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ITEM 1. FINANCIAL STATEMENTS

Current assets:
Cash and cash equivalents
Accounts receivable, net
Contract assets
Inventory
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Operating lease right-of-use assets
Other non-current assets
Deferred tax asset
Total assets

Liabilities:
Current liabilities:

Current portion of long-term debt obligations

Accounts payable

Accrued and other current liabilities

Contract liabilities

Current portion of operating lease liabilities
Total current liabilities

Long-term debt obligations, net of current portion
Long-term portion of operating lease liabilities

Other long-term liabilities

Total liabilities
Commitments and contingencies (Note 11)
Stockholders’ equity:

Common stock, par value $0.001, 100,000,000 shares authorized, 35,781,127 and 34,901,954 shares issued, 33,943,453 and 33,105,080

PART I. FINANCIAL INFORMATION

Consolidated Balance Sheets (Unaudited)

Assets

Luna Innovations Incorporated

(in thousands, except share data)

Liabilities and stockholders’ equity

shares outstanding at September 30, 2023 and December 31, 2022, respectively
Treasury stock at cost, 1,837,674 and 1,796,862 shares at September 30, 2023 and December 31, 2022, respectively

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss
Total stockholders’ equity

Total liabilities and stockholders’ equity

September 30, 2023 December 31, 2022
6,028 $ 6,024
39,304 33,249
7,324 7,691
43,318 36,582
4,207 4,328
100,181 87,874
4,892 4,893
16,143 18,750
26,896 26,927
7,999 4,661
3,338 3,255
5,645 4,647
165,094 $ 151,007
3,000 $ 2,500
10,617 8,109
14,705 16,694
4,619 4,089
2,069 2,239
35,010 33,631
28,887 20,726
6,178 2,804
407 444
70,482 57,605
36 35
(6,043) (5,607)
109,634 104,893
(5,273) (2,296)
(3,742) (3,623)
94,612 93,402
165,094 $ 151,007

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Luna Innovations Incorporated
Consolidated Statements of Operations (Unaudited)
(in thousands, except share and per share data)

Three Months Ended September 30,

Nine Months Ended September 30,

2023 2022 2023 2022
Revenue $ 30,703 $ 29,153 84912 $ 77,795
Cost of revenue 13,074 12,234 35,445 30,633
Gross profit 17,629 16,919 49,467 47,162
Operating expense:
Selling, general and administrative 12,829 11,678 39,565 39,733
Research, development and engineering 2,719 2,776 8,257 7,983
Amortization of intangible assets 929 987 2,839 2,794
Total operating expense 16,477 15,441 50,661 50,510
Operating income/(loss) 1,152 1,478 (1,194) (3,348)
Other income/(expense):
Other income 115 73 98 146
Interest expense, net (613) (218) (1,566) (442)
Total other expense, net (498) (145) (1,468) (296)
Income/(loss) from continuing operations before income taxes 654 1,333 (2,662) (3,644)
Income tax expense/(benefit) 193 165 (723) (527)
Net income/(loss) from continuing operations 461 1,168 (1,939) (3,117)
Income/(loss) from discontinued operations, net of income tax expense/(benefit) of $
—, $(78), $(346), and $3,205. — 28 (1,038) 622
Gain on sale of discontinued operations, net of tax of $3,117 — — — 10,921
Net income/(loss) from discontinued operations — 28 (1,038) 11,543
Net income/(loss) 461 1,196 (2,977) 8,426
Net income/(loss) per share from continuing operations:
Basic $ 001 $ 0.04 (0.06) $ (0.10)
Diluted $ 001 $ 0.03 (0.06) $ (0.10)
Net income/(loss) per share from discontinued operations:
Basic $ — $ 0.00 (0.03) $ 0.36
Diluted $ — $ 0.00 (0.03) $ 0.36
Net income/(loss) per share attributable to common stockholders:
Basic $ 0.01 $ 0.04 (0.09) $ 0.26
Diluted $ 001 $ 0.04 (0.09) $ 0.26
Weighted average shares:
Basic 33,917,700 32,800,690 33,631,654 32,492,276
Diluted 35,218,547 34,104,850 33,631,654 32,492,276
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Luna Innovations Incorporated
Consolidated Statements of Comprehensive (Loss)/Income (Unaudited)
(in thousands)

Three Months Ended September 30, Nine Months Ended September 30,
2023 2022 2023 2022
Net income/(loss) $ 461 $ 1,196 $ (2,977) $ 8,426
Other comprehensive loss (1,564) (3,124) (119) (6,721)
Total other comprehensive (loss)/income $ (1,103) $ (1,928) $ (3,096) $ 1,705

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Balance, June 30, 2023
Exercise of stock options

Share-based
compensation

Purchase of treasury
stock

Net income

Foreign currency
translation adjustment

Balance, September 30,
2023

Balance, June 30, 2022
Exercise of stock options

Share-based
compensation

Net income

Foreign currency
translation adjustment

Balance, September 30,
2022

Luna Innovations Incorporated
Consolidated Statements of Changes in Stockholders' Equity (Unaudited)
(in thousands, except share data)
Three Months Ended September 30, 2023

Additional
Paid-in Accumulated Accumulated Other
Common Stock Treasury Stock Capital Deficit Comprehensive Loss Total
Shares $ Shares $ $ $ $ $

33,908,336 $ 36 1,831,491 $ (5,960) $ 108,709 $ (5,734) $ (2,178) 94,873
11,782 — — — 37 — — 37
23,335 — — — 888 — — 888
— — 6,183 (83) — — — (83)

— — — — 461 — 461
_ _ — — — — (1,564) (1,564)
33,943,453 $ 36 1,837,674 $ (6,043) $ 109,634 $ (5,273) $ (3,742) 94,612

Three Months Ended September 30, 2022
Additional
Paid-in Accumulated Accumulated Other
Common Stock Treasury Stock Capital Deficit Comprehensive Loss Total
Shares $ Shares $ $ $ $ $

32,752,348 35 1,784,957 (5,542) 102,043 (4,345) (3,630) 88,561

82,018 — — — 3 — — 3

31,504 — — — 1,218 — — 1,218

— — — — — 1,196 — 1,196

— — — — — — (3,124) (3,124)

32,865,870 $ 35 1,784,957 $ (5,542) $ 103,264 $ (3,149) $ (6,754) 87,854
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Balance, December 31,
2022

Exercise of stock
options

Share-based
compensation

ESPP issuance
Purchase of treasury
stock

Net loss

Foreign currency
translation adjustment

Balance, September 30,
2023

Balance, December 31,
2021

Exercise of stock options

Share-based
compensation

ESPP issuance

Purchase of treasury
stock

Net income

Foreign currency
translation adjustment

Balance, September 30,
2022

Nine Months Ended September 30, 2023

Additional
Paid-in Accumulated Accumulated Other
Common Stock Treasury Stock Capital Deficit Comprehensive Loss Total
Shares Shares $ $ $ $ $
33,105,080 $ 35 1,796,862 $ (5,607) $ 104,893 $ (2,296) $ (3,623) $ 93,402
529,802 — — 1,271 — — 1,271
254,883 1 — 2,924 — — 2,925
88,317 — — — 546 — — 546
(34,629) — 40,812 (436) — — — (436)
— — — — (2,977) — (2,977)
— — — — — (119) (119)
33,943,453 $ 36 1,837,674 $ (6,043) $ 109,634 $ (5,273) (3,742) % 94,612
Nine Months Ended September 30, 2022
Additional
Paid-in Accumulated Accumulated Other
Common Stock Treasury Stock Capital Deficit Comprehensive Loss Total
Shares Shares $ $ $ $ $

32,116,270 34 1,744,026 (5,248) 98,745 (11,575) 33 $ 81,923

442,450 1 — — 1,160 — — 1,161

246,627 — — — 2,838 — — 2,838

101,454 — — — 521 — — 521
(40,931) — 40,931 (294) — — — (294)

— — — — — 8,426 — 8,426

_ _ _ _ _ — (6,721) (6,721)

32,865,870 $ 35 1,784,957 $ (5,542) $ 103,264 $ (3,149) (6,754) $ 87,854
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Luna Innovations Incorporated
Consolidated Statements of Cash Flows (Unaudited)
(in thousands, except share data)

Cash flows used in by operating activities
Net (loss)/income

Adjustments to reconcile net (loss)/income to net cash used in operating activities

Depreciation and amortization
Share-based compensation
Loss on disposal of property and equipment
Gain on sale of discontinued operations, net of tax
Deferred taxes
Change in assets and liabilities
Accounts receivable
Contract assets
Inventory
Other current assets
Other non-current assets
Accounts payable and accrued and other current liabilities
Contract liabilities
Other non-current liabilities
Net cash used in operating activities
Cash flows used in investing activities
Acquisition of property and equipment
Acquisition of intangible property
Proceeds from sale of discontinued operations
Acquisition of Luna Innovations Germany GmbH
Other
Net cash used in investing activities
Cash flows provided by financing activities
Payments on finance lease obligations
Proceeds from borrowings under debt obligations
Payments of debt obligations
Repurchase of common stock
Proceeds from ESPP
Proceeds from the exercise of stock options
Net cash provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents—beginning of period
Cash and cash equivalents—end of period
Supplemental disclosure of cash flow information
Cash paid for interest
Cash paid for income tax

Nine Months Ended September 30,

2023 2022
(2,977) $ 8,426
4,092 3,993
3,219 3,204
281 —
— (10,921)
(998) (3,374)
(6,095) (6,166)
1,145 (2,739)
(6,520) (6,662)
202 2,093
(121) 599
(479) 5,824
11 2,425
— 13
(8,140) (3,285)
(1,750) (2,313)
(95) —
— 12,973
— (22,085)
— 29
(1,845) (11,396)
(37) (36)
10,400 22,150
(1,750) (16,275)
(436) (294)
546 521
1,272 1,160
9,995 7,226
(6) (1,784)
4 (9,239)
6,024 17,128
6,028 $ 7,889
1,590 $ 209
3,206 $ 220

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Luna Innovations Incorporated
Notes to Unaudited Consolidated Financial Statements

1. Basis of Presentation and Significant Accounting Policies

Nature of Operations

» <«

Luna Innovations Incorporated (“we,” “our” or the “Company”), headquartered in Roanoke, Virginia, was incorporated in the Commonwealth of Virginia
in 1990 and reincorporated in the State of Delaware in April 2003.

We are a leader in advanced optical technology, providing high performance fiber optic test, measurement and control products for the
telecommunications and photonics industries, and distributed fiber optic sensing solutions that measure, or "sense" the structures for industries ranging from
aerospace, automotive, oil and gas, security and infrastructure. Our communications test and control products help customers test their fiber optic networks and
assemblies with speed and precision in both lab and production environments. Our test and measurement products accelerate the development of high speed
fiber optic components like photonic integrated circuits, coherent receivers and short-run fiber networks. Our distributed fiber optic sensing products help
designers and manufacturers more efficiently develop new and innovative products by measuring stress, strain, and temperature at a high resolution for new
designs or manufacturing processes. Our distributed fiber optic sensing products ensure the safety and structural integrity or operational health of critical assets
in the field, by monitoring stress, strain, temperature and vibration in large civil and industrial infrastructure such as bridges, roads, pipelines and borders. We
manufacture and sell "terahertz" (THz) products for layer thickness measurements for materials like plastics, rubber, and paint. Our THz products are used in
the aerospace and automotive/EV sector. We also provide applied research services, primarily under federally funded development programs, that leverage our
sensing and instrumentation technologies to meet the specific needs and applications of our customers.

Unaudited Interim Financial Information

The accompanying unaudited consolidated interim financial statements have been prepared in accordance with accounting principles generally accepted
in the United States of America (“U.S. GAAP”) for interim financial statements and Article 10 of Regulation S-X of the Securities Exchange Act of 1934, as
amended. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for annual financial statements. The unaudited
consolidated interim financial statements have been prepared on the same basis as the annual financial statements and in the opinion of management reflect all
adjustments, consisting of only normal recurring adjustments considered necessary to present fairly our financial position at September 30, 2023, results of
operations, comprehensive (loss)/income and changes in stockholders' equity for the three and nine months ended September 30, 2023 and 2022, and cash
flows for the nine months ended September 30, 2023 and 2022. The results of operations for the three and nine months ended September 30, 2023 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2023. The consolidated balance sheet as of December 31, 2022 was
derived from our audited consolidated financial statements.

The consolidated interim financial statements, including our significant accounting policies, should be read in conjunction with the audited consolidated
financial statements and the notes thereto for the year ended December 31, 2022, included in our Annual Report on Form 10-K as filed with the Securities and
Exchange Commission (“SEC™) on March 16, 2023.

Goodwill and Intangible Assets

Goodwill and intangible assets with indefinite lives are not amortized but are tested for impairment on an annual basis, as of October 1 of each year, or
whenever events or changes in circumstances indicate that the carrying amount of these assets may be impaired. Purchased intangible assets with finite useful
lives are amortized using the straight-line method over their estimated useful lives. We analyze the reasonableness of the remaining useful life whenever events
or circumstances indicate that the carrying amount may not be recoverable to determine whether the carrying value has been impaired.

Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in the principal or most advantageous market in an
orderly transaction between marketplace participants. Various valuation approaches can be used to determine fair value, each requiring different valuation
inputs. The following hierarchy classifies the inputs used to determine fair value into three levels:

*  Level 1—Quoted prices for identical instruments in active markets.
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*  Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that are not active; and
model-derived valuations in which significant value drivers are observable.

*  Level 3—Valuations derived from valuation techniques in which significant value drivers are unobservable.

The carrying values of cash and cash equivalents, accounts receivable, accounts payable and accrued and other liabilities approximate fair value because
of the short-term nature of these instruments. The carrying amount of lease liabilities approximate fair value because these financial instruments bear interest at
rates that approximate current market rates for similar agreements with similar maturities and credit. We consider the terms of the PNC Bank, National
Association debt facility, including its floating per annum interest rate of the daily simple secured overnight financing rate ("SOFR"), plus an SOFR
adjustment, plus a margin ranging from 1.75% to 2.75%, to be at market based upon similar instruments that would be available to us. The Company has
certain assets and liabilities that have been recorded at fair value on a non-recurring basis following an acquisition.

Reportable Segments

We have one reportable segment that develops, manufactures and markets distributed fiber optic sensing products and fiber optic communications test
and control products.

Net Income/(Loss) Per Share

Basic per share data is computed by dividing our net income/(loss) by the weighted average number of shares outstanding during the period. Diluted per
share data is computed by dividing net income/(loss) by the weighted average shares outstanding during the period increased to include, if dilutive, the number
of additional common share equivalents that would have been outstanding if potential shares of common stock had been issued using the treasury stock method.
Diluted per share data would also include the potential common share equivalents relating to convertible securities by application of the if-converted method.

For the three months ended September 30, 2023 and 2022, the effects of 1,300,847 and 1,304,160 common stock equivalents are included for the diluted
per share data, respectively. Stock options, restricted stock units and deferred stock units credited to our directors under our non-employee deferred
compensation plan are included in our common stock equivalents. For the nine months ended September 30, 2023 and 2022, all potentially dilutive securities
for stock options and restricted stock units were excluded as their impact would be anti-dilutive.

The following shares could potentially dilute basic EPS in the future and have been excluded from the computation of diluted weighted average shares
outstanding because the effect would be anti-dilutive:

Three Months Ended September 30, Nine Months Ended September 30,
2023 2022 2023 2022
Stock options 78,000 80,000 165,000 580,000
Restricted stock units 83,000 386,000 1,135,000 947,000

Foreign Currency

For our non-U.S. dollar functional currency subsidiaries, assets and liabilities are translated into U.S. dollars using fiscal period end exchange rates. Sales
and expenses are translated at average monthly exchange rates. Foreign currency translation gains and losses are included as a component of accumulated other
comprehensive loss within equity. Gains and losses resulting from foreign currency transactions are included in earnings.

