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OR

¨
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(954) 315-4939
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preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days. Yes x
No ¨
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate web site, if any, every Interactive Data File required to be
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company or an emerging
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the Exchange Act:
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(Do not check if a smaller
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Smaller reporting company
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PART I—FINANCIAL INFORMATION
The statements contained in this quarterly report on Form 10-Q, including under the section titled “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and other sections of this quarterly report, include forward-looking statements within the meaning of Section 27A of the Securities Act
of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, including, without limitation, statements regarding our or our
management’s expectations, hopes, beliefs, intentions or strategies regarding the future. The words “believe,” “may,” “will,” “estimate,” “continue,”
“anticipate,” “intend,” “expect,” “plan” and similar expressions may identify forward-looking statements, but the absence of these words does not mean that a
statement is not forward-looking. The forward-looking statements contained in this quarterly report are based on our current expectations and beliefs concerning
future developments and their potential effects on us. There can be no assurance that future developments affecting us will be those that we have anticipated. These
forward-looking statements involve a number of risks, uncertainties (some of which are beyond our control) or other assumptions that may cause actual results or
performance to be materially different from those expressed or implied by these forward-looking statements. Should one or more of these risks or uncertainties
materialize, or should any of our assumptions prove incorrect, actual results may vary in material respects from those projected in these forward-looking
statements. We undertake no obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise,
except as may be required under applicable securities laws. Unless the content otherwise requires, all references to “we”, “us”, the “Company” or “Cyalume” in
this quarterly report on Form 10-Q refers to Cyalume Technologies Holdings, Inc.
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ITEM 1.

Financial Statements
Cyalume Technologies Holdings, Inc.
Condensed Consolidated Balance Sheets
(in thousands, except shares and per share information)
(Unaudited)
June 30,
2017

Assets
Current assets:
Cash
Accounts receivable, net of allowance for doubtful accounts of $6 and $8, respectively
Inventories, net
Income taxes refundable
Prepaid expenses and other current assets
Total current assets
Property, plant and equipment, net
Goodwill
Other intangible assets, net
Total assets

$

$

Liabilities and Stockholders’ Equity
Current liabilities:
Current portion of notes payable
Accounts payable
Accrued expenses
Deferred revenue and deferred rent
Income taxes payable
Warrants liability
Total current liabilities

$

Notes payable, net of current portion
Deferred income taxes
Asset retirement obligation
Other noncurrent liabilities
Total liabilities

December 31,
2016

1,177
4,773
7,782
30
1,552
15,314
6,986
7,992
4,665
34,957

$

$

2,753
3,379
8,384
187
1,078
15,781
7,036
7,992
4,951
35,760

1,289
1,230
2,927
23
134
32
5,635

1,066
1,643
4,236
37
82
72
7,136

10,557
651
223
96
17,162

11,752
626
226
88
19,828

6,134

5,784

2,826

2,665

2,751

2,751

1,401

1,401

Commitments and contingencies (Note 12)
Series A convertible preferred stock, $0.001 par value; 1,000,000 preferred shares authorized; 123,097 shares issued
and outstanding
Series C preferred stock, $0.001 par value; 1,000,000 preferred shares authorized; 1,000 shares issued and
outstanding
Series D convertible preferred stock, $0.001 par value; 1,000,000 preferred shares authorized; 10 shares issued and
outstanding
Stockholders’ equity:
Series B convertible preferred stock, $0.001 par value; 1,000,000 preferred shares authorized; 1,000 shares issued
and outstanding
Common stock, $0.001 par value; 150,000,000 shares authorized; 22,347,549 and 21,400,244 shares issued and
outstanding, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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22
101,778
(96,286)
(831)
6,084
34,957 $

21
102,031
(97,618)
(1,103)
4,732
35,760

Cyalume Technologies Holdings, Inc.
Condensed Consolidated Statements of Comprehensive Income
(in thousands, except shares and per share information)
(Unaudited)
Three
Months Ended
June 30, 2017
$
10,746
5,689
5,057

