We rely principalla @ombination of patent protection, trade
secret laws, confidentiality and nondisclosure egrents, trademark registrations, common law rightslicensing arrangements to establish and
protect the intellectual property rights relevambur business. However, these measures may raatdzpiate in every given case to permit us to
or keep any competitive advantage, particularighose countries where the laws do not protect capretary rights as fully as or where the
enforcement tools are
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weaker or less effective than those in the UnitedeS. In particular, since aerogels were develapgpdoximately 80 years ago, there has been a
wide range of research, development and publicaétaied to aerogels, which makes it difficult ttadblish intellectual property rights to many key
elements of aerogel technology and to obtain pgtertection. Accordingly, much of the general temlbgy that we use in our manufacture of
aerogel blankets is not protected by patents.

Where we consider it appropriate, our strategp seiek patent protection in the United States émek @ountries on technologies used in or
relating to our aerogel product forms, applicatiand manufacturing technologies. As of DecembePB14, we had 23 issued U.S. patents and 52
issued foreign patents, including two U.S. patanis 17 foreign patents that we co-own with thirdipa. The issuance of a patent is not conclusive
as to its scope, validity or enforceability. Thamy patent held by us or to be issued to us frgmraling patent application, could be challenged,
invalidated or held unenforceable in litigationppoceedings before the U.S. Patent and TrademdigeQér USPTO, and/or other patent tribunals.
Third parties could develop technologies that ¢ireant the patent protection we have secured. Neistemt policy regarding the breadth of patent
claims has emerged to date in the United Statestenidndscape could become more uncertain in gfdwture rule changes by the USPTO, the
introduction of patent reform legislation and demis in patent law cases by the federal courtaidin the United States Supreme Court.

The patent landscape outside the United Stategeisless predictable. As a result, the validity antbrceability of patents cannot be
predicted with certainty. For example, we are avedigompetitors that manufacture and market aernogelation products in China, where it may
be difficult for us to enforce our intellectual perty rights against these or other competitoraddition, we may fail to apply for patents on
important technologies or product candidates imaly fashion, if at all, and our existing and frgypatents may not be sufficiently broad to pre
others from practicing our technologies or fromeleping competing products or technologies, inipaldr given the long history of aerogel
development. Furthermore, third parties could pcactur intellectual property rights in territoriedere we do not have patent protection. Such
third parties may then try to import products madimg our intellectual property rights into the téai States or other countries. Our strategy is to
seek registration of trademarks for our brands amyn but not all of the jurisdictions in which wellour products based on various factors,
including our sales volumes in the jurisdictionr ability to enforce local laws and cost. Our stgat may not be adequate to protect our brands in
all circumstances, especially in foreign jurisdas.

As of December 31, 2014, we had 18 pending U.&mpaipplications and 32 pending foreign patentiegipbns, including one pending U.S.
patent application and two foreign pending pat@mlieations that we co-own with other third parti€air pending patent applications are directed
to various enabling technologies for the productnfa applications and manufacturing technologias $hpport our current business, as well as
aspects of products under development or conteetpfat the future. The issuance of patents froreelapplications involves complex legal and
factual questions and, thus, we cannot providerassa that any of our pending patent applicatioifig@sult in the issuance of patents to us. The
USPTO, relevant foreign patent offices and othlaviant patent tribunals may deny or require sigaifit narrowing of claims in our pending patent
applications. Patents issued as a result of aoyiopending patent applications may not cover omabéng technology and/or the products or
processes that support our current or future basineafford us with significant commercial protestagainst others with similar technology.
Proceedings before the USPTO could result in aévéesisions as to the priority of our inventiond #me narrowing or invalidation of claims in
issued patents. In addition, our pending patenlicaijons filed in foreign countries are subjectaws, rules and procedures that differ from thaf
the United States, and thus foreign patent apicatmay not be granted even if counterpart UrfBtades patents are issued.
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Patents covering technologies that are similar aperior to our technologies may be developed oraitéd by third parties. We may need to st
licenses to these technologies, which could limir @bility to manufacture our products and have aaterial adverse effect on our business and
results of operations.

Competitors or other third parties may indepengettlvelop and obtain patents covering technoldtigsare similar or superior to the
product forms, applications or manufacturing tedbgies that we employ. In such event, we may neeibtain licenses for these technologies.
However, we may not be able to obtain licensesasanable terms, if at all, which could limit obilidy to manufacture our current and/or future
products and operate our business.

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

To further our product development efforts, ouentists and engineers work closely with custonteesJ.S. government and other third
parties to research and develop advancementsagelgsroduct forms, applications and manufactutégpnologies. We have entered into
agreements with private third parties and have la@earded numerous research contracts with theddxrnment to independently or jointly
research, design and develop new devices and sysibatincorporate aerogel material. We also exjgeenter into similar private agreements and
be awarded similar government contracts in theréutin some instances, the research and developungwities that we conduct under contract
with the U.S. government and/or with private thpatties may produce intellectual property to whighmay not have ownership or exclusive rig
and will be unable to protect or monetize.

Moreover, when we develop new technologies usir®) government funding, the government may obtaitacerights in any resulting
patents, technical data and/or other confidentidl@roprietary information, generally including,aaminimum, a non-exclusive license authorizing
the U.S. government to use the invention, techrdatd or software for non-commercial purposes. F@d@vernment funding may limit when and
how we can deploy our technology developed undeseltontracts. In addition, inventions must be ntegiopromptly to the funding agencies, the
federal funding must be disclosed in any resulgatent applications, and our rights in such imaargiwill normally be subject to government
license rights, periodic post-contract utilizati@porting, foreign manufacturing restrictions amtifch-in” rights. March-in rights refer to the righ
of the U.S. government to require us to grantenke to the technology to a responsible applicart we refuse, the government may grant the
license itself. The U.S. government may exercseniarch-in rights if it determines that action écessary because we fail to achieve practical
application of any technology developed under @mttwith the government or because action is nacgss alleviate health or safety needs, to
meet requirements of federal regulations or to gneference to United States industry. The U.Segawent may also have the right to disclose our
confidential and proprietary information to thirdrfies. In addition, failure to comply with all tjevernment contract requirements may result i
losing the patent rights.

Our U.S. government-sponsored research contrae@lss subject to audit and require that we proxedelar written technical updates on a
monthly, quarterly or annual basis, and, at theckmion of the research contract, a final reporttenresults of our technical research. Because
these reports are generally available to the puthlicd parties may obtain some aspects of ouridenfial and proprietary information relating to
our product forms, applications and/or manufactuprocesses. If we fail to provide these report® @rovide accurate and complete reports, the
U.S. government could obtain rights to any inteélle€property arising from the related research.

Furthermore, there could be disputes between us amate third party as to the ownership rigbtany inventions that we develop in
collaboration with such third party. Any such digpmay cause us to incur substantial costs, and pdace a significant strain on our financial
resources, divert the attention of management fsancore business and harm our reputation.
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We rely on trade secrets to protect our technologgyd our failure to obtain or maintain trade secrerotection could adversely affect our
competitive business position.

We rely in part on trade secret protection to potenfidential and proprietary information relatito our technology, particularly where we
do not believe patent protection is appropriateliiainable. We continue to develop and refine thaufacturing technologies used to produce our
aerogel products and believe that we have alreadgldped, and will continue to develop, significknbw-how related to these technologies.
However, trade secrets can be difficult to protéét. may not be able to maintain the secrecy ofitfia@mation and competitors may develop or
acquire equally or more valuable information redeatie the manufacture of comparable aerogel prod@uis strategy for scale-up of commercial
production will continue to require us to sharefaemtial and proprietary information with the Ugvernment and other third parties. While we
take reasonable efforts to protect our trade seaper employees, consultants, contractors or sfigeand other advisors, or those of our business
partners, may intentionally or inadvertently disd@ur confidential and proprietary informatiorctompetitors. Any enforcement of claims by us
that a third party has obtained and is using addrsecrets is expensive, time consuming and @aitelt addition, foreign courts are sometimes
less willing than United States courts to proteaté secrets.

We require all employees and consultants to exemnédentiality and/or nondisclosure agreementuhe commencement of an
employment or consulting arrangement with us, whigheements generally require that all confidertied proprietary information developed by
the individual or made known to the individual byyduring the course of the individual’s relatiopshiith us be kept confidential and not disclosed
to third parties. These agreements further gerygpadivide that inventions conceived by the indiatin the course of rendering services to us will
be our exclusive property. Nevertheless, thesecaggats may not be honored and our confidentialpaoprietary information may be disclosed, or
these agreements may be unenforceable or diffc@nforce. We also require customers and vendaggecute confidentiality and/or
nondisclosure agreements. However, we have noingstguch agreements from all of our customersvandors. Moreover, some of our custor
may be subject to laws and regulations that redhegm to disclose information that we would otheevseek to keep confidential. Our confidential
and proprietary information may be otherwise disetbwithout our authorization or knowledge. Moreotieird parties could reverse engineer our
manufacturing processes, independently developautiely equivalent confidential and proprietanfarmation or otherwise gain access to our
trade secrets. Failure to maintain trade secréegtion could enable others to produce competindyxts and adversely affect our competitive
business position.

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

The success of our business is highly dependeptaiacting our intellectual property rights. Unaariked parties may attempt to copy or
otherwise obtain and use our products and/or emabdichnology. Policing the unauthorized use ofiotallectual property rights is difficult and
expensive, as is enforcing these rights againaithoeazed use by others. Identifying unauthorized af our intellectual property rights is difficult
because we may be unable to monitor the technal@gid/or materials being employed by other pariies.steps we have taken or will take may
not prevent unauthorized use of our intellectuapprty rights, particularly in foreign countries evk enforcement of intellectual property rights
may be more difficult than in the United States.

Our continued commercial success will also deparghit upon not infringing the patents or violatotger intellectual property rights of th
parties. We are aware of patents and patent afiplicagenerally relating to aspects of our techgie® filed by, and issued to, third parties. Our
knowledge of the patent landscape with respedtedachnologies currently embodied within our aet@goducts and the technologies that we
practice in manufacturing those products indictttes the third-party patent rights most relevaruo business are those owned by Cabot and
licensed to us under the cross license agreem#émGabot. Nevertheless, we cannot determine wittaicey whether patents or patent applications
of other parties may materially affect our ability
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to conduct our business. There may be existingpatd which we are unaware that we may inadvdgténfringe, resulting in claims against us or
our customers. In recent years, Chinese, Japandsgauth Korean entities have filed a significaminber of patent applications related to aerogel
products in both their home countries and in fareiguntries. These application patents may makwmite difficult for OEMs and end-use
customers in these countries to use our produgtswnand different applications, which in turn ntiayit our ability to penetrate new markets.

In the event that the manufacture, use and/orcfadar products or technologies is challengedf our product forms or technologies conflict
with patent rights of others or our operations tonivith trademark or similar rights of othersijrthparties could bring legal actions against us in
the United States, Europe or other countries, éfgjrdamages and seeking to enjoin the manufactamagor marketing of our products. In
addition, it is not possible to predict with centigi what patent claims may arise from pending gadeplications of third parties. In the United
States, for example, patent prosecution can proicesetret prior to issuance of a patent, provileth application is not filed in a foreign
jurisdiction. For U.S. patent applications that also filed in foreign jurisdictions, such patepphcations will not be published until 18 mon
from the filing date of the application. As a rdsthird parties may be able to obtain patents wlitims relating to our product forms, applications
and/or manufacturing processes which they coutdrgit to assert against us or our end-users. laraithse, litigation may be necessary to enforce,
protect or defend our intellectual property rightso determine the validity and scope of the Iatdlial property rights of others. Any such litiga
could be unsuccessful, cause us to incur substansts, divert resources and the efforts of ousqenel away from daily operations, harm our
reputation and/or result in the impairment of aueilectual property rights. In some cases, lit@gamay be threatened or brought by a patent
holding company (otherwise known as non-practi@ntjties or patent “trolls”) or other adverse pat@wner who has no relevant product revenues
and against which our patents may provide little@deterrence. If we are found to infringe anyept, we could be required to:

e pay substantial monetary damages, includingdasfits, reasonable royalties and/or treble dagsafjan infringement is found to be
willful;

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

» seek alicense to continue making and selling oodlycts and/or using our manufacturing processki&hwwe may not be able to obt:
on reasonable terms, if at all, which could sigrifitly increase our operating expenses and/or asem@ur revenu

If our competitors are able to use our technologhaut payment to us, our ability to compete effegly could be harmed. Our contracts
generally indemnify our customers for thipdsty claims of intellectual property infringemeatated to the manufacture and use of our prodaot
typically up to the amount of the purchase priciel jar the product, which could cause us to becamelved, and subject to liability, in litigation
between our customers and third parties. The expeihdefending these claims may adversely affectesults of operations.

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

We have licensed certain intellectual propertytsghom Cabot under a cross license agreementeTihedlectual property rights have been
and continue to be critical to the manufacturewfexisting products and may also be importantutoresearch, development and manufacture of
new products. Any loss of the intellectual propeitjnts granted to us thereunder, including assalt®f ineffective protection of such rights by
Cabot or a breach of or dispute under the agreebyeeither party would have a material adverse thpa our financial condition, results of
operations and growth prospects, and might preveftom continuing our business.
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Risks Related to Our Common Stock

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

We are subject to the reporting requirements oitkehange Act that require us to file, among othergs, quarterly reports on Form 10-Q
and annual reports on Form 10-K. Under Section®0@Be Sarbanes-Oxley Act of 2002, or the Sarbd@hdsy Act, as a part of each of these
reports, our chief executive officer and chief finil officer are required to evaluate and repuetrtconclusions regarding the effectiveness of our
disclosure controls and procedures and to cetidy they have done so. Effective internal contanésnecessary for us to provide reliable financial
reports and prevent fraud. In addition, under 8ecfi04 of the Sarbanes-Oxley Act, we will be reggito include a report of management on our
internal control over financial reporting in ourrAo10-K, beginning with our Form 10-K for our fidgeear ending December 31, 2015. In addition,
upon the later of our second annual report oritsednnual report required to be filed with theCSiBllowing the date we are no longer an
“emerging growth company” as defined in the Jump£ar Business Startups Act, or JOBS Act, the jraatelent registered public accounting firm
auditing our financial statements will be requitedttest to and report on the effectiveness ofrternal control over financial reporting. The
process of improving and documenting our interaltiols and complying with Section 404 will be erpiwe and time consuming, and will require
significant attention of management.

Complying with these and other requirements apbleto public companies may place a strain on eusgnnel, information technology
systems and resources and divert management'siatiérom other business concerns. We may needtécaldditional accounting and financial
staff with appropriate public company experience thnical accounting knowledge, and we may natlide to do so without incurring additional
costs.

These and other requirements may also make it diffieult or more costly for us to obtain or maiimtaertain types of insurance, including
directors’ and officers’ liability insurance. We ynbe forced to accept reduced policy limits andecage or incur substantially higher costs to
obtain the same or similar coverage.

The impact of these requirements could also makmit difficult for us to attract and retain quiglif persons to serve on our board of
directors, our board committees or as executivieer. Any one of these requirements could havateral adverse effect on our business,
financial condition and results of operations.

Because we are a public company, we are obligateddavelop and maintain proper and effective intelrantrol over financial reporting. If our
internal controls over financial reporting are detmined to be ineffective, or if our auditors arelatrwise unable to attest to their effectiveness
when required, investor confidence in our compamnd our common stock price, may be adversely affdct

We will be required, pursuant to Section 404 of $faebanes-Oxley Act, to furnish a report by managgron, among other things, the
effectiveness of our internal control over finahcéporting for the first fiscal year beginningefthe completion of our initial public offering,
which will be for the fiscal year ending Decembér 3015, and in each year thereafter. Our indepemnédgistered public accounting firm will not
be required to formally attest to the effectivenafssur internal control over financial reportingtil the later of our second annual report or fret f
annual report required to be filed with the SEddi@ing the date we are no longer an “emerging ghovampany,” as defined in the JOBS Act.
These assessments will be required to includeatisot of any material weaknesses identified bynmamagement in our internal control over
financial reporting.

Although our independent registered public accagtirm has not completed an audit of our intecwaitrols over financial reporting,
significant deficiencies in internal controls wédentified in connection with the preparation of éinancial statements for the fiscal years ended
December 31, 2013 and 2014. We determined
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that we had significant deficiencies relating to need for additional accounting and financial répg staff and internal controls over financial
reporting for income taxes. We have taken actionemediate these significant deficiencies, incigdhe retention of external consultants to
provide additional resources and hiring an addéidull-time financial and accounting staff persiduring the year ended December 31, 2014. We
cannot assure you that there will not be materedkmesses or other significant deficiencies inimti@rnal controls in the future.

We are in the very early stages of the costly dradlenging process of compiling our system of in&icontrols over financial reporting and
processing documentation necessary to performvileaion needed to comply with Section 404. We tiggover, and not be able to remediate,
future significant deficiencies or material wealsess We may not be able to complete our evaluatsting and any required remediation in a
timely fashion, any of which would make us lesglljkto detect or prevent fraud. During the evalwatnd testing process, if we identify one or
more material weaknesses in our internal contreés financial reporting, we will be unable to asdkat our internal controls are effective. If we
are unable to assert that our internal controls fimancial reporting are effective, we could laseestor confidence in the accuracy and
completeness of our financial reports or it cowddse us to fail to meet our reporting obligatiamisich could have a material adverse effect on the
price of our common stock. In addition, a delag@mpliance with Section 404 could subject us tarety of administrative sanctions, including
SEC action, ineligibility for short form resale isation, the suspension or delisting of our comratock from The New York Stock Exchange,
the inability of registered broker-dealers to makmarket in our common stock, which would furthegtuce our stock price and could harm our
business.

We are eligible to be treated as an “emerging grbwbmpany” as defined in the JOBS Act, and we cahbe certain if the reduced disclosure
requirements applicable to emerging growth companimakes or will make our common stock less attraetio investors.

We are an “emerging growth company”, as definetthénJOBS Act. For as long as we continue to be@rging growth company, we may
take advantage of exemptions from various repor&giirements that are applicable to other puldioganies that are not emerging growth
companies, including:

* not being required to comply with the auditor atiien requirements of Section 404 of the Sark-Oxley Act, as described abo\
» reduced disclosure obligations regarding execworapensation in our periodic reports and proxyest&nts; an

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

We will remain an emerging growth company until dagliest to occur of (i) the end of the fiscal iyfea which we report $1.0 billion or mo
in annual revenues, (ii) the end of the fiscal yigarhich the market value of our common stock Hsldhon-affiliates exceeds $700 million on the
last business day of our second fiscal quartéy ofiir issuance, in a three year period, of moamt®1.0 billion of non-convertible debt, and
(iv) December 31, 2019. Even after we no longetifyuas an emerging growth company, we may stibilgy as a “smaller reporting company”
which would allow us to take advantage of manyhef$ame exemptions from disclosure requirementkiding not being required to comply with
the auditor attestation requirements of Section@fifie Sarbanes-Oxley Act and reduced discloshligations regarding executive compensation
in our periodic reports and proxy statements. Woapredict if investors find or will find our canon stock less attractive because we may rely
on these exemptions. If some investors find ourroom stock less attractive as a result, there maylbss active trading market for our common
stock and our stock price may be more volatile.
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The trading market in our common stock has beenilied and substantially less liquid than the averaggading market for a stock quoted on TI
New York Stock Exchange

Since our initial listing on The New York Stock Erenge on June 13, 2014, the trading market in aonnoon stock has been limited and
substantially less liquid than the average tradirggket for companies listed on The New York StogkhHange. The listing of our common stock on
The New York Stock Exchange does not assure thegamingful, consistent and liquid trading marketently exists or will exist in the future. We
cannot predict whether a more active market forammmon stock will develop in the future. An absen€an active trading market could
adversely affect our stockholders’ ability to sl common stock at current market prices in stiowt periods, or possibly at all. An inactive
market may also impair our ability to raise capiitplselling our common stock and may impair oulitghtio acquire other companies, products or
technologies by using our common stock as condideraAdditionally, analyst coverage of our comnsiack may be limited and such lack of
coverage may have a depressive effect on the mariketfor our common stock. As of December 31,£2@pproximately 59% of our outstanding
shares of common stock were held by our execuffieees, directors, principal stockholders and thiespective affiliates, which may adversely
affect the liquidity of the trading market for occwmmon stock, in as much as federal securities tastsict sales of our shares by these stockho
If our affiliates continue to hold their sharescoimmon stock, there will be a more limited tradiedume in our common stock, which may make it
more difficult for investors to sell their sharesimcrease the volatility of our stock price.

We expect that the price of our common stock wlilidtuate substantially which could subject us tocseities class action litigation and result in
substantial losses to our stockholde

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

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

e our announcement or our competitors’ announcgsnegarding new products, product enhancemegtsfisant contracts, number of
distributors, acquisitions or strategic investmg

« announcements of technological innovations relatingerogels, thermal management and energy infdste insulation
» results of operations that vary from the expectegtiof securities analysts and invest

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

» our ability to develop, obtain regulatory clearancapproval for and market new and enhanced ptedurca timely basit

» future sales of our common stock, includingesdly our executive officers, directors and sigaifit stockholders and their respective
affiliates;

* announcements by third parties of significant ckonproceedings against us, including with regérdstellectual property and prod:
liability;
» changes in accounting principles; ¢

» general U.S. and global economic conditionsa@thdr factors, including factors unrelated to operating performance or the operating
performance of our competitol

Furthermore, the U.S. stock market has at timeeriemqced extreme volatility that in some caseshess unrelated or disproportionate to the
operating performance of particular companies. &hmead market and industry fluctuations may ademaffect the market price of our common
stock, regardless of our actual operating perforaan

41



Table of Contents

In the past, following periods of market volatilistockholders have instituted securities clagsmditigation. If we become involved in
securities litigation, it could have a substantiadt and divert resources and the attention osenior management team from our business
regardless of the outcome of such litigation.

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

The trading market for our common stock reliesant pn the research and reports that industrynainfiial analysts publish about us or our
business. Securities analysts may elect not toigeaesearch coverage of our common stock. If siesianalysts do not cover or continue to cover
our common stock, the lack of research coverageaaage the market price of our common stock taimkeclf one or more of the analysts who
elects to cover us downgrades our stock, our gtack would likely decline substantially. If onemiore of these analysts ceases coverage of L
could lose visibility in the market, which in tucould cause our stock price to decline. In addjtrates mandated by the Sarbanes-Oxley Act and a
global settlement reached in 2003 between the S&@r regulatory agencies and a number of invedtivearks have led to a number of
fundamental changes in how analysts are reviewddampensated. In particular, many investment lvenkims are required to contract with
independent financial analysts for their stock aesle. It may be difficult for companies such asspwith smaller market capitalizations, to attract
independent financial analysts that will cover common stock. This could have a negative effedhermarket price of our stock.

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

As of December 31, 2014, our executive officersgatdrs and principal stockholders and their affids collectively controlled approximately
59% of our outstanding shares of common stock witlgoving effect to the voting waiver by the FidglFunds referenced in the immediately
subsequent risk factor. As a result, these stoddns| if they act together, will be able to contt@ management and affairs of our company and
most matters requiring stockholder approval, initlgdhe election of directors and approval of digant corporate transactions. This concentration
of ownership may have the effect of delaying ovpriing a change of control and might adverselgafthe market price of our common stock.
This concentration of ownership may not be in thstlinterests of our other stockholders.

Anti-takeover provisions in our restated certificateiotorporation and restated bylaws, and Delaware |auld delay or discourage a takeov

Anti-takeover provisions in our restated certifecaf incorporation and restated bylaws and Delaweavemay have the effect of deterring or
delaying attempts by our stockholders to removesplace management, engage in proxy contests &t ehanges in control. The provisions of
our charter documents include:

» procedures for advance notification of stockholtminations and proposa

» the inability of our stockholders to call a sjg¢ meeting of the stockholders and the inabiitypur stockholders to act by written
consent

» the ability of our board of directors to create ndivectorships and to fill any vacancies on therbad directors
» the ability of our board of directors to amend pestated bylaws without stockholder approval;

» the ability of our board of directors to issyeto 5,000,000 shares of preferred stock withtadidolder approval upon the terms and
conditions and with the rights, privileges and prehces as our board of directors may deterr
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Further, as a result of the agreement we entetediith the Fidelity Funds in June 2014 wherebyFRdelity Funds have waived their right
vote with respect to any shares they or theiriaféis possess in excess of 14.9% of our totalandgtg shares, it could be more difficult for
stockholders to achieve any specific percentagiegdtreshold. Based on the Schedule 13G/A filedridiglity Funds on February 13, 2015, we
believe the Fidelity Funds beneficially owned apmmately 29.5% of our outstanding shares of comsstook as of December 31, 2014 and, as a
result, approximately 14.6% of our shares of comstock will not be voted for so long as such shawginue to be held by the Fidelity Funds.

In addition, as a Delaware corporation, we areextlip Delaware law, including Section 203 of tredldware General Corporation Law. In
general, Section 203 prohibits a Delaware corpondtiom engaging in any business combination with iaterested stockholder for a period of
three years following the date that the stockhold#rame an interested stockholder unless certauifgprequirements are met as set forth in
Section 203. These provisions, alone or togettoerdchave the effect of deterring or delaying chemip incumbent management, proxy contests or
changes in control.

Our restated certificate of incorporation designata state or federal court located within the StateDelaware as the exclusive forum for certe
types of actions and proceedings that may be imétéhby our stockholders, which could limit our stdwlders’ ability to obtain a favorable
judicial forum for disputes with us or our directar, officers of employee

Our restated certificate of incorporation providlest, subject to limited exceptions, a state oefaticourt located within the State of Delav
will be the exclusive forum for (1) any derivatigetion or proceeding brought on our behalf, (2) actjon asserting a claim of breach of a fiduc
duty owed by any of our directors, officers or athmployees to us or our stockholders, (3) anypadsserting a claim against us arising pursuant
to any provision of the Delaware General Corporatiaw, our restated certificate of incorporatioroar bylaws, or (4) any other action asserting a
claim against us that is governed by the interffalra doctrine. Any person or entity purchasingotiterwise acquiring any interest in shares of our
capital stock shall be deemed to have notice oftafdve consented to the provisions of our redtegetificate of incorporation described above.
This choice of forum provision may limit a stocktet’s ability to bring a claim in a judicial foruthat it finds favorable for disputes with us or our
directors, officers or other employees, which mesgalirage such lawsuits against us and our dirgabddficers and employees. Alternatively, if a
court were to find these provisions of our restatedificate of incorporation inapplicable to, aramforceable in respect of, one or more of the
specified types of actions or proceedings, we mayri additional costs associated with resolvindiguatters in other jurisdictions, which could
adversely affect our business and financial coowliti

You may experience future dilution as a result aftéire equity offerings.