Recently Issued Pronouncements

In June 2016, the FASB issued ASU 2016-13 Financial Instruments - Credit Losses (Topic 326) - Measurement of Credit Losses on Financial
Instruments, which requires companies to measure financial assets at an amortized cost basis to be presented at the net amount expected to be collected. The
new accounting rules eliminate the probable initial recognition threshold and, instead, reflect an entity's current estimate of all expected credit losses. ASU
2016-13 is applicable to our trade receivables and convertible note. This pronouncement was amended under ASU 2019-10 to allow an extension on the
adoption date for entities that qualify as a small reporting company. We adopted ASU 2016-13, effective January 1, 2023. The adoption of ASU 2016-13 did
not have a significant impact on our consolidated financial statements.

10
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2. Discontinued Operations

During the fourth quarter of 2022, we recorded revenue and an unbilled receivable of $1.3 million related to our annual Incurred Cost Submission for the
year ended 2021 for projects from our Luna Labs business sold on March 7, 2022. As of June 30, 2023, we no longer believed we would be able to collect the
majority of the Luna Labs portion of the unbilled receivables and revised our estimated collection from $1.3 million to $0.1 million, resulting in a loss recorded
in discontinuing operations of $1.0 million, net of tax, during the three months ended June 30, 2023.

3. Intangible assets, net

Intangible assets, net at September 30, 2023 and December 31, 2022 consisted of the following:

Estimated Life September 30, 2023 December 31, 2022

(in thousands)
Patent costs 1 -5 years $ 9,291 $ 9,086
Developed technology 5 - 10 years 16,969 15,924
In-process research and development N/A 1,478 2,631
Customer relationships 5 - 15 years 4,177 4,117
Trade names 3 - 5 years 866 880
Backlog 1 - 3 years 421 331
33,202 32,969
Patent costs (4,857) (4,128)
Developed technology (8,673) (6,830)
In-process research and development (1,540) (1,763)
Customer relationships (948) (574)
Trade names (620) (586)
Backlog (421) (338)
Accumulated amortization (17,059) (14,219)
$ 16,143 $ 18,750

Amortization expense for the three and nine months ended September 30, 2023 was $0.9 million and $2.8 million, respectively. Estimated aggregate
amortization, based on the net value of intangible assets at September 30, 2023, for each of the next five years and beyond is as follows (in thousands):

Year Ending December 31,

2023 (remaining 3 months) $ 995
2024 3,576
2025 3,261
2026 3,163
2027 2,385
2028 & beyond 2,763
Total $ 16,143

11
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4. Goodwill

The change in the carrying value of goodwill during the nine months ended September 30, 2023 was as follows:

(in thousands)

Balance as of December 31, 2022 $ 26,927
Foreign currency translation (31)
Balance as of September 30, 2023 $ 26,896
5. Inventory

Inventory consists of finished goods, work-in-process and raw materials valued at the lower of cost (determined on the first-in, first-out basis) or net
realizable value.

Components of inventory were as follows:

September 30, 2023 December 31, 2022
(in thousands)
Finished goods $ 11,236 $ 9,930
Work-in-process 4,405 3,113
Raw materials 27,677 23,539
Total inventory $ 43,318 $ 36,582
6. Accrued Liabilities
Accrued liabilities consisted of the following:
September 30, 2023 December 31, 2022
(in thousands)
Accrued compensation $ 8,344 $ 8,962
Accrued professional fees 745 720
Accrued income tax 1,028 3,788
Warranty reserve 720 482
Accrued interest 110 64
Accrued liabilities - other 3,758 2,678
Total accrued and other current liabilities $ 14,705 $ 16,694
7. Debt
Long-term debt consisted of the following:
September 30, 2023 December 31, 2022
(in thousands)
Term Loan (net of debt issuance costs of $63 and $74, 7.90% and 6.65% at September 30, 2023 and
December 31, 2022, respectively) $ 17,187 $ 18,926
Revolving Loan (7.90% and 6.65% at September 30, 2023 and December 31, 2022) 14,700 4,300
31,887 23,226
Less: Current portion of long-term debt obligations (3,000) (2,500)
Long-term debt obligations $ 28,887 $ 20,726

13
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PNC Bank Facility

On January 31, 2023, the Company entered into a Loan Modification Agreement (the "Third Amendment") in respect of the Loan Agreement and
previous amendments discussed hereafter to slightly modify its net leverage ratio and interest rate applicable margin. On June 21, 2022 (the “Effective Date”),
the Company entered into a Loan Modification Agreement (the “Second Amendment”) in respect of its Loan Agreement, dated as of December 1, 2020 (the
“Original Loan Agreement” and as amended by that certain First Amendment to Loan Agreement, dated as of March 10, 2022, the Second Amendment, and
the Third Amendment the “Loan Agreement”) with PNC Bank, National Association, as lender (the “Lender”) and certain of the Company’s domestic
subsidiaries as guarantors, to, among other things, extend the maturity date of the Term Loan and Revolving Line (each as defined below) to June 21, 2027 and
increase the total commitments to the Company.

The Loan Agreement provides a $15.0 million revolving credit facility (the “Revolving Line”) and a $20 million term loan facility (the “Term Loan”).
On the Effective Date, we borrowed the full amount of the Term Loan from the Lender according to a term note (the “Term Note”), a portion of the proceeds of
which were used to refinance the remaining principal amount of the $12.5 million in term loans issued under the Original Loan Agreement, and the remainder
of which were used to pay down approximately $13.7 million of the $15.0 million in revolving loans outstanding under the Revolving Line (the “Revolving
Loan”) according to a revolving line of credit note (the “Revolving Line of Credit Note”). We may repay and reborrow advances under the Revolving Line
from time to time according to the Revolving Line of Credit Note. The unused Revolving Line totaled $0.3 million at September 30, 2023.

The Term Loan matures on June 21, 2027. The Term Loan amortizes at a rate equal to 10% for the first year, 15% for years two and three, 20% in year
four and 15% in year five, in each case payable on a quarterly basis. The remaining balance is due on maturity. Accrued interest is due and payable on the first
day of each month and the outstanding principal balance and any accrued but unpaid interest will be due and payable on June 21, 2027. The Term Loan bears
interest at a floating per annum rate equal to the sum of (a) the daily simple secured overnight finance rate ("Daily Simple SOFR"), plus (b) an SOFR
adjustment of ten basis points (0.10%), plus (c) an applicable margin. The applicable margin ranges from 1.75% to 2.75% per annum, depending on our Net
Leverage Ratio (as defined in the Loan Agreement). We may prepay the Term Loan without penalty or premium.

The Revolving Line expires on June 21, 2027. Borrowings under the Revolving Line bear interest at a floating per annum rate equal to the sum of (a) the
Daily Simple SOFR, plus (b) an SOFR adjustment of ten basis points (0.10%), plus (c) an applicable margin. The applicable margin ranges from 1.75% to
2.75% per annum, depending on our Net Leverage Ratio. Accrued interest is due and payable on the first day of each month and the outstanding principal
balance and any accrued but unpaid interest is due and payable on June 21, 2027. The unused portion of the Revolving Line accrues a fee equal to 0.20% per
annum multiplied by the quarterly average unused amount.

The Loan Agreement includes a number of affirmative and restrictive covenants applicable to us and our subsidiaries, including, among others, financial
covenants regarding minimum net leverage and fixed charge coverage, affirmative covenants regarding delivery of financial statements, payment of taxes, and
maintenance of government compliance, and restrictive covenants regarding dispositions of property, acquisitions, incurrence of additional indebtedness or
liens, investments and transactions with affiliates. We are also restricted from paying dividends or making other distributions or payments on our capital stock,
subject to limited exceptions. We were in compliance with these covenants as of September 30, 2023.

Upon the occurrence of certain events, including failure to satisfy our payment obligations under the Loan Agreement, failure to adhere to the financial
covenants, the breach of certain of our other covenants under the Loan Agreement, cross defaults to other indebtedness or material agreements, judgment
defaults and defaults related to failure to maintain governmental approvals, the Lender will have the right, among other remedies, to declare all principal and
interest immediately due and payable, and to exercise secured party remedies.
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Maturities on debt are as follows (in thousands):

Year Ending December 31, Amount

2023 (remaining 3 months) $ 750

2024 3,000

2025 3,500

2026 4,000

2027 20,700
Total maturities 31,950
Less: deferred issuance costs (63)
Total $ 31,887

8. Capital Stock and Share-Based Compensation

Stock Options

For the three and nine months ended September 30, 2023, we recognized $24.4 thousand and $118.3 thousand, respectively, in share-based compensation
expense related to stock options, which is included in our selling, general and administrative expense in the accompanying consolidated statement of
operations. Share-based compensation expense related to stock options for the three and nine months ended September 30, 2022 totaled $0.2 million and $0.6
million, respectively. We expect to recognize $0.1 million in share-based compensation expense over the weighted-average remaining service period of 1.1
years for stock options outstanding as of September 30, 2023.

Restricted Stock Units

During the three and nine months ended September 30, 2023, we granted 85,740 and 388,869 time-based restricted stock units ("RSUs"), respectively.
During the three and nine months ended September 30, 2022, we granted 190,000 and 823,842 time-based RSUs, respectively. The general terms of the RSUs
are similar to awards previously granted by us. The weighted average fair value of the time-based RSUs granted during the three and nine months ended
September 30, 2023 was $8.87 and $8.37 per share, respectively. The fair value of each RSU was determined based on the market price of our stock on the date
of grant.

In addition, pursuant to our Deferred Compensation Plan, non-employee directors can elect to defer the receipt of some or all of the equity compensation
that they receive for board and committee service. During the three and nine months ended September 30, 2023, we granted 7,348 and 65,284.76 RSUs,
respectively, pursuant to the Deferred Compensation Plan. During the three and nine months ended September 30, 2022, we granted 14,299 and 112,560 RSUs,
respectively, pursuant to the Deferred Compensation Plan. The general terms of these RSUs are similar to awards previously granted by us. The weighted
average fair value of these RSUs granted during the three and nine months ended September 30, 2023, was $9.05 and $8.65 per share, respectively. The fair
value of each RSU was determined based on the market price of our stock on the date of grant.

For the three and nine months ended September 30, 2023, we recognized $0.9 million and $2.8 million, respectively, in share-based compensation
expense related to RSUs, which is included in our selling, general and administrative expense in the accompanying consolidated statement of operations. Share-
based compensation related to RSUs for the three and nine months ended September 30, 2022 totaled $0.6 million and $1.8 million, respectively. We expect to
recognize $5.8 million in share-based compensation expense over the weighted-average remaining service period of 1.2 years for RSUs outstanding as of
September 30, 2023.

Employee Stock Purchase Plan ("ESPP")

For each of the three and nine months ended September 30, 2023, we recognized $0.1 million and $0.3 million, respectively, in share-based
compensation expense related to the ESPP, which is included in our selling, general and administrative expense in the accompanying consolidated statement of
operations. Share-based compensation related to the ESPP for the three and nine months ended September 30, 2022 totaled $0.1 million and $0.2 million,
respectively.
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9. Revenue Recognition

Disaggregation of Revenue

We disaggregate our revenue from contracts with customers by geographic locations, customer type, contract type, timing of recognition, and major
categories, as we believe it best depicts how the nature, amount, timing and uncertainty of our revenue and cash flows are affected by economic factors. We
disaggregate revenue on the basis of where the physical goods are shipped. We also classify revenue by the customer type of entity for which it does business,
which is an indicator of the diversity of our client base. We attribute revenue generated from being a subcontractor to a commercial company as government
revenue when the ultimate client is a government agency or department. Disaggregation by contract mix provides insight in terms of the degree of performance
risk that we have assumed. Fixed-price contracts are considered to provide the highest amount of performance risk as we are required to deliver a scope of work
or level of effort for a negotiated fixed price. Cost-based contracts are considered to provide the lowest amount of performance risk since we are generally
reimbursed for all contract costs incurred in performance of contract deliverables with only the amount of incentive or award fees (if applicable) dependent on
the achievement of negotiated performance requirements. By classifying revenue by major product and service, we attribute revenue from a client to the major
product or service that we believe to be the client's primary market.
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The details are listed in the table below for the three and nine months ended September 30, 2023 and 2022:

Three Months Ended September 30, Nine Months Ended September 30,
2023 2022 2023 2022
(in thousands) (unaudited) (unaudited)
Total Revenue by Geographic Location
United States $ 10,238 $ 12,597 36,280 $ 33,361
Asia 11,388 7,248 20,769 16,265
Europe 6,266 8,300 19,566 20,765
Canada, Central and South America 1,859 661 5,681 6,846
All Others 952 347 2,616 558
Total $ 30,703 $ 29,153 $ 84,912 $ 77,795
Total Revenue by Major Customer Type
Sales to the U.S. government $ 1,982 $ 2,604 $ 5,207 $ 6,394
U.S. direct commercial sales and other 8,257 9,993 31,074 26,967
Foreign commercial sales & other 20,464 16,556 48,631 44,434
Total $ 30,703 $ 29,153 $ 84,912 $ 77,795
Total Revenue by Contract Type
Fixed-price contracts $ 30,234 $ 28,202 $ 82,757 $ 75,556
Cost-type contracts 469 951 2,155 2,239
Total $ 30,703 $ 29,153 $ 84,912 $ 77,795
Total Revenue by Timing of Recognition
Goods transferred at a point in time $ 27,921 $ 25,114 75,761 $ 66,608
Goods/services transferred over time 2,782 4,039 9,151 11,187
Total $ 30,703 $ 29,153 $ 84,912 $ 77,795
Total Revenue by Major Products/Services
Technology development $ 1,253 $ 2,062 4,381 $ 5,198
Test, measurement and sensing systems 29,217 26,809 79,783 70,927
Other 233 282 748 1,670
Total $ 30,703 $ 29,153 $ 84,912 $ 77,795

Contract Balances

Our contract assets consist of unbilled amounts for research contracts as well as custom product contracts. Contract liabilities include excess billings, and
customer deposits. During the three and nine months ended September 30, 2023, we recognized $0.3 million and $2.9 million of revenue, respectively, that was
included in contract liabilities as of December 31, 2022.

17



Table of Contents

The following table shows the components of our contract balances as of September 30, 2023 and December 31, 2022:

September 30, 2023 December 31, 2022
(in thousands)
Contract assets $ 7,324 $ 7,691
Contract liabilities 4,619 4,089
Net contract assets $ 2,705 $ 3,602

Performance Obligations

Unfulfilled performance obligations represent amounts expected to be earned on executed contracts. Indefinite delivery and quantity contracts and
unexercised options are not reported in total unfulfilled performance obligations. Unfulfilled performance obligations include funded obligations, which is the
amount for which money has been directly authorized by the U.S. government and for which a purchase order has been received by a commercial customer,
and unfunded obligations represent firm orders for which funding has not yet been appropriated. The approximate value of our unfulfilled performance
obligations was $49.0 million at September 30, 2023. We expect to satisfy 41% of the performance obligations in 2023, 55% in 2024 and the remainder by
2028.

10. Income Taxes

Our provision for income taxes is based upon the estimated annual effective tax rate for the year applied to the current period income plus the tax effect
of any significant or unusual items, discrete events or changes in tax law. Fluctuations in the distribution of pre-tax income among our operating subsidiaries
can lead to fluctuations of the effective tax rate in the consolidated financial statements. We and our subsidiaries file U.S. federal income tax returns and
income tax returns in various state, local, and foreign jurisdictions.

For the nine months ended September 30, 2023, our effective income tax rate was 27.2% compared to 14.5% for the nine months ended September 30,
2022. Historically, our tax rate can vary significantly from the federal statutory rate of 21% due to losses generated in jurisdictions where the benefit is not
expected to be recognized partially offset by favorable impacts from stock award vesting and exercises, foreign-derived intangible income deduction and
research and development tax credits.

11. Commitments and Contingencies

We are from time to time involved in certain legal proceedings in the ordinary course of conducting our business. While the ultimate liability pursuant to
these actions cannot currently be determined, we believe it is not reasonably possible that these legal proceedings will have a material adverse effect on our
financial position or results of operations.