Revenues
Cost of revenues
Gross profit

Three
Months Ended
June 30, 2016
$
10,610
5,689
4,921

Six
Months Ended
June 30, 2017
$
21,843
11,447
10,396

Six
Months Ended
June 30, 2016
$
19,852
10,201
9,651

Other expenses (income):
Sales and marketing
General and administrative
Research and development
Interest expense, net
Amortization of intangible assets
Change in warrant liability fair value
Other expenses, net
Total other expenses, net

865
1,872
389
655
246
(15)
45
4,057

585
2,029
336
746
244
(10)
(3)
3,927

1,824
3,911
872
1,297
485
23
49
8,461

1,178
4,178
727
1,475
484
(23)
23
8,042

Income before income taxes
Provision for income taxes
Net income

1,000
383
617

994
203
791

1,935
603
1,332

1,609
339
1,270

(69)
(69)
722 $

272
272
1,604

49
49
1,319

Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments
Other comprehensive income (loss)
Comprehensive income
Net income
Series A convertible preferred stock dividends
Series C preferred stock dividends
Net income available to common stockholders - basic
Series A convertible preferred stock dividends
Change in fair value of warrant liability
Net income available to common stockholders - diluted
Earnings per common share:
Basic
Diluted
Weighted average shares used to compute earnings per common share:
Basic
Diluted

$
$

224
224
841

$
$

$

617
(178)
(82)
357
178
(15)
520

$

791 $
(158)
(73)
560 $
158
(10)
708 $

$
$

0.02
0.00

$
$

0.03
0.01

$

22,347,549
115,010,040

$

21,400,244
105,310,495

1,332 $
(350)
(161)
821 $
350
2
1,173 $

$
$

0.04
0.01
22,216,842
115,432,352

The accompanying notes are an integral part of these condensed consolidated financial statements.
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$

$
$

1,270
(312)
(144)
814
312
(23)
1,103

0.04
0.01
21,400,244
105,354,931

Cyalume Technologies Holdings, Inc.
Condensed Consolidated Statements of Changes in Convertible Preferred Stock and Stockholders’ Equity
(in thousands, except shares)
(Unaudited)

Balance at
December 31,
2016
Dividends
accrued on
Series A and
Series C
preferred stock
Issuance of
common
shares upon
warrant
exercise
Share-based
compensation
Net income
Other
comprehensive
income
Balance at June
30, 2017

Series A
Series D
Convertible
Series C Preferred
Convertible
Series B Preferred
Preferred Stock
Stock
Preferred Stock
Stock
Number
Number
Number
Number
of Shares Amount of Shares Amount of Shares Amount of Shares Amount
123,097 $ 5,784

1,000 $ 2,665

10 $ 2,751

1,000 $ 1,401

Common Stock
Number
of Shares Amount
21,400,244 $

Accumulated
Additional
Other
Total
Paid-In Accumulated Comprehensive Stockholders’
Capital
Deficit
Loss
Equity

21 $ 102,031 $

(97,618) $

(1,103) $

4,732

-

350

-

161

-

-

-

-

-

-

(511)

-

-

(511)

-

-

-

-

-

-

-

-

947,305

1

71

-

-

72

-

-

-

-

-

-

-

-

-

-

187

-

1,332

-

187
1,332

-

-

-

-

-

-

-

-

-

-

-

-

272

272

123,097 $ 6,134

1,000 $ 2,826

10 $ 2,751

1,000 $ 1,401

22,347,549 $

22 $ 101,778 $

(96,286) $

The accompanying notes are an integral part of these condensed consolidated financial statements.
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(831) $

6,084

Cyalume Technologies Holdings, Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands)
(Unaudited)
For the Six
Months Ended
June 30,
2017
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of property, plant and equipment
Amortization of intangible assets, debt issuance costs and debt discount
Share-based compensation expense
Change in fair value of warrant liability
Loss on disposal of property, plant and equipment
Other non-cash (income) expenses
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other current assets
Restricted cash
Accounts payable and accrued liabilities
Deferred revenue and deferred rent
Income taxes payable
Net cash provided by operating activities

$

1,332

For the Six
Months Ended
June 30,
2016
$

1,270

467
993
187
23
4
(4)

435
976
168
(23)
30
12

(1,346)
705
(534)
(1,753)
(14)
208
268

(155)
(286)
(492)
153
(446)
(62)
266
1,846

(360)
(123)
(9)
(492)