In the future, we may offer additional shares af cammon stock or other securities convertible ot@xchangeable for our common stoc
order to raise additional capital. We cannot asgatethat we will be able to sell shares or ottemusities in any other offering at a price per shar
that is equal to or greater than the price pereshau paid for our shares. Investors purchasingeshar other securities in the future could have
rights, preferences or privileges senior to thdsexesting stockholders and you may experiencetiditu You may incur additional dilution upon the
exercise of any outstanding stock options or wasranvesting of restricted stock or other equitiaeds.

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

We have never declared or paid cash dividends ooa@umon stock and we do not intend to pay any dasdlends on our common stock in
the foreseeable future. We currently expect taneth available funds and any future earningsu®e in the operation and expansion of our
business. In addition, the terms of our revolvingddt facility restrict our ability to pay dividesdand any future credit facilities, loan agreements
debt instruments or
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other agreements may further restrict our abibtpay dividends. Payments of future dividendsnif,awvill be at the discretion of our board of
directors after taking into account various factarsluding our business, results of operationsfarahcial condition, current and anticipated cash

needs, plans for expansion and any legal or canthtmitations on our ability to pay dividendss A result, capital appreciation, if any, of our
common stock will be your sole source of potergeih for the foreseeable future.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS

This report includes forwarlboking statements within the meaning of SectioA B7the Securities Act of 1933, as amended, oiSbeuritie!
Act, and Section 21E of the Exchange Act that elatfuture events or our future financial perfont@and involve known and unknown risks,
uncertainties and other factors that may causectuial results, levels of activity, performancechievements to differ materially from any future
results, levels of activity, performance or achieeats expressed or implied by these forward-lookiagements. Words such as, but not limited to,
“believe,” “expect,” “anticipate,” “estimate,” “iend,” "seek,” “may,” “plan,” “potential,” “predict,“project,” “targets,” “likely,” “will,” “would,”
“could,” “should,” “continue,” and similar expressis or phrases, or the negative of those expressiophrases, are intended to identify forward-
looking statements, although not all forward-logksiatements contain these identifying words. Altdtowe believe that we have a reasonable
basis for each forward-looking statement containetis report, we caution you that these statemard based on our projections of the future that
are subject to known and unknown risks and uncgitai and other factors that may cause our actsalts, level of activity, performance or
achievements expressed or implied by these fornteanking statements, to differ. The description of Business set forth in Item 1, the Risk
Factors set forth in this Item 1A and our Managet'sdbiscussion and Analysis of Financial Conditenmd Results of Operations set forth in Iltem 7
as well as other sections in this report, discossesof the factors that could contribute to thaffergénces. These forward-looking statements
include, among other things, statements about:

” ” o ”ou

» the expected future growth of the market faogel insulation and continued gain in market shiarearticular in energy infrastructure
facilities;

e our expectation that the growth in global egetgmand will result in increased new-build andjégacapacity expansion projects, driving
demand for our aerogel produc

« our plans to continue our strategy of working withovative companies to target and penetrate additimarket opportunitie:
e our belief that an adequate Ilc-term supply of silic-precursor is available

» our belief that our portfolio of patents, tregkerets and know-how presents a significant brawipotential new entrants in the
production of aerogel blanket insulatic

» our belief that our products possess strongpatitive advantages over traditional insulationeniats, including the superior thermal
performance and the thin, e-to-use and durable blanket form of our produ

* our expectation that we will commence operationunplanned third production line during the secqodrter of 2015

e our expectation that our planned third procarctine will increase our annual nameplate capanit5% to 50 million to 55 million
square feet of aerogel blanke

e our plans to construct a second manufacturingifiad@il the United States, the exact location ofathwill be based on factors includir
among others, labor and construction costs, avliilabf governmental incentives, protection ofetiectual property and proximity to
raw material supplier:

» our expectation that the first production lineta planned second manufacturing facility will beeooperational during 201
» our belief that our er-use customers will continue to invest in major ggenfrastructure project:
* our expectation that we will continue to sell oanglucts in the building and constructions and o#dmet markets

* our estimate that design, development and congirucbosts for this second manufacturing facilitglds first production line will rang
from $80 million to $100 million
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e our expectation that our planned second matwiag facility and its first production line wiirovide an additional annual nameplate
capacity of 26 million to 28 million square feetadrogel blanket:

» our belief that we can finance our planned sdaonanufacturing facility and its first productiine with anticipated cash flows from
operations, local government grants, debt finarecamgd potentially equity financing

« our belief that the potential for significaethnological innovation in traditional insulatioratarials is limited and that new high-
performance materials will be required to meet @wngl market requirements for energy efficient irgigns systems

» our belief that our aerogel products and mactufing processes are proprietary and that we oateg our patents, trade secrets and
know-how associated therewit

» our belief that we can continue to improve the eftiency of our manufacturing proce:

» our belief that our products have the lowest om a fully-installed basis or offer significdifié-cycle cost savings in energy
infrastructure and certain other applications asmared to traditional insulation materie

« our plans to expand our sales force globally tgsupanticipated growth in customers and demanddiomproducts
* our expectation to continue to hire a significamtier of employees in order to support our antteig@rowth;

* our expectations for certain expenses to deeraa a percentage of revenue in the long-ternficsrmgtrtain expenses to decrease during
2015;

e our expectation that the cost of product reeanwill increase in the near term, but will decreimstihe long-term and that the cost of
product revenue as a percentage of product reweitiugecrease during 201!

* our expectations that gross profit as a peeggnbf total revenue will increase in the long-termd that the gross profit as a percentage
of total revenue will increase during 20:

» the expected future development of new aerogehtdolgies; anc

e our expectations about limitations of net operatosges

We may not actually achieve the plans, intentiansxpectations disclosed in our forward-lookingestaents, and you should not place undue
reliance on our forward-looking statements. Actasllts or events could differ materially from fflans, intentions and expectations disclosed in
the forwardlooking statements we make. We have included inapotautionary statements in this report, partityia the Risk Factors set forth
Item 1A of this Annual Report on Form 10-K, that b&lieve could cause actual results or eventsfterdnaterially from the forward-looking
statements that we make. Our forward-looking statémdo not reflect the potential impact of anyfatacquisitions, mergers, dispositions, joint
ventures or investments we may make.

You should read this report and the documentswikateference in this report and have filed as éthtb this report completely and with the
understanding that our actual future results magaterially different from what we expect. The famd{ooking statements contained in this reg
are made as of the date of this report, and weotlagsume, and specifically disclaim, any obligatm update any forward-looking statements,
whether as a result of new information, future ésem otherwise.
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ltem 1B. UNRESOLVED STAFF COMMENTS
None.

Item 2. PROPERTIES

Our corporate headquarters are located in NorthigdroMassachusetts, where we occupy approxima8f08 square feet under a lease
expiring on December 31, 2016. We also own an aqmately 143,000 square foot manufacturing facilitfgast Providence, Rhode Island. In
addition, we lease a 24,000 square foot facility ar128,000 square foot facility both located istHrovidence, Rhode Island, which leases expire
on February 29, 2016 and March 31, 2019, respégtiWée intend to construct a second manufacturagjjify to be located in the United States.

Item 3. LEGAL PROCEEDINGS

We are not currently a party to any material lggakeedings.

Item 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART Il
Item 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Market Information and Dividend Policy

Our common stock began trading on The New YorkISEahange, or NYSE, on June 13, 2014 under théey/fASPN.” The following
table sets forth, for the period indicated, thehhagd low sales prices of our common stock as te@dy the NYSE since our IPO:

2014 High Low
Second Quarter (beginning June 13, 2014) $11.7¢ $10.2¢
Third Quartel $11.5¢ $ 8.04
Fourth Quarte $10.5( $ 6.4¢€

As of March 2, 2015, there were 105 stockholdengobrd of our common stock. We have not paid @inés to our stockholders since our
inception and we do not plan to pay cash dividendke foreseeable future. We currently intendetain earnings, if any, to finance the
development and expansion of our business.

Stock Performance Graph

The following graph and table compare the cumutatdtal stockholder return for our common stockimuthe period from June 13, 2014 (the date
our common stock commenced trading on the NYSBuin December 31, 2014 in comparison to the S&R@las Equipment Select Industry
Index and the Russell 2000. The graph and the tatev assume (i) that $100 was invested at th&ebatose on June 13, 2014 in the common
stock of Aspen Aerogels, Inc., the S&P Oil & Gaslpgnent Select Industry Index and the Russell 2664, (ii) reinvestment of dividends. The
comparisons in the graph and table are requiratiddsEC and are not intended to be indicative ®@pibssible future performance of our common
stock.
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Unregistered Sales of Equity Securities and Use Bfoceeds
(a) Unregistered Sales of Equity Securitidet applicable.

(b) Use of Proceeds from Initial Public Offering of Qmon Stock We registered shares of our common stock in attiorewith our initial
public offering pursuant to a registration statetrmmForm S-1 (File No. 333-195523), which was desdl effective by the SEC on June 12, 2014,
and a registration statement on Form S-1 (File388-196719) filed pursuant to Rule 462(b) of theuBities Act.

We received aggregate net proceeds from the offefimpproximately $74.7 million, after deducting. 3 million of underwriting discounts
and approximately $3.5 million of offering expenses

As of December 31, 2014, we used $19.8 milliorhefriet proceeds of the offering to repay all am@ontstanding under our subordinated
notes and our revolving credit facility and $11.@8iom of the net proceeds of the offering for dabexpenditures. The remainder of the net
proceeds is held in a deposit account and monekaehaccount with a major financial institution imith America. We have broad discretion in the
use of the net proceeds from our initial publiceafig and could spend the proceeds in ways thabtomprove our results of operations or enhe
the value of our stock. There has been no maiehihge in our planned use of the balance of thenoeteeds from the offering as described in our
final prospectus filed with the SEC on June 16,201

(c) Purchases of Equity Securities By the Issuer afitiaddéd Purchasers We did not repurchase any of our equity securitiering the year
ended December 31, 2014.

Item 6. SELECTED FINANCIAL DATA

The following table sets forth our selected cortaikd financial data for the periods, and as ofitites, indicated. You should read the
following selected consolidated financial data@mjcinction with our consolidated financial statemseand the related notes thereto included
elsewhere in this Annual Report on Form 10-K ared“Management’s Discussion and Analysis of Findr€@ndition and Results of Operations”
section of this Annual Report on Form 10-K.

We derived the consolidated statement of operatiate for the years ended December 31, 2014, 20d.2@12, and the consolidated bala
sheet data as of December 31, 2014 and 2013, fovmudlited consolidated financial statements aaddlated notes thereto included elsewhere in
this Annual Report. We derived the consolidatetestent of operations data for the fiscal years émakecember 31, 2011 and 2010, and the
consolidated balance sheet data as of Decemb&032, 2011 and 2010, from our audited consolidfiteahcial statements and the related notes
thereto that are not included in this Annual Report
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Consolidated statements of operations dat
Revenue

Product

Research service

Total revenue

Cost of revenue

Product

Research service

Gross profit (loss
Operating expense
Research and developme
Sales and marketir
General and administratiy
Write-off of construction in progres
Total operating expens
Income (loss) from operatiol
Other income (expense
Interest income (expens
Gain on extinguishment of convertible no
Loss on exchange of convertible nc
Debt extinguishment cos
Costs associated with postponed public offe
Total other income (expense), |
Net income (loss
Accretion (deemed dividends) on preferred st
Extinguishment of redeemable feature for convestireferred
stock
Earnings attributable to preferred stock sharehs|
Net income (loss) attributable to common stockhil
Per share data:

Net income (loss) attributable to common stockhsgeer share
Basic

Diluted

Weighte«-average common shares outstand
Basic

Diluted

Year Ended December 3:

2014 2013 2012 2011 2010
$ 9925¢ $8205 $ 6038 $ 42717 $ 38,60
3,14( 4,03 3,06¢ 3,23: 4,51¢
102,39 86,00 63,45: 45,95( 43,20¢
83,67 73,39¢ 70,02 47,07 35,39¢
1,64z 1,96¢ 1,39¢ 1,50¢ 2,11¢
17,08( 10,73: (7,96¢) (2,626) 5,691
5,98( 5,15¢ 5,14z 4,08t 2,08t
10,29¢( 9,271 8,561 5,56¢ 4,52¢
16,85: 12,83: 11,29¢ 8,291 5,67¢
— 3,44( — — —
33,12 30,70: 25,00 17,94 13,18¢
(16,049 (19,97 (32,979 (20,56°) (7,495)
(50,287 (30,59 (21,790 (8,827) (2,415)
— 8,89¢ — — —
— (5,697) — — —
— — (1,379 — —
— (241) — (3,449) —
(50,28) (27,639 (23,169 (12,26%) (2,415
(66,32  (47,61) (56,14:) (32,837) (9,910)
— (99€) 47,20 (23,66%) (57,00
— 86,16 — — —
— (36,216) — — —
$ (6632) $ 133 $ (894) $ (56,49) $ (66,91)
$ (537 $4265. $(2,851.0) $(18,248.3)  $(21,882.6)
$ (537 $4105¢ $(2,851.0) $(18,248.3)  $(21,882.6)
12,349,45 3,137 3,13¢ 3,09¢ 3,05¢
12,349,45 3,25¢ 3,13¢ 3,09¢ 3,05¢
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As of December 3.

2014 2013 2012 2011 2010
Consolidated balance sheet date
Cash $ 49,71¢ $ 1,574 $ 1,34: $ 11,24: $ 26,80(
Working capital (1 53,16¢ (3,370 1,132 12,53: 24,72
Total asset 145,04 90,23 95,30: 102,15¢ 88,79:
Total debi 16E 138,55! 110,08: 60,46: 8,13¢
Redeemable preferred stc — — 86,25( 133,45: 109,78t
Total stockholder equity (deficit) 123,71t (61,96¢) (120,79Y (113,519 (58,109

(1) Working capital means current assets minus culiaritities.

Item 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read in coctjigm with the “Selected Financial Data”
and our consolidated financial statements and tlated notes thereto included in this Annual ReparForm 10-K. In addition to historical
information, some of the information containedha following discussion and analysis or set fote@here in this reporting, including
information with respect to our plans and stratégryour business, includes forward looking inforioatthat involves risks, uncertainties and
assumptions. You should read the Risk Factorssitt ifh Item 1A of this Annual Report on Form 10eiKa discussion of important factors that
could cause actual results to differ materiallyrfréhe results described in or implied by the formivlroking statements contained in the following
discussion and analysis. Our actual results anctitinéng of events could differ materially from teamnticipated by these forward looking
statements.

Overview

We design, develop and manufacture innovative,-pgfiormance aerogel insulation. We believe ourgarblankets deliver the best therr
performance of any widely used insulation prodwetilable on the market today and provide a comimnatf performance attributes unmatched by
traditional insulation materials. Our end-use costrs select our products where thermal performancetical and to save money, reduce energy
use, preserve operating assets and protect workers.

Our insulation is used by oil producers and the ensrand operators of refineries, petrochemicaltpldiNG facilities, power generating
assets and other energy infrastructure. Our Pyag#ICryogel product lines were introduced in 2808 have undergone rigorous technical
validation by industry leading end-users and addesignificant market adoption. We also derive potdevenue from the building and
construction and other end markets. Customerseigetinarkets use our aerogels for applicationsvass#i as wall systems, military and commel
aircraft, trains, buses, appliances, apparel, featvand outdoor gear.

We generate product revenue through the sale dfrmiof aerogel blankets. We market and sell aadpcts primarily through a sales force
based in North America, Europe and Asia. The efoftour sales force are supported by a small nuwitsales consultants with extensive
knowledge of a particular market or region. Ouesdobrce is responsible for establishing and maimtg customer and partner relationships,
delivering highly technical information and ensgrimgh-quality customer service.

Our salespeople work directly with end-use custenaed engineering firms to promote qualificatigmedfication and acceptance of our
products. We also rely on an existing and well{gihed channel of qualified insulation distribi@nd contractors in more than 30 countries
around the world that ensures rapid delivery ofgmeducts and strong end-user support. Our salppatso work to educate insulation contractors
about the technical and operating cost advantagasr@erogel blankets.
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We also perform research services under contratisvarious agencies of the U.S. government, ificlgdhe Department of Defense and the
Department of Energy, and other institutions. Reseperformed under contract with government agenand other institutions enables us to
develop and leverage technologies into broader cential applications.

We manufacture our products using our proprietaoggss and technology at our facility in East Ritence, Rhode Island. We have operated
the East Providence facility since 2008. We comradraperation of a second production line at thidifg during 2011, which doubled our annual
nameplate capacity to 40 million to 44 million sgr&eet of aerogel blankets, depending on produxt Ve commenced construction of a third
production line in the East Providence facility idgr2014 with a total construction cost estimat&2®.8 million, which includes previously
constructed assets of approximately $4.3 milliod mew design and construction costs of approxim#&26.5 million. We have expended an
aggregate of $22.7 million for the constructiortta# third production line as of December 31, 20/4.expect that this third production line will
increase our annual nameplate capacity by 10 mithol1 million square feet of aerogel blankets mvbperation commences during the second
quarter of 2015.

Our revenue for the year ended December 31, 20840@2.4 million, which represented an increasEb from the year ended
December 31, 2013. Net loss for the year endedileee31, 2014 was $66.3 million and diluted lossgbeare attributable to common stockholi
was $5.37. Net loss for the year ended Decembe2®H included a total of $38.8 million of charges$3.14 per share attributable to common
stockholders related to expenses recorded in ctionegith the closing of our initial public offerinincluding (i) initial recognition of compensati
cost of performance-based stock options of $5.6anjland (ii) accretion of convertible notes todi conversion value of $33.2 million.

Key Metrics and Non-GAAP Financial Measures

We regularly review a number of metrics, includthg following key metrics, to evaluate our busin@ssasure our performance, identify
trends affecting our business, formulate finangiajections and make strategic decisions.

Square Foot Operating Metrii

We price our product and measure our product shigsrie square feet. We estimate our annual progluci@pacity was 40 million to
44 million square feet of aerogel blankets depegpndim product mix at December 31, 2014. We belibeestjuare foot operating metric allows us
and our investors to measure the growth in our fi@twring capacity and product shipments on a umifand consistent basis. The following chart
sets forth product shipments associated with reézedrrevenue in square feet for the periods present

Year Ended December 3:

2014 2013 2012
(Square feet in thousands
Product shipments in square fi 38,22: 35,56( 27,28(

Adjusted EBITDA

We use Adjusted EBITDA, a non-GAAP financial measwas a means to assess our operating performaiecgefine Adjusted EBITDA as
net income (loss) before interest expense, taxgsediation, amortization, stock-based compensatipense and other items, from time to time,
that we do not believe are indicative of our cgperating performance, which in previous periodsuided loss on disposal of assets, gain or loss on
extinguishment or exchange of debt, write-off aftsoof postponed financing activities and writeaffEonstruction in progress. Adjusted EBITDA
is a supplemental measure of our performance shadti presented in accordance with GAAP. AdjustBETBA should not be considered as an
alternative to net income (loss) or
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any other measure of financial performance caledland presented in accordance with GAAP. In aditur definition and presentation of
Adjusted EBITDA may not be comparable to similaitied measures presented by other companies.
We use Adjusted EBITDA:

» as ameasure of operating performance becadees not include the impact of items that we dbaonsider indicative of our core
operating performanc

» for planning purposes, including the preparatb our annual operating budget, to allocate resgsuto enhance the financial
performance of our business; ¢

» as a performance measure used under our bonus
We also believe that the presentation of AdjustBUTBA provides useful information to investors witkspect to our results of operations
and in assessing the performance and value ofuminéss. Various measures of EBITDA are widely usethvestors to measure a company’s

operating performance without regard to items tiaat vary substantially from company to company ddpg upon financing and accounting
methods, book values of assets, capital strucamdghe methods by which assets were acquired.

Although measures similar to Adjusted EBITDA aregluently used by investors and securities anailysteir evaluation of companies, we
understand that Adjusted EBITDA has limitationsasanalytical tool, and you should not considér isolation or as a substitute for GAAP,
income from operations or an analysis of our respfitoperations as reported under GAAP. Some aktlimitations are:

» Adjusted EBITDA does not reflect our historicalsh expenditures or future requirements for abpipenditures or other contractual
commitments

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

* Adjusted EBITDA does not reflect our interespense, or the cash requirements necessary tesénterest or principal payments on
our debt;

« Although depreciation, amortization and impamnhcharges are non-cash charges, the assetsdegiregiated, amortized or impaired
will often have to be replaced in the future, ardjusted EBITDA does not reflect any cash requireiméor these replacements; ¢

e Other companies in our industry may calculaB¢TBA or Adjusted EBITDA differently than we dojtiiting their usefulness as a
comparative measur

Because of these limitations, our Adjusted EBITDWuld not be considered as a measure of discreji@ash available to us to reinvest in
the growth of our business or as a measure ofaaatable for us to meet our obligations.

To properly and prudently evaluate our businessememurage you to review the GAAP financial stateiméncluded elsewhere in this
Annual Report on Form 10-K, and not to rely on amgle financial measure to evaluate our business.
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The following table presents a reconciliation of ileome (loss), the most directly comparable GAA®asure, to Adjusted EBITDA for the

years presented:

Net income (loss
Interest expense (.
Depreciation and amortizatic
Loss on disposal of asst
Stoclk-based compensation (
Gain on extinguishment of convertible no
Loss on exchange of convertible nc
Debt extinguishment cos
Write-off of costs associated with postponed public afifg
Write-off of construction in progres

Adjusted EBITDA

Year Ended December 3:

2014 2013 2012
(% in thousands)

$(66,32¢) $(47,617) $(56,147)
50,28: 30,59¢ 21,79(
10,18: 10,06: 9,684
11¢ 23C 2,48¢
8,781 4,42¢ 1,65¢

— (8,89¢) —

— 5,697 —
— — 1,37¢

— 241 —

— 3,44( —
$ 3,04( $ (1,815 $(19,146)

(1) Interest expense consists primarily of fair kesvalue adjustments related to our subordinatgesn senior convertible notes, convertible
notes and Series C warrants, subordinated note@mcrtible note issuance costs, the amortizaticgheosubordinated note debt discount,

imputed interest on our obligations under our ctoense agreement with Cabot Corporat

(2) Represents non-cash stock-based compensal@ad¢o vesting and modifications of stock optipants, vesting of restricted stock units and

restricted common stoc

The following table presents a reconciliation of ileome (loss), the most directly comparable GAA®asure, to Adjusted EBITDA for the

quarters presented:

Three months endec

Three months endec

2014 2013
March 31 June 30 Sept. 30 Dec. 31 March 31 June 30 Sept. 30 Dec. 31
Net income (loss $(19,049) (42,149 (2,41 (2,71%) $ 1,027 $(18,989) $(12,709) $(16,95()
Interest expense (income) | 16,15 34,027 47 56 (3,36€) 15,62( 8,03¢ 10,30¢
Depreciation and amortizatic 2,631 2,543 2,51 2,49 2,46¢ 2,47¢ 2,48 2,63(
Loss on disposal of asst 15 — — 104 — — — 23C
Stoclk-based compensation ( 33¢ 6,00¢ 1,05¢ 1,382 49t 51C 2,91¢ 50¢
Gain on extinguishment of convertible no — — — — (8,899 — — —
Loss on exchange of convertible nc — — — — 5,212 48E — —
Costs associated with postponed public offe — — — — — 241 — —
Write-off of construction in progres — — — — — — — 3,44(
Adjusted EBITDA $ 87 $ 43z $120: $131¢ $(306) $ 351 $ 734 $ 161

(1) Interest expense (income) consists primarilfaofmarket value adjustments related to our sdibated notes, convertible notes and the
issuance of our Series C warrants, subordinateglarad convertible note issuance costs, the amtiotivaf the subordinated note debt
discount and imputed interest on our obligationdeurour cross license agreements with Cabot Catipari
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(2) Represents non-cash stock-based compensal@ad¢o vesting and modifications of stock optipants, vesting of restricted stock units and
restricted common stoc

Our Adjusted EBITDA is affected by a number of fastincluding the mix of aerogel products sold,rage selling prices, average material
costs, our actual manufacturing costs, the costacated with and timing of expansions and startfugdditional production capacity, and the
amount and timing of operating expenses. As weioatto grow our base of product revenue and th lmwit manufacturing capacity, we expect
increased manufacturing expenses will periodidadlye a negative impact on Adjusted EBITDA, but wét the framework for improved Adjusted
EBITDA moving forward. Accordingly, we expect thair Adjusted EBITDA will vary from period to perias we expand our manufacturing
capacity.

Emerging Growth Company Statt

The JOBS Act permits an “emerging growth compamchsas us to take advantage of an extended t@mgiéiriod to comply with new or
revised accounting standards applicable to pubiisganies. We are choosing to opt out of this piomiand, as a result, we will comply with new
or revised accounting standards as required whsnate adopted. This decision to opt out of therded transition period under the JOBS Act is
irrevocable.

Components of Our Results of Operations

Revenue

We recognize product revenue from the sale ofioerdf aerogel products and research services vevieam the provision of services under
contracts with various agencies of the U.S. govemtrand other institutions. Product revenue isgeied upon transfer of title and risk of loss,
which is generally upon shipment or delivery. Thlolwing table sets forth the total revenue for plegiods presented:

Year Ended December 3.

2014 2013 2012
Revenue
Product $ 99,25¢ $82,057 $60,38¢
Research service 3,14( 4,037 3,06/
Total revenue $102,39¢ $86,09¢ $63,45:

Product revenue accounted for 97%, 95% and 95%talf tevenue for the years ended December 31, 2048 and 2012, respectively. We
expect continued growth in product revenue duadceasing market adoption of our line of aerogahkéts within all segments of the energy
infrastructure market. We expect that researchiceswrevenue will continue to decline as a perggntd total revenue.