We executed multiple non-cancelable purchase orders totaling $3.1 million in the second quarter of 2022, $4.6 million in the fourth quarter of 2022, $0.6
million in the first quarter of 2023, and $2.7 million in the third quarter of 2023 for multiple shipments of tunable lasers to be delivered over a 11-21 month
period. At September 30, 2023, approximately $7.9 million of non-cancelable purchase order commitments remained and are expected to be delivered by
March 3, 2025.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

This Quarterly Report on Form 10-Q, including the sections entitled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and “Quantitative and Qualitative Disclosures About Market Risk” under Items 2 and 3, respectively, of Part I of this report, and the section
entitled “Risk Factors” under Item 1A of Part II of this report, may contain forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as amended. All statements other than statements of historical fact are
“forward-looking statements” for purposes of these statutes, including those relating to future events or our future financial performance. In some cases, you
can identify these forward looking statements by words such as “intends,” “will,” “plans,” “anticipates,” “expects,” “may,” “might,” “estimates,”
“believes,” “should,” “projects,” “ ” “potential” or “continue,” or the negative of those words and other comparable words, and other words or

» o« » o« » o« » o«

predicts,
terms of similar meaning in connection with any discussion of future operating or financial performance. Similarly, statements that describe our business
strategy, goals, prospects, opportunities, outlook, objectives, plans or intentions are also forward-looking statements. These statements are only predictions and
may relate to, but are not limited to, expectations of future operating results or financial performance, capital expenditures, introduction of new products,
regulatory compliance and plans for growth and future operations, the potential benefits of past acquisitions and dispositions, as well as assumptions relating
to the foregoing.

These statements are based on current expectations and assumptions regarding future events and business performance and involve known and unknown
risks, uncertainties and other factors that may cause actual events or results to be materially different from any future events or results expressed or implied by
these statements. These factors include those set forth in the following discussion and within Item 1A “Risk Factors” of this Quarterly Report on Form 10-Q
and elsewhere within this report.

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our consolidated financial
statements and the related notes to those statements included elsewhere in this report. In addition to historical financial information, the following discussion
and analysis contains forward-looking statements that involve risks, uncertainties and assumptions. Our actual results and timing of selected events may differ
materially from those anticipated in these forward-looking statements as a result of many factors, including those discussed under “Risk Factors” and
elsewhere in this report.

Overview of Our Business

We are a leader in advanced optical technology, providing high performance fiber optic test, measurement and control products for the
telecommunications and photonics industries, and distributed fiber optic sensing solutions that measure, or “sense,” the structures for industries ranging from
aerospace, automotive, oil and gas, security and infrastructure. We operate in one reportable segment.

Our communications test and control products help customers test their fiber optic networks and assemblies with speed and precision in both lab and
production environments. Our test and measurement products accelerate the development of high speed fiber optic components like photonic integrated circuits
("PICs"), coherent receivers and short-run fiber networks. Our distributed fiber optic sensing products help designers and manufacturers more efficiently
develop new and innovative products by measuring stress, strain, and temperature at a high resolution for new designs or manufacturing processes. In addition,
our distributed fiber optic sensing products ensure the safety and structural integrity or operational health of critical assets in the field, by monitoring stress,
strain, temperature and vibration in large civil and industrial infrastructure such as bridges, roads, pipelines and borders. We manufacture and sell "terahertz"
(THz) products for layer thickness measurements for materials like plastics, rubber and paint. Our THz products are used in the aerospace and automotive/EV
sectors. We also provide applied research services, primarily under federally funded development programs, that leverage our sensing and instrumentation
technologies to meet the specific needs and applications of our customers.

As we develop and commercialize new products, our revenue will reflect a broader and more diversified mix of products. Our key initiative for long term
growth is to become a leading provider of fiber optic communications test, measurement, control and sensing equipment. Recent acquisitions have added
strategic technologies and products that complement our existing suite of sensing products and provided for expansion into high-growth markets such as
security and perimeter detection, smart infrastructure monitoring and oil and gas. Our products have historically been strong in long-range, discrete sensing and
short range, fully distributed sensing which are best when specific, known locations need to be monitored. Additional product offerings from these strategic
acquisitions have helped us fill a gap for long range, fully distributed acoustic, temperature and strain measurement, which is best for applications where
signals can occur anywhere along the length of the sensor.
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We may incur increasing expenses as we seek to expand our business, including expenses for research and development, sales and marketing and
manufacturing capabilities. We may continue to grow our business in part through acquisitions of additional companies and complementary technologies,
which could cause us to incur transaction expenses, amortization or write-offs of intangible assets and goodwill and other acquisition-related expenses. As a
result, we may incur net losses in future periods, and these losses could be substantial.

Backlog

We define backlog as the dollar amount of obligations payable to us under negotiated contracts upon completion of a specified portion of work that has
not yet been completed, exclusive of revenue previously recognized for work already performed under these contracts, if any. Total backlog includes funded
backlog, which is the amount for which money has been directly authorized by the U.S. government or for which a purchase order has been received from a
commercial customer, and unfunded backlog, which represents firm orders for which funding has not yet been appropriated. Our backlog of purchase orders
received for which the related goods have not been shipped or recognized as revenue was $49.0 million and $52.9 million at September 30, 2023 and
December 31, 2022, respectively.

Description of Revenue, Costs and Expenses

Revenue

We generate revenue from product sales and commercial product development and, to a lesser degree, fees paid to us in connection with licenses or sub-
licenses of certain patents and other intellectual property. We also generate revenue from providing research and development services to third parties,
including government entities and corporations.

Cost of Revenue

Cost of revenue associated with our product revenue consists of product manufacturing costs including all direct material and direct labor costs, amounts
paid to our contract manufacturers, manufacturing, shipping and handling, provisions for product warranties, license fees for use of certain technologies and
inventory obsolescence as well as overhead allocated to each of these activities. Cost of revenue associated with our contract research revenue consists of costs
associated with performing the related research activities including direct labor, amounts paid to subcontractors and allocate overhead.

Operating Expense

Operating expense consists of selling, general and administrative expenses, as well as expenses related to research, development and engineering,
depreciation of fixed assets, amortization of intangible assets and costs related to merger and acquisition activities. These expenses also include compensation
for employees in executive and operational functions including certain non-cash charges related to expenses from equity awards, facilities costs, professional
fees, salaries, commissions, travel expense and related benefits of personnel engaged in sales, marketing and administrative activities, costs of marketing
programs and promotional materials, salaries, bonuses and related benefits of personnel engaged in our own research and development, product development
activities not provided under contracts with third parties, and overhead costs related to these activities.

Interest Expense

Interest expense is composed of interest paid under our term and revolving loans as well as interest accrued on our finance lease obligations.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based on our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States of America. The preparation of these financial statements requires us
to make estimates, assumptions and judgments that affect the amounts reported in our financial statements and the accompanying notes. We base our estimates
on historical experience and on various other assumptions that we believe to be reasonable under the circumstances. Actual results may differ from these
estimates under different assumptions or judgments.

Our critical accounting policies are described in the Management’s Discussion and Analysis section and the notes to our audited consolidated financial
statements previously included in our Annual Report on Form 10-K for the year ended December 31, 2022, as filed with the Securities and Exchange
Commission ("SEC") on March 16, 2023.
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Results of Operations
Three Months Ended September 30, 2023 Compared to Three Months Ended September 30, 2022
Revenue

Revenue for the three months ended September 30, 2023 increased $1.6 million, or 5%, to $30.7 million compared to $29.2 million for the three months
ended September 30, 2022. The increase in revenue for the three months ended September 30, 2023, compared to the three months ended September 30, 2022,
was primarily due to strong growth in sales of our communications test products partially offset by a slight decline in sales of our sensing products.

Cost of Revenue and Gross Profit

Cost of revenue increased by $0.8 million, or 7%, to $13.1 million for the three months ended September 30, 2023, compared to $12.2 million for the
three months ended September 30, 2022. The increase in cost of revenue slightly outpaced our sales growth. Our overall gross margin for the three months
ended September 30, 2023 was 57%, compared to 58% for the three months ended September 30, 2022. The decrease in gross margin was primarily due to an
unfavorable product mix.

Operating Expense
Three Months Ended September 30,
(in thousands) 2023 2022 $ Difference % Difference
Operating expense:
Selling, general and administrative $ 12,829 $ 11,678 $ 1,151 10 %
Research, development and engineering 2,719 2,776 (57) )%
Amortization of intangible assets 929 987 (58) (6)%
Total operating expense $ 16,477 $ 15,441 $ 1,036 7 %

Our selling, general and administrative expense increased $1.2 million, or 10%, to $12.8 million for the three months ended September 30, 2023,
compared to $11.7 million for the three months ended September 30, 2022. The increase in selling, general and administrative was primarily driven by an
increase in costs to support our global growth.

Research, development and engineering expense decreased $0.1 million, or 2%, to $2.7 million for the three months ended September 30, 2023,
compared to $2.8 million for the three months ended September 30, 2022.

Amortization of intangible assets decreased $0.1 million, or 6%, to $0.9 million for the three months ended September 30, 2023, compared to $1.0
million for the three months ended September 30, 2022.
Income from Continuing Operations Before Income Taxes

During the three months ended September 30, 2023, we recognized income from continuing operations before income taxes of $0.7 million compared to
income from continuing operations before income taxes of $1.3 million for the three months ended September 30, 2022.
Income Tax Expense

During the three months ended September 30, 2023 and 2022, we recognized an income tax expense from continuing operations of $0.2 million driven
by pre-tax income and a change in our estimated annual effective tax rate.
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Nine Months Ended September 30, 2023 Compared to Nine Months Ended September 30, 2022
Revenue

Revenue for the nine months ended September 30, 2023 increased $7.1 million, or 9%, to $84.9 million compared to $77.8 million for the nine months
ended September 30, 2022. The majority of the increase in revenue for the nine months ended September 30, 2023, compared to the nine months ended
September 30, 2022, was due to the revenue from Luna Innovations GmbH and its wholly owned subsidiary Lios Technology, Inc. ("Lios"), which was
acquired on March 10, 2022, and growth in sales of our sensing and communications test products.

Cost of Revenue and Gross Profit

Cost of revenue increased $4.8 million, or 16%, to $35.4 million for the nine months ended September 30, 2023, compared to $30.6 million for the nine
months ended September 30, 2022. This increase in cost of revenue slightly outpaced our sales growth. Our overall gross margin for the nine months ended
September 30, 2023 was 58%, compared to 61% for the nine months ended September 30, 2022.

Operating Expense
Nine Months Ended
September 30,
(in thousands) 2023 2022 $ Difference % Difference
Operating expense:
Selling, general and administrative $ 39,565 % 39,733 % (168) — %
Research, development and engineering 8,257 7,983 274 3%
Amortization of intangible assets 2,839 2,794 45 2%
Total operating expense $ 50,661 $ 50,510 $ 151 — %

Selling, general and administrative expense decreased $0.2 million, to $39.6 million for the nine months ended September 30, 2023, compared to $39.7
million for the nine months ended September 30, 2022. Selling, general and administrative expense decreased primarily due to efforts to remove redundant
expenses on a global basis, partially offset by an increase in costs to support our global growth and expenses from the acquired Lios operations.

Research, development and engineering expense increased $0.3 million, or 3%, to $8.3 million for the nine months ended September 30, 2023, compared
to $8.0 million for the nine months ended September 30, 2022.

Amortization of intangible assets was $2.8 million for each of the nine months ended September 30, 2023 and 2022.

Loss from Continuing Operations Before Income Taxes

During the nine months ended September 30, 2023, we recognized a loss from continuing operations before income taxes of $2.7 million compared to a
loss from continuing operations before income taxes of $3.6 million for the nine months ended September 30, 2022.

Income Tax Benefit

For the nine months ended September 30, 2023 and 2022 we recognized an income tax benefit from continuing operations of $0.7 million and $0.5
million, respectively. The income tax benefit for the nine months ended September 30, 2023 was primarily due to the pre-tax loss and favorable benefit from
certain discrete tax adjustments. The income tax benefit for the nine months ended September 30, 2022 was primarily due to the pre-tax loss and R&D tax
credits, which was partially offset by an unfavorable GILTI impact and losses for which no benefit can be recorded due to valuation allowances.

Net (Loss)/Income from Discontinued Operations

For the nine months ended September 30, 2023, we recognized a loss from discontinued operations, net of income taxes, of $1.0 million which was due
to a change in estimate related to the collection of an outstanding unbilled receivable balance previously recorded at December 31, 2022. For the nine months
ended September 30, 2022, we recognized income from discontinued operations, net of income taxes, of $11.5 million, which primarily consisted of a gain of
$10.9 million, net of tax, on the sale of Luna Labs.
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Liquidity and Capital Resources

At September 30, 2023, our total cash and cash equivalents were $6.0 million. We require cash to: (i) fund our operating expenses, working capital
requirements, and outlays for strategic acquisitions and investments; (ii) service our debt, including principal and interest; (iii) conduct research and
development; (iv) incur capital expenditures; and (v) repurchase our common stock. As part of our business strategy, we review acquisition and divestiture
opportunities on a regular basis.

We believe that the key factors that could affect our internal and external sources of cash include:

e Changes in demand for our products, competitive pricing pressures, supply chain constraints, effective management of our manufacturing capacity, our
ability to achieve further reductions in operating expenses, our ability to make progress on the achievement of our business strategy goals, and our ability to
make the research and development expenditures required to remain competitive in our business.

e Our access to bank financing and the debt and equity capital markets that could impair our ability to obtain needed financing on acceptable terms or to
respond to business opportunities and developments as they arise, including interest rate fluctuations, macroeconomic conditions, sudden reductions in the
general availability of lending from banks or the related increase in cost to obtain bank financing and our ability to maintain compliance with covenants
under our debt agreements in effect from time to time.

As of September 30, 2023, we had outstanding borrowings under our Term Loan and Revolving Line of $17.2 million and $14.7 million, respectively.
We may repay and reborrow advances under the Revolving Line from time to time pursuant to the Revolving Line of Credit Note. The unused Revolving Line
totaled $0.3 million at September 30, 2023.

The Term Loan matures on June 21, 2027. The Term Loan amortizes at a rate equal to 10% for the first year, 15% for years two and three, 20% in year
four and 15% in year five, in each case payable on a quarterly basis. The remaining balance is due on maturity. Accrued interest is due and payable on the first
day of each month and the outstanding principal balance and any accrued but unpaid interest will be due and payable on June 21, 2027. The Term Loan bears
interest at a floating per annum rate equal to the sum of (a) the daily simple secured overnight financing rate, or Daily Simple SOFR, plus (b) an SOFR
adjustment of ten basis points (0.10%), plus (c) an applicable margin. The applicable margin ranges from 1.75% to 2.75% per annum, depending on the Net
Leverage Ratio (as defined in the Loan Agreement). We may prepay the Term Loan without penalty or premium.

The Revolving Line expires on June 21, 2027. Borrowings under the Revolving Line bear interest at a floating per annum rate equal to the sum of (a)
Daily Simple SOFR, plus (b) a SOFR adjustment of ten basis points (0.10%), plus (c) an applicable margin. The applicable margin ranges from 1.75% to
2.75% per annum, depending on the Net Leverage Ratio. Accrued interest is due and payable on the first day of each month and the outstanding principal
balance and any accrued but unpaid interest is due and payable on June 21, 2027. The unused portion of the Revolving Line accrues a fee equal to 0.20% per
annum multiplied by the quarterly average unused amount.

Additional details of our Loan Agreement can be found in Note 7, "Debt" in the notes to our unaudited condensed consolidated financial statements
included elsewhere in this Form 10-Q.