(210)
(126)
(336)

Cash flows from financing activities:
Repayment on Monroe line of credit, net
Repayment on Monroe long term notes payable, net
Payment in connection with legal settlement agreement
Net cash used in financing activities

(1,305)
(107)
(1,412)

(500)
(1,131)
(107)
(1,738)

Effect of exchange rate changes on cash
Net decrease in cash
Cash, beginning of period
Cash, end of period

60
(1,576)
2,753
1,177 $

Cash flows from investing activities:
Purchases of long-lived assets
Payments for intangibles
Payment of asset retirement obligation
Net cash used in investing activities

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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5
(223)
1,526
1,303

Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statements
1.

ORGANIZATION
Cyalume Technologies Holdings, Inc. (“Cyalume” or the “Company”) was organized as a blank check company under the laws of the State of Delaware on
July 19, 2005. At that time, the Company was named Vector Security Intersect Acquisition Corp. On December 19, 2008, the Company acquired Cyalume
Technologies, Inc. (“CTI”) and changed the corporate name to the current name. CTI is a Delaware corporation formed on March 27, 1997 with headquarters
located in Fort Lauderdale, Florida.

2.

BASIS OF PRESENTATION
The accompanying unaudited condensed consolidated financial statements included herein have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission and in accordance with accounting principles generally accepted in the United States of America (“U.S. GAAP”) for
interim financial information. Certain information and note disclosures normally included in annual financial statements prepared in accordance with U.S.
GAAP have been condensed or omitted pursuant to those rules and regulations. The Company believes that the disclosures made are adequate to make the
information presented not misleading. All the adjustments which, in the opinion of management, are considered necessary for a fair presentation of the results
of operations for the periods shown are of a normal recurring nature and have been reflected in the unaudited condensed consolidated financial statements.
Results from operations for the three and six months ended June 30, 2017 are not necessarily indicative of the results that may be expected for any other
interim period or for the year ending December 31, 2017. The consolidated balance sheet at December 31, 2016 has been derived from the audited
consolidated financial statements at that date. The information included in these unaudited interim condensed consolidated financial statements should be read
in conjunction with the consolidated financial statements and footnotes thereto in our Annual Report on Form 10-K for the year ended December 31, 2016
filed on March 28, 2017.
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the period. While the Company believes that such estimates are fair when considered in conjunction with the condensed consolidated
financial position and results of operations taken as a whole, the actual amount of such estimates, when known, may vary from these estimates.

3.

DESCRIPTION OF BUSINESS
These consolidated financial statements and footnotes include the financial position and operations of the Company, the parent company that is the sole
shareholder of Cyalume Technologies, Inc. (“CTI”), Cyalume Specialty Products, Inc. (“CSP”) and CT SAS Holdings, Inc. (“CT SAS Holdings”). CTI is the
sole shareholder of Cyalume Realty, Inc. (“CRI”). CT SAS Holdings is the sole shareholder of Cyalume Technologies, SAS (“CTSAS”). All significant
intercompany accounts and transactions have been eliminated in consolidation.
The Company’s primary focus is producing specialty chemicals and related products and sub-contract manufacturing of components for use in the
pharmaceutical and medical products markets. The Company sells to the U.S. military and other militaries, and to major pharmaceutical and medical device
companies throughout the world.
CTI and CTSAS manufacture and sell chemiluminescent products and reflective and photoluminescent materials to military, ammunition, commercial and
public safety markets. CTSAS is located in France and represents CTI in certain international markets, primarily Europe and the Middle East. CTI sells to
customers in all other geographic markets. CTI’s and CTSAS’s business operations constitute the majority, based on revenues and assets, of the Company’s
consolidated business operations.
CSP manufactures on a subcontractor basis and sells specialty chemical products to the pharmaceutical, medical products, defense and other markets. CSP’s
operations are located in Bound Brook, New Jersey.
The Company’s business is managed and financial results are reported as one segment. The Company’s CEO, who is the Company’s chief operating decision
maker, focuses on consolidated results to make strategic and tactical decisions. The Company’s one operating segment consists of three reporting units:
Chemical Light (the operations of CTI, CTS and CTSAS), Specialty Products (the operations of CSP) and Other (the parent company Cyalume Technologies
Holdings, Inc.).
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Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statements
4.