A substantial majority of our revenue is generdteth a limited number of direct customers, incligdistributors, contractors, OEMs and
end-use customers. Our 10 largest customers a@axbiortapproximately 60% of our total revenue dgitine year ended December 31, 2014, and
we expect that most of our revenue will continuedme from a relatively small number of customerstifie foreseeable future. In 2014, sales to a
major Asian energy company and a North Americatritligor represented 13% and 12% of total reverespectively; in 2013, sales to a North
American and an Asian distributor represented 168614 % of total revenue, respectively; and in 2@b2%s to a North American distributor
represented 13% of total revenue. For each oféhiegs discussed above, there were no other custdhme represented 10% or more of our total
revenues.
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We conduct business across the globe, with a sutiatportion of our sales outside the United Stabe addition, we may expand our
operations outside of the United States. Totalmaedrom outside of the United States, based gt destination or services location,
amounted to $62.6 million, or 61% of our total newes, $55.9 million, or 65% of our total revenusd 43.5 million or 69% of our total revenue,
in the years ended December 31, 2014, 2013 and 2&d/#ectively.

Cost of Revenue

Cost of revenue for our product revenue consistsgily of materials and manufacturing expenseluding direct labor and manufacturing
overhead, including depreciation. Cost of prodegenue is recorded when the related product revismaeognized. Cost of product revenue also
includes stock-based compensation of manufact@mnpgloyees and costs of shipping.

Material is our most significant component of cofsproduct revenue and includes fibrous batting;asimaterials and additives. Material ct
as a percentage of product revenue were 46%, 4@% k¥ for the years ended December 31, 2014, 20d2@12, respectively. Material costs .
percentage of product revenue vary from produprtaluct due to differences in average selling griceaterial requirements, blanket thickness and
manufacturing yields. As a result, material costa ercentage of revenue will vary from periogadod due to changes in the mix of aerogel
products sold. However, in general, we expect riateosts in the aggregate to decline as a pergerghrevenue as we seek to achieve higher
selling prices, material sourcing improvements arashufacturing yield enhancements for our aerogedyoets.

Manufacturing expense is also a significant compoonécost of revenue. Manufacturing expense asregmtage of product revenue was
38%, 42% and 56% for the years ended December0d4, 2013 and 2012, respectively. We incurred aifsignt increase in manufacturing
expense associated with the operation of our sepodiiction line in the East Providence facilitglming in 2011. These costs were principally
fixed in nature and constituted an increased péagenof product revenue during 2011 and 2012 aimeveased production toward nameplate
capacity. During 2013 and 2014, manufacturing egpetecreased as a percentage of product reveauesglt of strong revenue growth suppo
by the expanded manufacturing capacity and improvadufacturing productivity. As we continue to isase manufacturing capacity in our East
Providence facility and a second plant, we expemtufacturing expense as a percentage of produehuewill increase in the near-term following
each expansion but will decrease in the long-teith increased revenues supported by the effecbmipteted capacity expansions.

Cost of revenue for our research services reveonsists of direct labor costs of research persoemghged in the contract research, third-
party consulting expense, and associated direariahtosts. This cost of revenue also includestmed expenses associated with project
resources, development tools and supplies. Castvehue for our research services revenue is redosthen the related research services revenue
is recognized.

Gross Profit

Our gross profit as a percentage of revenue istaifidoy a number of factors, including the mix efagel products sold, average selling
prices, average material costs, our actual marwiagtcosts and the costs associated with expamsiod start-up of production capacity. As we
continue to build out our manufacturing capacitg, expect increased manufacturing expenses wilbg@ieally have a negative impact on gross
profit, but will set the framework for improved gprofit moving forward. Accordingly, we expect @uoss profit in absolute dollars and as a
percentage of revenue to vary from period to peaimave expand our manufacturing capacity. Howeregeneral, following the completion of our
capacity expansions, we expect gross profit to aw@ras a percentage of revenue in the long-termainereases in manufacturing productivity,
increased production volumes, improved manufaoguyields and material purchasing efficiencies.
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Operating Expenses

Operating expenses consist of research and develdpsales and marketing, and general and adngtivgrexpenses. The largest compoil
of our operating expenses is personnel costs, stimgiof salaries, benefits, incentive compensadioth stock-based compensation. We expect to
continue to hire a significant number of new empleyin order to support our anticipated growttarip particular period, the timing of additional
hires could materially affect our operating expsnéeth in absolute dollars and as a percentagevehue.

Research and Development Expent

Research and development expenses consist prinodelypenses for personnel engaged in the develapofi@mext generation aerogel
compositions, form factors and manufacturing teébgies. These expenses also include testing ssryicetotype expenses, consulting services,
equipment depreciation, facilities costs and relateerhead. We expense research and developméstasosicurred. We expect to continue to
devote substantial resources to the developmemtwfaerogel technology. We believe that these tmests are necessary to maintain and imp
our competitive position. We expect that our resle@and development expenses will continue to irs@es we continue to invest in additional
research and engineering personnel and the infrdiste required in support of their efforts. Acdagly, we expect that our research and
development expenses will continue to increasdgolate dollars but decrease as a percentage efiuevin the long-term.

Sales and Marketing Expens

Sales and marketing expenses consist primarilyecfgnnel costs, incentive compensation, marketiograms, travel and related costs,
consulting expenses and facilities-related coses pléin to expand our sales force and sales consuljobally to drive anticipated growth in
customers and demand for our products. We expats#tes and marketing expenses will continuedease in absolute dollars but decrease as a
percentage of revenue in the long-term.

General and Administrative Expenses

General and administrative expenses consist priyrarpersonnel costs, legal expenses, consultmbprofessional services, audit and tax
consulting costs, and expenses for our executiven¢e, human resources and information technabogsnizations. General and administrative
expenses have increased as we have incurred addlitiosts related to operating as a publicly-tractadpany, which include costs of compliance
with securities, corporate governance and relaed lnd regulations, investor relations expensesgésed insurance premiums, including director
and officer insurance, and increased audit and fega. In addition, we expect to add general alrdiaistrative personnel to support the anticip.
growth of our business and continued expansioruofmanufacturing operations. We expect that gersrdladministrative expenses will continue
to increase in absolute dollars but decrease ascamtage of revenue in the long-term.

Other Income (Expense)

Other income (expense) consists of (i) intereseagp consisting primarily of fair market value atljnents to our subordinated notes,
convertible notes and the issuance of our Seriesi€ants, subordinated and convertible note issiaosts, the amortization of the subordinated
note debt discount, and imputed interest on owrmibligations under our cross license agreemethit @abot Corporation, (ii) gains or losses on
extinguishment or exchange of subordinated notdsanvertible notes and (iii) costs associated witiostponed public offering.
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Provision for Income Taxe:

We have incurred net losses since inception and hatrecorded benefit provisions for U.S. fedarebme taxes or state income taxes since
the tax benefits of our net losses have been dffsetluation allowances due to the uncertaintpeissed with the utilization of net operating loss
carryforwards.

For the year ended December 31, 2014, we perfoemexthalysis pursuant to Internal Revenue Code@®e882, as well as similar state
provisions, in order to determine whether any latiidns might exist on the utilization of net opargtiosses and other tax attributes. Based on this
analysis, we have determined that an ownershipgehaocurred as a result of our initial public ofigrin June 2014, resulting in an annual
limitation on the use of our net operating losses @ther tax attributes as of such date. As atemul prior net operating losses were limited to
$155.2 million, including built-in gains of $42.0iliion at the date of that ownership change.

Results of Operations

The following tables set forth our results of opienas for the periods presented:

Year Ended December 3:
2014 2013 2012
($ in thousands)

Revenue
Product $ 99,25¢ $ 82,057 $ 60,38¢
Research service 3,14( 4,03 3,06¢
Total revenue 102,39¢ 86,09 63,45:
Cost of revenue
Product 83,67 73,39¢ 70,02t
Research service 1,647 1,96¢ 1,39¢
Gross profit (loss 17,08( 10,73 (7,96¢)
Operating Expense
Research and developme 5,98( 5,15¢ 5,14z
Sales and marketir 10,29( 9,271 8,56¢
General and administrati\ 16,85 12,83 11,29¢
Write-off of construction in progres — 3,44( —
Total operating expens: 33,120 30,70: 25,00¢
Income (loss) from operatiol (16,049 (19,979 (32,979
Other income (expense
Interest income (expense) | (50,28)) (30,599 (22,790
Gain on extinguishment of convertible no — 8,89¢ —
Loss on exchange of convertible nc — (5,697) —
Debt extinguishment cos — — (1,379
Costs associated with postponed public offe — (247) —
Total other income (expense), | (50,28)) (27,639 (23,169
Net income (loss $(66,32¢) $(47,61) $(56,14:)

(1) Interestincome (expense) consists primarilfaogfmarket value adjustments related to our sdibated notes, convertible notes and the
issuance of our Series C warrants, subordinateglarad convertible note issuance costs, the amtiotivaf the subordinated note debt
discount and imputed interest on our prior obligrasi under our cross license agreement with CabqtaCation.
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Year ended December 31, 2014 compared to year eBDdeeémber 31, 2013
The following tables set forth our results of opienss for the periods presented:

Revenue
Product
Research service
Total revenue
Cost of revenue
Product
Research service
Gross profit (loss
Operating expense
Research and developme
Sales and marketir
General and administrati
Write-off of construction in progres
Total operating expens
Income (loss) from operatiol
Other income (expense
Interest expens
Gain on extinguishment of convertible no
Loss on exchange of convertible nc
Costs associated with postponed public offe
Total other income (expense), |
Net income (loss

Revenue

Revenue
Product
Research service

Total revenue

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

Product shipments in square feet (in thousands)

Year Ended

Year Ended December 3: December 31

2014 2013 $ Change % Change 2014 2013

(Percentage o

(% in thousands) total revenue)
$ 99,25¢ $82,057 $17,20: 21% 97% 95%
3,14( 4,037 (897) (2% 3% 5%
102,39¢ 86,09« 16,30¢ 1% 10(% 10(%
83,67 73,39¢ 10,27¢ 14% 82% 85%
1,647 1,96¢ (322 (1% 2% 2%
17,08( 10,73: 6,34¢ 5%% 17% 12%
5,98( 5,15¢ 821 16% 6% 6%
10,29( 9,271 1,01¢ 11% 1C% 11%
16,85: 12,83: 4,02( 31% 16% 15%
— 3,440 (3,440 (100% — % 4%
33,12: _ 30,70: 2,42( 8% 3% _ 36%
(16,049 (19,979 3,92¢ 2% (1% (23%
(50,28) (30,599 (19,68 (64% (49% (36)%
— 8,89¢ (8,89¢) (100% — % 1%
— (5,697 5,697 10% — % (7%
— (247) 241 100% — % — %
(50,28) (27,639 (22,647 (8% (49% (32%
$(66,32¢) $(47,61) $(18,719) (B9% _(65% _(55%

Year Ended December 3: Change
2014 2013
Percentagt Percentag¢
Amount of Revenut Amount of Revenue Amount Percentag:
($ in thousands)
$ 99,25¢ 97% $82,057 95% $17,20: 21%
3,14( 3% 4,037 5% (897) (22)%
$102,39¢ 10C% $86,09¢ 10C% $16,30¢ 19%
Year Ended
December 31 Change
2014 2013 Amount Percentag:
38,22: 35,56( 2,662 %
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Total revenue increased by $16.3 million, or 1992014 to $102.4 million from $86.1 million in 2048 a result of an increase in product
revenue.

Product revenue increased by $17.2 million, or 2t499.3 million in 2014 from $82.1 million in 2B1This increase was principally the
result of an increase in sales of our aerogel mizdn the North American, Asian and South Ameripatrochemical markets and in the offshore
market. The revenue increase reflects price inesedaring in 2014 and a shift in mix of aerogelducts sold toward higher priced products
including those sold in the offshore oil marketeTdverage selling price per square foot of our petedincreased by an effective $0.29, or 13%, to
$2.60 per square foot for the year ended Decenthe2® 4 from $2.31 per square foot for the yeaedridecember 31, 2013. In volume terms,
product shipments increased 2.7 million square f@et%, to 38.2 million square feet of aerogelducts for the year ended December 31, 2014, as
compared to 35.6 million square feet in the yealeenDecember 31, 2013. The increase in demandgitimnyear ended December 31, 2014
included increased sales of $13.5 million for usa petrochemical facility expansion by a majoraisénergy company and $5.9 million for use in
offshore projects in the Gulf of Mexico by an Afiased contractor.

Research services revenue decreased by $0.9 mali&2%, to $3.1 million in 2014 from $4.0 milliam 2013. The decrease was primarily
due to a reduction in active research contractexg@014. During 2014, we provided research sesvizeeight contracts compared to 18 contracts
in 2013. This decrease in active contracts is fpaily the result of certain limitations on ourghility to receive contract awards under federal
guidelines and programs due to a variety of fadtekiding the size of our revenues, the numberusfemployees and the makeup of our
ownership.

Product revenue as a percentage of total revens®wa and 95% of total revenue in 2014 and 20Epeaively. Research services revenue

was 3% and 5% of total revenue in 2014 and 20Epeatively. We expect that product revenue willttare to increase as a percentage of our
revenue due to the anticipated growth in demanddomproducts in the energy infrastructure market.

Cost of Revenue

Year Ended December 3: Change
2014 2013
Percentagt Percentagr Percentag¢ Percentagt
of Related of Total of Related of Total
Amount Revenue Revenue Amount of Revenue Revenue Amount Percentag:

($ in thousands)
Cost of revenue

Product $83,67" 84% 82% $73,39¢ 89% 85% $10,27¢ 14%
Research service 1,642 52% 2% 1,96/ 49% 2% (322) (16)%
Total cost of revenu $85,31¢ 83% 83% $75,36! 88% 88% $ 9,95¢ 13%

Total cost of revenue increased by $10.0 millianl 2%, to $85.3 million in 2014 from $75.4 milliam 2013. The increase in total cost of
revenue was the result of an increase of $7.0aniilh material costs and an increase of $3.3 milliomanufacturing expense to support increased
product revenue offset by a decrease of $0.3 milliocost of research services to support resesnchces revenue.

Product cost of revenue increased by $10.3 milliori,4%, to $83.7 million in 2014 from $73.4 millian 2013. Product cost of revenue as a
percentage of product revenue decreased to 84%gdR0il4 from 89% in 2013 as a result of a redudtidsoth material costs and manufacturing
expense as a percentage of product revenue dhengetar. The reduction in material costs as a ptage of product revenue was the result of
improved manufacturing yields and purchasing efficly. The reduction in manufacturing expense aseeptage of product revenue was the result
of improved manufacturing throughput and efficiency
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We expect that cost of product revenue will incegiasdollar terms, but decrease as a percentagedfict revenue, during 2015. The
anticipated increase in cost of product revenuectsf an expected increase in manufacturing expesseciated with the start-up and operation of a
third manufacturing line in the East Providencelitycand in material costs in support of revenuevgth. The anticipated decrease in product cost
as a percentage of product revenue reflects arctegdecrease in material costs as a percentggedict revenue due to price increases enacted
during the second half of 2014, improved manufaetuyields, sourcing efficiencies, and the mix ef@gel products sold, offset, in part, by an
expected increase in manufacturing expense asargage of product revenue due to the start-uprdtia operation of the third manufacturing
line.

Research services cost of revenue decreased byrflid®, or 16%, to $1.6 million in 2014 from $2rhillion in 2013. The decrease in

research services cost of revenue was due to atredin active research contracts during 2014eiffin part, by an unfavorable mix of labor and
expense required to perform the contracted research

Gross Profit (Loss)

Year Ended December 3: Change
2014 2013
Percentagt Percentag¢
Amount of Revenut Amount of Revenue Amount Percentagt
($ in thousands)
Gross profit (loss $17,08( 17% $10,73: 12% $6,34¢ 59%

Gross profit increased by $6.3 million to $17.1lioil in 2014 from $10.7 million in 2013. Gross ptafs a percentage of total revenue
increased to 17% of total revenue for 2014 from 12%2013. The increase in gross profit as a peaggnof revenue was principally the result of a
reduction in material costs and manufacturing egspeas a percentage of product revenue due to imgmanufacturing yields, sourcing
efficiencies and productivity at our East Providefacility. Price increases enacted during 2014thadnix of aerogel products sold also
contributed to the increase in gross profit asragrgage of revenue during 2014. We expect grasit ps a percentage of total revenue during :
to increase due to price increases enacted durenfptrth quarter of 2014, in combination with aitated improvements in manufacturing yields,
sourcing efficiencies, and the mix of aerogel paigisold, offset, in part, by an expected incréaseanufacturing expense due to the start-up and
initial operation of the third manufacturing line.

Research and Development Expen:

Year Ended December 3: Change
2014 2013
Percentagt Percentagt
Amount of Revenut Amount of Revenu¢ Amount Percentag!
($ in thousands)
Research and development expetl $5,98( 6% $5,15¢ 6% $ 821 16%

R&D expenses increased by $0.8 million to $6.0imilin 2014 from $5.2 million in 2013. This increasas primarily the result of an
increase in employee compensation expenses, ing&fl.8 million of stock-based compensation chaages$0.1 million of incentive
compensation expenses, offset by a reduction indipg on outside engineering services of $0.1 arill\We expect that our research and
development expenses will increase as we investditional research and engineering personneltaahfrastructure required in support of their
efforts. However, we expect that research and dewetént expenses will decline as a percentage alfrienue in the long-term due to projected
growth in product revenue.
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Sales and Marketing Expense

Year Ended December 3: Change
2014 2013
Percentag¢ Percentagt
Amount of Revenue Amount of Revenu¢ Amount Percentag!
(% in thousands)
Sales and marketing expen: $10,29( 10% $9,271 11% $1,01¢ 11%

Sales and marketing expenses increased by $1i0mibir 11%, to $10.3 million in 2014 from $9.3 haih during 2013. The $1.0 million
increase is the result of a $0.7 million increasstock-based compensation charges and a $0.8miiticrease in payroll and related costs
associated with an increase in sales personneplsivieto continue to expand our sales force durDib2o support anticipated growth in customers
and demand for our products. We expect that salésrearketing expenses will increase in absolutiadoin the long term as we increase sales
personnel and our marketing efforts. However, waeekthat sales and marketing expenses will deet@sas percentage of total revenue in the
long-term due to projected growth in product revenu

General and Administrative Expenses

Year Ended December 3: Change
2014 2013
Percentagt Percentag¢
Amount of Revenu¢ Amount of Revenu Amount Percentag:
($ in thousands)
General and administrative expen $16,85! 16% $12,83: 15% $4,02( 31%

G&A, or general and administrative, expenses irsgddy $4.0 million, or 31%, to $16.9 million in12Dfrom $12.8 million in 2013. The
$4.0 million increase was primarily the result ofiacrease in stock based compensation chargea ®fillion, an increase in incentive
compensation expenses of $0.7 million and an iser@aprofessional services and other expenses.0frillion principally related to operating as
a publiclytraded company. The increased costs to operat@aslia company include costs of compliance witbusiies, corporate governance .
related laws and regulations, investor relationzeeses, director and officer insurance premiums legal and audit fees. We expect that G&A
expenses will decrease in absolute dollars dur@ig2lue to a reduction in share based compensztanges despite continued increases in public
company related expense. In addition, we expeatitbgeneral and administrative personnel to supperanticipated growth of our business and
continued expansion of our manufacturing operatiblasvever, we expect general and administrativergps will decline as a percentage of total
revenue in the long-term as a result of projectesvth in product revenue.

Other Income (Expense)

Year Ended December 3: Change
2014 2013
Percentag¢ Percentagt
Amount of Revenue Amount of Revenu¢ Amount Percentags

($ in thousands)
Other income (expense

Interest expens $(50,28.) (49% $(30,599 (36)%  $(19,68:) (64)%
Gain on extinguishment of convertible no — — % 8,89¢ 10% (8,89¢) (100)%
Loss on exchange of convertible nc — — % (5,697 (7% 5,691 10C%
Costs associated with postponed public offe — — % (241 — % 241 10C%

Total other income (expense), | $(50,28) (49% $(27,639 39%  $(22,64) (82)%
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Total other expense was $50.3 million for the yavadted December 31, 2014 as compared to $27.6 millithe comparable period in 2013.

During 2014, we incurred $50.3 million in interesipense comprised of changes in fair value of #iillion for the subordinated notes, $11.4
million for the senior convertible notes and $3million for the convertible notes, and $0.3 milliandebt closing costs and other interest expense.
The changes in fair value of the respective no®walculated based on the final payment and e¢sioveamounts of the notes into equity upon
the consummation of our IPO on June 18, 2014. ibase of $22.6 million in total other expensardp?014 was due primarily to the accretion
of the convertible notes to their final conversi@tue in connection with the IPO.

During the year ended December 31, 2013, we ind$88.6 million in interest expense comprised afrades in fair value of the
subordinated notes of $3.8 million, senior conbéetnotes of $5.6 million, expense related to re@amn of fair value upon issuance of Series C
preferred stock warrants of $10.7 million and iagrexpense of $9.3 million on the convertible sobe addition, we recorded charges for debt
financing costs of $0.6 million and other interelsarges of $0.6 million to interest expense dutirgperiod.

During the year ended December 31, 2013, we atsoried a $5.7 million loss on exchange of convertitotes, an $8.9 million gain on the
extinguishment of convertible notes and $0.2 millad costs associated with a postponed public ioffeiNo such transactions occurred during the
year ended December 31, 2014.

Year ended December 31, 2013 compared to year ebdeeémber 31, 2012

The following tables set forth our results of opienas for the periods presented:

Year Ended
Year Ended December 3: December 31
2013 2012 $ Change % Change 2018 2012
(Percentage o
($ in thousands) total revenue)
Revenue
Product $82,05° $60,38¢ $21,66¢ 36% 95% 95%
Research servict 4,037 3,064 97¢ 32% 5% 5%
Total revenue 86,09 63,45  22,64: 36% 10(% 10(%
Cost of revenue
Product 73,39¢ 70,02t 3,37¢ 5% 85% 11(%
Research service 1,96 1,39¢ 56€ 41% 2% 2%
Gross profit (loss 10,73: (7,961  18,69¢ 235% 12% (13)%
Operating expense
Research and developme 5,15¢ 5,14 17 0% 6% 8%
Sales and marketir 9,271 8,56¢ 707 8% 11% 13%
General and administrati\ 12,83 11,29¢ 1,53¢ 14% 15% 18%
Write-off of construction in progres 3,44( — 3,44( 10(% 4% — %
Total operating expens 30,70¢ 25,00¢ 5,69¢ 2% _36% 3%
Income (loss) from operatiol (29,979 (32,979 13,00 3% (239% (52)%
Other income (expense
Interest expens (30,599 (21,790 (8,809 400% (36)% (34%
Gain on extinguishment of convertible no 8,89¢ — 8,89¢ 100% 1% — %
Loss on exchange of convertible nc (5,697 — (5,697 (200)% MN% — %
Debt extinguishment cos — (1,379 1,37¢ 10(% — % 2)%
Costs associated with postponed public offe (247) — (247) (100% — % — %
Total other income (expense), | (27,639 (23,169 (4,470 (19% (32% (3N%
Net income (loss $(47,61)) $(56,147) $ 8,531 15% (55% (88)%
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Revenue
Year Ended December 3: Change
2013 2012
Percentag¢ Percentag¢
Amount of Revenue Amount of Revenue Amount Percentag!
($ in thousands)
Revenue
Product $82,05° 95% $60,38¢ 95% $21,66¢ 36%
Research service 4,03i 5% 3,06¢ 5% 97¢ 32%
Total revenue $86,09¢ 10C% $63,45: 10C% $22,64: 36%

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

Year Ended
December 31 Change
2013 2012 Amount Percentag:
Product shipments in square feet (in thousands) 35,56( 27,28( 8,28( 3C%

Total revenue increased by $22.6 million, or 3692013 to $86.1 million from $63.5 million in 20p2imarily as a result of an increase in
product revenue.

Product revenue increased by $21.7 million, or 382482.1 million in 2013 from $60.4 million in 2R1This increase was principally the
result of an increase in sales of our aerogel mtzda the refinery and petrochemical sectors ilmAdorth America and South America during
2013. This increase in demand during 2013 includectased sales of $4.9 million to one distribioAsia primarily related to construction of a
new petrochemical plant in Taiwan, increased sai&gl.6 million to another distributor in the Unit&tates for general distribution into the energy
infrastructure market, and increased sales of @dllbn to a South American distributor primarilglated to construction of expanded capacity in a
petrochemical plant in Brazil. In volume terms, guiot shipments increased 8.3 million square fee2080, to 35.6 million square feet of aerogel
products in 2013, as compared to 27.3 million sgdieet in 2012. We also increased the prices oksainour products during 2013. We did not
increase the prices of our products during 2012.

Research services revenue increased by $1.0 mithad2%, to $4.0 million in 2013 from $3.1 milliém 2012 primarily due to revenue
generated in 2013 under a significant contract thighDepartment of Energy.

Product revenue as a percentage of total revens®b of total revenue in 2013 and 2012. Reseanmlices revenue was 5% of total

revenue in 2013 and 2012. We expect that prodweniee will increase as a percentage of our totemee due to the anticipated growth in dem
for our products in the energy infrastructure marke

Cost of Revenue

Year Ended December 3: Change
2013 2012
Percentagt Percentagt Percentagt Percentagt
of Related of Total of Related of Total
Amount Revenue Revenue Amount of Revenu¢ Revenue Amount Percentagt

(% in thousands)
Cost of revenue

Product $73,39¢ 89%% 85%  $70,02¢ 11€% 11%  $3,37¢ 5%
Research service 1,96¢ 49% 2% 1,39¢ 46% 2% 56¢ 41%
Total cost of revenu $75,36! 88% 88%  $71,42. 11%% 113%  $3,94: 6%
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Total cost of revenue increased by $3.9 million6%r, to $75.3 million in 2013 from $71.4 million #8012. The increase in total cost of
revenue was the result of an increase of $2.0aniilh material costs and an increase of $1.3 milliomanufacturing expense to support increased
product revenue and an increase of $0.6 milliocoist of research services to support increasednesservices revenue.

Product cost of revenue increased by $3.4 milliwr§%, to $73.4 million in 2013 from $70.0 milliam 2012. Product cost of revenue as a
percentage of product revenue decreased to 89%gd2@il3 from 116% in 2012 as a result of a redndtidboth material costs and manufacturing
expense as a percentage of product revenue dlwengetar. The reduction in material costs as a peage of product revenue was the result of
improved manufacturing yields and purchasing efficly. The reduction in manufacturing expense aseeptage of product revenue was the result
of improved manufacturing throughput and efficiency

Research services cost of revenue increased byn$idn, or 41%, to $2.0 million in 2013 from $1rdillion in 2012. The increase was due
in large part to the 32% growth in research serkgeenue during 2013 in combination with an incegiascost of research services revenue as a
percentage of research services revenue to 49%li& fom 46% in 2012. The increase in cost of neteservices revenue was due to an
unfavorable mix of labor and expense required topm the contracted research, each of which cagidifferent rate of reimbursement.