We believe that our cash and cash equivalents and availability under our revolver as of September 30, 2023 will provide adequate liquidity for us to meet
our working capital needs over the next twelve months from the date of issuance of the consolidated financial statements included elsewhere in this Quarterly
Report on Form 10-Q. Additionally, we believe that should we have the need for increased capital spending to support our planned growth, we will be able to
fund such growth through either third-party financing on competitive market terms or through our available cash. However, these estimates are based on
assumptions that may prove to be incorrect, including as a result of changes in the macroeconomic environment and their potential impact to our business. If we
require additional capital beyond our current balances of cash and cash equivalents, this additional capital may not be available when needed, on reasonable
terms, or at all. Moreover, our ability to raise additional capital may be adversely impacted by potential worsening global economic conditions and disruptions
to and volatility in the credit and financial markets in the United States and worldwide.
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Discussion of Cash Flows

Nine Months Ended September 30,

(in thousands) 2023 2022
Net cash used in operating activities $ (8,140) $ (3,285)
Net cash used in investing activities (1,845) (11,396)
Net cash provided by financing activities 9,995 7,226
Effect of exchange rate changes on cash and cash equivalents (6) (1,784)
Net increase/(decrease) in cash and cash equivalents $ 4 $ (9,239)

During the nine months ended September 30, 2023, net cash used in operating activities was $8.1 million compared to $3.3 million for the comparable
period of 2022. Overall, this net increase in use of operating cash was driven by an increase in working capital, including higher inventory levels to support our
sales growth and to mitigate longer order lead times because of global supply chain issues.

During the nine months ended September 30, 2023, cash used in investing activities was $1.8 million which decreased by $9.6 million from 2022. The
decrease in net cash used in investing activities was primarily due to acquisition related activity during the prior year. The cash outflow for the acquisition of
Lios in the 2022 period totaled $22.1 million, and was partially offset from the proceeds from the sale of discontinued operations totaling $13.0 million.
Excluding acquisitions and sales transactions, cash used in investing decreased by $0.4 million primarily due to reduced capital expenditures for normal
business needs.

During the nine months ended September 30, 2023, cash provided by financing activities was $10.0 million, compared to $7.2 million for the comparable
period in 2022. Cash provided during the 2023 period consisted primarily of net proceeds of $8.7 million from new borrowings used to support operating
activities. Cash provided by financing activities during the 2022 period consisted primarily of net borrowings used to partially fund the acquisition of Lios.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. We do not hold
or issue financial instruments for trading purposes or have any derivative financial instruments. Our exposure to market risk is limited to interest rate
fluctuations, due to changes in the general level of U.S. interest rates, and foreign currency exchange rates.

Interest Rate Risk

We do not use derivative financial instruments as a hedge against interest rate fluctuations, and, as a result, we are subject to interest rate risk on our Term
Loan and Revolving Line with interest rates at a floating per annum rate equal to the sum of (a) Daily Simple SOFR, plus (b) a SOFR adjustment of ten basis
points (0.10%), plus (c) an applicable margin. The applicable margin ranges from 1.75% to 2.75% per annum, depending on the Net Leverage Ratio as defined
in the credit agreement governing the Term Loan and Revolving Line. As of September 30, 2023, we had outstanding borrowings under our Term Loan and
Revolving Line of $17.2 million and $14.7 million, respectively, at the weighted-average variable interest rate of 7.90%. At this borrowing level, a 0.25%
increase in interest rates would have had an unfavorable annual impact on our pre-tax earnings and cash flows in the amount of approximately $80 thousand.

Foreign Currency Exchange Rate Risk

Our foreign currency exposure is primarily related to our net investment in foreign subsidiaries. Foreign exchange rate gains or losses resulting from the
translation of our foreign operations into U.S. dollars are reflected as a cumulative translation adjustment and do not affect our results of operations.
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ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended
(the "Exchange Act"), which are controls and other procedures that are designed to provide reasonable assurance that information required to be disclosed by a
company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms. Disclosure controls and procedures also include, without limitation, controls and procedures designed to provide reasonable assurance
that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated and communicated to the
company’s management, including its principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosure.

Management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving
their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. In addition, the
design of any system of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any
design will succeed in achieving its stated goals under all potential future conditions; over time, controls may become inadequate because of changes in
conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the inherent limitations in a control system, misstatements due
to error or fraud may occur and not be detected.

Under the supervision and with the participation of our management, including our President and Chief Executive Officer and our Chief Financial
Officer, we evaluated the effectiveness of the design and operation of our disclosure controls and procedures as of the end of the period covered by this
quarterly report. Based on this evaluation, our President and Chief Executive Officer and our Chief Financial Officer have concluded that, as of September 30,
2023, our disclosure controls and procedures were effective.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that
occurred during the three months ended September 30, 2023 that materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

From time to time, we may become involved in litigation or claims arising out of our operations in the normal course of business. Management currently
believes the amount of ultimate liability, if any, with respect to these actions will not materially affect our financial position, results of operations, or liquidity.

ITEM 1A. RISK FACTORS

You should carefully consider the risks described below before deciding whether to invest in our common stock. The risks described below are not the
only ones we face. Additional risks not presently known to us or that we currently believe are immaterial may also impair our business operations and financial
results. If any of the following risks actually occurs, our business, financial condition or results of operations could be adversely dffected. In such case, the
trading price of our common stock could decline and you could lose all or part of your investment. Our filings with the SEC also contain forward-looking
statements that involve risks or uncertainties. Our actual results could differ materially from those anticipated or contemplated by these forward-looking
statements as a result of a number of factors, including the risks we face described below, as well as other variables that could affect our operating results. Past
financial performance should not be considered to be a reliable indicator of future performance, and investors should not use historical trends to anticipate
results or trends in future periods.

RISK FACTORS SUMMARY

Our business is subject to a number of risks and uncertainties, including those risks discussed at-length below. These risks include, among others, the
following:

* Risks Relating to our Business

°  We depend on third-party vendors for specialized components in our manufacturing operations, making us vulnerable to supply shortages and
price fluctuations that could harm our business.

°  As a provider of contract research to the U.S. government, we are subject to federal rules, regulations, audits and investigations, the violation
or failure of which could adversely affect our business.

o Some of our technology is in-licensed from Intuitive Surgical, Inc., which is revocable in certain circumstances. Without this license, we
cannot continue to market, manufacture or sell a portion of our fiber-optic products.

°  Our products must meet exacting specifications, and defects and failures may occur, which may cause customers to return or stop buying our
products.

o The markets for many of our products are characterized by changing technology which could cause obsolescence of our products, and we
may incur substantial costs in delivering new products.

* Risks Relating to our Operations and Business Strategy

o If we fail to properly evaluate and execute our strategic initiatives, it could have an adverse effect on our future results and the market price of
our common stock.

o We are experiencing impacts from inflationary pressures, including with respect to labor and materials costs, which could adversely impact
our profitability and cash flow.

o Health epidemics, including the COVID-19 pandemic, have had, and could in the future have, an adverse impact on our business, operations,
and the markets and communities in which we and our customers and suppliers operate.

® Risks Relating to our Regulatory Environment
°  Our operations are subject to domestic and foreign laws, regulations and restrictions, and noncompliance with these laws, regulations and
restrictions could expose us to fines, penalties, suspension or debarment, which could have a material adverse effect on our profitability and
overall financial position.
°  We are or may become subject to a variety of privacy and data security laws, and our failure to comply with them could harm our business.

* Risks Relating to our Intellectual Property
o Our proprietary rights may not adequately protect our technologies.
o Third parties may claim that we infringe their intellectual property, and we could suffer significant litigation or licensing expense as a result.

* Risks Relating to our Common Stock

26



Table of Contents

°  QOur common stock price has been volatile and we expect that the price of our common stock will fluctuate substantially in the future, which
could cause you to lose all or a substantial part of your investment.

o Anti-takeover provisions in our amended and restated certificate of incorporation and bylaws and Delaware law could discourage or prevent a

change in control, even if an acquisition would be beneficial to our stockholders, which could affect our stock price adversely and prevent
attempts by our stockholders to replace or remove our current management.

RISKS RELATING TO OUR BUSINESS

We depend on third-party vendors for specialized components in our manufacturing operations, making us vulnerable to supply shortages and price
fluctuations that could harm our business.

We primarily rely on third-party vendors for the manufacture of the specialized components used in our products. The highly specialized nature of our
supply requirements poses risks that we may not be able to locate additional sources of the specialized components required in our business. For example, there
are few manufacturers who produce the special lasers used in our optical test equipment. Our reliance on these vendors subjects us to a number of risks that
could negatively affect our ability to manufacture our products and harm our business, including interruption of supply. Although we are now manufacturing
tunable lasers in low-rate initial production, we expect our overall reliance on third-party vendors to continue. Any significant delay or interruption in the
supply of components, or our inability to obtain substitute components or materials from alternate sources at acceptable prices and in a timely manner could
impair our ability to meet the demand of our customers and could harm our business.

We depend upon outside contract manufacturers for a portion of the manufacturing process for some of our products. Our operations and revenue related
to these products could be adversely affected if we encounter problems with these contract manufacturers.

Many of our products are manufactured internally. However, we also rely upon contract manufacturers to produce the finished portion of certain products
and lasers. Our reliance on contract manufacturers for these products makes us vulnerable to possible capacity constraints and reduced control over delivery
schedules, manufacturing yields, manufacturing quality control and costs. If the contract manufacturer for our products were unable or unwilling to
manufacture our products in required volumes and at high quality levels or to continue our existing supply arrangement, we would have to identify, qualify and
select an acceptable alternative contract manufacturer or move these manufacturing operations to internal manufacturing facilities. An alternative contract
manufacturer may not be available to us when needed or may not be in a position to satisfy our quality or production requirements on commercially reasonable
terms, including price. Any significant interruption in manufacturing our products would require us to reduce the supply of products to our customers, which in
turn would reduce our revenue, harm our relationships with the customers of these products and cause us to forego potential revenue opportunities.

As a U.S. government contractor, we are subject to federal rules, regulations, audits and investigations, the violation or failure of which could adversely
affect our business.

We must comply with and are affected by laws and regulations relating to the award, administration and performance of U.S. government contracts.
Government contract laws and regulations affect how we do business with our government customers and, in some instances, impose added costs on our
business. A violation of a specific law or regulation could result in the imposition of fines and penalties, termination of our contracts or debarment from bidding
on future contracts. In some instances, these laws and regulations impose terms or rights that are more favorable to the government than those typically
available to commercial parties in negotiated transactions. Such terms or rights many allow government customers, among others, to:

* terminate existing contracts for convenience with short notice;

* reduce orders or otherwise modify contracts;

* for contracts subject to the Truth in Negotiations Act, reduce the contract price or cost where it was increased because a contractor or subcontractor
furnished cost or pricing data during negotiations that was not complete, accurate, and current;

¢ for some contracts, (i) demand a refund, make a forward price adjustment, or terminate a contract for default if a contractor provided inaccurate or
incomplete data during the contract negotiation process, and (ii) reduce the contract price under triggering circumstances, including the revision of
price lists or other documents upon which the contract award was predicated;

27



Table of Contents

*  cancel multi-year contracts and related orders if funds for contract performance for any subsequent year become unavailable;

* decline to exercise an option to renew a multi-year contract or issue task orders in connection with indefinite delivery/indefinite quantity contracts;

* claim rights in solutions, systems, or technology produced by us, appropriate such work-product for their continued use without continuing to contract
for our services, and disclose such work-product to third parties, including other government agencies and our competitors, which could harm our
competitive position;

* prohibit future procurement awards with a particular agency due to a finding of organizational conflicts of interest based upon prior related work
performed for the agency that would give a contractor an unfair advantage over competing contractors, or the existence of conflicting roles that might
bias a contractor’s judgment; and

* subject the award of contracts to protest by competitors, which may require the contracting federal agency or department to suspend our performance
pending the outcome of the protest and may also result in a requirement to resubmit offers for the contract or in the termination, reduction, or
modification of the awarded contract; and suspend or debar us from doing business with the applicable government.

In addition, U.S. government agencies, including the Defense Contract Audit Agency and the Department of Labor, routinely audit and investigate
government contractors. These agencies review a contractor’s performance under its contracts, cost structure and compliance with applicable laws, regulations
and standards. The U.S. government also may review the adequacy of, and a contractor’s compliance with, its internal control systems and policies, including
the contractor’s purchasing, property, estimating, compensation and management information systems. Any costs found to be improperly allocated to a specific
contract will not be reimbursed, while such costs already reimbursed must be refunded. If an audit uncovers the inclusion of certain claimed costs deemed to be
expressly unallowable, or improper or illegal activities, we may be subject to civil and criminal penalties and administrative sanctions, including termination of
contracts, forfeiture of profits, suspension of payments, fines and suspension or prohibition from doing business with the U.S. government. In addition, our
reputation could suffer serious harm if allegations of impropriety were made against us.

In addition to the risk of government audits and investigations, U.S. government contracts and grants impose requirements on contractors and grantees
relating to ethics and business practices, which carry civil and criminal penalties including monetary fines, assessments, loss of the ability to do business with
the U.S. government and certain other criminal penalties.

We may also be prohibited from using certain foreign-sourced parts, components, materials, or other items in the performance of our government
contracts or from commercially selling certain products that we develop if the U.S. government determines that the commercial availability of those products
could pose a risk to national security.

Some of our technology is in-licensed from Intuitive Surgical, Inc., which is revocable in certain circumstances. Without this license, we cannot continue to
market, manufacture or sell a portion of our fiber-optic products.

As a part of the sale of certain assets to Intuitive Surgical, Inc. ("Intuitive") in 2014, we entered into a license agreement with Intuitive pursuant to which
we received rights to use all of our transferred technology outside the field of medicine and in respect of our existing non-shape sensing products in certain
non-robotic medical fields. This license back to us generally covers our Phoenix laser, OVA, OBR and ODiSI products. This license is revocable if after notice
and certain time periods, we were to (i) challenge the validity or enforceability of the transferred patents and patent applications, (ii) commercialize our fiber
optical shape sensing and localization technology in the field of medicine, (iii) violate our obligations related to our ability to sublicense in the field of medicine
or (iv) violate our confidentiality obligations in a manner that advantages a competitor in the field of medicine and not cure such violation. Maintaining this
license is necessary for us to conduct our business related to the aforementioned products. If this license were to be revoked by Intuitive, we would no longer be
able to market, manufacture or sell these products, which could have a material adverse effect on our operations.

Our failure to attract, train and retain skilled employees or members of our senior management and to obtain necessary security clearances for such
persons or maintain a facility security clearance would adversely affect our business and operating results.

The availability of highly trained and skilled technical and professional personnel is critical to our future growth and profitability. Competition for
scientists, engineers, technicians and professional personnel is intense and our competitors aggressively recruit key employees. In the past, we have
experienced difficulties in recruiting and hiring these personnel as a
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result of the tight labor market in certain fields. Any difficulty in hiring or retaining qualified employees, combined with our growth strategy and future needs
for additional experienced personnel, particularly in highly specialized areas such as nanomaterial manufacturing and fiber optic sensing technologies, may
make it more difficult to meet all of our needs for these employees in a timely manner. Although we intend to continue to devote significant resources to
recruit, train and retain qualified employees, we may not be able to attract and retain these employees, especially in technical fields in which the supply of
experienced qualified candidates is limited, or at the senior management level. Any failure to do so would have an adverse effect on our business. Any loss of
key personnel could have a material adverse effect on our ability to meet key operational objectives, such as timely and effective project milestones and product
introductions, which in turn could adversely affect our business, results of operations and financial condition.

We provide certain services to the U.S. government that require us to maintain a facility security clearance and for certain of our employees and board
members to hold security clearances. In general, our failure for to obtain or retain sufficient security clearances, or any public reprimand related to security
matters could result in a U.S. government customer terminating an existing contract, choosing not to renew a contract or prevent us from bidding on or winning
certain new government contracts.

In addition, our future success depends in a large part upon the continued service of key members of our senior management team. We do not maintain
any key-person life insurance policies on our officers. The loss of any members of our management team or other key personnel could seriously harm our
business.

Our business is subject to the cyclical nature of the markets in which we compete and any future downturn may reduce demand for our products and
revenue.