PREPAID EXPENSES AND OTHER CURRENT ASSETS
Prepaid expenses and other current assets consist of the following (all amounts in thousands):
June 30,
2017
Prepaid expenses
Debt issuance costs
Other current assets

$

1,029
389
134
1,552

$
5.

December 31,
2016
$

$

617
456
5
1,078

INVENTORIES
Inventories consist of the following (all amounts in thousands):
June 30,
2017
Raw materials
Work-in-process
Finished goods

$

$
6.

4,230
1,884
1,668
7,782

$

$

December 31,
2016
4,568
2,267
1,549
8,384

CREDIT LINE AND NOTES PAYABLE
Monroe Refinancing
On May 18, 2015, the Company entered into a credit agreement with Monroe Capital Management Advisors, LLC (the “Monroe Credit Agreement”),
refinancing its existing senior and subordinated debt (see below). The Monroe Credit Agreement provides for a $25.0 million credit facility consisting of up
to: (i) a $5.0 million revolving credit facility (the “Monroe Line of Credit”); (ii) an $18.0 million senior secured term loan (the “Term A Loan”) and (iii) a $2.0
million delayed draw term loan (the “Delayed Draw Loan”). The Delayed Draw Loan was used to satisfy a legal settlement agreement amount.
The Monroe Credit Agreement has a term of five years and bears interest at a rate of the one-month LIBOR plus 9%. The Term A Loan requires quarterly
repayments of approximately $113,000 beginning on June 30, 2015 through March 31, 2016; quarterly repayments of approximately $225,000 beginning on
June 30, 2016 through March 31, 2017; quarterly repayments of approximately $450,000 beginning on June 30, 2017 through March 31, 2020; and a payment
of approximately $11.3 million on the Term A Loan maturity date of May 18, 2020. Accrued interest is payable monthly in arrears on the last business day of
each calendar month.
Pursuant to the terms of the Monroe Credit Agreement, the Company must maintain: (i) a fixed charge coverage ratio of 1.25 to 1.00; (ii) a senior debt to
EBITDA ratio initially of 4.50 to 1.00, decreasing to 1.50 to 1.00 over the term of the loans; and (iii) a twelve month trailing EBITDA, measured quarterly,
with the amounts ranging from $4,750,000, increasing up to $7.0 million over the term of the loans. The Company was in compliance with the financial
covenants related to these loans as of June 30, 2017.
On August 3, 2015, the Company entered into a First Amendment (the “First Amendment”) to the Monroe Credit Agreement. Pursuant to the First
Amendment, the Monroe Credit Agreement was amended to, among other things, reduce the aggregate amount of the Delayed Draw Loan under the Monroe
Credit Agreement, which loan commitment was for purposes of funding a final payment due under a legal settlement agreement, from $2.0 million to $1.5
million. On August 3, 2015, the full amount of the Delayed Draw Loan was funded to the Company, $1.4 million of which was used to make a final legal
settlement payment, and the remaining $100,000 of which was paid to Monroe as a deferred closing fee. The First Amendment also modified, for certain
periods during the term of the Credit Agreement, (i) the maximum senior debt to EBITDA ratio that the Company is required to maintain and (ii) the
applicable limits on the Company’s aggregate permitted capital expenditures pursuant to the terms of the Credit Agreement.
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Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statements
6.