Gross Profit (Loss)

Year Ended December 3: Change
2013 2012
Percentag¢ Percentag¢
Amount of Revenu Amount of Revenu Amount Percentag!
($ in thousands)
Gross profit (loss $10,73: 12% $(7,96¢) (13)% $18,69¢ 235%

Gross profit increased by $18.7 million to $10.Tliom in 2013 from a gross loss of $8.0 million2012. This increase in gross profit was
principally the result of a reduction in materiabts and manufacturing expenses as a percentagechfct revenue due to improved manufacturing
yields, purchasing efficiency and productivity ar &ast Providence facility. In addition, the irese in the price of some of our products during
2013 also contributed to the increase in grosstpdfoss profit as a percentage of total revengeciased to 12% of total revenue in 2013 from a
gross loss of 13% of total revenue in 2012.

Research and Development Expen:

Year Ended December 3: Change
2013 2012
Percentag¢ Percentagt
Amount of Revenue Amount of Revenu¢ Amount Percentag:
($ in thousands)
Research and development expel $5,15¢ 6% $5,14: 8% $ 17 0%

R&D expenses increased by $0.1 million to $5.2iomilin 2013 from $5.1 million in 2012. This increasas principally the result of an
increase of $0.6 million in payroll and relatedtsder engineering personnel partially offset byegrease of $0.3 million in material expense and
$0.2 million in contract engineering expense. R&3ts as a percentage of total revenue decrea$8d thuring 2013 from 8% during 2012. This
decrease was the result of growth in total revehurang 2013.

65



Table of Contents

Sales and Marketing Expense

Year Ended December 3: Change
2013 2012
Percentagt Percentag¢
Amount of Revenu¢ Amount of Revenu Amount Percentag!
($ in thousands)
Sales and marketing expen: $9,271 11% $8,56¢ 13% $ 707 8%

Sales and marketing expenses increased by $0i@dmitir 8%, to $9.3 million in 2013 from $8.6 milfi during 2012. The $0.7 million
increase was primarily the result of the growtl$di0 million in payroll and related costs assodatéth an increase in sales personnel and ince
compensation, partially offset by a $0.1 milliorcdease in other selling expense and a $0.2 milemrease in travel expense. Sales and marketing
expenses as a percentage of total revenue decreak&th during 2013 from 13% in 2012. This decre@as the result of the growth in total
revenue during 2013.

General and Administrative Expenses

Year Ended December 3. Change
2013 2012
Percentagt Percentag¢
Amount of Revenut Amount of Revenue Amount Percentags
($ in thousands)
General and administrative expen $12,83: 15% $11,29¢ 18% $1,53¢ 14%

G&A expenses increased by $1.5 million, or 14%%18.8 million in 2013 from $11.3 million in 2012hiE increase was primarily the result
of a $3.0 million increase in payroll and relatedts of executive, finance and human resource peespartially offset by a $1.4 million decrease
in legal and professional fees, and a $0.1 milllenrease in all other expense. G&A expenses acariage of total revenue decreased to 15% for
2013 from 18% in 2012. This decrease was pringifiven by the strong increase in total revenu20h3.

Write-off of construction in progress

During 2013, we redesigned and reduced the plascadé of the third production line. As a result, ieiewed the construction in progress
assets associated with the third production lirkedetermined that $3.0 million had no future useaddition, we concluded that an additional $0.4
million of construction in progress assets wereutilized or functional. Accordingly, we recorde&a.4 million impairment charge during 2013
related to the write-off of construction in progessets. We did not record any write-offs of amresion in progress in 2012.

Other Income (Expense)

Year Ended December 3: Change
2013 2012
Percentag¢ Percentag¢
Amount of Revenue Amount of Revenue Amount Percentagr

($ in thousands)
Other income (expense

Interest expens $(30,599 36)%  $(21,790 (39)%  $(8,809) (40)%
Gain on extinguishment of convertible no 8,89¢ 10% — — % 8,89¢ 10C%
Loss on exchange of convertible nc (5,697) (7% — — % (5,697) (100)%
Debt extinguishment cos — — % (1,379 (2)% 1,37¢ 10C%
Costs associated with postponed public offe (24)) — % — — % (241 (100)%

Total other income (expense), | $(27,639) (32%  $(23,169) BN%  $(4,47C (19)%
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Total other income (expense), net increased by Bl®n, or 19%, to $27.6 million in 2013 from $2Z3million in 2012. This increase was
primarily the result of an increase in interestenge of $8.8 million, a $5.7 million loss on exchamf convertible notes related to an exchange of
convertible notes for senior convertible notes, emsts associated with a postponed public offesir0.2 million, partially offset by an $8.9
million gain on the extinguishment of convertibletes related to an amendment to the terms of ttesramd a decrease of $1.4 million in debt
extinguishment costs. The increase in interestresg®as primarily due to the recognition of the Yalue upon issuance of the Series C warrants,
which was treated as an issuance cost in the M20Ot8 financing.

Liquidity and Capital Resources

Overview

We have experienced significant losses and investgtficant resources since our inception to dewelnd commercialize our aerogel
technology and to build a manufacturing infrastuoetcapable of supplying aerogel products at tthemwes and costs required by our customers.
These investments have included research and gewelt and other operating expenses, capital expeesgiand investment in working capital
balances.

We are currently experiencing rapid revenue graagthive gain share in our target markets. Our cufiramcial forecast anticipates continued
revenue growth, increased gross profit and impigeash flows from operations. However, we expeatc¢ar significant capital expenditures
through 2017 related to the expansion of our martufang capacity to keep pace with expected grawtfemand.

We believe that our existing cash balance and abailcredit will be sufficient (i) to fund the cofapion of the construction of our third
production line in East Providence, and (ii) todumportion of the design, development and constniof a second production plant in the United
States. We expect to supplement our cash balartbeanticipated cash flows from operations, localegament grants, debt financings and
potentially equity financings to provide the capitequired to complete the first production lineoar second facility.

Primary Sources of Liquidity

Our principal sources of liquidity are currentlyramash and cash equivalents and revolving crediiitiawith Silicon Valley Bank. Cash and
cash equivalents consist primarily of cash and monarket accounts on deposit with banks. As of Dem 31, 2014, we had $49.7 million of
cash and cash equivalents.

From our inception to December 2014, our primamyrees of liquidity were funds raised through issieanof common stock, preferred stock,
subordinated notes, senior convertible notes andestible notes to venture capital funds and ofitsate investors. In June 2014, we complete
initial public offering of our common stock and e2eed net proceeds of $74.7 million after undeingitdiscounts and offering expenses. Upon the
closing of the offering, all principal and accruatkrest of our senior convertible notes and ouveatible notes automatically converted into sh
of our common stock. In addition, we utilized $1&n8lion of the net proceeds of the offering toagmll amounts outstanding under our
subordinated notes and revolving credit facility.Dfecember 31, 2014, our total debt obligationsev®.2 million in capital lease obligations. At
December 31, 2014, we also had $1.4 million of tantding letters of credit.

In March 2011, we entered into a $10.0 million deirg credit facility with Silicon Valley Bank. Thkifacility has been amended at various
dates through 2014. On September 3, 2014, we fuathended the loan and security agreement to extenchaturity date of the revolving credit
facility to August 31, 2016 and to increase the imaxn amount we are permitted to borrow, subjectaiotinued covenant compliance and
borrowing base requirements, from $10 million t@ $&illion. At our election, the interest rate applble to borrowings under the amended
revolving credit facility may be based on the prirate or LIBOR. Prime rate-based rates vary from

67



Table of Contents

prime rate plus 0.75% per annum to prime rate plidS% per annum, while LIBOR-based rates vary ftdBOR plus 3.75% per annum to LIBOR
plus 4.25% per annum. In addition, we are requioguhly a monthly unused revolving line facility fee0.5% per annum of the average unused
portion of the revolving credit facility.

Due to the borrowing base limitations of the revdvcredit facility, the effective amount availatteus under the facility at December 31,
2014 was $12.4 million after giving effect to the4million of letters of credit outstanding. As@é&cember 31, 2014, we had no outstanding
balances drawn on the revolving credit facility.

Analysis of Cash Flov
The following table summarizes our cash flows f@ periods indicated:
Year Ended December 3:

2014 2013 2012
($ in thousands)

Net cash provided by (used i

Operating activitie: $ 6,64¢ $(13,68¢) $(25,87¢)
Investing activities (13,24) (3,329) (9,78%)
Financing activitie: 54,73¢ 17,24¢ 25,76¢
Net increase (decrease) in ci 48,14* 231 (9,89¢)
Cash, beginning of peric 1,57¢ 1,348 11,24
Cash, end of peria $ 49,71¢ $ 1,57« $ 1,34:

Operating Activities

During 2014, net cash provided by operating adtisitvas $6.6 million, as compared to $13.7 miliiomet cash used in operating activities during
2013, representing a $20.3 million year-to-yearriosmpment. This $20.3 million improvement was priityaihe result of a favorable year-to-year
change in net loss adjusted for non-cash itemg & &iillion and a year-tgear improvement in cash from changes in operatisgts and liabilitie
of $15.2 million.

During 2013, net cash used in operating activitias $13.7 million, as compared to $25.9 milliomét cash used in operating activities
during 2012, representing a $12.2 million year-#ayimprovement. This improvement was primarily bgult of a favorable year-teear change
net loss adjusted for non-cash items of $17.2 onilbffset, in part, by a year-to-year increaseaishcused to fund changes in operating assets and
liabilities of $5.0 million.

Investing Activitiet

Net cash used in investing activities is primarédiated to capital expenditures to support our ghoWNet cash used in investing activities for
2014 and 2013 totaled $13.2 million and $3.3 millicespectively. Capital expenditures in 2014 abti3Zncluded amounts spent for machinery
equipment to improve the throughput and efficieatgur existing East Providence manufacturing ojpema. Capital expenditures in 2014 also
included expenditures for machinery, equipment@ntstruction of the third manufacturing line in &ast Providence facility.

Financing Activities

Cash flows from financing activities primarily incle (i) the net proceeds from the completion ofioitial public offering, (ii) issuances of
senior convertible notes and convertible note§,répayments of our subordinated notes, (iv) beimgs and repayments under our revolving credit
facility, (v) repayments under capital leases, {sduances of common stock, and (vii) related ezgen
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Net cash provided by financing activities for treay ended December 31, 2014 totaled $54.7 milkerancing activities during the period
included $74.7 million of net proceeds from theiaipublic offering and $4.5 million for borrowisgunder the revolving credit facility, offset, in
part, by $18.8 million of repayments on our suboatied notes, $5.5 million of repayments under évelrving credit facility and other payments of
$0.2 million.

Net cash provided by financing activities in 20&gated $17.2 million and included $18.5 milliongroceeds from the issuance of senior
convertible notes and $19.9 million from borrowingsler the revolving credit facility, offset, innhaby $20.2 million in repayments under our
revolving credit facility and $0.9 million in paymis for financing costs.

Capital Spending and Future Capital Requirements

We have made capital expenditures primarily to gvand expand our manufacturing capacity. Ourtabpkpenditures totaled $13.2
million in 2014, $3.3 million in 2013 and $10.2 fiwh in 2012. As of December 31, 2014, we had edpgidbmmitments of approximately
$11.2 million, which included commitments for whiale have entered into contracts as well as commitsreeuthorized by our Board of Directors.
These commitments relate to the improvement ofeaisting production lines and the construction af third production line in the East
Providence facility. These commitments consistrafieeering costs, equipment costs, constructiots@w related financing costs. We plan to
fund these capital commitments from available qasiceeds of our IPO.

We estimate that design, development and construcfi our third production line in the East Provide facility will cost approximately
$30.8 million. Included in the third productiondirtost estimate is approximately $4.3 million afedis purchased prior to 2014. As of Decembe
2014, we have expended an aggregate of $22.7 milliated to this effort. We intend to fund capéapenditures related to design, development
and construction of our planned second manufageaility with the remaining proceeds from the |Rash flow from operations, local
government grants and debt financings and poténgglity financings. We estimate that the totgdenxditures for the second plant infrastructure
and the first production line in our second mantufang facility will be approximately $80 milliorot$100 million.

We expect to make approximately $2.7 million initapexpenditures for environmental control fa@t in 2015, most of which relate to
emission control equipment to support our two @xisproduction lines and the newly constructeddtipiroduction line.

Off-Balance Sheet Arrangements

Since inception, we have not engaged in any ofirl sheet activities as defined in Item 303(aj{&egulation S-K.

Contractual Obligations and Commitments

The following table summarizes our contractual gdtions as of December 31, 2014, under contraat9tvide for fixed and determinable
payments over the periods indicated:

Less thar More than
Contractual Obligations Total 1 Year 1-3 Years 4-5 Years 5 Years
($ in thousands)

Purchase order commitmel $ 6,87: $ 6,87 $ — $ — $ —
Supplier purchase commitmel 4,55¢ 4,55¢
Operating lease 3,66¢ 1,12¢ 2,33¢ 17C 34
Capital lease 181 87 94
Accrued asset retirement obligatic 1,01¢ — 1,01¢ — —

Total $16,29. $12,64: $ 3,44¢ $ 17cC $ 34
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Operating and Capital Leases

We lease our office space for our corporate offindsorthborough, Massachusetts, which expire0it62 and warehouse space and land
nearby our East Providence facility, which expirearious dates from 2016 through 2021, under ramreelable operating lease agreements. See
“ltem 2 — Properties.” We also lease vehicles aaigment under non-cancelable capital leases Hpatecat various dates.

Revolving Credit Facility

In March 2011, we entered into a $10 million rewiodvcredit facility with Silicon Valley Bank. Thifcility has been amended at various
dates through 2014. On September 3, 2014, the Qongaended the loan and security agreement to éxtbenmaturity date of the revolving cre
facility to August 31, 2016 and to increase the mmaxn amount the Company is permitted to borrowjestttio continued covenant compliance .
borrowing base requirements, from $10 million t@ $&illion. At our election, the interest rate applble to borrowings under the amended
revolving credit facility may be based on the prirate or the LIBOR. Prime rate-based rates vamfpoime rate plus 0.75% per annum to prime
rate plus 1.75% per annum, while LIBOR-based raéeg from LIBOR plus 3.75% per annum to LIBOR pfu25% per annum. The amended
revolving credit facility is secured by a first @ity security interest in all assets of the Compamncluding those at the East Providence facdityl
proceeds from our intellectual property.

Accrued Asset Retirement Obligatiol

We have asset retirement obligations arising frequirements to perform certain asset retirementities at the termination of our
Northborough facility lease and upon disposal efaie machinery and equipment. The liability waitidtly measured at fair value ai
subsequently adjusted for accretion expense antfelsan the amount or timing of the estimated ¢msts. The corresponding asset retirement
costs are capitalized as part of the carrying armofitihe related long-lived asset and amortized tive asset’s remaining useful life.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standardsrpar FASB, issued Accounting Standards Updat&3id, 2014-09Revenue from
Contracts with CustomersThe standard will eliminate the transaction- amttlistryspecific revenue recognition guidance under curde8t GAAF
and replace it with a principle based approactdé&ermining revenue recognition. Public entities maquired to apply the revenue recognition
standard for annual reporting period beginning oafter December 15, 2016, including interim pesi@dthin that annual reporting period. Early
application is not permitted. We have not yet gele@ transition method and are evaluating theeffat the updated standard will have on our
consolidated financial statements and related aisices.

In August 2014, the FASB issued ASU 2014-REgsentation of Financial Statements—Going ConcBisclosure of Uncertainties about an
Entity's Ability to Continue as a Going Conceifhe standard requires an entity’'s management to&eawhether there are conditions or events
that raise substantial doubt about the entity’itglid continue as a going concern within one yafer the date that the financial statements are
issued. Public entities are required to apply stathslfor annual reporting periods ending after Ddmer 15, 2016, and interim periods thereafter.
Early application is permitted. We have early addphis standard and it did not have a materiabithpn our consolidated financial statements.

From time to time, new accounting pronouncemergdsaued by the FASB or other standard settingdsoaid adopted by the Company ¢
the specified effective date. Unless otherwisewdised, we believe that the impact of recently @sti@ndards that are not yet effective will notd
a material impact on our financial position or fesof operations upon adoption.
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Critical Accounting Policies and Estimates

Our financial statements are prepared in accordaitbeaccounting principles generally acceptechim Wnited States of America. The
preparation of our financial statements and reldiedosures requires us to make estimates, assmma@tnd judgments that affect the reported
amount of assets, liabilities, revenue, costs apemrses and related disclosures. We believe thadtimates, assumptions and judgments involved
in these accounting policies have the greatesnfiatémpact on our financial statements; and tfoeee we consider these to be our critical
accounting policies. Accordingly, we evaluate ostireates and assumptions on an ongoing basis. cdualaesults may differ from these estimates
under different assumptions and conditions. See 2db our consolidated financial statements ineilelsewhere in this Annual Report on
Form 10-K for information about these critical agnting policies, as well as a description of ourentsignificant accounting policies.

Revenue Recognitio

We recognize product revenue from the sale ofioerdf aerogel products generally upon shipmemtetivery, and research services revenue
upon delivery of research and development servinekiding under contracts with various agenciethefU.S. government. Revenue is recognized
when all of the following criteria are met: persiwasevidence of an arrangement exists, the pricedduyer is fixed or determinable, delivery has
occurred or services have been provided and cabéity is reasonably assured. Product revenuedegnized upon transfer of title and risk of loss,
which is generally upon shipment or delivery. Imegal, our customary shipping terms are FOB shippiint. Products are typically delivered
without significant post-sale obligations to custsmother than standard warranty obligations fodpct defects. We provide warranties for our
products and record the estimated cost within absales in the period that the revenue is recor®ed standard warranty period extends one tc
years from the date of sale, depending on the d§peoduct purchased. Our warranties provide toatpooducts will be free from defects in
material and workmanship, and will, under norma, nform to the specifications for the product:. the years ended December 31, 2014, 2013
and 2012, warranty charges have been insignificant.

Research services revenue is derived from the &recnf contracts awarded by the U.S. federal gaowemt, other government agencies and
other institutions. Our research and developmeangements require us to provide research in wiieimvestigate new applications of aerogel
technology. We record revenue earned on researcices contracts using the percentage-of-completiethod in two ways: (1) for firm-fixed-
price contracts, we accrue that portion of thel wdatract price that is allocable, on the basiewfestimates of costs incurred to date to total
contract cost; (2) for cost-plus-fixed-fee contsagte record revenue that is equal to total pagast incurred times a stated factor plus
reimbursable expenses, to a stated upper limit.pFineary cost in these arrangements is the latfortefxpended in completing the research ant
only deliverable other than labor hours expendeddseporting of the research results to the costoBecause the input measure of labor hours
expended is also reflective of the output measuiga reliable means to measure the extent ajness towards completion. Contract costs and
used to allocate overhead to contracts are sulgjeatdit by the respective contracting governmeenay. Revisions in cost estimates and fees
during the course of the contract are reflectettiénaccounting period in which the facts that regjthe revisions become known.

Stoclk-based Compensation
We maintain an equity incentive plan pursuant ticlvlour board of directors may grant qualified aetqualified stock options, restricted
stock and restricted stock units to board memlugfisers, key employees and others who provideamehprovided service to us.

We measure the costs associated with stock-basetsdrased on their estimated fair value at datgaoft. We recognize the costs of stock-
based awards as service or performance conditirensiet. Future expense amounts for any particulartgrly or annual period could be affected
by changes in our assumptions or changes in medklitions.
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Stock Options

We use the Black-Scholes option-pricing model toreste the fair value of stock option awards. Theedmination of the estimated fair value
of stock option awards is based on a number of texrgnd subjective assumptions. These assumptichglie the determination of the estimated
fair value of the underlying security (prior to tH0O), the expected volatility of the underlyingsgty, a risk-free interest rate, the expectethtef
the option, and the forfeiture rate for the awdeds. The following assumptions were used to eséirtee fair value of the option awards:

Year Ended
December 31
2014 2013 2012
Weightec«-average assumptior

Expected term (in year 6.17 5.47 6.0Z
Expected volatility 50.09% 48.9%% 58.06%
Risk free rate 1.94% 1.6%% 0.95%
Expected dividend yiel — % — % — %

. The expected term represents the period thastook-based awards are expected to be outstandéhig @etermined using the
simplified method described in ASC Topic 78&)mpensation — Stock Compensatifor all grants. We believe this is a better
representation of the estimated life than our ddiméted historical exercise behavic

. For the years ended December 31, 2014, 2013 @@l the expected volatility is based on the weidtdverage volatility of up to six
companies within various industries that we belieresimilar to our owr

. The risk-free interest rate is based on U.S. Sugazero-coupon issues with a remaining term efguidde expected life assumed at the
date of grant

. We use an expected dividend yield of zero, simeelo not intend to pay cash dividends on our comstock in the foreseeable future,
nor have we paid dividends on our common stockénpast

As share-based compensation expense is recogrased bbn awards ultimately expected to vest, ibleas reduced for an estimated
forfeiture rate of 6.5% for the year ended Decen®ier2014, and 3% for the years ended Decembe2(@B and 2012, respectively. Forfeitures are
required to be estimated at the time of grant anded, if necessary, in subsequent periods, ifahébrfeitures differ from those estimates.
Forfeitures were estimated based on voluntary teatitin behavior as well as analysis of actual optisfeitures.

For performance-based stock options issued dunieagé¢ar ended December 31, 2013, we used a Monlie daulation model to estimate
the number of options we expected to remain outistgrand eligible for vesting upon completion ofIR®. The simulation model was based on a
number of complex assumptions including the terfrte@performance condition, the expected valueusfcommon stock at the time of an IPO,
expected time from the date of grant to an IPO,exmkcted volatility. The compensation cost of ¢hesrformance-based options was determined
by multiplying the Black-Scholes estimate of grdate fair value by the percentage of options exgekbtti remain outstanding and eligible for
vesting upon completion of an IPO. As a resultef ¢losing of the IPO, the awards began vestingnancecorded $6.4 million of stock-based
compensation related to these performance-basedisgaring the year ended December 31, 2014.

In September 2014, we issued non-qualified sto¢kong, or NSOs to purchase 934,018 shares of constoak to employees under the 2014
Employee, Director and Consultant Equity IncentNan, or 2014 Equity Plan. The NSOs contain seflosed vesting provisions over either a
three or four year period.

Income Taxes

Income taxes are accounted for under the assdiadnility method. Deferred tax assets and liatghtiare recognized for the future tax
consequences attributable to differences betweefirtAncial statement carrying
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amounts of existing assets and liabilities andrtfesipective tax bases and operating loss and-¢dit carryforwards. Deferred tax assets and
liabilities are measured using enacted tax ratpsard to apply to taxable income in the yearshitivthose temporary differences are expected to
be recovered or settled. The effect on deferrecssets and liabilities of a change in tax ratesdegnized in income in the period that includes t
enactment date.

We recognize the effect of income tax positiongy dinthose positions are more likely than not ofrigesustained. We account for uncertain
tax positions using a recognition threshold andsueament attribute for the financial statement geton and measurement of a tax position te
or expected to be taken in a tax return. Differerfmetween tax positions taken in a tax return anouats recognized in the financial statements are
recorded as adjustments to income taxes payaléeeivable, or adjustments to deferred taxes, tir.lihanges in recognition or measurement are
reflected in the period in which the change in jugégt occurs. We recognize penalties and interieckto recognized tax positions, if any, as a
component of income tax expense.

Management’s judgment and estimates are requirddtarmining our tax provision, deferred tax asaatliabilities and any valuation
allowance recorded against deferred tax assetseViw the recoverability of deferred tax assetsndueach reporting period by reviewing
estimates of future taxable income, future reverskxisting taxable temporary differences andalaxning strategies that would, if necessary, be
implemented to realize the benefit of a deferrechtsset before expiration. We have recorded av@lillation allowance against our deferred tax
assets due to the uncertainty associated withtilieation of the net operating loss carryforwartisassessing the realizability of deferred taets
we consider all available evidence, historical prakpective, with greater weight given to histdradence, in determining whether it is more
likely than not that some portion or all of the eleéd tax assets will not be realized. The ultinnetdization of our deferred tax assets generally i
dependent upon generation of future taxable income.

Fair Value Option and Fair Value Measurements

ASC Subtopic 825-10 provides entities with an aptio measure many financial instruments and cedthiar items at fair value. Under this
guidance, unrealized gains and losses on itemgth the fair value option has been elected grerted in earnings each reporting period. As a
result of electing this option, we recorded ouradimated notes and convertible notes at fair vadw@der to measure these liabilities at an amount
that more accurately reflects the economics ofetlestruments.

The fair value of the convertible notes was deteediby utilizing a probability weighted discountash flow analysis. This analysis
determined the amount to be paid on the notegherecash or shares at the occurrence of certaintein which the convertible notes would be
converted into shares of our common stock or wbeldepaid to the lender in cash. The probabilitigited discounted cash flow analysis utilized
assumptions related to the probability of eactheftarious events occurring and discount rates.

Based upon the above we had determined that thati@h of the subordinated notes and convertibteswavere a Level 3 valuation as the
valuation utilized several unobservable inputs.@dngly, valuations of subordinated notes and eatilvle notes had required the input of highly
subjective assumptions to create a probability tteid discounted cash flow analysis. These assungpitieluded significant judgments and
estimates inherent in the determination of thedgatimns. These significant judgments includedtiime to and the probability of completing an
initial public offering or other liquidity event drthe appropriate valuation methods.

Impairment of Lon¢-Lived Assets

Long-lived assets are reviewed for impairment whenevents or changes in circumstances indicateliracarrying amount of an asset may
not be recoverable. Recoverability of assets thdde and used is measured by a comparison of thgrggamount of an asset to future
undiscounted net cash flows expected to be

73



Table of Contents

generated by the asset. If the carrying amounh@sset exceeds its estimated undiscounted futisteftows, an impairment charge is recognized
for the amount by which the carrying amount of dlseet exceeds the fair value of the asset. Faievaldetermined through various valuation
techniques including discounted cash flows modglsted market values and third-party independepitaagals, as considered necessary.