Many factors beyond our control affect our business, including consumer confidence in the economy, interest rates, inflation, fuel prices, health crises,
such as the COVID-19 pandemic, international conflicts, such as the current hostilities between Russia and Ukraine and the Israel-Hamas war, and the general
availability of credit. The overall economic climate and changes in Gross National Product growth have a direct impact on some of our customers and the
demand for our products. We cannot be sure that our business will not be adversely affected as a result of an industry or general economic downturn.

Our customers may reduce capital expenditures and have difficulty satisfying liquidity needs because of continued turbulence in the U.S. and global
economies, resulting in reduced sales of our products and harm to our financial condition and results of operations.

In particular, our historical results of operations have been subject to substantial fluctuations, and we may experience substantial period-to-period
fluctuations in future results of operations. Any future downturn in the markets in which we compete, could significantly reduce the demand for our products
and therefore may result in a significant reduction in revenue or increase the volatility of the price of our common stock. Our revenue and results of operations
may be adversely affected in the future due to changes in demand from customers or cyclical changes in the markets utilizing our products.

In addition, the telecommunications industry has, from time to time, experienced, and may again experience, a pronounced downturn. To respond to a
downturn, many service providers may slow their capital expenditures, cancel or delay new developments, reduce their workforces and inventories and take a
cautious approach to acquiring new equipment and technologies from original equipment manufacturers, which would have a negative impact on our business.
Weakness in the global economy or a future downturn in the telecommunications industry may cause our results of operations to fluctuate from quarter-to-
quarter and year-to-year, harm our business, and may increase the volatility of the price of our common stock.

Customer acceptance of our products is dependent on our ability to meet changing requirements, and any decrease in acceptance could adversely affect our
revenue.

Customer acceptance of our products is significantly dependent on our ability to offer products that meet the changing requirements of our customers,
including telecommunication, military, medical and industrial corporations, as well as government agencies. Any decrease in the level of customer acceptance
of our products could harm our business.

Our products must meet exacting specifications, and defects and failures may occur, which may cause customers to return or stop buying our products.

Our customers generally establish demanding specifications for quality, performance and reliability that our products must meet. However, our products
are highly complex and may contain defects and failures when they are first introduced or as new versions are released. Our products are also subject to rough
environments as they are integrated into our customer products for use by the end customers. If defects and failures occur in our products, we could experience
lost revenue, increased costs, including warranty expense and costs associated with customer support, delays in or cancellations or rescheduling of

29



Table of Contents

orders or shipments, product returns or discounts, diversion of management resources or damage to our reputation and brand equity, and in some cases
consequential damages, any of which would harm our operating results. In addition, delays in our ability to fill product orders as a result of quality control
issues may negatively impact our relationship with our customers. We cannot assure you that we will have sufficient resources, including any available
insurance, to satisfy any asserted claims.

The markets for many of our products are characterized by changing technology which could cause obsolescence of our products, and we may incur
substantial costs in delivering new products.

The markets for many of our products are characterized by changing technology, new product introductions and product enhancements, and evolving
industry standards. The introduction or enhancement of products embodying new technology or the emergence of new industry standards could render existing
products obsolete, and result in a write down to the value of our inventory, or result in shortened product life cycles. Accordingly, our ability to compete is in
part dependent on our ability to continually offer enhanced and improved products.

The success of our new product offerings will depend upon several factors, including our ability to:

* accurately anticipate customer needs;

» innovate and develop new technologies and applications;

»  successfully commercialize new technologies in a timely manner;

+  price products competitively and manufacture and deliver products in sufficient volumes and on time; and
+ differentiate our product offerings from those of our competitors.

Our inability to find new customers or retain existing customers could harm our business.

Our business is reliant on our ability to find new customers and retain existing customers. In particular, customers normally purchase certain of our
products and incorporate them into products that they, in turn, sell in their own markets on an ongoing basis. As a result, the historical sales of these products
have been dependent upon the success of our customers’ products and our future performance is dependent upon our success in finding new customers and
receiving new orders from existing customers.

In several markets, the quality and reliability of our products are a major concern for our customers, not only upon the initial manufacture of the product,
but for the life of the product. Many of our products are used in remote locations for higher value assembly, making servicing of our products unfeasible. Any
failure of the quality or reliability of our products could harm our business.

Customer demand for our products is difficult to accurately forecast and, as a result, we may be unable to optimally match production with customer
demand, which could adversely affect our business and financial results.

We make planning and spending decisions, including determining the levels of business that we will seek and accept, production schedules, inventory
levels, component procurement commitments, personnel needs and other resource requirements, based on our estimates of customer requirements. The short-
term nature of commitments by many of our customers and the possibility of unexpected changes in demand for their products reduce our ability to accurately
estimate future customer requirements. On occasion, customers may require rapid increases in production, which can strain our resources, cause our
manufacturing to be negatively impacted by materials shortages, necessitate higher or more restrictive procurement commitments, increase our manufacturing
yield loss and scrapping of excess materials, and reduce our gross margin. We may not have sufficient capacity at any given time to meet the volume demands
of our customers, or one or more of our suppliers may not have sufficient capacity at any given time to meet our volume demands. Conversely, a downturn in
the markets in which our customers compete can cause, and in the past have caused, our customers to significantly reduce or delay the amount of products
ordered or to cancel existing orders, leading to lower utilization of our facilities. Because many of our costs and operating expenses are relatively fixed,
reduction in customer demand due to market downturns or other reasons would have a negative effect on our gross margin, operating income and cash flow.

Rapidly changing standards and regulations could make our products obsolete, which would cause our revenue and results of operations to suffer.

We design products to conform to our customers’ requirements and our customers’ systems may be subject to regulations established by governments or
industry standards bodies worldwide. Because some of our products are designed to conform to current specific industry standards, if competing or new
standards emerge that are preferred by our customers, we would have to make significant expenditures to develop new products. If our customers adopt new or
competing industry standards with
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which our products are not compatible, or the industry groups adopt standards or governments issue regulations with which our products are not compatible,
our existing products would become less desirable to our customers and our revenue and results of operations would suffer.

The results of our operations could be adversely affected by economic and political conditions and the effects of these conditions on our customers’
businesses and levels of business activity.

Global economic and political conditions affect our customers’ businesses and the markets they serve. A severe or prolonged economic downturn,
including during and following the COVID-19 pandemic, or a negative or uncertain political climate could adversely affect our customers’ financial conditions
and the timing or levels of business activity of our customers and the industries we serve. This may reduce the demand for our products or depress pricing for
our products and have a material adverse effect on our results of operations. Changes in global economic conditions could also shift demand to products or
services for which we do not have competitive advantages, and this could negatively affect the amount of business we are able to obtain. For example, inflation
rates, particularly in the United States, the United Kingdom and Germany, have increased recently to levels not seen in years, and increased inflation may result
in decreased demand for our products, increases in our operating costs (including our labor costs), reduced liquidity and limits on our ability to access credit or
otherwise raise capital. In addition, the Federal Reserve has raised, and may again raise, interest rates in response to concerns about inflation, which coupled
with reduced government spending and volatility in financial markets may have the effect of further increasing economic uncertainty and heightening these
risks. Additionally, financial markets around the world have experienced volatility in connection with the current hostilities between Russia and the Ukraine
and the Israel-Hamas war. In addition, if we are unable to successfully anticipate changing economic and political conditions, we may be unable to effectively
plan for and respond to those changes, and our business could be negatively affected as a result.

We have experienced net losses in the past, and because our strategy for expansion may be costly to implement, we may experience losses and may not
maintain profitability or positive cash flow.

We have experienced net losses in the past. We expect to continue to incur significant expenses as we pursue our strategic initiatives, including increased
expenses for research and development, sales and marketing and manufacturing. We may also grow our business in part through acquisitions of additional
companies and complementary technologies which could cause us to incur greater than anticipated transaction expenses, amortization or write-offs of
intangible assets and other acquisition-related expenses. As a result, we may incur net losses in the future, and these losses could be substantial. At a certain
level, continued net losses could impair our ability to comply with Nasdaq continued listing standards, as described further below.

Our ability to generate additional revenue and remain profitable will depend on our ability to execute our key growth initiative regarding the
development, marketing and sale of sensing products, develop and commercialize innovative technologies, expand our contract research capabilities and sell
the products that result from those development initiatives. We may not be able to sustain or increase our profitability on a quarterly or annual basis.

We have obtained capital by borrowing money under a term loan and revolving line of credit and we might require additional capital to support and expand
our business; our term loan and revolving line of credit have various covenants with which we must comply.

We intend to continue to make investments to support our business growth, including developing new products, enhancing our existing products,
obtaining important regulatory approvals, enhancing our operating infrastructure, completing our development activities and building our commercial scale
manufacturing facilities. To the extent that we are unable to remain profitable and to finance our activities from continuing operations, we may require
additional funds to support these initiatives and to grow our business.

If we are successful in raising additional funds through issuances of equity or convertible debt securities, our existing stockholders could suffer
significant dilution, including as the result of the issuance of warrants in connection with the financing, and any new equity securities we issue could have
rights, preferences and privileges superior to those of our existing common stock. If we raise additional funds through debt financings, these financings may
involve significant cash payment obligations and covenants that restrict our ability to operate our business and make distributions to our stockholders.

We have a term loan and borrowings under a revolving line of credit with PNC Bank, National Association ("PNC"), which require us to comply with a
number of affirmative and restrictive covenants including, among others, financial covenants regarding minimum net leverage and fixed charge coverage,
affirmative covenants regarding delivery of financial statements, payment of taxes, and maintenance of government compliance, and restrictive covenants
regarding dispositions of property, acquisitions, incurrence of additional indebtedness or liens, investments and transactions with affiliates. We are also
restricted from paying dividends or making other distributions or payments on our capital stock, subject to limited exceptions. Upon the
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occurrence of certain events, including our failure to satisfy its payment obligations, failure to adhere to the financial covenants, the breach of certain of our
other covenants, cross defaults to other indebtedness or material agreements, judgment defaults and defaults related to failure to maintain governmental
approvals, PNC will have the right, among other remedies, to declare all principal and interest immediately due and payable, and to exercise secured party
remedies.

If we are unable to obtain adequate financing or financing terms satisfactory to us when we require it, our ability to continue to support our business
growth and to respond to business challenges could be significantly limited.

We face and will face substantial competition in several different markets that may adversely affect our results of operations.

We face and will face substantial competition from a variety of companies in several different markets. As we focus on developing marketing and selling
fiber optic sensing products, we may also face substantial and entrenched competition in that market.

Many of our competitors have longer operating histories, greater name recognition, larger customer bases and significantly greater financial, sales and
marketing, manufacturing, distribution, technical and other resources than we do. These competitors may be able to adapt more quickly to new or emerging
technologies and changes in customer requirements. In addition, current and potential competitors have established or may establish financial or strategic
relationships among themselves or with existing or potential customers or other third parties. Accordingly, new competitors or alliances among competitors
could emerge and rapidly acquire significant market share. We cannot assure you that we will be able to compete successfully against current or new
competitors, in which case our revenue may fail to increase or may decline.

Intense competition in our markets could result in aggressive business tactics by our competitors, including aggressively pricing their products or selling
older inventory at a discount. If our current or future competitors utilize aggressive business tactics, including those described above, demand for our products
could decline, we could experience delays or cancellations of customer orders, or we could be required to reduce our sales prices.

Shifts in product mix may result in declines in gross profit.

Our gross profit margins vary among our product platforms and are generally highest on our test and measurement instruments. Our overall gross profit
may fluctuate from period to period as a result of a variety of factors including shifts in product mix, the introduction of new products, and decreases in average
selling prices for older products. If our customers decide to buy more of our products with low gross profit margins or fewer of our products with high gross
profit margins, our total gross profits could be harmed.

RISKS RELATING TO OUR OPERATIONS AND BUSINESS STRATEGY

If we fail to properly evaluate and execute our strategic initiatives, including the integration of acquired businesses, it could have an adverse effect on our
future results and the market price of our common stock.

We evaluate strategic opportunities related to products, technology and business transactions, including acquisitions and divestitures. In the past, we have
acquired businesses to support our growth strategy, including the acquisition of Lios in March 2022. If we choose to enter into such transactions in the future,
we face certain risks including:

+ the failure of the acquired business to meet our performance and financial expectations;

+ difficulty integrating an acquired business's operations, personnel and financial and reporting systems into our current business

+ potential unknown liabilities associated with the acquisition;

* lost sales and customers as a result of customers deciding not to do business with us;

+ complexities associated with managing the larger combined company with distant business locations;

+ integrating personnel while maintaining focus on providing consistent, high quality products;

+ loss of key employees; and

»  performance shortfalls as a result of the division of management's attention caused by completing the acquisition and integrating operations.

If any of these events were to occur, our ability to maintain relationships with the customers, suppliers and employees or our ability to achieve the
anticipated benefits of the acquisition could be adversely affected, or could reduce our future earnings
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or otherwise adversely affect our business and financial results and, as a result, adversely affect the market price of our common stock.

If we cannot successfully transition our revenue mix from contract research revenue to product sales and license revenue, we may not be able to fully
execute our business model or grow our business.

Our business model and future growth depend on our ability to transition to a revenue mix that contains significantly larger product sales and revenue
from the provision of services or from licensing. Product sales and license revenue potentially offer greater scalability than contract research revenue. Our
current plan is to increase our sales of commercial products, our licensing revenue and our provision of non-research services to customers so as to represent a
larger percentage of our total revenue. If we are unable to develop and grow our product sales and revenue from the provision of services or from licensing to
augment our contract research revenue, however, our ability to execute our business model or grow our business could suffer. There can be no assurance that
we will be able to achieve increased revenue in this manner.

Failure to develop, introduce and sell new products or failure to develop and implement new technologies, could adversely impact our financial results.

Our success will depend on our ability to develop and introduce new products that customers choose to buy. The new products the market requires tend to
be increasingly complex, incorporating more functions and operating at faster speeds than old products. If we fail to introduce new product designs or
technologies in a timely manner or if customers do not successfully introduce new systems or products incorporating our products, our business, financial
condition and results of operations could be materially harmed.

If we are unable to manage growth effectively, our revenue and net loss could be adversely affected.

We may need to expand our personnel resources to grow our business effectively. We believe that sustained growth at a higher rate will place a strain on
our management as well as on our other human resources. To manage this growth, we must continue to attract and retain qualified management, professional,
scientific and technical and operating personnel. If we are unable to recruit a sufficient number of qualified personnel, we may be unable to staff and manage
projects adequately, which in turn may slow the rate of growth of our contract research revenue or our product development efforts.

We may not be successful in identifying market needs for new technologies or in developing new products.

Part of our business model depends on our ability to correctly identify market needs for new technologies. We intend to identify new market needs, but
we may not always have success in doing so in part because our contract research largely centers on identification and development of unproven technologies,
often for new or emerging markets. Furthermore, we must identify the most promising technologies from a sizable pool of projects. If our commercialization
strategy process fails to identify projects with commercial potential or if management does not ensure that such projects advance to the commercialization
stage, we may not successfully commercialize new products and grow our revenue.

Our growth strategy requires that we also develop successful commercial products to address market needs. We face several challenges in developing
successful new products. Many of our existing products and those currently under development are technologically innovative and require significant and
lengthy product development efforts. These efforts include planning, designing, developing and testing at the technological, product and manufacturing-process
levels. These activities require us to make significant investments. Although there are many potential applications for our technologies, our resource constraints
require us to focus on specific products and to forgo other opportunities. We expect that one or more of the potential products we choose to develop will not be
technologically feasible or will not achieve commercial acceptance, and we cannot predict which, if any, of our products we will successfully develop or
commercialize. The technologies we research and develop are new and steadily changing and advancing. The products that are derived from these technologies
may not be applicable or compatible with the state of technology or demands in existing markets. Our existing products and technologies may become
uncompetitive or obsolete if our competitors adapt more quickly than we do to new technologies and changes in customers’ requirements. Furthermore, we
may not be able to identify if and when new markets will open for our products given that future applications of any given product may not be readily
determinable, and we cannot reasonably estimate the size of any markets that may develop. If we are not able to successfully develop new products, we may be
unable to increase our product revenue.
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We face risks associated with our international business.