CREDIT LINE AND NOTES PAYABLE (cont’d)
The Delayed Draw Loan, which was drawn on August 3, 2015, provides for quarterly amortization payments on the last day of each calendar quarter in an
aggregate principal amount equal to 0.625% of the original principal amount of the Delayed Draw Loan, increasing to 1.25% on March 31, 2016, and
increasing to 2.5% on March 31, 2017, with the balance payable on the maturity date of May 18, 2020.
In connection with the execution of the Monroe Credit Agreement, the Company issued 10 shares of Series D convertible preferred stock (the “Series D
Convertible Preferred Stock”). Each share of Series D Convertible Preferred Stock may be converted at any time at the option of the holder into a number of
shares of common stock initially equal to 752,807.8 shares of common stock (see Note 7). The relative fair value of the Series D Convertible Preferred Stock
was approximately $2.8 million which was recorded as debt issuance costs of approximately $0.4 million and debt discount on the Company’s Term A Loan
and Delayed Draw Loan of approximately $2.4 million.
The proceeds from the Monroe Credit Agreement were allocated to the various instruments issued based on their relative fair value.
Pursuant to the terms of the Monroe Credit Agreement, the Company paid an excess cash payment of approximately $0.6 million on May 17, 2017 which
reduced the principal of the Company’s Term A Loan and the Delayed Draw Loan.
Line of Credit
The Monroe Line of Credit has a maximum borrowing capacity of $5.0 million, bears interest at a rate of the one-month LIBOR plus 9% and expires on May
18, 2020. The amount which may be borrowed under the Monroe Line of Credit is dependent mainly on accounts receivable and inventory balances. Under the
terms of the Monroe Credit Agreement, the Company is able to borrow under the Monroe Line of Credit in an amount not to exceed the lesser of: (i) $5.0
million and (ii) the sum of 85% of all eligible accounts receivable plus 60% of all eligible inventory. Interest is payable monthly and the Monroe Line of
Credit’s interest rate at June 30, 2017 was 10.2%. This line of credit is subject to various restrictive covenants and collateral guarantees. At June 30, 2017,
there was no outstanding balance on the Monroe Line of Credit and availability under the Monroe Line of Credit was approximately $5.0 million.
CTSAS has lines of credit, for borrowing against receivables, with a combined maximum borrowing capacity of €750,000 (or approximately $856,703 as of
June 30, 2017). There were no outstanding borrowings at June 30, 2017 or December 31, 2016. The lines’ interest rates are variable, based on the 3-month
Euro Interbank Offered Rate. The lines are collateralized primarily by CTSAS’ accounts receivable. The lines have indefinite termination dates but can be
renegotiated periodically.
Notes Payable
Outstanding notes payable consist of (all amounts in thousands):
June 30,
2017
Monroe Term A Loan
Delayed Draw Loan
Promissory Note Payable
Total
Less: Unamortized debt discount and unamortized debt issuance costs
Less: Current portion of notes payable, including current portion of unamortized debt discount and current
portion of unamortized debt issuance costs
Notes payable, net of current portion

$

$

December 31,
2016
12,857 $
14,042
1,146
1,266
323
430
14,326
15,738
(2,480)
(2,920)
(1,289)
10,557 $

(1,066)
11,752

Debt issuance costs are amortized to interest expense using the effective interest method over the life of the loan. The effective interest rate on the Term A
Loan is approximately 19% and the effective interest rate on the Delayed Draw Loan is approximately 23%.
Promissory Note Payable
On November 19, 2013, the Company entered into a legal settlement agreement. The executed settlement agreement provided for the Company to make a
series of payments to Antonio Colon in the amount of $215,000 annually, for a total of $1,075,000 pursuant to the Promissory Note executed on November 19,
2013 (the “Promissory Note”). This Promissory Note bears interest at a rate of 2% annually and requires principal and interest payments each March and
September. The Promissory Note has a maturity date of October 15, 2018.
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Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statements
7.