Item 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Market risk represents the risk of loss that magdot our financial position due to adverse chamgégsancial market prices and rates. Our
market risk exposure results primarily from fludtaas in interest rates as well as from inflatibonthe normal course of business, we are expos
market risks, including changes in interest ratbkwaffect our line of credit under our revolviogdit facility as well as cash flows. We may also
face additional exchange rate risk in the futureve®xpand our business internationally.

Interest Rate Risl

We are exposed to changes in interest rates indireal course of our business. At December 31, 28&shad unrestricted cash of
$49.7 million. These amounts were held for workdagital and capital expansion purposes and wegstad primarily in deposit and money
market accounts at a major financial institutiomMiorth America Due to the short-term nature of ¢hiesvestments, we believe that our exposure to
changes in the fair value of our cash as a re$ghanges in interest rates is not material.

As of December 31, 2014, we have no debt outstgnatimer than capital leases obligations of apprakéty $0.2 million with fixed interest
rates. At December 31, 2014, we also had $1.4anibhf outstanding letters of credit.

In September 2014, we amended our loan and seagtigement to extend the maturity date of the véwglcredit facility to August 31, 2016
and to increase the maximum amount we are perniiitbdrrow, subject to continued covenant compkaaied borrowing base requirements, from
$10 million to $20 million. At our election, thetarest rate applicable to borrowings under the a®émevolving credit facility may be based on
prime rate or the LIBOR. Prime rate-based rateg fram prime rate plus 0.75% per annum to prime ptis 1.75% per annum, while LIBOR-
based rates vary from LIBOR plus 3.75% per annubiB®R plus 4.25% per annum. In addition, we amguiged to pay a monthly unused
revolving line facility fee of 0.5% per annum oftaverage unused portion of the revolving creditifg.

Due to the borrowing base limitations, the effegtimount available to us under the revolving crieditity at December 31, 2014 is $12.4
million after giving effect to the $1.4 million détters of credit outstanding. As of December 3114, we had no outstanding balances drawn on the
revolving credit facility.

Inflation Risk

Although we expect that our operating results bdlinfluenced by general economic conditions, waalbelieve that inflation has had a
material effect on our results of operations duthmg periods presented in this report. However business may be affected by inflation in the
future.

Foreign Currency Exchange Risk

We are subject to inherent risks attributed to afpeg in a global economy. Principally all of oevenue, receivables, purchases and debts ar
denominated in U.S. dollars but expansion of oterimational assets and operations will increasepoteantial exposure to fluctuations in foreign
currencies.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Aspen Aerogels, Inc.:

We have audited the accompanying consolidated balsineets of Aspen Aerogels, Inc. and subsidiasexf December 31, 2014 and 2013, and the
related consolidated statements of operationskistdders’ equity (deficit), and cash flows for eauflthe years in the three-year period ended
December 31, 2014. These consolidated financitdmstents are the responsibility of the Companyanagement. Our responsibility is to expres
opinion on these consolidated financial statemieasgd on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBiqUnited States). Those standards
require that we plan and perform the audit to ebtaasonable assurance about whether the finasiataiments are free of material misstatement.
An audit includes examining, on a test basis, exddesupporting the amounts and disclosures initla@dial statements. An audit also includes
assessing the accounting principles used and &igntfestimates made by management, as well asatigj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetaegferred to above present fairly, in all mate®apects, the financial position of Aspen
Aerogels, Inc. and subsidiaries as of Decembe@14 and 2013, and the results of their operatimastheir cash flows for each of the years in the
three-year period ended December 31, 2014, in caritipwith U.S. generally accepted accounting pptes.

/sl KPMG LLP

Boston, Massachusetts
March 13, 2015
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ASPEN AEROGELS, INC.
Consolidated Balance Sheets

Assets
Current asset:
Cash and cash equivale
Accounts receivable, net of allowance for doubgfttounts
Inventories
Prepaid expenses and other current a:
Total current asse
Property, plant and equipment, |
Other asset

Total asset

Liabilities, Convertible Preferred Stock and Stockiolders’ Equity (Deficit)
Current liabilities:
Subordinated notes, current port
Convertible notes, current portic
Capital leases, current porti
Revolving line of credi
Accounts payabl
Accrued expense
Deferred revenu
Other current liabilitie!
Total current liabilities
Senior convertible note
Convertible notes, excluding current port
Capital leases, excluding current port
Other lon¢-term liabilities
Total liabilities

Commitments and contingencies (Note 1:
Stockholder’ equity (deficit):

December 31
2014 2013
(In thousands, excep
share and per share data)

Series C convertible preferred stock, $0.00001vphre; no shares authorized, issued or outstaratibgcember 31, 2014; 116,024,242 sh

authorized, 20,000 issued and outstanding at Deee81) 201

Series B convertible preferred stock, $0.00001vpare; no shares authorized, issued or outstaratibgcember 31, 2014; 1,601,053 shi

authorized, issued and outstanding December 3B

Series A convertible preferred stock, $0.00001vadwe; no shares authorized, issued or outstaratibgcember 31, 2014; 5,284,347 shi

authorized, issued and outstanding at Decembe2(@R

Preferred Stock, $0.00001 par value; 5,000,000eshauthorized, no shares issued or outstanding@rbber 31, 2014; no shares authori

issued and outstanding at December 31, :

Common stock, $0.00001 par value; 125,000,000 starthorized, 22,992,273 shares issued and 22Z®a\#istanding at December 31, 20

255,702 shares authorized, 3,137 shares issuedustdnding at December 31, 2(

Additional paic-in capital
Accumulated defici
Total stockholder equity (deficit)

Total liabilities, convertible preferred stock astdckholder equity (deficit)

$ 49,71 $ 157
17,92 18,76:
4,89 6,89:
83€ 791
73,37 28,01
71,49: 62,02

17t 191

$  145,04; $ 90,23

$ — $  17,30¢
— 43¢

76 75

— 1,00
14,20; 7,11
5,58¢ 4,81¢
292 592
5C 50
20,20 31,38
— 28,13
= 91,43
8¢ 16¢

1,03 1,071
21,32] 152,19¢
522,80( 270,79
(399,089 (332,760
123,71 (61,966
$  145,04: $ 90,23

See accompanying notes to consolidated financgsients.
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ASPEN AEROGELS, INC.
Consolidated Statements of Operations

Year Ended December 31
2014 2013 2012
(In thousands, excep
share and per share data)

Revenue
Product $ 99,25¢ $ 82,057 $ 60,38¢
Research service 3,14( 4,03 3,06¢
Total revenue 102,39¢ 86,09 63,45:
Cost of revenue
Product 83,67" 73,39¢ 70,02t
Research service 1,647 1,96¢ 1,39¢
Gross profit (loss 17,08( 10,73: (7,96%)
Operating expense
Research and developme 5,98( 5,15¢ 5,14
Sales and marketir 10,29( 9,271 8,56¢
General and administratiy 16,85: 12,83: 11,29¢
Write-off of construction in progres — 3,44( —
Total operating expens 33,12: 30,70 25,00t
Income (loss) from operatiol (16,047 (19,977 (32,979
Other income (expense
Interest expens (50,28)) (30,599 (21,790
Gain on extinguishment of convertible no — 8,89¢ —
Loss on exchange of convertible nc — (5,697 —
Debt extinguishment cos — — (1,379
Costs associated with postponed public offe — (241) —
Total other income (expense), | (50,28)) (27,639 (23,169
Net income (loss $ (66,329 $(47,61) $ (56,14))
Net income (loss) attributable to common stockhi $ (66,329 $ 1,33¢ $ (8,94)
Net income (loss) attributable to common stockh@ger common shar
Basic $ (5.37) $ 426.5: $(2,851.0))
Diluted $ (5.37) $ 410.5¢ $(2,851.0)
Weighte-average common shares outstand
Basic 12,349,45 3,13 3,13¢
Diluted 12,349,45 3,25¢ 3,13¢

See accompanying notes to consolidated financissents.
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Series C

convertible

preferred stock

Series B
convertible

preferred stock

ASPEN AEROGELS, INC.
Consolidated Statements of Stockholders’ Equity (Cfeit)

(In thousands, except share and per share data)

Series A
convertible

preferred stock

Preferred Stock

Common Stock Additional

Total
$0.00001 Par $0.00001 Par $0.00001 Par $0.00001 Par $0.00001 Par Accumulated
Paid-in Stockholders’
Value Value Value Value Value
Shares  Value Shares Value Shares Value Shares Value Shares Value Capital Deficit Equity (Deficit)
Balance at December 31, 20: — $— — $— — $— - $ — 3132 $ — $ 11549: $ (229,00) $ (113,51)
Net income (loss — — — — — — — — — — — (56,147) (56,14%)
Issuance of common sto — — — — — — — — 3 — 5 — 5
Stock compensation exper — — — — — — — — — — 1,65¢ — 1,65¢
Dividends on redeemahb
convertible preferred stoc — — — — — — — — — — (4,19)) — (4,197))
Changes in redeemal
convertible preferred stock
redemption valu — — — — — — — — — — 51,39: — 51,39:
Balance at December 31, 20: — — — — — — — — 3,137 — 164,35« (285,144 (120,79Y)
Net income (loss — — — — — — — — — — — (47,617) (47,617)
Stock compensation exper — — — — — — — — — — 4,42¢ — 4,42¢
Dividends on redeemab
convertible preferred stoc — — — — — — — — — — (996) — (99¢)
Changes in redemption value
redeemable convertible
preferred stock at
extinguishmen — — — — — — — — — — 86,16 — 86,16
Reclassification of redeemable
convertible preferred stock
from temporary to permane
equity — — 1,601,05: — 528434 — — — — — 1,08t — 1,08t
Issuance of Series
convertible preferred stoc 20,000 — — — — — — — — — — — —
Issuance of Series C prefen
stock warrants, net of
issuance cos! — — — — — — — — — — 15,76¢ — 15,76¢
Balance at December 31, 20: 20,00 — 1,601,050 — 5,284,34 — — — 3,137 — 270,79: (332,76 (61,96¢)
Net income (loss — — — — — — — — — — — (66,329 (66,329
Issuance of common sto — — — — — — — — 31 — 3 — &
Stock compensation exper — — — — — — — — — — 8.781 — 8,781
Net cashless exercise of Sel
C warrants 86,997,36 — — — — — — — — — — — —
Conversion of convertibl
preferred stock to common
stock (87,017,36) — (1,601,05) — (5284,34) — — — 115,98: — — — —
Conversion of convertible de
to common stoc — — — — — — — — 15,319,03 — 168,51( — 168,51(
Proceeds from initial publi
offering, net of issuance
costs — — — — — — — — 7,500,001 — 74,71: — 74,71:
Issuance of restricted sto — — — — — — — — 61,81¢ — — — —
Forfeiture of restricted stoc — — — — — — — — (7,727)  — — — —
Balance at December 31, 20: — $— — $— — $— — $ — 2299227 $— $ 522,80( $ (399,08) $ 123,71t

See accompanying notes to consolidated financgsients.
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ASPEN AEROGELS, INC.
Consolidated Statements of Cash Flows

Cash flows from operating activitie
Net income (loss
Adjustments to reconcile net income (loss) to mshcprovided by (used in) operating activit
Depreciation and amortizatic
Write-off of construction in progres
Loss on disposal of asst
Debt issuance costs and noncash interest exp
Write-off of costs associated with postponed public affg
Accretion of debt to fair valu
Gain on extinguishment of convertible no
Loss on exchange of convertible nc
Issuance of Series C preferred stock warrantsnimection with senior convertible not
Stock compensation exper
Loss on extinguishment of de
Other
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payabl
Accrued expense
Deferred revenu
Other liabilities
Net cash provided by (used in) operating activi
Cash flows from investing activitie
Capital expenditure
Decrease in restricted ca
Net cash used in investing activiti
Cash flows from financing activitie
Borrowings under line of crec
Repayments under line of cre
Proceeds from issuance of l-term debi
Repayment of borrowings under lc-term debi
Financing cost
Proceeds from initial public offerir
Repayment of obligations under capital le
Proceeds from issuance of common si
Net cash provided by financing activiti
Net increase (decrease) in Ci
Cash at beginning of peric
Cash at end of peric

Supplemental disclosures of cash flow informat
Interest paic

Income taxes pai

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

Accrued dividends on preferred stc

Changes in redemption value of redeemable conlepileferred stoc

Reclassification of redeemable convertible pretkstmck from temporary to permanent eq
Changes in accrued capital expenditt

Capitalized interes

Capital least

See accompanying notes to consolidated financgsients.
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Year Ended December 31

2014 2013 2012
(In thousands)

$(66,32)  $(47,61)  $(56,14%)
10,18: 10,06: 9,68¢
— 3,44( —
11¢ 23C 2,48¢
47 99¢ 2,95¢

— 241 —
50,01 18,69¢ 18,67¢
— (8,899 —
— 5,691 —
— 10,67 —
8,781 4,42¢ 1,65¢
— — 1,37¢
(31 (25 @
83¢ (4,809) (6,796
1,99t (547) 3,171
(129) (287) %)
687 (1,68¢) 1,67¢
774 2,29 1,08¢
(303) (58¢) 281
= (6,000 (6,000
6,64¢ (13,68¢) (25,879
(13,247 (3,329 (10,236
— — 451
(13,247 (3,329 (9,785
4,50( 19,92¢ 25,51t
(5,500) (20,26 (24.17)
— 18,50( 24,89(
(18,849 — —
(47) (872) (425)
74,71; — —
(80) (42) (42)

2 — 5
54,73¢ 17,24¢ 25,76¢
48,14: 231 (9,899
1,574 1,34 11,24:
$ 49,71¢ $ 157¢ $ 1,34
$ 22% $  22¢ $ 157
$ — $ — $ —
$168,51( $ — $ —
$ — $  99€ $ 4,191
$ — $(86,16)  $(51,397)
$ — $ (1,08 $ —
$ 6401 $ (529 $  (39)
$ 34 $ 7C $ 2,27(
$ 5 $ 16C $ —




Table of Contents

ASPEN AEROGELS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Description of Business
Nature of Busines:

Aspen Aerogels, Inc. (the Company) is an enerdyrtelogy company that designs, develops and manufsctnnovative, high-performance
aerogel insulation. The Company also conducts resemd development related to aerogel technolagparted by funding from several agencies
of the U.S. government and other institutions mfitrm of research and development contracts.

The Company maintains its corporate offices in Nloorough, Massachusetts. The Company has two wbwlhed subsidiaries: Aspen
Aerogels Rhode Island, LLC and Aspen Aerogels Gagm&mbH.

On June 18, 2014, the Company completed an ipitiblic offering (IPO) of 7,500,000 shares of itsrenon stock at a public offering price
$11.00 per share. The Company received net procdeki®t.7 million after deducting underwriting dismts and commissions of $4.3 million and
offering expenses of approximately $3.5 million.ddghe closing of the offering, all of the Compantfien-outstanding (i) warrants to purchase
Series C preferred stock, (the “Series C warrantghe subject to an automatic net cashless exefdjssonvertible preferred stock (including the
shares of Series C preferred stock issued upoautoenatic net cashless exercise of Series C wajrantomatically converted into 115,982 shares
of common stock, and (iii) Convertible Notes (seterB) and Senior Convertible Notes (see note fOnaatically converted into 15,319,034 shares
of common stock.

Prior to the closing of the offering, the Companynpleted a 1-for-824.7412544 reverse stock splitsatommon stock. All common shares
and related per share amounts in the financiastants and notes have been adjusted retroactivedfléct the reverse stock split.

(2) Summary of Basis of Presentation and SignificarAccounting Policies
Principles of Consolidatior

The accompanying consolidated financial statemevtiich have been prepared in accordance with giyaecepted accounting principles
the United States of America, include the accoofitte Company and its wholly owned subsidiaridsirkercompany balances and transactions
have been eliminated in consolidation.

Reclassification

The December 31, 2013 balance sheet reflects andilli@n reclassification of the Company’s saleturas reserve from a component of
accrued expenses to a reduction of accounts résej\a@$0.1 million reclassification of other asset prepaid expenses and other current asse
a reclassification of $0.1 million of other longreliabilities to other current liabilities to cawin to the current period’s presentation. The ckang
has no impact on the results of operations.

Use of Estimates

The preparation of the consolidated financial stetets requires the Company to make a number ohates and assumptions that affect the
reported amounts of assets and liabilities at #te df the consolidated financial statements aadd¢ported amounts of revenues and expenses
during the reporting period. Significant items ®dbjto such estimates and assumptions include atiogs for doubtful accounts, inventory
valuation, the carrying amount of property and pment, fair value of debt and capital stock, stbaked compensation
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and deferred income taxes. The Company evaluatestimates and assumptions on an on-going basg historical experience and other factors,
including the current economic environment, whichelieves to be reasonable under the circumstaMasagement adjusts such estimates and
assumptions when facts and circumstances dictbgeid credit markets, volatile equity markets afetlines in business investment increase the
uncertainty inherent in such estimates and assomptiAs future events and their effects cannotdterthined with precision, actual results could
differ significantly from these estimates. Changethese estimates resulting from continuing charigehe economic environment will be reflec

in the financial statements in future periods.

Cash & Cash Equivalents

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

Fair Value of Financial Instruments

Fair value is an exit price that represents theuarnthat would be received from the sale of antawsgaid to transfer a liability in an orderly
transaction between market participants. Accorginfgir value is a markdtased measurement that should be determined bases$somptions th
market participants would use in pricing an assdigbility. The Company discloses the manner inclitfair value is determined for assets and
liabilities based on a three-tiered fair value &iehy. The hierarchy ranks the quality and religbdf the information used to determine the fair
values. The three levels of inputs described irsthadard are:

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

Level 2: Observable inputs, other than Level 1gsjdor the assets or liabilities, either directtyindirectly, for substantially the full term of
the assets or liabilities.

Level 3: Unobservable inputs that are supportelitityy or no market activity and that are signifitdo the fair value of the assets or liabilit
Under the Fair Value Option Subsections of Findmst@ounting Standards Board (FASB) ASC Subtopib-8®,Financial Instruments —
Overall, the Company has the irrevocable option to repagt financial assets and financial liabilitiegait value on an instrument by instrument
basis, with changes in fair value reported in egrgieach reporting period. As a result of eledtivig option, the Company recorded its
Subordinated Notes, Senior Convertible Notes ana/€dible Notes at fair value in order to meashese liabilities at amounts that more
accurately reflect the economics of these instrusmésee notes 6, 7 and 8).

At December 31, 2014, no financial assets or ligdsl were measured at fair value. At Decembe2813, the Company’s Subordinated
Notes, Senior Convertible Notes and ConvertibleeNatere valued utilizing Level 3 inpu

Concentration of Credit Risk

Financial instruments, which potentially expose @mmpany to concentrations of credit risk, congigtcipally of accounts receivable. The
Company'’s customers consist primarily of insulatiistributors, insulation contractors and select-esers located throughout the world. The
Company performs ongoing credit evaluations o€itstomersfinancial condition and generally requires no deltal to secure accounts receiva
The Company maintains an allowance for doubtfubaots based on its assessment of the collectabfliagcounts receivable. The Company
reviews the allowance for doubtful accounts quértdthe Company has not experienced any meanimgftipayment or write-offs of accounts
receivable. Accordingly, the allowance for doubtiatounts was zero at December 31, 2014 and 20&3C®mpany does not have any off-
balance-sheet credit exposure related to its custam
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For the year ended December 31, 2014, two custoraprasented 13% and 12% of total revenue, respdctiFor the year ended
December 31, 2013, two customers represented 18% ¥ of total revenue, respectively. For the yrated December 31, 2012, one customer
represented 13% of total revenue.

At December 31, 2014, the Company had three custothat accounted for 17%, 17% and 11% of accaaatsivable, respectively. At
December 31, 2013, the Company had three custdiraraccounted for 20%, 14% and 11% of accountsvable, respectively.

Inventories

Inventory consists of finished products and rawemalts. Inventories are carried at lower of costedmined using the first-in, firgtut (FIFO)
method, or market. Cost includes materials, lalbdrraanufacturing overhead. Manufacturing overhsadldcated to the costs of conversion based
on normal capacity of the Company’s productionlfigciAbnormal freight, handling costs and materiadste is expensed in the period it occurs.

The Company periodically reviews its inventories amakes provisions as necessary for estimated £xalesolete or damaged goods to
ensure values approximate the lower of cost or gtafihe amount of any such provision is equal ¢éodifference between the cost of inventory
the estimated market value based upon assumptiang future demand, selling prices and market drdi.

Property, Plant and Equipment, N¢

Property, plant and equipment are stated at castetd held under capital leases are stated asberlof the present value of future minimum
payments, using the Company’s incremental borrowane, or the fair value of the property at theeption of the lease. Expenditures for
maintenance and repairs are charged to expensewasad, whereas major betterments are capitaéizeatiditions to property, plant and equipment.

Interest expense capitalization commences at it &i capital project begins construction and cateduwhen the project is completed. The
Company has capitalized interest costs as pahedfiistorical cost of constructing its manufactgracilities. The Company capitalized less than
$0.1 million, $0.1 million and $2.3 million in intest costs related to the build-out of the Eastience facility during the years ended
December 31, 2014, 2013 and 2012, respectively.

Depreciation on plant and equipment is calculatethe straight-line method over the estimated usieks of the assets. Assets related to
capital leases are amortized on a straight-lineslzagr the shorter of the lease term or estimasedul life of the asset.

Assets utilized in the Company’s operations thattaken out of service with no future use are akhtg cost of sales or operating expenses,
depending on the department in which the assettilased. Write-offs of construction in progresearharged to operating expenses upon the
determination of no future use.

Other Assets

Other assets primarily include long-term deposgiis patent costs. Patent costs are amortized oedifelof the patent.

Impairment of Lon¢-Lived Assets

Long-lived assets are reviewed for impairment whenevents or changes in circumstances indicatahbacarrying amount of an asset or
asset group may not be recoverable. Recognitionragasurement of a potential impairment is perfororedssets grouped with other assets and
liabilities at the lowest level where

82



Table of Contents

identifiable cash flows are largely independenthef cash flows of other assets and liabilities.dvecability of assets to be held and used is
measured by a comparison of the carrying amouahafsset or asset group to future undiscountechsétflows expected to be generated by the
asset or asset group. If the carrying amount afsmet or asset group exceeds its estimated undiscbiuture cash flows, an impairment charge is
recognized for the amount by which the carrying am@f the asset or asset group exceeds the faie wd the asset or asset group. Fair value is
determined through various valuation techniquekiding discounted cash flows models, quoted marlktes and third-party independent
appraisals, as considered necessary.

Asset Retirement Obligatior

The Company records asset retirement obligatiosscésted with its lease obligations and the ret@enof tangible long-lived assets. The
Company reviews legal obligations associated vighretirement of long-lived assets that result faamtractual obligations or the acquisition,
construction, development and/or normal use obfsets. If it is determined that a legal obligasaists, regardless of whether the obligation is
conditional on a future event, the fair value & tiability for an asset retirement obligation ésognized in the period in which it is incurreda if
reasonable estimate of fair value can be made mouat equal to the fair value of the liability is@recorded as a long-term asset that is
depreciated over the estimated life of the asdw.difference between the gross expected futute @atflow and its present value is accreted over
the life of the related lease as an operating es@en

Deferred Revenu

The Company records deferred revenue for prodles sehen (i) the Company has delivered productothér revenue recognition criteria
have not been satisfied or (ii) payments have beegived in advance of products being delivered.

Redeemable Convertible Preferred Stc

The Company’s Series A and Series B redeemableectible preferred stock were classified as tempoeguity and shown net of issuance
costs at December 31, 2012. The Company recogulzupes in the redemption value and adjusted tgimg amount of the redeemable
convertible preferred stock to equal the redempt&ine at the end of each reporting period.

As part of an amendment to its certificate of ipmyation in 2013, the Company changed the ternits oédeemable convertible preferred
stock such that the fair value of the shares imateti after the amendment was significantly differeom the fair value of the shares immediately
before the amendment. Accordingly, the Company atEnl for the amendment as an extinguishment. filaege in fair value upon extinguishm
was recorded in additional paid-in capital (seeri®).

Revenue Recognitio

The Company recognizes revenue from the sale afugts and delivery of research and developmenicgsvRevenue is recognized whet
of the following criteria are met: persuasive evicke of an arrangement exists, the price to therisyfexed or determinable, delivery has occurred
or services have been provided, and collectabditgasonably assured.

Product Revenut

Product revenue is generally recognized upon teaiwdftitle and risk of loss, which is generallyompshipment or delivery. The Company’s
customary shipping terms are free on board (FOR)pstg point; however, some products are shippé&gusOB destination shipping terms.
Revenue associated with products shipped FOB dgistinis recognized when the products reach tipeicified destination. Products are typically
delivered without significant post-sale obligatidoscustomers.
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Sales returns are recorded based on historica aat&return information. Products that exhibitawral sales return patterns due to quality or
other manufacturing matters are specifically inigaded and analyzed as part of the sales retumu@cd he sales return accrual represents a re
for products that may be returned due to qualityceons or authorized for destruction in the fi@dles return reserves are recorded at full original
sales value. The Company rarely exchanges proftoctsinventory for returned products. Sales ret@serves were $0.1 million and $0.2 million
at December 31, 2014 and 2013, respectively.

Warranty

The Company provides warranties for its productsr@eords the estimated cost within cost of saldke period that the related revenue is
recorded. The Company’s standard warranty peri¢ehels one to two years from the date of sale, d#pgron the type of product purchased. The
warranties provide that the Company’s products élifree from defects in material and workmansaiy will, under normal use, conform to the
specifications for the product. For the years erldedember 31, 2014, 2013 and 2012, warranty claimischarges have been insignificant.

Research Services Reven

The Company performs research services under cbsitrath various government agencies and otheituitisins. The Company records
revenue earned on research services contracts theiqpgrcentage-of-completion method in two waysfdr firm-fixed-price contracts, the
Company accrues that portion of the total contpaice that is allocable, on the basis of the Comjsa@stimates of costs incurred to date to total
contract costs; (2) for cost-plus-fixed-fee contsathe Company records revenue that is equatabpayroll cost incurred times a stated factosplu
reimbursable expenses, to a stated upper limit.pFineary cost is the labor effort expended in cogtiph research and the only deliverable other
than the labor hours expended is reporting of reba@sults to the customer. Because the input unmeas labor hours expended is also reflectiv
the output measure, it is a reliable means to meahe extent of progress towards completion. Renssin cost estimates and fees during the
course of the contract are reflected in the acéogmeriod in which the facts that require the semis become known.