We currently conduct business internationally and we might considerably expand our international activities in the future. Our international business
operations are subject to a variety of risks associated with conducting business internationally, including:

» having to comply with U.S. and other export control and economic trade sanctions regulations and policies that restrict certain operations and work
involving non-U.S. employees and sale and supply of our products to foreign customers;

» changes in or interpretations of foreign regulations that may adversely affect our ability to sell our products, perform services or repatriate profits to
the United States;

+  the imposition of tariffs;

» hyperinflation or economic or political instability in foreign countries;

+ imposition of limitations on, or increase of withholding and other taxes on remittances and other payments by foreign subsidiaries or joint ventures;
+  conducting business in places where business practices and customs are unfamiliar and unknown;

+ the imposition of restrictive trade policies;

+ the imposition of inconsistent laws or regulations;

» the imposition or increase of investment and other restrictions or requirements by foreign governments;

* uncertainties relating to foreign laws and legal proceedings;

» potential changes in a specific country's or region's political or economic climate, including the current hostilities between Russia and Ukraine and the
Israel-Hamas war;

* having to comply with anti-corruption and anti-money laundering laws, including the U.S. Foreign Corrupt Practices Act ("FCPA"), the UK Bribery
Act 2010, and similar laws and regulations in other jurisdiction; and

*  having to comply with licensing requirements.

We do not know the impact that these regulatory, geopolitical and other factors may have on our international business in the future. It is unknown how
global supply chains may continue to be affected from the COVID-19 pandemic.

We may dispose of or discontinue existing product lines and technology developments, which may adversely impact our future results.

On an ongoing basis, we evaluate our various product offerings and technology developments in order to determine whether any should be discontinued
or, to the extent possible, divested. In addition, if we are unable to generate the amount of cash needed to fund the future operations of our business, we may be
forced to sell one or more of our product lines or technology developments.

We cannot guarantee that we have correctly forecasted, or that we will correctly forecast in the future, the right product lines and technology
developments to dispose or discontinue or that our decision to dispose of or discontinue various investments, product lines and technology developments is
prudent if market conditions change. In addition, there are no assurances that the discontinuance of various product lines will reduce operating expenses or will
not cause us to incur material charges associated with such decision. Furthermore, the discontinuance of existing product lines entails various risks, including
the risk that we will not be able to find a purchaser for a product line or the purchase price obtained will not be equal to at least the book value of the net assets
for the product line. Other risks include managing the expectations of, and maintaining good relations with, our historical customers who previously purchased
products from a disposed or discontinued product line, which could prevent us from selling other products to them in the future. We may also incur other
significant liabilities and costs associated with disposal or discontinuance of product lines, including employee severance costs and excess facilities costs.

We are experiencing impacts from inflationary pressures, including with respect to labor and materials costs, which could adversely impact our profitability
and cash flow.

We are experiencing, and may continue to experience, the general impact of inflationary market pressures on our business, particularly with respect to
labor and materials costs. We are experiencing pressures on materials and certain labor costs as a result of the inflationary environment and current general
labor shortage, which has resulted in increased competition
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for skilled labor and wage inflation. It is possible that our labor, fuel and materials costs could continue to increase as we expand our operations and volume of
work. We have not been, and may not be able to, fully adjust our contract pricing to compensate for these cost increases, which has affected, and may continue
to affect, our profitability and cash flows. Inflationary pressures and related recessionary concerns in light of governmental and central bank efforts to mitigate
inflation could also cause uncertainties for our customers and affect the level of their project activity, which could also adversely affect our profitability and
cash flows.

Health epidemics, including the COVID-19 pandemic, have had, and could in the future have, an adverse impact on our business, operations, and the
markets and communities in which we and our customers and suppliers operate.

The ongoing global COVID-19 pandemic has impacted, and will likely continue to impact, the way we conduct our business, including the way in which
we interface with customers, suppliers and our employees. The COVID-19 pandemic has affected how we interact with our customers by reducing face-to-face
meetings and increasing our on-line and virtual presence. While increasing our on-line and virtual presence has proven effective, we are unsure of the impact if
these conditions continue for an extended period. During 2021 and 2022, we experienced an increased level of disruption in our supply chain and from certain
customers all of which have resulted in delayed revenue. While we believe these disruptions are temporary, there is no guarantee we will be able to manage
through these disruptions. If the demand for our products, or our access to critical components were to be interrupted, it could have a material adverse impact
on our results of operations.

In response to the COVID-19 pandemic, many state, local, and foreign governments have put in place, and others in the future may put in place,
quarantines, executive orders, shelter-in-place orders, and similar government orders and restrictions in order to control the spread of the disease. Such orders
or restrictions, or the perception that such orders or restrictions could occur, have resulted in business closures, work stoppages, slowdowns and delays, work-
from-home policies, travel restrictions, and cancellation or postponement of events, among other effects that could negatively impact productivity and disrupt
our operations and those of our customers and suppliers. We have implemented alternate work arrangements, including staggered schedules and shifts,
distancing within our offices and working from home for most of our employees, and we may take further actions that alter our operations as may be required
by federal, state, or local authorities, or which we determine are in our best interests. While most of our operations can be performed under these alternate work
arrangements, there is no guarantee that we will be as effective while working under them because our team is dispersed, many employees may have additional
personal needs to attend to (such as looking after children as a result of school closures or family who become sick), and employees may become sick
themselves and be unable to work. Decreased effectiveness of our team could adversely affect our results due to our inability to meet in person with potential
customers, longer time periods for supply, longer time periods for manufacturing and other decreases in productivity that could seriously harm our business.

In addition, while the potential impact and duration of the COVID-19 pandemic on the global economy and our business in particular may be difficult to
assess or predict, the pandemic has resulted in, and may continue to result in, significant disruption of global financial markets, reducing our ability to access
capital, which could negatively affect our liquidity in the future.

The global impact of COVID-19 continues to rapidly evolve, and we will continue to monitor the situation closely. The ultimate impact of the COVID-19
pandemic or a similar health epidemic is highly uncertain and subject to change. We do not yet know the full extent of potential delays or impacts on our
business, operations, or the global economy as a whole. While the spread of COVID-19 may eventually be contained or mitigated, there is no guarantee that a
future outbreak of this or any other widespread epidemics will not occur, or that the global economy will recover, either of which could seriously harm our
business.

RISKS RELATING TO OUR REGULATORY ENVIRONMENT

Our operations are subject to domestic and foreign laws, requlations and restrictions, and noncompliance with these laws, regulations and restrictions
could expose us to fines, penalties, suspension or debarment, which could have a material adverse effect on our profitability and overall financial position.

Our operations, particularly our international sales, subject us to numerous U.S. and foreign laws and regulations, including, without limitation,
regulations relating to imports, exports (including the Export Administration Regulations and the International Traffic in Arms Regulations), technology
transfer restrictions, anti-boycott provisions, economic sanctions and anti-corruption.

Our products and solutions are subject to export control and import laws and regulations, including the U.S. Export Administration Regulations, the U.S.
International Traffic in Arms Regulations (ITAR), U.S. Customs regulations, and the economic and trade sanctions regulations administered by the U.S.
Treasury Department’s Office of Foreign Assets Controls.
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Exports of our products, services, and technology must be made in compliance with these laws and regulations, and in some cases, certain registration,
licensing, authorization, or reporting requirements may need to be performed. In addition, these laws may restrict or prohibit altogether the sale or supply of
certain of our products, services, and technologies to certain governments, persons, entities, countries, and territories, including those that are the target of
comprehensive sanctions, unless there are license exceptions that apply or specific licenses are obtained. Any future changes in export control, import, or
economic sanctions laws and regulations may adversely impact our ability to sell our products, services, and technologies in certain markets or, in some cases,
prevent the export or import of our products, services, and technologies to or from certain countries, governments, or persons altogether, which could adversely
affect our business, results of operations, and growth prospects.

Our products, services, and technologies may have in the past been provided, and could in the future be provided, in violation of export control, import,
or sanctions laws and regulations, despite the precautions we take. As a result, we have submitted, and from time to time may continue to submit as warranted,
voluntary self-disclosures regarding compliance with U.S. export control and sanctions laws and regulations to relevant governmental authorities. Any failure
to comply with applicable export control and sanctions laws may materially affect us through reputational harm, as well as other negative consequences,
including government investigations, substantial civil or criminal penalties, and possible loss of export or import privileges.

We are also subject to the FCPA, the U.S. domestic bribery statute contained in 18 U.S.C. § 201, the U.S. Travel Act, the USA PATRIOT Act, the United
Kingdom Bribery Act 2010, the Proceeds of Crime Act 2002, and possibly other state and national anti-bribery and anti-money laundering laws in countries in
which we conduct activities. Anti-corruption laws are interpreted broadly and prohibit companies and their employees, third-party intermediaries, and other
associated persons from authorizing, promising, offering, providing, soliciting, or accepting directly or indirectly, improper payments or benefits to or from any
person whether in the public or private sector. These laws also require us to make and keep books and records that accurately and fairly reflect our transactions
and to devise and maintain an adequate system of internal accounting controls. We can be held liable for the corrupt or other illegal activities of our employees,
representatives, contractors, business partners, and agents, even if we do not explicitly authorize or have actual knowledge of such activities.

Failure by us or our sales representatives or consultants to comply with the above laws and regulations could result in administrative, civil, or criminal
liabilities and could result in suspension of our export privileges, which could have a material adverse effect on our business. Changes in regulation or political
environment may affect our ability to conduct business in foreign markets including investment, procurement and repatriation of earnings.

Environmental regulations could increase operating costs and additional capital expenditures and delay or interrupt operations.

The photonics industry, as well as the semiconductor industry, are subject to governmental regulations for the protection of the environment, including
those relating to air and water quality, solid and hazardous waste handling, and the promotion of occupational safety. Various federal, state and local laws and
regulations require that we maintain certain environmental permits. While we believe that we have obtained all necessary environmental permits required to
conduct our manufacturing processes, if we are found to be in violation of these laws, we could be subject to governmental fines and liability for damages
resulting from such violations.

Changes in the aforementioned laws and regulations or the enactment of new laws, regulations or policies could require increases in operating costs and
additional capital expenditures and could possibly entail delays or interruptions of our operations.

If our manufacturing facilities do not meet Federal, state or foreign country manufacturing standards, we may be required to temporarily cease all or part
of our manufacturing operations, which would result in product delivery delays and negatively impact revenue.

Our manufacturing facilities are subject to periodic inspection by regulatory authorities and our operations will continue to be regulated by the FDA for
compliance with Good Manufacturing Practice requirements contained in the quality systems regulations. We are also required to comply with International
Organization for Standardization ("ISO"), quality system standards in order to produce certain of our products for sale in Europe. If we fail to continue to
comply with Good Manufacturing Practice requirements or ISO standards, we may be required to cease all or part of our operations until we comply with these
regulations. Obtaining and maintaining such compliance is difficult and costly. We cannot be certain that our facilities will be found to comply with Good
Manufacturing Practice requirements or ISO standards in future inspections and audits by regulatory authorities. In addition, if we cannot maintain or establish
manufacturing facilities or operations that comply with such standards or do not meet the expectations of our customers, we may not be able to realize certain
economic opportunities in our current or future supply arrangements.
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We are subject to additional significant foreign and domestic government regulations, including environmental and health and safety regulations, and
failure to comply with these regulations could harm our business.

Our facilities and current and proposed activities involve the use of a broad range of materials that are considered hazardous under applicable laws and
regulations. Accordingly, we are subject to a number of foreign, federal, state and local laws and regulations relating to health and safety, protection of the
environment and the storage, use, disposal of, and exposure to, hazardous materials and wastes. We could incur costs, fines and civil and criminal penalties,
personal injury and third-party property damage claims, or could be required to incur substantial investigation or remediation costs, if we were to violate or
become liable under environmental, health and safety laws. Moreover, a failure to comply with environmental laws could result in fines and the revocation of
environmental permits, which could prevent us from conducting our business. Liability under environmental laws can be joint and several and without regard to
fault. There can be no assurance that violations of environmental and health and safety laws will not occur in the future as a result of the inability to obtain
permits, human error, equipment failure or other causes. Environmental laws could become more stringent over time, imposing greater compliance costs and
increasing risks and penalties associated with violations, which could harm our business. Accordingly, violations of present and future environmental laws
could restrict our ability to expand facilities, pursue certain technologies, and could require us to acquire costly equipment or incur potentially significant costs
to comply with environmental regulations.

Compliance with foreign, federal, state and local environmental laws and regulations represents a small part of our present budget. If we fail to comply
with any such laws or regulations, however, a government entity may levy a fine on us or require us to take costly measures to ensure compliance. Any such
fine or expenditure may adversely affect our development. We cannot predict the extent to which future legislation and regulation could cause us to incur
additional operating expenses, capital expenditures or restrictions and delays in the development of our products and properties.

We are or may become subject to stringent and evolving U.S. and foreign laws, regulations, rules, contractual obligations, policies and other obligations
related to data privacy and security. Our actual or perceived failure to comply with such obligations could lead to regulatory investigations or actions;
litigation; fines and penalties; disruptions of our business operations; reputational harm; loss of revenue or profits; and other adverse business
consequences.

In the ordinary course of business we collect, receive, store, process, generate, use, transfer, disclose, make accessible, protect, secure, dispose of,
transmit, and share (collectively, processing) personal data and other sensitive information, including proprietary and confidential business data, intellectual
property, sensitive third-party data, business plans, and transactions (collectively, sensitive data) in connection with our business customers and our employees.

Our data processing activities may subject us to numerous data privacy and security obligations, such as various laws, regulations, guidance, industry
standards, external and internal privacy and security policies, contractual requirements, and other obligations relating to data privacy and security.

In the United States, federal, state, and local governments have enacted numerous data privacy and security laws, including data breach notification laws,
personal data privacy laws, consumer protection laws (e.g., Section 5 of the Federal Trade Commission Act), and other similar laws (e.g., wiretapping laws).

For example, the California Consumer Privacy Act, or the CCPA, requires businesses to provide specific disclosures in privacy notices and honor
requests of California residents to exercise certain privacy rights. The CCPA provides for civil penalties of up to $7,500 per violation, as well as a private right
of action for individuals affected by certain data breaches to recover significant statutory damages. Additionally, the California Privacy Rights Act, or CPRA,
which became effective on January 1, 2023, expands the CCPA’s requirements, including applying to personal information of business representatives and
employees and creating a new regulatory agency that will be vested with authority to implement and enforce the CCPA and the CPRA.

Other states, such as Virginia and Colorado, have also passed comprehensive privacy laws, and similar laws are being considered in several other states,
as well as at the federal and local levels. These developments may further complicate compliance efforts, and may increase legal risk and compliance costs for
us and the third parties upon whom we rely. Outside the United States, an increasing number of laws, regulations, and industry standards may govern data
privacy and security. For example, under the European Union’s General Data Protection Regulation, or EU GDPR, and the United Kingdom’s so-called ‘UK
GDPR’ companies may face temporary or definitive bans on data processing and other corrective actions; fines of up to 20 million Euros under the EU GDPR /
17.5 million pounds sterling under the UK GDPR or 4% of annual global revenue, whichever is greater; or private litigation related to processing of personal
data brought by classes of data subjects or consumer protection organizations authorized at law to represent their interests.