PREFERRED STOCK
Series A Convertible Preferred Stock
The Company is authorized to issue 1,000,000 shares of preferred stock in one or more series with such designations, voting and other rights and preferences
as may be determined from time to time by our Board of Directors.
On November 19, 2013, the Company entered into a Securities Purchase Agreement (the “Series A Purchase Agreement”) with US VC Partners, L.P. (the
“Series A Investor”) for the purchase by the Investor of 123,077 units of securities of the Company for an aggregate purchase price of $4.0 million (or $32.50
per unit). Each security issued was composed of: 1) one share of Series A Convertible Preferred Stock of the Company, at a par value of $0.001 per share (the
“Series A Preferred Stock”); 2) one common stock warrant ( the “Common Warrant”); and 3) one preferred stock warrant (the “Preferred Warrant”).
Each share of Series A Preferred Stock may be converted at any time at the option of the holder into a number of shares of common stock initially equal to 50
shares of common stock, determined by dividing the Liquidation Value per share of Series A Preferred Stock by the applicable conversion price per share of
Series A Preferred Stock. The initial conversion price was equal to $0.65, subject to customary adjustments, including for any accrued but unpaid dividends
and pursuant to certain anti-dilution provisions. Pursuant to the Series A Certificate of Designation amended on May 15, 2015 (the “Amended Series A
Certificate of Designation”), the conversion price per share of Series A Preferred Stock is now equal to $0.14. The Series A Preferred Stock is not subject to
mandatory conversion at any time.
Upon voluntary or involuntary liquidation, dissolution or winding up of the Company, each holder of Series A Preferred Stock is entitled to a liquidation
preference of $32.50 per share, plus any accrued but unpaid dividends, subject to customary adjustments as set forth in the Certificate of Designation (the
“Series A Liquidation Value”).
Dividends on the Series A Preferred Stock accrue (payable in cash or in kind), whether or not declared by the Board and whether or not funds are available for
the payment of dividends, at a rate of 12% per annum on the sum of the liquidation preference plus all accrued and accumulated dividends and will be payable
quarterly in arrears in a) cash or b) newly issued shares of Series A Preferred Stock having an aggregate liquidation preference equal to the amount of such
accrued dividends (“PIK Dividends”) at the option of the Company. All accrued and accumulated dividends on the convertible preferred stock shall be paid
prior to and in preference to any other class of securities of the Company.
Each share of Series A Preferred Stock will be entitled to a number of votes equal to the number of shares of common stock into which such share is
convertible and shall be entitled to vote with holders of outstanding shares of common stock, voting together as a single class, with respect to any and all
matters presented to the stockholders of the Company for their action or consideration.
The requisite holders of the Series A Preferred Stock will have the right to cause the Company to redeem, out of funds legally available, all but not less than
all of the then outstanding shares of Series A Preferred Stock, for a price per share equal to the Series A Liquidation Value of such shares, from and after the
fifth anniversary of the closing date of the Series A Purchase Agreement. Additionally, the Company will have the right to redeem all of the outstanding shares
of Series A Preferred Stock from and after the eighth anniversary of the closing date of the Series A Purchase Agreement at a redemption price equal to the
Series A Liquidation Value. As a result of the redemption provisions, the Series A Preferred Stock has been classified outside of permanent equity.
Series B Convertible Preferred Stock
On July 30, 2014, the Company entered into a Securities Purchase Agreement (the “Series B and C Purchase Agreement”) with Cova Small Cap Holdings,
LLC (“Cova”), Bayonet Capital Fund I, LLC (see Note 10), and another investor (each, an “Investor”) for the purchase by the Investors of an aggregate of
1,000 units of securities of the Company (the “Units”) for an aggregate purchase price of $2.0 million (or $2,000.00 per Unit), with each Unit comprising (1)
one share of Series B Convertible Preferred Stock of the Company, par value $0.001 per share (the “Series B Preferred Stock”), and (2) one share of Series C
Preferred Stock of the Company, par value $0.001 per share (the “Series C Preferred Stock”). Approximately $1.3 million of the net proceeds from the sale of
the Units was used to pay a contingent legal obligation.
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7.