Provision is made for the entire amount of futustineated losses on contracts when the currentacrestimate is a loss while claims for
additional contract compensation are not reflegtetie accounts until the year in which such claaresidentifiable and receipt is probable.
Contract costs and rates used to allocate ovetioezmhtracts are subject to audit by the respecivdracting government agency. Adjustments to
revenue as a result of audit are recorded in tHeghéhey become known. Adjustments to revenuerasualt of audit have been insignificant.

Shipping and Handling Cost

Shipping and handling costs are classified as gpooent of cost of revenue. Customer payments ppghg and handling costs are recorded
as product revenue.

Stoclk-based Compensation

Stock-based compensation cost is measured ataheé dmte based on the fair value of the award. Es@és recognized on a straidime basis
over the requisite service period for all awardthwervice conditions. For performance-based awéndsgrant date fair value is recognized as
expense when the condition is probable of beindeseld, and then on a graded basis over the regusisivvice period. The Company uses the Black-
Scholes option-pricing model to determine the ¥aiue of service-based option awards, which reguaraumber of complex and subjective
assumptions including fair value of the underlysegurity, the expected volatility of the underlysegurity, a risk-free interest rate and the
expected term of the option. The fair value ofiettd stock and restricted stock unit grants teained using the closing trading price of the
Company’s
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common stock on the date of grant. For performdrased stock options issued during the year endedrbtger 31, 2013, the Company used a
Monte Carlo simulation model to estimate the nunddeptions the Company expected to remain outatgrahd eligible for vesting upon
completion of an IPO. The simulation model was Has®a number of complex assumptions includingehes of the performance condition, the
expected value of the Company’s common stock datitiie of its IPO, the expected time from the ddtgrant to its IPO, and expected volatility.
The compensation cost of these performance-badeahspvas determined by multiplying the Black-Sesoéstimate of grant date fair value by the
percentage of options expected to remain outstgratid eligible for vesting upon completion of thengpany’s IPO.

Research and Developme

Costs incurred in the research and developmeimeo€bmpany’s products are expensed as incurrethaludle compensation and related
costs, services provided by third-party contragtoraterials and supplies and are classified asrelsend development expenses. Research and
development costs directly associated with resesgckices revenue are classified as research serivicost of revenue.

Earnings Per Share

Prior to the IPO, net income (loss) per commoneshas calculated using the two-class method, wikielm earnings allocation formula that
determines net income (loss) per share for theensldf the Company’s common shares and participatcurities. Prior to their conversion to
common stock at the time of the Company’s IPOQbepany’s Series A preferred stock, Series B prefestock, Series C preferred stock and
Series C preferred stock warrants contained ppdiicin rights in any dividend to be paid by the @amy to holders of its common shares and were
deemed to be participating securities. Net incologs] available to common shareholders and paaticig securities was allocated to each share on
an as-if-converted basis as if all of the earniiogshe period had been distributed. The partidqgasecurities did not include a contractual
obligation to share in losses of the Company anetwet included in the calculation of net loss glesire in the periods that have a net loss.

Diluted net income (loss) per share is computedgudie more dilutive of (a) the two-class methadb) the if-converted method. The
Company allocates net income (loss) first to preféstockholders and holders of warrants to puepasferred stock based on dividend rights and
then to common stockholders, preferred stockholdedspreferred warrant holders based on owneratepeists. The weighted-average number of
common shares included in the computation of dilutet income (loss) gives effect to all potentiaijutive common equivalent shares, including
outstanding stock options and warrants. Commonvatgrit shares are excluded from the computatiailatfed net income (loss) per share if their
effect is antidilutive.

Subsequent to the IPO, the Company calculatescetrie (loss) per common share based on the weightdge number of common shares
outstanding during each period. Potential commoaoks¢équivalents are determined using the treasock snethod. The weighted-average number
of common shares included in the computation afted net income (loss) gives effect to all potdiytidilutive common equivalent shares,
including outstanding stock options, restrictedtktonits and warrants. Common equivalent sharesyai@ded from the computation of diluted net
income (loss) per share if their effect is antitie.

Income Taxes

Income taxes are accounted for under the assdiadnility method. Deferred tax assets and liatghtiare recognized for the future tax
consequences attributable to differences betweefirtancial statement carrying amounts of existiegets and liabilities and their respective tax
bases and operating loss and tax credit carryfasvddeferred tax assets and liabilities are medsusing enacted tax rates expected to apply to
taxable income in the years in which those tempadiferences are expected to be recovered oesdefilhe effect on deferred tax assets and
liabilities of a change in tax rates is recognizethcome in the period that includes the enactnlaie.
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The Company recognizes the effect of income taitipas only if those positions are more likely thaot of being sustained. The Company
accounts for uncertain tax positions using a reitmgnthreshold and measurement attribute for tharfcial statement recognition and measurer
of a tax position taken or expected to be takemtizx return. Differences between tax positionsitak a tax return and amounts recognized in the
financial statements are recorded as adjustmersdme taxes payable or receivable, or adjustnmerdsferred taxes, or both. Changes in
recognition or measurement are reflected in thimgen which the change in judgment occurs. The Gany recognizes penalties and interest
related to uncertain tax positions, if any, as @pgonent of income tax expense.

Segment:

Operating segments are identified as componerdaa ehterprise about which separate, discrete fiabimformation is available for
evaluation by the chief operating decision makanaking decisions on how to allocate resourcesaandss performance. The Company'’s chief
operating decision maker is the Chief Executivadg@ff The Company’s chief operating decision makeiews consolidated operating results to
make decisions about allocating resources andsisggzerformance for the entire Company. The Compéws its operations and manages its
business as one operating segment.

Information about the Company’s revenues, baseshgogment destination or research services locaisgmesented in the following table:

Year Ended December 3:
2014 2013 2012
(In thousands)

Revenue
U.S. $ 39,80¢ $30,16¢ $19,90¢
Internationa 62,59( 55,93( 43,54
Total $102,39¢ $86,09¢ $63,45:

Recently Issued Accounting Standar

In May 2014, the FASB issued Accounting Standargddtie (ASU) 2014-0Revenue from Contracts with Customef$ie standard will
eliminate the transaction- and industry-specificeraie recognition guidance under current U.S. GAA® replace it with a principle based
approach for determining revenue recognition. Ruiditities are required to apply the revenue reitiognstandard for annual reporting period
beginning on or after December 15, 2016, includimgrim periods within that annual reporting peri&arly application is not permitted. The
Company has not yet selected a transition methddsaevaluating the effect that the updated stahdélt have on its consolidated financial
statements and related disclosures.

In August 2014, the FASB issued ASU 2014-REgsentation of Financial Statements—Going ConcBisclosure of Uncertainties about an
Entity's Ability to Continue as a Going Conceifhe standard requires an entity’'s management to&eawhether there are conditions or events
that raise substantial doubt about the entity'itglid continue as a going concern within one yaféer the date that the financial statements are
issued. Public entities are required to apply stashslfor annual reporting periods ending after Ddmer 15, 2016, and interim periods thereafter.
Early application is permitted. The Company eadgted this standard and it did not have a matiniphct on its consolidated financial
statements.

From time to time, new accounting pronouncemergssaued by the FASB or other standard settingdsoaind adopted by the Company ¢
the specified effective date. Unless otherwisewdised, the Company believes that the impact ohtgcissued standards that are not yet effective
will not have a material impact on its financiakjimn or results of operations upon adoption.
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(3) Inventories
Inventories consist of the following:

December 31

2014 2013

(In thousands)
Raw materia $4,05: $2,81:
Finished good 84t 4,07¢
Total $4,897 $6,89:2

(4) Property, Plant and Equipment, Net
Property, plant and equipment consist of the foilhmuw

December 31

2014 2013 Useful life
(In thousands)

Construction in progres $ 24,12« $ 6,17 —
Buildings 16,30: 16,30: 30 years
Machinery and equipme 78,37¢ 77,46¢ 5— 10 year
Computer equipment and softw: 5,55¢€ 5,29¢ 3 years

Total 124,36: 105,24
Accumulated depreciation and amortizat (52,869 (43,227)

Property, plant and equipment, | $ 71,49: $ 62,02:

Plant and equipment under capital leases consteiedbllowing:

December 31

2014 2013

(In thousands)
Office equipment, at co: $11€ $ 118
Vehicles, at cos 28¢ 28¢
Total capital lease 40¢ 401
Accumulated amortizatio (26E (17¢€)
Capital leases, ni $ 141 $ 228

Depreciation expense was $10.1 million, $10.0 orilland $9.6 million for the years ended DecembeRB14, 2013 and 2012, respectively.
Amortization associated with assets under captaes was less than $0.1 million, for each of #ae#syended December 31, 2014, 2013 and 2012.

During the fourth quarter of 2012, certain equiptretated to the Company’s manufacturing operatinrike East Providence facility was
taken out of service with no future alternative.Ug®e remaining carrying value of the equipmers256 million was charged to cost of sales.

During the fourth quarter of 2013, the Company cletegl its 2014 operating plan, which contemplatéet@atives to complete the build out
of the East Providence facility. In conjunction lwihis process, the Company performed an assessinemthand, londead time equipment for tt
third production line and determined that certaiats and partially completed assets had no fultemative use. As a result, the Company recc
a write-off of construction in progress totaling 4anillion, inclusive of $0.4 million of capitalizkinterest, for the year ended December 31, 2013.
In addition, $2.3 million of equipment was idergili as having an alternative use as spare partise@xisting production lines.
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Construction in progress totaling $24.1 million &&2 million, at December 31, 2014 and 2013, repely, related primarily to the
construction of a third production line and othapital projects at the East Providence facility.

(5) Accrued Expenses

Accrued expenses consist of the following:

December 31

2014 2013
(In thousands)
Employee compensatic $4,851 $3,92¢
Professional fee 76 20C
Deferred ren 15E 112
Other accrued expens 50€ 57€
$5,58¢ $4,81¢

(6) Subordinated Notes
Subordinated Notes consists of the following:

December 31
2014 2013
(In thousands)
Subordinated Note — $ 17,30¢
Current maturities of Subordinated No — (17,300

Subordinated Notes, excluding current port — $ —

15

“

On December 29, 2010, the Company issued 12% Sk8uteordinated Promissory Notes (the Subordinatetds) for aggregate proceeds of
$10.0 million with an original maturity date of Deaber 29, 2015. The proceeds were used to funekipension of a second manufacturing line at
the East Providence facility. The Subordinated Bl@tere collateralized by certain of the Compangsets at the East Providence facility.

All accrued interest on the Subordinated Notes eeaspounded sen@nnually and added to principal on June 30th arckBéer 31st of ea
year. Accrued and unpaid interest on the Suborelihiibtes was due and payable at maturity. The Sirtaied Notes were subject to certain
financial covenants, which include a minimum tatgyifiet worth calculation.

In conjunction with the financing, the Company s3d81 detachable stock warrants to purchase thgo@uy’'s common stock at $8.25 per
share. The warrants were immediately exercisalilesahto expire on December 29, 2017. The Compatermined that the warrants, which are
subject to net share settlement, are equity cladsif portion of the debt proceeds totaling $2iiom was allocated to the warrants based on the
estimated fair value of the warrants using the Blacholes option pricing model and the followingwasptions: (i) risk free interest rate of 2.75%,
(i) life of 7.5 years, (iii) volatility of 50%, aoh (iv) expected dividend yield of zero. The delstcdiunt was being amortized to interest expense
utilizing the effective interest rate method ovse term of the Subordinated Notes.

The Company executed several amendments to the@nai@d Notes prior to September 26, 2012, in twiiie maturity date of the
Subordinated Notes was extended to March 2, 20d4taninterest rate was increased to 12.75% amdtth&5% per annum. The Company
determined that these amendments were not sulatant represented modifications at the respeativendment dates.
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In connection with the issuances of the Convertihiiées on September 26, 2012, the terms of ther8izded Notes were amended (i) to
increase the interest rate to 20% per annum anib @dd a premium which provided each note hold#r additional interest equal to the amoun
interest that would have accrued to the date oathendment if the notes had provided interestrateaof 20% per annum on the original principal
amount and from the initial date of issuance. Tiygieable premium of $1.4 million of additional émest was due upon maturity. In conjunction
with the Company’s March 2013 financing (see nQtali® Company further amended the terms of the@&limated Notes to extend the maturity
date to September 30, 2014.

The Company determined that the present valueso€dlsh flow pursuant to the Subordinated Noteaprssnded on September 26, 2012, was
more than 10% greater than the remaining cashflansuant to the notes prior to the amendment. Atiegly, the Company accounted for the
amendment as an extinguishment and reissuancewobnbordinated Notes. The Company recorded a $illiénrioss associated with the
extinguishment, which represents the differencevbent the carrying value of the original Subordidatmtes and the fair value of the new
Subordinated Notes.

Subsequent to the extinguishment and upon reissuztbhe Subordinated Notes, the Company electthihvalue option for the
Subordinated Notes and recorded the instrumemtratdlue. The fair value of the Subordinated Nates determined by analysis of the amount to
be paid on the notes at the occurrence of centainte in which the Subordinated Notes would beicefmathe noteholders in cash. The probability
weighted discounted cash flow analysis utilizedueg®ions related to the probability of the occucenf each of the various events and approg
discount rates for each of the scenarios.

At December 31, 2012 the valuations were calculateh implied discount of approximately 31% andenmgeighted as follows: repayment
prior to maturity on June 30, 2013, 65%; and repaytnat maturity on September 30, 2014, 35%. Thexddwnot be a material difference if the
weightings were increased or decreased by 10%.e&e@ber 31, 2012, the aggregate fair value of the@linated Notes was determined to be
$13.5 million, with an aggregate unpaid principalance totaling $13.1 million.

At December 31, 2013 the valuations were calculatezh implied discount of approximately 20% andengeighted as follows: repayment
prior to maturity on June 30, 2014, 20%; and repaytnat maturity on September 30, 2014, 80%. Thexddwnot be a material difference if the
weightings were increased or decreased by 10%.e&e@ber 31, 2013, the aggregate fair value of the@linated Notes was determined to be
$17.3 million, with an aggregate unpaid principalance totaling $15.9 million.

Upon the completion of the Company’s IPO discussatbte 1, the Company used a portion of the netgeds to repay $18.8 million of the
original principal balance and accrued interesthenSubordinated Notes. As of June 20, 2014, difyations under the Subordinated Notes had
been paid in full.

The following table presents a roll-forward of flair value of Level 3 (significant unobservableutg) Subordinated Notes for the years
ended December 31, 2014, 2013 and 2012:

Balance at December 31, 2C $ —

Transfer into Level 3 on September 26, 2012 12,43t
Change in fair value included in interest expe 1,10(
Balance at December 31, 20 13,53t
Change in fair value included in interest expe 3,771
Balance at December 31, 20 17,30¢
Change in fair value included in interest expe 1,54:
Repaymen (18,849
Balance at December 31, 20 $ —

(1) Fair value option election was made on Septembe?2@B2.
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Interest expense, inclusive of changes in faireand amortization of deferred financing coststeal to the Subordinated Notes for the years
ended December 31, 2014, 2013 and 2012 was $1i6rm#$3.8 million and $2.9 million, respectivel®f these totals, $0.0 million, $0.0 million
and $0.3 million have been capitalized as parhefdaosts of the second production line at the Caoyipd&ast Providence facility for the years
ended December 31, 2014, 2013 and 2012, respsc(aes note 10).

(7) Senior Convertible Notes

Senior Convertible Notes consist of the following:

December 31

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

Effective March 28, 2013, the Company entered inidote and Warrant Purchase Agreement (March 20&8) duthorizing the issuance of
$22.5 million of Senior Subordinated Convertibletd&o(the March 2013 Investor Notes) and Senior &libated Arcapita Notes (the March 2013
Arcapita Notes) (collectively, the Senior Convdgiblotes). At each closing under the March 2013 NfRA Company issued warrants to purchase
shares of a newly created Series C Preferred $tioelSeries C) based on the principal balance nib8€onvertible Notes issued to each
purchaser. The Company determined that the Senearfaints, which were subject to net share settiemeere equity classified. Collectively, the
warrants issued pursuant to the March 2013 NPA wereecisable for Series C shares equal to 85.78tedthen outstanding capital stock of the
Company on a fully diluted basis. The warrants &ia@xercise price of $0.0001 per share, were imetelgliexercisable and an expiration date of
March 28, 2023.

The March 2013 Investor Notes accrued interestrateaof 8% per annum compounded annually and atddedncipal on December 3lof
each year. Accrued and unpaid interest was paygdae maturity or on the date of any prepaymentréded interest was payable in cash at the
of payment of principal or converted with the ocaisting principal amount into common shares of thm@any upon an IPO. Upon maturity, the
Company was required to pay 1.375 times the agtgggacipal amount and accrued interest on thecMa013 Investor Notes then outstanding or
$33.8 million on March 28, 2016.

The March 2013 Arcapita Notes were non-interestibgaand were scheduled to mature on March 28, 206 March 2013 Arcapita Notes
included an option to purchase one share of nogjating preferred stock, as defined, on the nigtalate. This preferred stock was to be seni
all other series of the Company’s outstanding cdible preferred stock and have a liquidation prefiee totaling $5.2 million at maturity. If this
option were to have been exercised, the Companydwtayve created a new series of preferred stock.

Pursuant to side letter agreements, in March ang 2043, holders of $7.5 million of Convertible Nstgee note 8) issued in November 2
and January 2013 (the Initial Notes) exchanged tir@inal principal balance for an equivalent gipal amount of Senior Convertible Notes (the
Exchanged Notes) and a pro-rata share of Seriearfamts issued under the March 2013 NPA. The Coynpacounted for the warrant as a debt
issuance cost and recorded an immediate chardeddair value of the Series C warrants totalingt$hillion in interest expense. Pursuant to the
exchange, the holders of the Exchanged Notes et @iotes senior in preference to the Initial Nated with an extended maturity date of
March 28, 2016.

Given that the terms of the Exchanged Notes wdrstantially different than the terms of the InitNdtes, the exchange was accounted for as
an extinguishment of debt. Upon the exchange, ttragainy recognized a
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loss totaling $5.7 million representing the diffece between (i) the fair value of the ExchangeceNlat reissuance and the fair value of Series C
preferred stock warrants, and (ii) the carryingreadf the Initial Notes. The Company elected tmaat for all of the issuances of its Senior
Convertible Notes and various embedded derivativescordance with ASC Topic 825-Txir Value Option for Financial Liabilities whereby
the Company initially and subsequently measuresifthancial instrument in its entirety at fair vajwith the changes in fair value recorded each
reporting period in other interest expense (income)

In March and May 2013, the Company issued an anfiti$15.0 million of Senior Convertible Notes. Tiweholders received a pro-rata
share of Series C warrants for their participatiothe financing. The Company accounted for therar@rissuances as a debt issuance cost and
recorded an immediate charge for the fair valutnefSeries C warrants totaling $10.7 million ireneist expense (see note 10). In conjunction with
the March 2013 NPA, the Company incurred $0.9 omillof debt issuance costs, which was allocateddmivthe debt and equity instruments
related to the transaction. $0.6 million was altedao the notes and recorded through interestresepevhile the remaining $0.3 million was
allocated to the warrants with an offset for additil paid-in capital.

Net proceeds from the issuance of the Senior CtibleeNotes were used (i) for investment in workapital to support revenue growth
(ii) for capital expenditures to improve the eféincy and throughput of existing manufacturing asaet (iii) to settle all cash obligations undex th
Company’s cross license agreement with Cabot Catioor (see note 11).

Upon the completion of the CompasyPO discussed in note 1, the outstanding priheipd accrued interest on the Senior Convertibles
were marked to an aggregate fair value of $39.5aniknd automatically converted into 3,591,604rek@f common stock equal to the unpaid
principal amount of the Senior Convertible Noted ancrued interest as of June 18, 2014 dividedh&yonversion Price, which was 62.5% of the
initial public offering price of $11.00 per shahe.addition, all outstanding Series C warrants warmmatically net exercised, which, together with
the then outstanding shares of Series C prefetoe#t,sconverted into 104,734 shares of common sipak the closing of the Company’s IPO.

Fair Value Option

The following table presents the difference betwibenaggregate fair value and the aggregate umppidipal balance of the Senior
Convertible Notes recorded at fair value at Decarie 2013:

Fair value over

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

Fair Value Measurements

The change in the fair values of the Senior CoiitMeriNotes during the year ended December 31, 20842013 was determined by utilizing
probability weighted discounted cash flow analys@sich took into consideration market and genecahemic events, as well as the Company’s
financial results and other data available. Thesdyaes determined the amount to be paid on theS€onvertible Notes in either cash or share
the occurrence of certain events in which the Sedanvertible Notes would be converted into shafdbe Company’s common stock or would be
repaid in cash. The probability weighted discourdash flow
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analyses utilized assumptions related to the piibtyabf the occurrence of each of the various dgeand appropriate discount rates for each of the
scenarios as of December 31, 2013 are as follows:

Estimated

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

The above scenarios incorporated a weighted avarggied discount rate of 41.7%.
The final payment amount of the Senior Convertidges upon the closing of the Company’s IPO wasrdghed to be $39.5 million.

The following table presents a roll-forward of fila@ value of Level 3 (significant unobservableug) Senior Convertible Notes for the years
ended December 31, 2014, 2013 and 2012:

March 2013 March 2013 Total Senior

Investor Arcapita Convertible

Notes Notes Notes

Beginning balance as of December 31, 2012 $ — $ — $ —

Issuances of senior convertible nc 13,43t 1,53¢ 14,97:
Fair value of notes exchanged for senior

convertible note 6,132 1,44¢ 7,57¢
Conversion of the Senior Convertible No 4,91F 673 5,58¢
Balance at December 31, 20 24,48: 3,65¢ 28,13t
Change in fair value included in interest expe 9,80: 1,57C 11,37
Conversion of Convertible Nott (34,285 (5,227%) (39,509

Balance at December 31, 2C $ — $ — $ —

Changes in fair value of the Company’s Senior Cdible Notes for the years ended December 31, 2042013 was $11.4 million and $5.6
million, respectively. The charge for the fair valof the Series C warrants of $10.7 million waduded in interest income (expense) for the year
ended December 31, 2013.

(8) Convertible Notes

Convertible Notes consist of the following:

December 31

2014 2013
(In thousands)
Investor Note: $ — $87,47¢
Arcapita Notes — 4,39t
Total Convertible Note — 91,87¢
Current maturities of convertible not — (435)
Convertible Notes, excluding current porti $ — $91,43¢
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Commencing in June 2011 and concluding in Janudt 2he Company issued a total of $69.9 millio8%f subordinated convertible notes
(the Investor Notes) to new and existing investdhe Investor Notes had original maturity dateswfe 1, 2014, June 14, 2014 and December 6,
2014, depending on their date of issuance. CommgrigiDecember 2011 and concluding in Septembe2,2b& Company issued a total of
$3.5 million of noninterest bearing convertiblee®mto an existing investor (the Arcapita Notese Rncapita Notes were originally set to mature
December 6, 2014. Net proceeds from the InvestéedNand Arcapita Notes (collectively, the Convéetidotes) were used to fund the completion
of the Company’s second production line at the Pastidence facility, to begin the constructioracthird production line at the East Providence
facility, and to fund the Company’s operating cestuirements.

In conjunction with the execution of the March 20NBA (see note 7) on March 28, 2013, the holdedldfut approximately $0.3 million of
original principal amount of the Convertible Notageed to extend the original maturity date ofrthetes by two years. Given that the term of the
Convertible Notes, as amended, differed substénfra@m the original term, the amendment was actedifor as an extinguishment of debt. On
March 28, 2013, the Company recognized a gain tingxshment totaling $8.9 million which represetits difference between (i) the fair value
the Convertible Notes at reissuance, and (i) #ievialue of the Convertible Notes just prior te tmendment.

The Investor Notes earned interest at a rate op&/&annum compounded annually and to be addedricial on December 31st of each
year. Accrued and unpaid interest was payable atrityaor on the date of any prepayment. Accruadrigst was payable in cash at the time of
payment of principal or converted with the outstagdrincipal amount into common shares of the Canypupon an IPO. Upon maturity, the
Company was to be required to pay 1.375 timesdleegate principal amount and accrued interesherrivestor Notes then outstanding.
Aggregate principal amounts due on December 6, 2Didk 1, 2016 and December 6, 2016 are $0.5 mii61.0 million and $63.5 million,
respectively.

The Arcapita Notes were non-interest-bearing arelaluDecember 6, 2016. The Arcapita Notes includedption to purchase one share of
nonparticipating preferred stock, as defined, @nrttaturity date. This preferred stock was to béosea all other series of the Company’s
outstanding convertible preferred stock and to tairquidation preference totaling $6.8 milliontliis option were to have been exercised, the
Company would have created a new series of prefetoek.

The Company elected to record the Convertible Natéair value upon issuance. The aggregate fairevaf the notes was $91.9 million at
December 31, 2013.

Upon the closing of the Company’s IPO discusseatbiie 1, the outstanding principal and accrued éstesn the Convertible Notes were
marked to an aggregate fair value of $129.0 milaad automatically converted into 11,727,430 shafe®mmon stock equal to the unpaid
principal amount of the Convertible Notes and aedrinterest divided by the Conversion Price, whiels 62.5% of the initial public offering price
of $11.00 per share.

Fair Value Option

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

Fair value over

Aggregate unpaic unpaid principal
Aggregate fair value principal balance balance
(In thousands)
Investor Note $ 87,47¢ $ 68,26¢ $ 19,21¢
Arcapita Notes 4,39t 3,47¢ 91€
Total Convertible Note $ 91,87/ $ 71,74 $ 20,13:
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Fair Value Measurements

The change in the fair values of the Senior CoiitMeriNotes during the year ended December 31, 20842013 was determined by utilizing
probability weighted discounted cash flow analysésich took into consideration market and genecahemic events, as well as the Company’s
financial results and other data available. Thesdyaes determined the amount to be paid on theS€onvertible Notes in either cash or share
the occurrence of certain events in which the Sedanvertible Notes would be converted into shafdbe Company’s common stock or would be
repaid in cash. The probability weighted discourtash flow analyses utilized assumptions relatetiegrobability of the occurrence of each ol

various events and appropriate discount ratesgch ef the scenarios as of December 31, 2013 vedialaws:

December 31, 201.