In addition, we may be unable to transfer personal data from Europe and other jurisdictions to the United States or other countries due to data localization
requirements or limitations on cross-border data flows. Europe and other jurisdictions have enacted laws requiring data to be localized or limiting the transfer
of personal data to other countries. In particular, the
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European Economic Area, or EEA, and the United Kingdom, or UK, have significantly restricted the transfer of personal data to the United States and other
countries whose privacy laws it believes are inadequate. Other jurisdictions may adopt similarly stringent interpretations of their data localization and cross-
border data transfer laws. Although there are currently various mechanisms that may be used to transfer personal data from the EEA and UK to the United
States in compliance with law, such as the EEA and UK’s standard contractual clauses, these mechanisms are subject to legal challenges, and there is no
assurance that we can satisfy or rely on these measures to lawfully transfer personal data to the United States. If there is no lawful manner for us to transfer
personal data from the EEA, the UK, or other jurisdictions to the United States, or if the requirements for a legally-compliant transfer are too onerous, we could
face significant adverse consequences, including the interruption or degradation of our operations, the need to relocate part of or all of our business or data
processing activities to other jurisdictions at significant expense, increased exposure to regulatory actions, substantial fines and penalties, the inability to
transfer data and work with partners, vendors and other third parties, and injunctions against our processing or transferring of personal data necessary to operate
our business. Some European regulators have ordered certain companies to suspend or permanently cease certain transfers of personal data to recipients outside
Europe for allegedly violating the EU GDPR’s cross-border data transfer limitations. Additionally, companies that transfer personal data to recipients outside of
the EEA and/or UK to other jurisdictions, particularly to the United States, are subject to increased scrutiny from regulators individual litigants and activist
groups.

In addition to data privacy and security laws, we may be contractually subject to industry standards adopted by industry groups and may become subject
to such obligations in the future. We may also be bound by other contractual obligations related to data privacy and security, and our efforts to comply with
such obligations may not be successful.

We may publish privacy policies, marketing materials, and other statements, such as compliance with certain certifications or self-regulatory principles,
regarding data privacy and security. If these policies, materials or statements are found to be deficient, lacking in transparency, deceptive, unfair, or
misrepresentative of our practices, we may be subject to investigation, enforcement actions by regulators, or other adverse consequences.

Obligations related to data privacy and security are quickly changing, becoming increasingly stringent, and creating regulatory uncertainty. Additionally,
these obligations may be subject to differing applications and interpretations, which may be inconsistent or conflict among jurisdictions. Preparing for and
complying with these obligations may require us to; modify our data processing practices and policies; put in place additional mechanisms ensuring compliance
with the new data protection rules; divert resources from other initiatives and projects; and restrict the way products and services involving data are offered, all
of which could significantly harm our business, financial condition, results of operations and prospects.

Further, compliance with these and any other applicable privacy and data security laws and regulations is a rigorous and time-intensive process.
Moreover, despite our efforts, our personnel or third parties on whom we rely may fail to comply with any such laws or regulations, which could adversely
affect our business, financial condition and results of operations. If we or the third parties on which we rely fail, or are perceived to have failed, to address or
comply with applicable data privacy and security obligations, we could face significant consequences, including but not limited to: government enforcement
actions (e.g., investigations, fines, penalties, audits, inspections, and similar); litigation (including class-action claims); additional reporting requirements and/or
oversight; bans on processing personal data; and orders to destroy or not use personal data. Any of these events could have a material adverse effect on our
reputation, business, or financial condition, including but not limited to: loss of customers; inability to process personal data or to operate in certain
jurisdictions; limited ability to develop or commercialize our products; expenditure of time and resources to defend any claim or inquiry; adverse publicity; or
substantial changes to our business model or operations.

RISKS RELATING TO OUR INTELLECTUAL PROPERTY

Our proprietary rights may not adequately protect our technologies.

Our commercial success will depend in part on our obtaining and maintaining patent, trade secret, copyright and trademark protection of our technologies
in the United States and other jurisdictions as well as successfully enforcing this intellectual property and defending it against third-party challenges. We will
only be able to protect our technologies from unauthorized use by third parties to the extent that valid and enforceable intellectual property protections, such as
patents or trade secrets, cover them. In particular, we place considerable emphasis on obtaining patent and trade secret protection for significant new
technologies, products and processes. The degree of future protection of our proprietary rights is uncertain because legal means afford only limited protection
and may not adequately protect our rights or permit us to gain or keep our competitive advantage. The degree of future protection of our proprietary rights is
also uncertain for products that are currently in the early stages of development because we cannot predict which of these products will ultimately reach the
commercial market or whether the commercial versions of these products will incorporate proprietary technologies.
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Our patent position is highly uncertain and involves complex legal and factual questions. Accordingly, we cannot predict the breadth of claims that may
be allowed or enforced in our patents or in third-party patents. For example:

» we or our licensors might not have been the first to make the inventions covered by each of our pending patent applications and issued patents;

+ we or our licensors might not have been the first to file patent applications for these inventions;

+ others may independently develop similar or alternative technologies or duplicate any of our technologies;

» it is possible that none of our pending patent applications or the pending patent applications of our licensors will result in issued patents;

»  patents may issue to third parties that cover how we might practice our technology;

» our issued patents and issued patents of our licensors may not provide a basis for commercially viable technologies, may not provide us with any
competitive advantages, or may be challenged and invalidated by third parties; and

* we may not develop additional proprietary technologies that are patentable.

Patents may not be issued for any pending or future pending patent applications owned by or licensed to us, and claims allowed under any issued patent
or future issued patent owned or licensed by us may not be valid or sufficiently broad to protect our technologies. Moreover, protection of certain of our
intellectual property may be unavailable or limited in the United States or in foreign countries, and we have not sought to obtain foreign patent protection for
certain of our products or technologies due to cost, concerns about enforceability or other reasons. Any issued patents owned by or licensed to us now or in the
future may be challenged, invalidated, or circuamvented, and the rights under such patents may not provide us with competitive advantages. In addition,
competitors may design around our technology or develop competing technologies. Intellectual property rights may also be unavailable or limited in some
foreign countries, and in the case of certain products no foreign patents were filed or can be filed. This could make it easier for competitors to capture or
increase their market share with respect to related technologies. We could incur substantial costs to bring suits in which we may assert our patent rights against
others or defend ourselves in suits brought against us. An unfavorable outcome of any litigation could have a material adverse effect on our business and results
of operations.

We also rely on trade secrets to protect our technology, especially where we believe patent protection is not appropriate or obtainable. However, trade
secrets are difficult to protect. We regularly attempt to obtain confidentiality agreements and contractual provisions with our collaborators, employees and
consultants to protect our trade secrets and proprietary know-how. These agreements may be breached or may not have adequate remedies for such breach.
While we use reasonable efforts to protect our trade secrets, our employees, consultants, contractors or scientific and other advisors, or those of our strategic
partners, may unintentionally or willfully disclose our information to competitors. If we were to enforce a claim that a third party had illegally obtained and was
using our trade secrets, our enforcement efforts would be expensive and time consuming, and the outcome would be unpredictable. In addition, courts outside
the United States are sometimes unwilling to protect trade secrets. Moreover, if our competitors independently develop equivalent knowledge, methods and
know-how, it will be more difficult for us to enforce our rights and our business could be harmed.

If we are not able to defend the patent or trade secret protection position of our technologies, then we will not be able to exclude competitors from
developing or marketing competing technologies and we may not generate enough revenue from product sales to justify the cost of developing our technologies
and to achieve or maintain profitability.

We also rely on trademarks to establish a market identity for our company and our products. To maintain the value of our trademarks, we might have to
file lawsuits against third parties to prevent them from using trademarks confusingly similar to or dilutive of our registered or unregistered trademarks. Also,
we might not obtain registrations for our pending trademark applications, and we might have to defend our registered trademark and pending trademark
applications from challenge by third parties. Enforcing or defending our registered and unregistered trademarks might result in significant litigation costs and
damages, including the inability to continue using certain trademarks.

Third parties may claim that we infringe their intellectual property, and we could suffer significant litigation or licensing expense as a result.

Various U.S. and foreign issued patents and pending patent applications, which are owned by third parties, exist in our technology areas. Such third
parties may claim that we infringe their patents. Because patent applications can take several years to result in a patent issuance, there may be currently pending
applications, unknown to us, which may later result in issued patents that our technologies may infringe. For example, we are aware of competitors with patents
in technology areas applicable to our optical test equipment products. Such competitors may allege that we infringe these patents. There could also be existing
patents of which we are not aware that our technologies may inadvertently infringe. We have from time to time been, and may in the future be, contacted by
third parties, including patent assertion entities or intellectual property advisors, about licensing opportunities that also contain claims that we are infringing on
third party patent rights. If third parties assert these claims against us, we could incur extremely substantial costs and diversion of management resources in
defending these
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claims, and the defense of these claims could have a material adverse effect on our business, financial condition and results of operations. Even if we believe
we have not infringed on a third party’s patent rights, we may have to settle a claim on unfavorable terms because we cannot afford to litigate the claim. In
addition, if third parties assert claims against us and we are unsuccessful in defending against these claims, these third parties may be awarded substantial
damages as well as injunctive or other equitable relief against us, which could effectively block our ability to make, use, sell, distribute or market our products
and services in the United States or abroad.

In the event that a claim relating to intellectual property is asserted against us, or third parties not affiliated with us hold pending or issued patents that
relate to our products or technology, we may seek licenses to such intellectual property or challenge those patents. However, we may be unable to obtain these
licenses on commercially reasonable terms, if at all, and our challenge of the patents may be unsuccessful. Our failure to obtain the necessary licenses or other
rights could prevent the sale, manufacture or distribution of our products and, therefore, could have a material adverse effect on our business, financial
condition and results of operations.

A substantial portion of our technology is subject to retained rights of our licensors, and we may not be able to prevent the loss of those rights or the grant
of similar rights to third parties.

A substantial portion of our technology is licensed from academic institutions, corporations and government agencies. Under these licensing
arrangements, a licensor may obtain rights over the technology, including the right to require us to grant a license to one or more third parties selected by the
licensor or that we provide licensed technology or material to third parties for non-commercial research. The grant of a license for any of our core technologies
to a third party could have a material and adverse effect on our business. In addition, some of our licensors retain certain rights under the licenses, including the
right to grant additional licenses to a substantial portion of our core technology to third parties for non-commercial academic and research use. It is difficult to
monitor and enforce such non-commercial academic and research uses, and we cannot predict whether the third-party licensees would comply with the use
restrictions of such licenses. We have incurred and could incur substantial expenses to enforce our rights against them. We also may not fully control the ability
to assert or defend those patents or other intellectual property which we have licensed from other entities, or which we have licensed to other entities.

In addition, some of our licenses with academic institutions give us the right to use certain technology previously developed by researchers at these
institutions. In certain cases, we also have the right to practice improvements on the licensed technology to the extent they are encompassed by the licensed
patents and are within our field of use. Our licensors may currently own and may in the future obtain additional patents and patent applications that are
necessary for the development, manufacture and commercial sale of our anticipated products. We may be unable to agree with one or more academic
institutions from which we have obtained licenses whether certain intellectual property developed by researchers at these academic institutions is covered by
our existing licenses. In the event that the new intellectual property is not covered by our existing licenses, we would be required to negotiate a new license
agreement. We may not be able to reach agreement with current or future licensors on commercially reasonable terms, if at all, or the terms may not permit us
to sell our products at a profit after payment of royalties, which could harm our business.

Some of our patents may cover inventions that were conceived or first reduced to practice under, or in connection with, U.S. government contracts or
other federal funding agreements. With respect to inventions conceived or first reduced to practice under such agreement, the U.S. government may retain a
non-exclusive, non-transferable, irrevocable, paid-up license to practice or have practiced for or on behalf of the United States the invention throughout the
world. We may not succeed in our efforts to retain title in patents, maintain ownership of intellectual property or in limiting the U.S. government’s rights in our
proprietary technologies and intellectual property when an issue exists as to whether such intellectual property was developed in the performance of such
agreement or developed at private expense.

If we fail to obtain the right to use the intellectual property rights of others which are necessary to operate our business, and to protect their intellectual
property, our business and results of operations will be adversely affected.

In the past, we have licensed certain technologies for use in our products. In the future, we may choose, or be required, to license technology or
intellectual property from third parties in connection with the development of our products. We cannot assure you that third-party licenses will be available on
commercially reasonable terms, if at all. Our competitors may be able to obtain licenses, or cross-license their technology, on better terms than we can, which
could put us at a competitive disadvantage. Also, we often enter into confidentiality agreements with such third parties in which we agree to protect and
maintain their proprietary and confidential information, including at times requiring our employees to enter into agreements protecting such information. There
can be no assurance that the confidentiality agreements will not be breached by any of our employees or that such third parties will not make claims that their
proprietary information has been disclosed.
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RISKS RELATING TO OUR COMMON STOCK

Our common stock price has been volatile and we expect that the price of our common stock will fluctuate substantially in the future, which could cause
you to lose all or a substantial part of your investment.

The public trading price for our common stock is volatile and may fluctuate significantly. Since January 1, 2009, our common stock has traded between a
high of $12.85 per share and a low of $0.26 per share. Among the factors, many of which we cannot control, that could cause material fluctuations in the
market price for our common stock are:

» sales of our common stock by our significant stockholders, or the perception that such sales may occur;

+ changes in earnings estimates, investors’ perceptions, recommendations by securities analysts or our failure to achieve analysts’ earnings estimates;

+ quarterly variations in our or our competitors’ results of operations;

» challenges integrating our recent or future acquisitions, including the inability to realize any expected synergies;

» general market conditions and other factors unrelated to our operating performance or the operating performance of our competitors;

+ announcements by us, or by our competitors, of acquisitions, new products, significant contracts, commercial relationships or capital commitments;

+ pending or threatened litigation;

» any major change in our board of directors or management or any competing proxy solicitations for director nominees;

» changes in governmental regulations or in the status of our regulatory approvals;

+ announcements related to patents issued to us or our competitors;

* alack of, limited or negative industry or securities analyst coverage;

*  health epidemics, including the COVID-19 pandemic;

+  political, economic and social instability, including, for example, the military incursion of Russia into Ukraine, the Israel-Hamas war, terrorist activities
and any disruption these events may cause to the broader global industrial economy;

» discussions of our company or our stock price by the financial and scientific press and online investor communities; and

» general developments in our industry.

In addition, the stock prices of many technology companies have experienced wide fluctuations that have often been unrelated to the operating
performance of those companies. These factors may materially and adversely affect the market price of our common stock.

If our estimates relating to our critical accounting policies are based on assumptions or judgments that change or prove to be incorrect, our operating
results could fall below expectations of financial analysts and investors, resulting in a decline in our stock price.

The preparation of financial statements in conformity with U.S. GAAP requires our management to make estimates, assumptions and judgments that
affect the amounts reported in the consolidated financial statements and accompanying notes. We base our estimates on historical experience and on various
other assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values
of assets, liabilities, equity, revenue and expenses that are not readily apparent from other sources. Our operating results may be adversely affected if our
assumptions change or if actual circumstances differ from those in our assumptions, which could cause our operating results to fall below the expectations of
financial analysts and investors, resulting in a decline in our stock price. Significant assumptions and estimates used in preparing our consolidated financial
statements include those related to revenue recognition, stock-based compensation and income taxes. Moreover, the revenue recognition guidance, ASC Topic
606, Revenue from Contracts with Customers, requires more judgment than did the prior guidance.

Anti-takeover provisions in our amended and restated certificate of incorporation and bylaws and Delaware law could discourage or prevent a change in
control, even if an acquisition would be beneficial to our stockholders, which could affect our stock price adversely and prevent attempts by our
stockholders to replace or remove our current management.

Our amended and restated certificate of incorporation and bylaws and Delaware law contain provisions that might delay or prevent a change in control,
discourage bids at a premium over the market price of our common stock and adversely affect the market price of our common stock and the voting and other
rights of the holders of our common stock. These provisions include:

+ aclassified board of directors serving staggered terms;
+ advance notice requirements to stockholders for matters to be brought at stockholder meetings;
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*  asupermajority stockholder vote requirement for amending certain provisions of our amended and restated certificate of incorporation and bylaws; and
+ the right to issue preferred stock without stockholder approval, which could be used to dilute the stock ownership of a potential hostile acquirer.