PREFERRED STOCK (cont’d)
The shares of Series B Preferred Stock have the rights and preferences set forth in the Certificate of Designation of Series B Convertible Preferred Stock,
which was amended on May 15, 2015 (the “Amended Series B Certificate of Designation”). Pursuant to the Amended Series B Certificate of Designation,
each share of Series B Preferred Stock ranks senior to the Company’s common stock (the “Common Stock”) and the Company’s Series A Preferred Stock with
respect to payment of dividends and distribution of assets upon liquidation, dissolution or winding up of the Company. Upon the Company’s liquidation, sale
to or merger with another corporation or other “Change of Control” (as such term is defined in the Amended Series B Certificate of Designation), each share
of Series B Preferred Stock would be entitled to a liquidation preference in an amount equal to the amount per share that would have been payable had all
shares of Series B Preferred Stock been converted into Common Stock immediately prior to such event in accordance with the terms of the Amended Series B
Certificate of Designation, excluding for purposes of such calculation the liquidation preference payable to the holders of Series A Preferred Stock. Holders of
the Series B Preferred Stock are entitled to convert at any time all or any portion of the shares of Series B Preferred Stock into a number of shares of Common
Stock initially equal to 35,713.147 shares of Common Stock per share of Series B Preferred Stock (the “Conversion Number”). The Conversion Number is
subject to customary adjustments, including for dividends, stock splits and other reorganizations affecting the Common Stock. In addition, the Conversion
Number is subject to anti-dilution protections, subject to certain exceptions, if the Company issues or sells shares of Common Stock or other equity securities
for no consideration or for consideration that is based on an equity valuation of the Company of less than $2.0 million in the aggregate (a “Trigger Issuance”).
In the event of a Trigger Issuance, the Conversion Number shall be increased as of the close of business on the effective date of the Trigger Issuance to a
number calculated as follows: (i) two-thirds of the Common Stock deemed Outstanding (as defined in the Amended Series A Certificate of Designation)
immediately following such Trigger Issuance (excluding any Common Stock Deemed Outstanding as a result of the conversion of the Series B Preferred
Stock) (ii) divided by 1,000. Each share of Series B Preferred Stock will automatically convert into shares of Common Stock on the tenth anniversary of its
original issuance date, at the then-current Conversion Number. Each share of Series B Preferred Stock is entitled to a number of votes equal to the number of
shares of Common Stock into which such share is convertible and will be entitled to vote with holders of outstanding shares of Common Stock, voting
together as a single class, with respect to any and all matters presented to the stockholders of the Company for their action or consideration. The Series B
Preferred Stock has been classified within permanent equity.
Series C Preferred Stock
The shares of Series C Preferred Stock have the rights and preferences set forth in the Certificate of Designation of Series C Preferred Stock, which was
amended on May 15, 2015 (the “Amended Series C Certificate of Designation”). Pursuant to the Amended Series C Certificate of Designation, each share of
Series C Preferred Stock ranks senior to the Common Stock, the Series A Preferred Stock, the Series B Preferred Stock and the Series D Preferred Stock with
respect to payment of dividends and distribution of assets upon liquidation, dissolution or winding up of the Company. Upon the Company’s liquidation, sale
to or merger with another corporation or other “Change of Control” (as such term is defined in the Amended Series C Certificate of Designation), each share
of Series C Preferred Stock would be entitled to a liquidation preference equal to the sum of: (1) $3,000 per share (the “Base Liquidation Value”) and the (2)
the amount, if any, by which the Base Value exceeds 150% of the purchase price (the “Excess Liquidation Value), plus any accrued but unpaid dividends, in
each case subject to customary adjustments as set forth in the Amended Series C Certificate of Designation. Holders of the Series C Preferred Stock are
entitled to cumulative quarterly dividends at a rate of 12% per annum, calculated based on an assumed price of $2,000 per share, payable in cash or in kind;
provided that to the extent not paid in cash or by issuance of additional shares of Series C Preferred Stock on the last day of each calendar quarter (a “Dividend
Payment Date”), all accrued dividends on any outstanding shares of Series C Preferred Stock shall accumulate and compound. In the event the Company has
not paid in cash or by the issuance of additional shares of Series C Preferred Stock all accrued dividends on a Dividend Payment Date, at the election of
holders of at least 75% of the outstanding shares of Series C Preferred Stock (the “Requisite Holders”), all such dividends accruing on the shares of Series C
Preferred Stock will be paid in shares of Series C Preferred Stock. From and after the fifth anniversary of the issuance of the shares of Series C Preferred
Stock, the Requisite Holders will have the right to elect to cause the Company to redeem, out of funds legally available therefore, all but not less than all of the
then outstanding shares of Series C Preferred Stock, for a price per share equal to the Series C Liquidation Value for such shares. In addition, the Company has
the right to redeem at any time, out of funds legally available therefore, all or any portion of the then outstanding shares of Series C Preferred Stock, for a
price per share equal to the Series C Liquidation Value for such shares. The Series C Preferred Stock is not convertible into Common Stock or other securities
of the Company, and does not have any voting rights. As a result of the redemption provisions, the Series C Preferred Stock has been classified outside of
permanent equity.
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7.