Estimated

exit date of
Potential exit scenario ever future event
IPO scenario 1 06/30/1¢
IPO scenario ; 03/31/1¢
Sale scenario 06/30/1¢
Sale scenario 03/31/1¢
Dissolution 09/30/1¢
Private compan At maturity

Estimated
probability

of future

event

45%
5%
1%
15%
5%
15%

The above scenarios incorporated weighted averagked discount rates of 31% and 40% at DecembgP@12 and 2013, respectively.

Given that the valuation of the Convertible Notébzed several unobservable inputs, the Comparngrdened that the valuation of the

Convertible Notes was a Level 3 valuation.

The final payment amount of the Convertible Notgsruthe closing of the Company’s IPO was determindae $129.0 million.

The following table presents a roll-forward of fiaé@ value of Level 3 (significant unobservableug) Convertible Notes for the years ended

December 31, 2014, 2013 and 2012:

Arcapita
Investor

Notes Notes
Balance at December 31, 2011 $ 50,11¢ $ 58t
Issuances of convertible not 21,99 2,90(
Change in fair value included in interest expe 18,81: 683
Balance at December 31, 20 90,92( 4,16¢
Issuances of convertible nol 2,09( 1,44(C
Fair value of notes exchanged for senior convertitaites (5,97 (1,282
Gain on extinguishment of convertible no (8,499 (400
Change in fair value included in interest expe 8,93¢ 46¢
Balance at December 31, 20 87,47¢ 4,39
Change in fair value included in interest expe 35,03¢ 2,092
Conversion of Convertible Nott (122,514 (6,487%)

Balance at December 31, 20 $ — $ —
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Total
Convertible

Notes

$ 50,70
24,89:
19,49/
95,08¢
3,53(
(7,259
(8,899
9,407
91,87«
37,12¢
(129,00:)
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The charge recognized as a result of the chanteifair value of the Company’s Convertible Notesw$37.1 million, $9.4 million and
$17.6 million for the years ended December 31, 22043 and 2012, respectively (see note 10).

(9) Revolving Line of Credit

In March 2011, the Company entered into a $10.0anitevolving credit facility with Silicon Valleank. This facility has been amended at
various dates through 2014.

On September 3, 2014, the Company amended antkb i@ loan and security agreement to extend #tarity date of the facility to
August 31, 2016 and increase the maximum amourtmepany is permitted to borrow, subject to corgshaovenant compliance and borrowing
base requirements, from $10 million to $20 milligti.the Company’s election, the interest rate aaflie to borrowings under the amended
revolving credit facility may be based on the prirate or the LIBOR. Prime rate-based rates vampfpoime rate plus 0.75% per annum to prime
rate plus 1.75% per annum, while LIBOR-based raaeg from LIBOR plus 3.75% per annum to LIBOR pfu85% per annum. In addition, the
Company is required to pay a monthly unused reaglline facility fee of 0.5% per annum of the agsainused portion of the revolving credit
facility. The amended revolving credit facilitysecured by a first priority security interest ihadsets of the Company, including those at th¢ Eas
Providence facility, except for certain exclusions.

At December 31, 2014 and 2013, the Company hadrd#0 million and $1.0 million, respectively, dretrevolving credit facility. The
Company also had outstanding letters of credit éddly the revolving credit facility of $1.4 millicend $1.2 million at December 31, 2014 and
2013, respectively, which reduce the funds otherwigilable to the Company. Based on the availadr®wing base, the effective amount
available to the Company at December 31, 2014 Wasi$nillion after giving respect to the $1.4 naifli of outstanding letters of credit. Under the
amended revolving credit facility, the Companyagquired to comply with financial covenants relatingamong other items, minimum Adjusted
EBITDA, maximum unfinanced capital expenditures atiter non-financial covenants. At December 3142@e Company was in compliance
with all such financial covenants.

(10) Interest Expense

Interest expense consists of the following:

Year ended December 3

2014 2013 2012
Changes in fair valug
Subordinated note $ 1,54: $ 3,771 $ 1,10(
Senior convertible note 11,37 5,58¢ —
Convertible notes, net of capitalization 37,09¢ 9,33 17,57¢
Issuance of Series C preferred stock warrantsrnection with senior
convertible note — 10,677 —
Subordinated notes interest, net of capitaliza®)r — — 822
Amortization of deferred financing costs for sukineded note: — — 63€
Debt closing cost 47 58t 42E
Imputed interest on Cabot obligati — 391 1,01¢
Other interes 22% 25C 211
$50,28: $30,59¢ $21,79(

(1) The charge recognized as a result of the chemtlpe fair value of the Company’s Convertible 8ots presented net of capitalized interest
expense of $0.1 million, $0.1 million and $1.9 ioifl for the years ended December 31, 2014, 201288, respectively
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(2) Interest expense recognized from the CompabBytsordinated Notes is presented net of capitaliztedest expense of $0.0 million,
$0.0 million and $0.3 million for the years endedc®émber 31, 2014, 2013 and 2012, respecti

Debt closing costs and commitment fees, consigtiimgarily of legal and related fees, associatedh Wit issuance or modification of the
Company’s Subordinated Notes, Senior ConvertiblesldConvertible Notes, and revolving credit fagiire amortized over the term of the debt
instrument and recorded in interest expense.

Capitalized interest relates primarily to costoaided with the Company’s third production lineaignificant improvements for the second
production line at the East Providence facility.

(11) Other Long-term Liabilities

Other long-term liabilities consist of the follovgn

December 31

2014 2013
(In thousands)
Asset retirement obligations (AR( $1,01¢ $1,00¢
Other 62 112
1,08( 1,121
Current maturities of other lo-term liabilities (50) (50)
Other lon¢term liabilities, less current maturiti $1,03( $1,071

The Company has asset retirement obligations (A&{3)ng from requirements to perform certain assttement activities upon the
termination of its Northborough, Massachusettdifgdease and upon disposal of certain machined/ equipment. The liability was initially
measured at fair value and subsequently adjusteatfmetion expense and changes in the amourhingiof the estimated cash flows. The

corresponding asset retirement costs are capitldiggoart of the carrying amount of the relateditived asset and depreciated over the asset’s
remaining useful life.

A summary of ARO activity consists of the following

Year Ended December 3.

2014 2013
(In thousands)
Balance at beginning of peri $ 1,00¢ $ 1,00C
Accretion of discount expen: 40 34
Settlement cosl (32) (25)
Balance at end of peric $ 1,01¢ $ 1,00¢

In August 2013, the Company extended its Northbghoiassachusetts facility lease to August 2016a Aesult, the Company classified the
ARO as long term at December 31, 2014 and 2013.

On April 1, 2006, the Company and Cabot Corporagiotered into a Cross License Agreement to liceegain intellectual property rights.
Such licenses will expire on the last day of tfie dif each issued patent or patent applicationsaagdired patents licensed thereunder. On
September 21, 2007, the Cross License Agreemenameasded to modify the consideration payable tco€hp the Company to $38.0 million in
cash in quarterly installments over a seven-yeaogeThe Company adjusted its obligation to Cabakflect a revised net present value of the

consideration payable to Cabot of $19.3 millioneTiscount of $18.7 million was amortized to ingtrexpense over the term of the payment
schedule.
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The consideration provided to Cabot was for theievaif the licensed patents and patent applicattbesavoidance of potential claims on p
use of Cabot issued patents and related costsndilliéh of the total consideration was allocatedhe fair market value of the patents and patent
applications licensed from Cabot, $0.5 million va#lecated to the fair market value of the patents patent applications licensed to Cabot, and the
remainder was allocated to general and adminig&@&xpenses.

The remaining consideration payable to Cabot uttdeCross License Agreement was paid in full dugag3.

(12) Commitments and Contingencies
Capital Leases

The Company has entered into certain capital |laseomputer equipment and vehicles. The leasepayable in monthly installments and
expire at various dates through 2017. The recobdémhce of capital lease obligations as of Decer@be2014 and 2013 was $0.2 million and
$0.2 million, respectively. Future minimum paymemtsler capital leases at December 31, 2014 alas/$:

Capital Lease

Year Obligations
(In thousands’
2015 $ 87
2016 64
2017 3C
Total 181
Less portion representing inter: (16)
Present value of future minimum payme 165
Current maturities of capital lease payme (76)
Capital leases, excluding current port $ 89

Operating Leases

The Company leases facilities and office equipnuewier operating leases expiring at various datesigih 2021. Under these agreements
Company is obligated to pay annual rentals, asdniogtow, plus real estate taxes, and certain dpgrakpenses. Some operating leases contail
escalation clauses whereby the rent payments sem@zer the term of the lease. In such caseserpeinse is recognized on a straight-line basis
over the lease term.

Future minimum lease payments under operating $egtsBecember 31, 2014 are as follows:

Operating

Year Leases
(In thousands;
2015 $ 1,12¢
2016 1,13¢
2017 60C
2018 601
2019 17C
Thereaftel 34
Total minimum lease paymer $ 3,66¢4
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The Company incurred rent expense under all opgrégases of approximately $1.2 million in eaclhef years ended December 31, 2014,
2013 and 2012.

Letters of Credil

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

The Company had letters of credit outstanding foA $nillion and $1.2 million at December 31, 2014l 2013, respectively. These letters of
credit are secured by the Company’s revolving ¢ifedility (see note 9).

Litigation

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

(13) Conversion of Redeemable Convertible Preferre8tock

The fair value of the Company’s Series A Redeem@blevertible Preferred Stock (Series A) and SaBi€&edeemable Convertible Preferred
Stock (Series B) was estimated using the probghilgighted expected return method, or PWERM, wigizhsiders the value of preferred and
common stock based upon analysis of the futuresgdior equity assuming various future outcomeduding initial public offerings, merger or
sale, dissolutions or continued operation as afgicompany. Accordingly, share value is based tp@probability-weighted present value of
expected future net cash flows, considering eat¢heopossible future events, as well as the rightspreferences of each share class. As such, the
Company'’s redeemable convertible preferred stockwadued utilizing Level 3 inputs.

In conjunction with the execution of the March 2MNBA, the redemption and dividend rights of the @any’s issued and outstanding
Series B and Series A were eliminated and thedafion preference of the Series B and Series Aredisced to an aggregate of $4.0 million.
During March 2013, the Company recorded decreast®iredemption value of the Company’s Series@B%aries A shares of $30.0 million and
$56.1 million, respectively, reflecting the changethe fair market value of the Series B and Sefisshares at the time of the March 2013
Financing. Given that the release of the redemgptigins substantially impacted the fair value af Beries B and Series A, the elimination of the
rights was accounted for as an extinguishmentestturities. As a result, the Company recordesira@n extinguishment of Series B and Seri¢
of approximately $86.2 million recorded in addi@bpaid-in capital available to common stockholdéwditionally, the remaining value of the
Series B and Series A of $1.1 million subsequeextiguishment was recorded in additional paidapital upon reclassification from temporary
to permanent equity.

At the time of the March 2013 Financing, the Compsiboard of directors established the price persiof the Company’s Series B and
Series A shares at $0.20 and $0.15 per share ctesgg, as determined by the PWERM method. Thisaton took into consideration market and
general economic events as well as the Compamasifial results and other data available at tha.tin addition, the board reaffirmed that the
continued use of market multiples based on compauampanies was appropriate. At the time of thedd2013 financing, the various scenarios,
excluding dissolution, resulted in equity fair veduranging from $20.0 million to $215.0 million. #he time of the March 2013 financing, the
valuations were weighted as follows: IPO, 40%; sélthe Company/assets, 45%; dissolution, 10%;randhin private, 5%. The estimated fair
value of one share of common and preferred stockegtimated under each of the four scenarios andsbociated probabilities to arrive at a
probability weighted value per share.
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Upon the closing of the Company’s IPO discussatbiie 1, the outstanding shares of Series A, SBraasd Series C converted into 115,982
shares of common stock.

(14) Stockholders’ Equity (Deficit)

On June 18, 2014, the Company completed an IPG6OD7000 shares of its common stock at a publieriff) price of $11.00 per share. The
Company received net proceeds of $74.7 millionrafézlucting underwriting discounts and commissiafr$4.3 million and other offering expen
of approximately $3.5 million. Upon the closingtbé offering, all of the Company’s then-outstand)@eries C warrants to purchase Series C
preferred stock, were subject to an automatic ashless exercise, (ii) convertible preferred s{@otluding the shares of Series C preferred stock
issued upon the automatic net cashless exerciSerids C warrants) automatically converted into,98% shares of common stock, and
(iif) Convertible Notes (see note 8) and Senior ¥&wtible Notes (see note 7) automatically conveitéal 15,319,034 shares of common stock.

At December 31, 2014, the Company was authorizésbte 130,000,000 shares of stock, of which 1ZR0@D shares were designated as
common stock and 5,000,000 shares were designajeeferred stock.

(15) Employee Benefit Plan

The Company sponsors the Aspen Aerogels, Inc. 3®1én. Under the terms of the plan, the Compaeasiployees may contribute a
percentage of their pretax earnings. The Compasybaprovided matching contributions nor has itlemany contributions to the plan.

(16) Employee Stock Ownership Plans

Effective June 12, 2014, upon the pricing of th® lthe Company adopted the 2014 Employee, DirestdrConsultant Equity Incentive Plan
(the 2014 Equity Plan). Under the 2014 Equity Ptha,Company may grant incentive stock options;aquaalified stock options, restricted stock
and other stock-based awards. Stock options uhdegslan are to be granted with an exercise pritéess than the fair market value of the
Company’s common stock at the date of grant.

Upon the completion of the IPO, the Company is€ie816 shares of restricted common stock vestieg aperiod of one year with an
aggregate value at issuance of approximately $dlibmito its non-employee directors under the 2@Egliity Plan. In September 2014, the
Company issued 318,517 restricted stock units (R&bd non-qualified stock options (NSOs) to pureh@34,018 shares of common stock to
employees under the 2014 Equity Plan. The RSUS\S®@s will vest over a four year period for certakecutive employees and over a three year
period for other employees.

Stock-based compensation is included in cost @éssal operating expenses, as applicable, and toosithe following:

Year Ended
December 31
2014 2013 2012

(In thousands)
Cost of product revent $1,121 $ 49¢ $ 221
Research and development expet 1,04¢ 267 112
Sales and marketing expen: 1,39( 727 384
General and administrative expen 5,22¢ 2,93¢ 937
Total stocl-based compensatic $8,781 $4,42¢ $1,65¢
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During the years ended December 31, 2014, 2012@h#, the Company issued stock options with a B0-tgrm that contain service
conditions. Generally, these stock options vesttambme exercisable over a service period of ttréeur years from the date of grant.

During the year ended December 31, 2013, the Coyngiap issued stock options with a 10-year terrh¢batain both a performance
condition and a service condition. The performabased options were to vest and become exercisalyénathe event of the completion of the
Company’s IPO and then over a service period @fetho four years from the date of grant. The nurobehares subject to the performance-based
options was to be reduced, as necessary, suchabatholder’s total option holdings would equameét percentage of the Company’s common
stock deemed outstanding immediately prior to B@.IThe aggregate target percentage for all holafgrerformance-based options issued during
the year ended December 31, 2013 was 15.384%e Humber of shares subject to these options waffitzient to achieve the target percentage in
an IPO, the Company was under no obligation totgadditional options to the holder.

At December 31, 2014, 1,244,781 shares of comnumk stere reserved for stock-based awards grantéeruihe 2014 Equity Plan. In
addition, 96,369 shares of common stock are reddorestock-based awards granted under the Compa®01 Equity Plan, which was replacet
the 2014 Equity Plan. Any cancellations or forfeggiof these awards will become available for guarter the 2014 Equity Plan. At December 31,
2014, there were 3,750,420 shares available fot gnader the 2014 Equity Plan.

Valuation and Amortization Method

Prior to the IPO, the Board of Directors had histaty determined the fair value of the Companyssnenon stock based on the market
approach and the income approach to estimate thepeise value of the business under various lilent scenarios, including an IPO by the
Company and the sale of the Company. To supporahetions, the Company utilized a probability-glged expected return under those various
liquidity scenarios, public guideline companiesnagement cash flow projections and other assunptmderive the enterprise value of the
business. The Company then derived the estimateddfae of each class of stock, taking into coasidion the rights and preferences of each
instrument based on a probability-weighted expectéaan.

The fair value of each stock option was estimatedfdahe date of grant using the Black-Scholesoogpiricing model. Key inputs into this
formula included expected term, expected volatikiypected dividend yield and the riske rate. Each assumption is set forth and disclisslow.

For the performance-based stock options issuedgltiie year ended December 31, 2013, the CompaayauMonte Carlo simulation model
to estimate the number of options expected to nematstanding and eligible for vesting upon coniptebf the Company’s IPO. The simulation
model was based on a number of complex assumptiohsgling the terms of the performance condititwe, talue of our common stock at the time
of the Company’s IPO, the expected time from thie d&grant to the Company’s IPO and expected WityafThe number of options expected to
remain outstanding and eligible for vesting upomptetion of the Company’s IPO was estimated to®8% and 97.4% of the options granted at
August 7, 2013 and December 20, 2013, respectiTélg.fair value of each performance-based stodboptas determined by multiplying the
Black-Scholes estimate of grant date fair valu¢higypercentage of options expected to remain autstg and eligible for vesting upon completion
of the Company’s IPO.

For stock options with a service condition, the failue is amortized on a straight-line basis dkierrequisite service period of the options,
which is generally a three- to four-year vestingquefrom the date of grant. For the performancsebolastock options issued during the year ended
December 31, 2013, a portion of the fair value reg®gnized as expense when the IPO performanceticondas achieved and the remainder over
the requisite service period, which is generalligrae- to four-year vesting period from the datgraint.
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Expected Tern

The expected term represents the period that thep@oy’s stock-based awards are expected to beandiay. The Company uses the
simplified method as prescribed by FASB ASC 718dlwulate the expected term for options granted,dses not have sufficient historical
exercise data to provide a reasonable basis up@hudestimate the expected term.

Expected Volatility

Due to the Company’s limited historical data, tkéreated volatility reflects the incorporation bEthistorical volatility of comparable
companies with publicly available share prices20id4, 2013 and 2012, the expected volatility isbasn the weighted average volatility of up to
seven companies within various industries thatibmpany believes are similar to its own.

Expected Dividenc

The Company uses an expected dividend yield of. Zdre Company does not intend to pay cash dividendtss common stock in the
foreseeable future, nor has it paid dividends idmmon stock in the past.

Risk-free Interest Rate

The risk-free interest rate is based on U.S. Tmyamero-coupon issues with a remaining term equété expected life assumed at the date of
grant.

Estimated Forfeitures

Forfeitures are required to be estimated at the tifrgrant and revised, if necessary, in subsequeriids, if actual forfeitures differ from
those estimates. Forfeitures are estimated basedlontary termination behavior as well as analgdiactual option forfeitures. Accordingly, share-
based compensation expense has been reduced biyraated annual forfeiture rate for the years eridecember 31, 2014, 2013 and 2012.

Assumptions Utilizec

The following information relates to the fair valokthe option awards estimated by use of the Biacholes option pricing model:

Year Ended December 3:

2014 2013 2012
Weighted average assumptio
Expected term (in year 6.17 5.47 6.0z
Expected volatility 50.0¢% 48.9% 58.0¢%
Risk free rate 1.94% 1.6% 0.95%
Expected dividend yiel 0.0(% 0.0(% 0.0(%
Weighted average fair valu
Gran-date fair value of options grant $ 5.37 $ 0.12 $ 5.6(C
Gran-date fair value of options vest $ 97.31 $ 0.1¢ $ 2.3C
Aggregate intrinsic value of options exerci $4,816.5! $ — $ —

Modifications

On August 7, 2013, the Company canceled substrdilhloptions held by Company employees and gihie sets of new options to these
employees. Each recipient received a grant of nptémntaining service-based
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vesting conditions and a second grant of optiomsaining both service and performance-based vestingitions. The performance-based vesting
was met upon the successful completion of the IP@eoCompany’s common stock.

On December 20, 2013, the Company canceled abmptield by members of the Company’s board of tlire@nd granted two sets of new
options to these directors. Each recipient recedvgtant of options containing service-based vgstonditions and a second grant of options
containing both service and performance-basedngstnditions. The performance-based vesting wasipan the successful completion of the
IPO of the Company’s common stock.

As a result of the cancellation and concurrent godieptions, the Company accounted for these &etitns as modifications in determining
the stock-based compensation expense to be reeagover the remaining service period. The totalednental compensation expense resulting
from the modification was $7.8 million and $1.0 lioih for the two grant dates, respectively. Thaémsental compensation expense associatec
the service based awards of $2.0 million will beognized over the remaining service period of e options. The Company recorded $0.4
million and $6.4 million associated with the seevend performance-based awards, respectively,gthenyear ended December 31, 2014 as a
result of the IPO in June 2014.

Outstanding Options

The following table summarizes information abowtcktoptions outstanding:

Weighted
Weighted Weighted Average
Average Remaining
Grant Date Average Contractual
Exercise Aggregate
Number of Fair Value Price Term Intrinsic
Shares Per Share Per Share (Years) Value
($ in thousands, except share and per share dat
Options outstanding at December 31, 2 97,18: $ 97.3¢ $ 92.2¢ 9.6:
Granted 934,01t $ 537 $ 10.7¢
Forfeited (4,660 $ 20.1¢ $ 21.4¢
Exercisec (31 $ 95.9: $ 74.2¢ $4,816.5!
Options outstanding at December 31, 2 1,026,511 $ 14.01 $ 18.4¢ 9.5¢ $ —
Exercisable at December 31, 2( 63,73: $ 97.3] $ 82.1( 8.5¢ $ —
Expected to vest at December 31, 2 827,50: $ 8.8 $ 13.4¢ 9.6¢ $ —

As of December 31, 2014, total unrecognized comgd@rscost related to nonvested options granteéutig Plan was $6.8 million. The
unrecognized compensation cost consisted of $3l@mielating to service-based awards and $0.9anito performance-based awards. The
unrecognized compensation cost for the serviceebagtons and performance-based awards is exptxteeirecognized over a weighted average
period of 2.76 and 1.60 years, respectively.
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Restricted Stock Awards and Restricted Stock U

The Company values restricted stock awards and B&kksd on the closing trading value of our shangbe date of grant. Information related to
grants of RSUs during 2014 is as follows:

Restricted Weighted
Average
Stock Grant Date
Units Fair Value
Balance at December 31, 20 — $ —
Granted 318,51° $ 10.7¢
Vested — —
Forfeited (3,879 $ 10.7¢
Balance outstanding at December 31, 2 314,64( 10.7¢

Restricted stock awards granted during 2014 arsidered issued and outstanding common stock anekaheded from the table above.

As of December 31, 2014, total unrecognized comgénscost related to restricted stock awards aBddrgranted under the 2014 Equity
Plan was $0.3 million and $2.6 million and is expedo be recognized over a weighted average pefiodi4 and 3.11 years, respectively.

(17) Net Income (Loss) Per Share
The computation of basic and diluted net incomssiger share attributable to common stockholdansists of the following:
Year ended December 3

2014 2013 2012
(In thousands, except share and per share dat

Numerator:
Net income (loss $ (66,329 $(47,617) $ (56,147
Deemed dividends on participating preferred stauilsive of issuance costs anc
changes in redemption value, including extinguisti

Series B — 29,62: 3,77
Series A — 55,54 43,42¢
Total preferred stock deemed dividet — 85,16t 47,20:
Earnings attributable to participating convertipteferred stock shareholders and
Series C preferred stock warrant holc — (36,216 —
Net income (loss) attributable to common stockhid! $ (66,329 $ 1,33¢ $  (8,94)
Denominator
Weighted average shares outstanding, k 12,349,45 3,13 3,13¢
Effect of warrants to purchase common st — 122 —
Weighted average shares outstanding, dil 12,349,45 3,25¢ 3,13¢
Net income (loss) attributable to common stockh@lger common share, ba $ (5.37) $ 426.5: $(2,851.0%)
Effect of warrants to purchase common st — (15.96 —
Net income (loss) attributable to common stockh@ger common share, dilut $ (5.37) $ 410.5¢ $(2,851.0%)
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Potential dilutive common shares that were exclddaa the computation of diluted net income (lostjibutable to common stockholders
per common share because they were anti-dilutimeisbof the following:

Year ended December 3

2014 2013 2012
Series B (a) — — 1,941
Series A (a — — 6,407
Common stock option 1,026,51! 21,84¢ 2,74¢
Restricted common stock un 314,64( — —
Common stock warran 131 — 137
Total 1,341,28. 21,84¢ 11,23

(a) Common stock equivalent reflecting conversion ef@mred share!

As of December 31, 2014, there was no dilutive ichpdé the common stock options, restricted comntonksunits and common stock
warrants. All other potentially dilutive instrumentere converted into shares of common stock upelbsing of the Company’s IPO on June 18,
2014.

As of December 31, 2013 the Company had outstar&fiBdl million of Senior Convertible Notes and $®illion of Convertible Notes,
which were convertible into common stock upon theusrence of an IPO at prices that are not detexihénuntil the occurrence of those future
events (see notes 7 and 8), and 97,183 outstandimgion stock options, which were exercisable iotmmon stock upon the occurrence of an
and the performance of service during the vestaripd (see note 16). As of December 31, 2012 thegamy had $95.1 million of outstanding
Convertible Notes which were convertible into conmstock upon the occurrence of an IPO at pricestbae not determinable until the
occurrence of those future events (see note 8alsecthe necessary conditions for the conversitimese convertible notes and common stock
options had not been satisfied during the respegtdars ended, the Company has excluded thesertibleraotes and performance options from
the table above and the calculation of diluted(lvsis) income per share for the respective yeatsdn

(18) Income Taxes

The Company incurred net operating losses anddaedax full valuation allowance against net defeasskts for all periods presented.
Accordingly, the Company has not recorded a prowigor federal or state income taxes.