We are also subject to provisions of the Delaware General Corporation law that, in general, prohibit any business combination with a beneficial owner of
15% or more of our common stock for three years unless the holder’s acquisition of our stock was approved in advance by our board of directors or certain
other conditions are satisfied.

The existence of these provisions could adversely affect the voting power of holders of common stock and limit the price that investors might be willing
to pay in the future for shares of our common stock.

Our amended and restated bylaws provide that the Court of Chancery of the State of Delaware and the U.S. federal district courts will be the exclusive
forums for substantially all disputes between us and our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for
disputes with us or our directors, officers or employees.

Our amended and restated bylaws provide that the Court of Chancery of the State of Delaware is the exclusive forum for the following types of actions or
proceedings under Delaware statutory or common law:
* any derivative claim or cause of action brought on our behalf;
* any claim or cause of action asserting a breach of fiduciary duty;
* any claim or cause of action against us arising under DGCL;
* any claim or cause of action arising under or seeking to interpret our amended and restated certificate of incorporation or our amended and restated
bylaws; and
* any claim or cause of action against us that is governed by the internal affairs doctrine.

The provisions would not apply to suits brought to enforce a duty or liability created by the Exchange Act. Furthermore, Section 22 of the Securities Act
creates concurrent jurisdiction for federal and state courts over all such Securities Act actions. Accordingly, both state and federal courts have jurisdiction to
entertain such claims. To prevent having to litigate claims in multiple jurisdictions and the threat of inconsistent or contrary rulings by different courts, among
other considerations, our amended and restated bylaws further provide that, unless we consent to the selection of an alternate forum, the U.S. federal district
courts will be the exclusive forum for resolving any complaint asserting a cause or causes of action arising under the Securities Act.

While the Delaware courts have determined that such choice of forum provisions are facially valid, a stockholder may nevertheless seek to bring a claim
in a venue other than those designated in the exclusive forum provisions. In such instance, we would expect to vigorously assert the validity and enforceability
of the exclusive forum provisions of our amended and restated bylaws. This may require significant additional costs associated with resolving such action in
other jurisdictions and there can be no assurance that the provisions will be enforced by a court in those other jurisdictions.

These exclusive forum provisions may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes with us or our
directors, officers, or other employees, which may discourage lawsuits against us and our directors, officers and other employees. If a court were to find either
exclusive-forum provision in our amended and restated bylaws to be inapplicable or unenforceable in an action, we may incur further significant additional
costs associated with resolving the dispute in other jurisdictions, all of which could seriously harm our business.

GENERAL RISK FACTORS

If our information technology systems or data, or those of third parties upon which we rely, are or were compromised, we could experience adverse
consequences resulting from such compromise.

In the ordinary course of our business, we and the third parties upon which we rely, face a variety of evolving cybersecurity related threats, including but
not limited to phishing, malware, or ransomware attacks, which could cause security incidents. Cyber-attacks, malicious internet-based activity, online and
offline fraud, and other similar activities threaten the confidentiality, integrity, and availability of our sensitive data and information technology systems, and
those of the third parties upon which we rely. Such threats are prevalent and continue to rise, are increasingly difficult to detect, and come from a variety of
sources, including traditional computer “hackers,” threat actors, “hacktivists,” organized criminal threat actors, personnel (such as through theft or misuse),
sophisticated nation states, and nation-state-supported actors. Any of these or similar threats could cause a security incident or other interruption that could
result in unauthorized, unlawful, or accidental

42



Table of Contents

acquisition, modification, destruction, loss, alteration, encryption, disclosure of, or access to our sensitive data or our information technology systems, or those
of the third parties upon whom we rely. A security incident or other interruption could disrupt our ability (and that of third parties upon whom we rely) to
provide our services.

As the numerous and evolving cybersecurity threats continue to become increasingly more complex and sophisticated, it becomes necessary for us to
become cyber incident resilient. We have experienced security incidents in the past, and may do so in the future, resulting in the unauthorized, unlawful, or
inappropriate access to sensitive and/or confidential data. For example, in January 2023, we detected a cyber incident impacting certain of our technology
systems. Promptly upon our detection of the incident, we launched an investigation, notified federal law enforcement and engaged the services of incident
response professionals (including a nationally recognized third-party forensic investigator) and specialized cybersecurity legal counsel. Where necessary, we
disclosed the incident to customers in accordance with our contractual requirements regarding cyber incident disclosure. While we were able to manage this
incident without any significant disruption to our operations, there is no guarantee that we will have similar success with other attacks in the future should one
occur.

In addition, our reliance on third-party service providers could introduce new cybersecurity risks and vulnerabilities, including supply-chain attacks, and
other threats to our business operations. We rely on third-party service providers and technologies to operate critical business systems to process sensitive data
in a variety of contexts, including, without limitation, cloud-based infrastructure, data center facilities, encryption and authentication technology, employee
email, content delivery to customers, and other functions. We also rely on third-party service providers to provide other products, services, parts, or otherwise
to operate our business. Our ability to monitor these third parties’ information security practices is limited, and these third parties may not have adequate
information security measures in place. If our third-party service providers experience a security incident or other interruption, we could experience adverse
consequences.

If we (or a third party upon whom we rely) experience a security incident or are perceived to have experienced a security incident, we may experience
adverse consequences such as government enforcement actions (for example, investigations, fines, penalties, audits, and inspections); additional reporting
requirements and/or oversight; restrictions on processing sensitive data (including personal data); litigation (including class claims); indemnification
obligations; negative publicity; reputational harm; monetary fund diversions; interruptions in our operations (including availability of data); financial loss; and
other similar harms. Security incidents and attendant consequences may cause customers to stop using our services, deter new customers from using our
services, and negatively impact our ability to grow and operate our business.

While we have implemented security measures designed to protect against security incidents and take steps to become increasingly cyber incident
resilient, there can be no assurance that these measures will be effective against an ever-evolving cyber threat landscape. We take steps designed to detect and
mitigate vulnerabilities, but we may not be able to detect and remediate all vulnerabilities because the threats and techniques used to exploit the vulnerability
change frequently and are often sophisticated in nature. Therefore, such vulnerabilities could be exploited but may not be detected until after a security incident
has occurred. Further, we may experience delays in developing and deploying remedial measures designed to address any such identified vulnerabilities. These
vulnerabilities pose material risks to our business. While we maintain cyber insurance coverage to mitigate against the costs associated with a cyber incident,
we cannot be certain that our cyber insurance coverage will be adequate or sufficient to protect us from or to mitigate liabilities arising out of our privacy and
security practices, that such coverage will continue to be available on commercially reasonable terms or at all, or that such coverage will pay future claims.

If there are substantial sales of our common stock, or the perception that such sales may occur, our stock price could decline.

If any of our stockholders were to sell substantial amounts of our common stock, the market price of our common stock may decline, which might make
it more difficult for us to sell equity or equity-related securities in the future at a time and price that we deem appropriate. Substantial sales of our common
stock, or the perception that such sales may occur, may have a material adverse effect on the prevailing market price of our common stock.

We may become involved in securities class action litigation that could divert management’s attention and harm our business and our insurance coverage
may not be sufficient to cover all costs and damages.

The stock market has from time to time experienced significant price and volume fluctuations that have affected the market prices for the common stock
of technology companies. These broad market fluctuations may cause the market price of our common stock to decline. In the past, following periods of
volatility in the market price of a particular company’s securities, securities class action litigation has often been brought against that company. Securities class
litigation also often follows certain significant business transactions, such as the sale of a business division or a change in control transaction. We may become
involved in this type of litigation in the future. Litigation often is expensive and diverts management’s attention and resources, which could adversely affect our
business.
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We are obligated to develop and maintain proper and effective internal controls over financial reporting and any failure to maintain the adequacy of these
internal controls may adversely affect investor confidence in our company and, as a result, the value of our common stock.

We are required, pursuant to Section 404 of the Sarbanes-Oxley Act to furnish a report by management on, among other things, the effectiveness of our
internal control over financial reporting on an annual basis. This assessment includes disclosure of any material weaknesses identified by our management in
our internal control over financial reporting.

During the evaluation and testing process of our internal controls, if we identify one or more material weaknesses in our internal control over financial
reporting, we will be unable to assert that our internal control over financial reporting is effective. While we have established certain procedures and controls
over our financial reporting processes, we cannot assure you that these efforts will prevent restatements of our financial statements in the future. We may not be
able to remediate any future material weaknesses, or to complete our evaluation, testing and any required remediation in a timely fashion.

Any failure to maintain internal control over financial reporting could severely inhibit our ability to accurately report our financial condition or results of
operations. If we are unable to conclude that our internal control over financial reporting is effective, we could lose investor confidence in the accuracy and
completeness of our financial reports, the market price of our common stock could decline, and we could be subject to sanctions or investigations by the
Nasdaq Stock Market, the SEC or other regulatory authorities. Failure to remedy any material weakness in our internal control over financial reporting, or to
implement or maintain other effective control systems required of public companies, could also restrict our future access to the capital markets.

Uncertainties in the interpretation and application of existing, new and proposed tax laws and regulations could materially affect our tax obligations and
effective tax rate.

The tax regimes to which we are subject or under which we operate are unsettled and may be subject to significant change. The issuance of additional
guidance related to existing or future tax laws, or changes to tax laws or regulations proposed or implemented by the current or a future U.S. presidential
administration, Congress, or taxing authorities in other jurisdictions, including jurisdictions outside of the United States, could materially affect our tax
obligations and effective tax rate. To the extent that such changes have a negative impact on us, our suppliers, manufacturers, or our customers, including as a
result of related uncertainty, these changes may adversely impact our business, financial condition, results of operations, and cash flows. For example,
beginning in 2022, the Tax Cuts and Jobs Act of 2017 eliminated the option to deduct research and development expenditures immediately in the year incurred
and requires taxpayers to amortize such expenditures over five years for tax purposes. While the most significant impact of this provision is to cash tax liability
for 2022, the tax year in which the provision took effect, the impact will decline annually over the five-year amortization period to an immaterial amount in
year six.

The amount of taxes we pay in different jurisdictions depends on the application of the tax laws of various jurisdictions, including the United States, to
our international business activities, tax rates, new or revised tax laws, or interpretations of tax laws and policies, and our ability to operate our business in a
manner consistent with our corporate structure and intercompany arrangements. The taxing authorities of the jurisdictions in which we operate may challenge
our methodologies for pricing intercompany transactions pursuant to our intercompany arrangements or disagree with our determinations as to the income and
expenses attributable to specific jurisdictions. If such a challenge or disagreement were to occur, and our position was not sustained, we could be required to
pay additional taxes, interest, and penalties, which could result in one-time tax charges, higher effective tax rates, reduced cash flows, and lower overall
profitability of our operations. Our financial statements could fail to reflect adequate reserves to cover such a contingency. Similarly, a taxing authority could
assert that we are subject to tax in a jurisdiction where we believe we have not established a taxable connection, often referred to as a “permanent
establishment” under international tax treaties, and such an assertion, if successful, could increase our expected tax liability in one or more jurisdictions.

Our ability to use our net operating loss carryforwards may be limited.

We have incurred net operating losses during our history. Subject to the limitations described below, unused net operating losses generally may carry
forward to offset future taxable income if we achieve profitability in the future, unless such net operating losses expire under applicable tax laws. Under current
law, unused U.S. federal net operating losses generated in tax years beginning after December 31, 2017, will not expire and may be carried forward indefinitely,
but the deductibility of such federal net operating loss carryforwards is limited to 80% of taxable income. It is uncertain if and to what extent various states will
conform to current federal tax law. In addition, our ability to utilize our federal net operating carryforwards may be limited under Section 382 of the Internal
Revenue Code of 1986, as amended, or the Code. The limitations apply if we experience an “ownership change,” which is generally defined as a greater than
50 percentage point change (by value) in the ownership of our
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equity by certain stockholders or groups of stockholders over a rolling three-year period. Similar provisions of state tax law may also apply to limit the use of
our state net operating loss carryforwards. Past or future changes in our stock ownership, including as a result of our initial public offering, some of which may
be outside of our control, may have triggered or may trigger an ownership change that materially impacts our ability to utilize pre-change net operating loss
carryforwards. Moreover, there may be periods during which the use of net operating loss carryforwards in various jurisdictions is suspended or otherwise
subject to additional limitations. Accordingly, our ability to use our net operating loss carryforwards to offset taxable income may be subject to such limitations
or special rules that apply at the state level, which could adversely affect our results of operations.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

(a) Unregistered Sales of Equity Securities during the Three Months Ended September 30, 2023
Not applicable.

(b) Use of Proceeds from Sale of Registered Equity Securities
Not applicable.

(c) Purchases of Equity Securities by the Registrant

Not applicable.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5. OTHER INFORMATION
Not applicable.
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ITEM 6. EXHIBITS

Exhibit

Number Description

31.1* Certification of the Principal Executive Officer pursuant to Rule 13a-14(a)_.and Rule 15d-14(a)_of the Securities Exchange Act of 1934,
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2* Certification of the Principal Financial Officer pursuant to Rule 13a-14(a)_.and Rule 15d-14(a)_of the Securities Exchange Act of 1934,
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1%* Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Ox
Act of 2002.

32.2%* Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Ox|
Act of 2002.

101 The following materials from the Registrant’s Quarterly Report on Form 10-Q for the three months ended September 30, 2023, formatt

in inline XBRL (eXtensible Business Reporting Language): (i) Consolidated Balance Sheets at September 30, 2023 and December 31,
2022, (ii) Consolidated Statements of Operations for the three and nine months ended September 30, 2023 and 2022, (iii) Consolidated
Statements of Comprehensive (Loss))/Income for the three and nine months ended September 30, 2023 and 2022, (iv) Consolidated

Statements of Cash Flows for the nine months ended September 30, 2023 and 2022 and (v) Notes to Unaudited Consolidated Financial

Statements.
104 Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)
* Filed herewith.
ok These certifications are being furnished solely to accompany this quarterly report pursuant to 18 U.S.C. Section 1350 and are not being filed for

purposes of Section 18 of the Securities Exchange Act of 1934 and are not to be incorporated by reference into any filing of the registrant, whether
made before or after the date hereof, regardless of any general incorporation language in such filing.
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SIGNATURES

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

Luna Innovations Incorporated
Date:  November 14, 2023 By: /s/ George Gomez-Quintero

George Gomez-Quintero

Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Scott A. Graeff, certify that:

1. Ihave reviewed this quarterly report on Form 10-Q of Luna Innovations Incorporated;

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

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

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

d.

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

designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

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

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

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

a.

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

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

Date: November 14, 2023

/s/ Scott A. Graeff

Scott A. Graeff

President and Chief Executive Officer
(Principal Executive Officer)



Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, George Gomez-Quintero, certify that:

1. Ihave reviewed this quarterly report on Form 10-Q of Luna Innovations Incorporated;

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

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

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

d.

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

designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

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

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

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

a.

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

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

Date: November 14, 2023

/s/ George Gomez-Quintero

George Gomez-Quintero

Chief Financial Officer
(Principal Financial and Accounting Officer)



Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Luna Innovations Incorporated (the “Company”) on Form 10-Q for the quarter ended September 30, 2023 as filed
with the Securities and Exchange Commission on the date hereof (the “Report™), I, Scott A. Graeff, President and Chief Executive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

This certification accompanies this Report to which it relates, shall not be deemed “filed” with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of the Company under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended
(whether made before or after the date of the Report), irrespective of any general incorporation language contained in such filing.

/s/ Scott A. Graeff
Scott A. Graeff

President and Chief Executive Officer
(Principal Executive Officer)

November 14, 2023



Exhibit 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Luna Innovations Incorporated (the “Company”) on Form 10-Q for the quarter ended September 30, 2023 as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, George Gomez-Quintero, Chief Financial Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

This certification accompanies this Report to which it relates, shall not be deemed “filed” with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of the Company under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended
(whether made before or after the date of the Report), irrespective of any general incorporation language contained in such filing.

/s/ George Gomez-Quintero
George Gomez-Quintero

Chief Financial Officer
(Principal Financial and Accounting Officer)

November 14, 2023