The reconciliation between the U.S. statutory inedax rate and the Company'’s effective rate camnsisthe following:

Year Ended December 3:

2014 2012 201z
U.S. federal income tax statutory rate 35% 35% 35%
Debt and warrant fair value adjustme (26%) (16%) (12%)
Changes in valuation allowance for deferred taets: 1% 6% (22%)
Write down of losses not previously benefit (11%) (22%) 0%
Other _ 1% __(3%) _ (1%)

Effective tax rate
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The tax effects of temporary differences betweparfcial statement and tax accounting that gaveaisgnificant portions of the Company’s
deferred tax assets and deferred tax liabilitid3etember 31, 2014 and 2013 are presented below:

December 31
2014 2013
(In thousands)

Deferred tax asset

Net operating loss carryforwar $ 61,45" $ 67,508
Transaction related cos — 1,49¢
Stocl-based compensatic 4,47¢ 2,46(
Tax credit carryforward 37¢ 39¢
Reserves and accru: 282 89¢

Intangible assets and amortizat 384 —
Other 5 127
Total gross deferred tax ass 66,98¢ 72,87

Deferred tax liabilities

Depreciatior $ (3,31) $ (2,719
Total deferred tax liabilitie (3,319 (2,719
Total deferred tax assets and liabilit 63,67¢ 70,15¢
Valuation allowanct (63,679 (70,156

Net deferred tax ass $ — $ —

The net change in the valuation allowance for tharended December 31, 2014, was a decrease aih§os. The Company has recorde:
full valuation allowance against its deferred tagets due to the uncertainty associated with tlization of the net operating loss carryforwards
and other future deductible items. In assessingghkzability of deferred tax assets, the Compeaomysiders all available evidence, historical and
prospective, with greater weight given to histdreadence, in determining whether it is more likédan not that some portion or all of the defel
tax assets will not be realized. The ultimate zzion of the Company’s deferred tax assets gdpeasadlependent upon generation of future taxable
income.

At December 31, 2014, the Company has $161.4 mitifonet operating losses available to offset fifederal income, if any, and which
expire on various dates through December 31, 2034.

For the year ended December 31, 2010, the Companigrmed an analysis pursuant to Section 382 ofrtteznal Revenue Code of 1986, as
amended (the Internal Revenue Code) as well atasistate provisions, in order to determine whe#gr limitations might exist on the utilization
of net operating losses and other tax attributaseB on this analysis, the Company has determiradk is more likely than not that an ownership
change occurred on June 10, 2008, resulting imaoal limitation on the use of its net operatingsies and other tax attributes as of such date. The
Company also determined that built-in gains of $28illion existed at the date of the ownership derBuilt-in gains increase the limitation under
the Internal Revenue Code Section 382 to the extggered during the five year period subsequetthé date of change, which period ended in
June 2013.

For the year ended December 31, 2013, the Compenfigrmed an analysis pursuant to Internal ReverageGection 382, as well as similar
state provisions, in order to determine whetherlanifations might exist on the utilization of ngperating losses and other tax attributes. Based or
this analysis, the Company has determined thatwnmeship changes occurred as a result of the M20&B financing (see note 7) and, as a result,
there was no annual limitation on the use of itsoperating losses and other tax attributes asaf date.
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For the year ended December 31, 2014, the Compenfigrmed an analysis pursuant to Internal ReverageGection 382, as well as similar
state provisions, in order to determine whetherlanifations might exist on the utilization of ngperating losses and other tax attributes. Based or
this analysis, the Company has determined thatwaeiship change occurred as a result of the Jubé IR, resulting in an annual limitation on
the use of its net operating losses and otherttekes as of such date. Net operating loss&4 8.2 million were determined to be available. The
Company also determined that built-in gains of 848illion existed at the date of the ownership derBuilt-in gains increase the limitation under
the Internal Revenue Code to the extent triggetethg the five-year period subsequent to the datthange. Absent the disposition of certain built-
in gain assets within the five-year period subsatitethe change in ownership, the entire $42.tamibf net operating losses will expire in June
2019.

At December 31, 2014, the Company has $106.0 mitfoapportioned net operating losses availablfset future state taxable income, if
any, and which begin to expire at various datewéen 2015 and 2034.

For each of the years ended December 31, 2014,&012012, the Company did not have any materigaagnized tax benefits and thus no
interest and penalties related to unrecognizethésmefits were recorded. In addition, the Compargsdmt expect that the amount of unrecognized
tax benefits will change significantly within thext twelve months.

The Company files a federal income tax return ettmited States and income tax returns in varitate sind foreign jurisdictions. All tax
years are open for examination by the taxing aitthsifor both federal and state purposes.

(19) Related Party Transactions
The Company had the following transactions witlatedl parties:
During the years ended 2014, 2013 and 2012, thep@oysold aerogel products to one stockholderitgt&i4.7 million, to three stockhold:

totaling $8.9 million and to four stockholders tatg $10.7 million, respectively. The Company heatle receivables with these stockholders of
$2.0 million and $2.0 million at December 31, 2@h& 2013, respectively.

Prior to the closing of the Company’s IPO in Juf&4£, several stockholders of the Company held RUibated Notes, Senior Convertible
Notes and Convertible Notes (see notes 6, 7 ar

(20) Subsequent Events

The Company has evaluated subsequent events thkéaigih 13, 2015, the date of issuance of the cateteld financial statements for the
year ended December 31, 2014.
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QUARTERLY RESULTS OF OPERATIONS
(in thousands, except per share data)

(unaudited)

2014

Total revenue

Gross profit

Income (loss) from operatiol

Net income (loss

Net income (loss) attributable to common stockhi

Net income (loss) attributable to common stockh@ger common sha- basic
Net income (loss) attributable to common stockhager common sha- diluted
2013

Total revenue

Gross profit

Income (loss) from operatiol

Net income (loss

Net income (loss) attributable to common stockhil

Net income (loss) attributable to common stockh@ger common sha- basic
Net income (loss) attributable to common stockh@ger common sha- diluted

The reported results for 2014 included intereseasp comprised of changes in fair value of the libated notes, senior convertible notes,
convertible notes and debt closing costs and atiterest expense of: $16.2 million in the first gag $34.0 million in the second quarter, lessitha
$0.1 million in the third quarter and $0.1 millienthe fourth quarter. The changes in fair valuéhefrespective notes were calculated based on the

Three Months Ended

March 31, June 30, Sept 30, Dec 31,
$ 22,36: $ 26,61° $ 25,437 $ 27,98¢
3,34¢ 3,42¢ 5,072 5,23¢
(2,89¢) (8,127 (2,365 (2,65¢)
(19,049 (42,149 (2,417) (2,719
(19,049 (42,149 (2,417) (2,719
$(6,065.8) $ (1389 $ (010 $ (0.19
$(6,065.8) $ (13.89 $ (010 $ (0.1%)
$ 17,00t $ 22,97¢ $ 21,88( $ 24,23.
38 3,531 3,58( 3,58:
(6,025) (2,63¢) (4,665 (6,649
1,02i (18,989 (8,03¢) (16,950
20,25: (18,989 (12,709 (16,950
$6,455.5.  $(6,051.6) $(4,049.4) $(5,403.2)
$6,455.2.  $(6,051.6) $(4,049.4) $(5,403.2)

expected conversion amounts of the notes into equithe closing of our initial public offering.

The reported results for 2013 included intereseasp comprised of changes in fair value of the libated notes, senior convertible notes,

convertible notes, debt closing costs, other isteg&pense, loss on exchange of convertible ngéés,on the extinguishment of convertible notes

and costs associated with a postponed public offesf: $7.1 million of income in the first quart&16.3 million in the second quarter, $8.0 million
in the third quarter and $10.3 million in the fduguarter. The changes in fair value of the respeciotes were calculated based on the expected
conversion amounts of the notes into equity atthsing of our initial public offering.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Aspen Aerogels, Inc.:

Under date of March 13, 2015, we reported on tmsalidated balance sheets of Aspen Aerogels, hitsabsidiaries as of December 31, 2014
2013, and the related consolidated statementsayhtipns, stockholders’ equity (deficit), and célelwvs for each of the years in the three-year
period ended December 31, 2014, which are inclimi¢te annual report on Form 10-K for the year enbBecember 31, 2014. In connection with
our audits of the aforementioned consolidated firelrstatements, we also audited the related cmaed financial statement schedule of Valug
and Qualifying Accounts included in the Form 107Kis financial statement schedule is the respdlitgiloif the Company’s management. Our
responsibility is to express an opinion on thisafinial statement schedule based on our audits.

In our opinion, such financial statement scheduteen considered in relation to the basic consad&inancial statements taken as a whole,
presents fairly, in all material respects, the iinfation set forth therein.

/sl KPMG LLP

Boston, Massachusetts
March 13, 2015
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Schedule Il
VALUATION AND QUALIFYING ACCOUNTS
(in millions)
Balance Deductions tc Charges to
at Charges (Deductions
to Allowances
Beginning Costs for from)
and Uncollectible Other
Description of Year Expenses (& Accounts (b) Accounts (c

Year Ended December 31, 201+
Allowances for uncollectible accounts and salesrret

and allowance $ 20¢ — — (89)
Year Ended December 31, 201:
Allowances for uncollectible accounts and salesrret

and allowance $ 421 — — (212
Year Ended December 31, 2012
Allowances for uncollectible accounts and salesrret

and allowance $ 28z — (209) 242

(@) Represents allowances for uncollectible accountbished through selling, general and administea¢ixpense:
(b) Represents actual wr-offs of uncollectible account
(c) Represents net change in allowances for salesttecorded as con-revenue
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
Not applicable.

Item 9A. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedur&¥e maintain disclosure controls and procedurasdte designed to ensure that information
required to be disclosed in the reports that veedil submit under the Exchange Act, is recordeatgssed, summarized and reported within the
time periods specified in the SEC’s rules and foamd is accumulated and communicated to our maragemcluding our principal executive
officer and principal financial officer, or persopsrforming similar functions, as appropriate towaltimely decisions regarding required disclos

As of December 31, 2014, our management, with #rgggpation of our principal executive officer apdncipal financial officer, evaluated the
effectiveness of our disclosure controls and praooesi(as defined in Rules 13a-15(e) and 15d-15@¢nuthe Exchange Act). Our management
recognizes that any controls and procedures, ntenfadw well designed and operated, can providg @mdsonable assurance of achieving their
objectives, and management necessarily appligsdggnent in evaluating the cosénefit relationship of possible controls and pcages. Based ¢
such evaluation, our principal executive officed gmincipal financial officer have concluded, theg, of December 31, 2014, our disclosure controls
and procedures were effective to ensure that irdtion required to be disclosed by us in the repgbeswe file or submit under the Exchange A
recorded, processed, summarized and reported wtiteitime periods specified in the SEC’s rules famdhs, and is accumulated and communicated
to our management, including our principal exeaitificer and principal financial officer, or persoperforming similar functions, as appropriate
to allow timely decisions regarding required disclie.

(b) Changes in Internal ControlsThere were no changes in our internal controf fimancial reporting, as such term is defined irld® 13a-15(f)
and 15(d)-15(f) promulgated under the Exchange ilentified in connection with the evaluation othunternal control that occurred during the
fourth quarter of the last fiscal year that haveerally affected, or are reasonably likely to nmitty affect, our internal control over financial
reporting.

(c) Management’s Report on Internal Control over Finah&eporting.The Annual Report on Form 10-K does not includegsort of
management’s assessment regarding internal caweolfinancial reporting or an attestation repdrvar independent registered public accounting
firm due to a transition period established byrtiles of the SEC for newly public companies.

Item 9B. OTHER INFORMATION

On March 11, 2015, the Board of Directors approaesdlary increase for our executive officers, wihichiease will be effective as of March 28,
2015. The new annual base salaries approved fobbtrald R. Young, Mr. John F. Fairbanks and Mr.lydvhitaker are $480,000, $283,371 and
$300,500, respectively. The Board of Directors @teoeased the target bonus amount for Mr. Youomf75% of his yeaend base salary for 20!
as reported in our Current Report on Form 8-K filath the SEC on January 15, 2015, to 90% of hagygnd base salary for 2015.
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PART Il

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The response to this item is incorporated by refeedrom the discussion responsive thereto unaecdptions “Management and Corporate
Governance,” “Section 16(a) Beneficial Ownership&ting Compliance,” and “Code of Business Condut Ethics” in the Company’s Proxy
Statement for the 2015 Annual Meeting of Stockh&de

Item 11. EXECUTIVE AND DIRECTOR COMPENSATION

The response to this item is incorporated by refeedrom the discussion responsive thereto unaecdbption “Executive Officer and Director
Compensation” in the Company’s Proxy StatementHer2015 Annual Meeting of Stockholders.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The response to this item is incorporated by refeedrom the discussion responsive thereto unaecdptions “Security Ownership of Certain
Beneficial Owners and Management,” “Equity CompénsaPlan Information” in the Company’s Proxy Statnt for the 2015 Annual Meeting of
Stockholders.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The response to this item is incorporated by refezdrom the discussion responsive thereto undecdbptions “Certain Relationships and
Related Person Transactions” and “Management angoGate Governance” in the Company’s Proxy Stateroerthe 2015 Annual Meeting of
Stockholders.

Item 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The response to this item is incorporated by refedrom the discussion responsive thereto undecdbption “Independent Public
Accountants” in the Company’s Proxy Statementlier2015 Annual Meeting of Stockholders.
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PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
Item 15(a). The following documents are filed as part of thimlal Report on Form 10-K:
Item 15(a)(1) The following consolidated financial statementshef Company are included in Part I, Item 8 of thismiual Report on Form 10-K:

Report of Independent Registered Public AccourfEing

Consolidated Balance Sheets as of December 31,&012013

Consolidated Statements of Operations for the YEeaded December 31, 2014, 2013, and 2012
Consolidated Statements of Stockholders’ Equityfi(iite for the Years Ended December 31, 2014, 2848 2012
Consolidated Statements of Cash Flows for the Yieaded December 31, 2014, 2013 and 2012

Notes to Consolidated Financial Statements

Item 15(a)(2) The following financial statements schedule isuned in Part Il, ltem 8:
Schedule Il - Valuation and Qualifying Accounts

All other financial statement schedules have nentiacluded because they are not applicable anfbemation is included in the financial
statements or notes thereto.

Item 15(a)(3) Exhibits
The following is a list of exhibits filed as paiftthis Annual Report on Form 10-K.

Incorporated b

Reference
Filed herein from
Exhibit with this Form or SEC File/Reg
Numbe Exhibit Descriptior Report Schedule Filing Date Number
3.1 Restated Certificate of Incorporation of the Reagist, as filed with the Form 8-K 6/19/1«  001-3648:
Secretary of State of the State of Delaware on 18n2014 (Exhibit 3.2)
3.2 Restated Bylaws of Aspen Aerogels, Inc. Form 8-K 6/19/1« 001-3648:
(Exhibit 3.3)
4.1 Form of common stock certificate. Amendment No. 1 tc ~ 5/14/1¢ 333-19552:
Form S-1
(Exhibit 4.1)
4.2 Form of warrant to purchase common stock issuetth®Registrant in Form S-1 4/28/1¢ 333-19552:
connection with 2004 and 2005 financing arranges)ext amended and (Exhibit 4.2)
restated
4.3 Form of warrant to purchase common stock issuetth®yRegistrant in Form S-1 4/28/1¢ 333-19552:
connection with the 2005 equity financing, as aneehand restate: (Exhibit 4.3)
4.4 Form of warrant to purchase common stock issuetthéyRegistrant in Form S-1 4/28/1¢ 333-19552:
connection with the 2008 reorganizati (Exhibit 4.4)
4.5 Form of warrant to purchase common stock issuetth®yRegistrant in Form S-1 4/28/1¢ 333-19552:
connection with the 2008 financin (Exhibit 4.5)
4.6 Form of warrant to purchase common stock issuetthéyRegistrant in Form S-1 4/28/1¢ 333-19552:
connection with the 2010 subordinated note andamafinancing (Exhibit 4.6)
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Incorporated b

Reference
Filed herein from
Exhibit with this Form or SEC File/Reg
Numbe Exhibit Descriptior Report Schedule Filing Date Number
4.7  Sixth amended and restated registration rightsemgeat, dated as of Form S-1 4/28/14  333-195523
June 11, 2012, by and among the Registrant aniditestors named (Exhibit 4.8)
therein, as amende
9.1 Letter agreement, dated as of June 11, 2014, bpetweeen the Registrant Amendment No. 5to  6/12/14  333-195523
and the Fidelity Funds. Form S-1
(Exhibit 9.1)
10.1 2001 equity incentive plan, as amended.+ Form S-1 4/28/14  333-195523
(Exhibit 10.1.1)
10.2 Form of incentive stock option agreement grantedeui2001 equity Form S-1 4/28/14  333-195523
incentive plan, as amendec (Exhibit 10.1.2)
10.3 Form of 2013 incentive stock option agreement fatiams issued in Form S-1 4/28/14  333-195523
exchange for the forfeiture of options granted urfi®1 equity incentive (Exhibit 10.1.3)
plan, as amended
10.4 Form of 2013 performance-based incentive stocloomgreement granted Form S-1 4/28/14  333-195523
under 2001 equity incentive plan, as amend (Exhibit 10.1.4)
10.5 Form of non-qualified stock option agreement grdnteder 2001 equity Form S-1 4/28/14  333-195523
incentive plan, as amendec (Exhibit 10.1.5)
10.6 Form of 2013 non-qualified stock option agreementiptions issued in Form S-1 4/28/14  333-195523
exchange for the forfeiture of options granted urfi®1 equity incentive (Exhibit 10.1.6)
plan, as amended
10.7 Form of 2013 performance-based non-qualified stqation agreement Form S-1 4/28/14  333-195523
granted under 2001 equity incentive plan, as ant&n (Exhibit 10.1.7)
10.8 Form of 2013 independent director stock option agrent for options Form S-1 4/28/14  333-195523
issued in exchange for the forfeiture of optiorsnged under 2001 equity (Exhibit 10.1.8)
incentive plan, as amendec
10.9 Form of 2013 performance-based independent dirstbok option Form S-1 4/28/14  333-195523
agreement granted under 2001 equity incentive plsiamended. (Exhibit 10.1.9)
10.10 2014 employee, director and consultant equity iticerplan.+ Form S-8 8/13/14  333-198124
(Exhibit 99.10)
10.11 Form of stock option agreement granted under 2@dgla@yee, director an Amendment No. 1 tc 5/14/14  333-195523
consultant equity incentive plan.+ Form S-1
(Exhibit 10.2.2)
10.12 Form of restricted stock unit agreement for exeeutifficers under 2014 Form 10-Q 11/7/14  001-36481
employee, director and consultant equity incenpilae.+ (Exhibit 10.3)
10.13 Form of restricted stock agreement for directodaur2014 employee, Amendment No. 1 tc 5/14/14  333-195523

director and consultant equity incentive plan.+
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Incorporated b

Reference
Filed herein from
Exhibit with this Form or SEC File/Reg
Numbe Exhibit Descriptior Report Schedule Filing Date Number
10.14 Multi-tenant industrial net lease, dated August 20, 260Bnd between tl Form S-1 4/28/14  333-195523
Registrant and Cabot I — MA1MO3, LLC (as succedaandlord to (Exhibit 10.3)
TMT290 Industrial Park, Inc.), as amend
10.15 Amended and Restated Loan and Security Agreematgg Geptember 3, Form 8-K 9/9/14 001-36481
2014 and effective as of August 31, 2014, by anidiben the Company a (Exhibit 10.1)
Silicon Valley Bank
10.16 Executive agreement, dated as of August 5, 201 anbybetween the Form S-1 4/28/14  333-195523
Registrant and Donald R. Young, as amended byitseAmendment (Exhibit 10.10)
thereto, dated as of October 23, 201
10.17 Executive agreement, dated as of August 5, 201anbybetween the Form S-1 4/28/14  333-195523
Registrant and John F. Fairbanks, as amended tirgteAmendment (Exhibit 10.11)
thereto, dated as of November 6, 201
10.18 Executive agreement, dated as of August 5, 201 anbybetween the Form S-1 4/28/14  333-195523
Registrant and George L. Gould, Ph.I (Exhibit 10.12)
10.19 Executive agreement, dated as of August 5, 201anbybetween the Form S-1 4/28/14  333-195523
Registrant and Kevin A. Schmidt (Exhibit 10.13)
10.20 Executive agreement, dated as of January 30, 2§12nd between the Form S-1 4/28/14  333-195523
Registrant and Corby C. Whitakel (Exhibit 10.14)
10.21 Bonus plan.+ Amendment No. 2to 5/22/14  333-195523
Form S-1
(Exhibit 10.15)
10.22 2014 participation letters of executive officerglanbonus plan.+ Amendment No. 3tc  6/2/14  333-195523
Form S-1
(Exhibit 10.15.1;
10.23 Non-employee director compensation policy.+ Amendment No. 1 to 5/14/14  333-195523
Form S-1
(Exhibit 10.16)
10.24 Cross license agreement dated as of April 1, 29C#nd between Cabot Form S-1 4/28/14  333-195523
Corporation and the Registrant, as amend (Exhibit 10.15)
10.25 Form of indemnification agreement with directorsl @ertain officers.+ Amendment No. 1 to 5/14/14  333-195523
Form S-1
(Exhibit 10.18)
21.1 Subsidiaries of the Registrant. Form S-1 4/28/14  333-195523
(Exhibit 21.1)
23.1 Consent of KPMG LLP X
31.1 Certification of principal executive officer und8ection 302(a) of the X

Sarbane-Oxley Act of 2002
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Filed Reference
with this herein from SEC File/Re¢

Exhibit Form or
Numbe Exhibit Descriptior Report Schedule Filing Date Number
31.2 Certification of principal financial officer under X

Section 302(a) of the Sarbanes-Oxley Act of

2002.
32 Certifications of the principal executive officer X

and the principal financial officer under Section

906 of

the SarbaneOxley Act of 2002
101 The following materials from the Registrant’s X

Annual Report on Form 10-K for the fiscal year
ended December 31, 2014, formatted in XBRL
(eXtensible Business Reporting Language): (i)
Consolidated Balance Sheets as of

December 31,

2014 and 2013, (ii) Consolidated Statements of
Operations for the Years Ended December 31,
2014, 2013 and 2012, (iii) Consolidated
Statements Stockholders’ Equity (Deficit) for
the Years Ended December 31, 2014, 2013 and
2012, (iv)

Consolidated Statements of Cash Flows for the
Years Ended December 31, 2014, 2013, and
2012,

and (v) Notes to Consolidated Financial
Statements

+  Management contract or compensatory plan or arraage

* Confidential treatment has been granted with eesfo certain portions of this Exhibit, which ports have been omitted and filed separately
with the Securities and Exchange Commission asgba application for confidential treatment pumstito the Securities Act of 1933, as
amended
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredualp authorized.

ASPEN AEROGELS, INC

Date: March 13, 201 By: /s/ Donald R. Youny
Donald R. Young
President and Chief Executive Offic
(principal executive officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélptihe following persons on behalf of
the registrant and in the capacities indicatedvwelond on the dates indicated.

Signature Title Date
/s/ Donald R. Young President, Chief Executive Officer March 13, 2015
Donald R. Young and Director (principal executive
officer)
/s/ John F. Fairbanks Vice President, Chief Financial March 13, 2015
John F. Fairbanks Officer and Treasurer (principal

financial officer and principal
accounting officer

/sl Mark L. Noetzel Chairman of the Board March 13, 2015
Mark L. Noetzel
/s/ P. Ramsay Battin Director March 13, 2015
P. Ramsay Batti
/s/ Robert M. Gervis Director March 13, 2015
Robert M. Gervis
/s/ Craig A. Huff Director March 13, 2015
Craig A. Huff
/s/ Steven R. Mitchell Director March 13, 2015
Steven R. Mitchel
/s/ William P. Noglows Director March 13, 2015
William P. Noglows
/s/ Richard F. Reilly Director March 13, 2015

Richard F. Reilly
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Exhibit 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors
Aspen Aerogels, Inc.:

We consent to the incorporation by reference inré¢lggstration statement (No. 333-198124) on Forehd3-Aspen Aerogels, Inc. of our reports
dated March 13, 2015, with respect to the constaitlhalance sheets of Aspen Aerogels, Inc. as oémber 31, 2014 and 2013, and the related
consolidated statements of operations, stockhdldqtsty (deficit) and cash flows for each of theays in the thregear period ended December

2014, and the related financial statement schedii&h reports appear in the December 31, 2014anmeport on Form 10-K of Aspen Aerogels,
Inc.

/sl KPMG LLP

Boston, Massachusetts
March 13, 2015



Exhibit 31.1

CERTIFICATIONS UNDER SECTION 302

I, Donald R. Young, certify that:

1. I have reviewed this annual report on Form 16fspen Aerogels, Inc.;

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

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amndtifi@ periods presented in this report;

4. The registrant’s other certifying officer(s) alnare responsible for establishing and maintairmisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and have:

a) designed such disclosure controls and procedorreaused such disclosure controls and procedaites designed under our supervisiol
ensure that material information relating to thgiserant, including its consolidated subsidiariesnade known to us by others within those entities
particularly during the period in which this rep@teing prepared;

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psint based on such evaluation; and

¢) disclosed in this report any change in the tegyig's internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohwwer financial reporting; and

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

a) all significant deficiencies and material weadses in the design or operation of internal corttver financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refisancial information; and

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

Date: March 13, 201 /s/ Donald R. Youn
Donald R. Young
President and Chief Executive Offic
(principal executive officer




Exhibit 31.2

CERTIFICATIONS UNDER SECTION 302
I, John F. Fairbanks, certify that:
1. I have reviewed this annual report on Form 16fAspen Aerogels, Inc.;

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

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, andtifi@ periods presented in this report;

4. The registrant’s other certifying officer(s) alnare responsible for establishing and maintairmisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and have:

a) designed such disclosure controls and procedorreaused such disclosure controls and procedaites designed under our supervisiol
ensure that material information relating to thgiserant, including its consolidated subsidiariesnade known to us by others within those entities
particularly during the period in which this rep@teing prepared;

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psit based on such evaluation; and

¢) disclosed in this report any change in the tegyig's internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohwwer financial reporting; and

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

a) all significant deficiencies and material weads®s in the design or operation of internal corttver financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refisancial information; and

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

Date: March 13, 201 /s/ John F. Fairban}
John F. Fairbank
Vice President, Chief Financial Officer and Treas!
(principal financial officer and principal accoumgi officer)




Exhibit 32

CERTIFICATIONS UNDER SECTION 906

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

each of the undersigned officers of Aspen Aerodets, a Delaware corporation (the “Company”), dbegeby certify, to such officer’s knowledge,
that:

The Annual Report for the year ended December 314 Zthe “Form 10-K”) of the Company fully compliesth the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof 1934, and the information contained in thenfFda0-K fairly presents, in all material
respects, the financial condition and results @rapons of the Company.

Dated: March 13, 2015 /s/ Donald R. Young
Donald R. Young
President and Chief Executive Offic
(principal executive officer

Dated: March 13, 2015 /s/ John F. Fairbanks
John F. Fairbank
Vice President, Chief Financial Officer and Treas
(principal financial officer and principal accoumgji officer)