PREFERRED STOCK (cont’d)
Series D Convertible Preferred Stock
In connection with the execution of the Monroe Credit Agreement, the Company entered into a Subscription Agreement (the “Subscription Agreement”) with
Monroe Capital Corporation, Monroe Capital Senior Secured Direct Loan Fund LP, Monroe Capital Senior Secured Direct Loan Fund (Unleveraged) LP and
Monroe Capital Partners Fund II, LP. Pursuant to the Subscription Agreement, the Company issued 10 shares of $0.001 par value per share Series D
convertible preferred stock (the “Series D Convertible Preferred Stock”). Each share of Series D Convertible Preferred Stock may be converted at any time at
the option of the holder into a number of shares of common stock initially equal to 752,807.8 shares of common stock. The Series D Convertible Preferred
Stock has a mandatory conversion date on the tenth anniversary of the issuance date. The Series D Convertible Preferred Stock will automatically, without any
action on the part of the holder thereof, be converted into that number of fully paid and non-assessable shares of the Company’s common stock equal to the
conversion number at the time in effect. The Series D Convertible Preferred Stock ranks senior to the Company’s Series A Preferred Stock and the Company’s
Series B Preferred Stock. The Company’s Series C Preferred Stock ranks senior to the Series D Convertible Preferred Stock. The shares of Series D Preferred
Stock have the rights and preferences set forth in the Certificate of Designation of Series D Convertible Preferred Stock (the “Series D Certificate of
Designation”).
In the event of any voluntary or involuntary liquidation, the holders of the Series D Convertible Preferred Stock shall be entitled to be paid out of the assets of
the Corporation available for distribution to its stockholders before any payment shall be made to the holders of junior securities. The Series C Preferred
Stockholders would receive the Base Liquidation Value first, and not be entitled to the Excess Liquidation Value (as defined in the Amended Certificate of
Designation of the Series C Preferred Stock) until the holders of the Series D Convertible Preferred Stock receive a pro rata Liquidation Value amount in cash.
If at any time the Company redeems the outstanding shares of Series A Preferred Stock or Series C Preferred Stock, the holders of the Series D Preferred
Stock would have the right to elect to cause the Company to redeem, out of funds legally available therefore, all but not less than all of the then outstanding
shares of Series D Preferred Stock, for a price per share equal to the Liquidation Value for such shares; provided that, prior to the Company paying the full
redemption price for all outstanding shares of Series D Preferred Stock, the Company would not be permitted to pay (i) any amounts in excess of the Series C
Base Liquidation Value upon the redemption of shares of Series C Preferred Stock or (ii) any amounts upon the redemption of shares of Series A Preferred
Stock. In the event of a voluntary or involuntary liquidation, each share of Series D Preferred Stock would be entitled to a liquidation preference in an amount
equal to the amount per share that would have been payable had all shares of Series D Preferred Stock been converted into Common Stock immediately prior
to such event in accordance with the terms of the Series D Certificate of Designation, excluding for purposes of such calculation the liquidation preference
payable to the holders of Series A Preferred Stock and the holders of Series B Preferred Stock. The Series D Preferred Stock does not have any voting rights,
except that the written consent of the holders of a majority of the then-outstanding Series D Preferred Stock shall be required for the Company to take certain
actions, including the amendment of its certificate of incorporation or bylaws in a manner that adversely affects the relative rights, preferences, privileges or
powers of holders of Series D Preferred Stock. As a result of the redemption provisions, the Series D Convertible Preferred Stock has been classified outside
of permanent equity.

8.

STOCKHOLDERS’ EQUITY
Common Stock
The Company is authorized to issue 150,000,000 shares of common stock. Common stockholders are entitled to one vote for each share held of record on all
matters to be voted on by stockholders. Common stockholders have no conversion, preemptive or other subscription rights and there are no sinking fund or
redemption provisions applicable to the common stock.
Common Stock Purchase Warrants
Common stock purchase warrants accounted for within equity are recorded at their initial fair value and reported in stockholders’ equity as increases to
additional paid-in capital. Warrants reported as equity, rather than liabilities (i) may not be net-cash settled, (ii) have contractual limits on the number of shares
to be delivered in a net-share settlement and (iii) are supported by sufficient unissued common shares available to settle the outstanding warrants. Subsequent
changes in fair value from the warrants’ initial fair value are not recognized as long as the warrants continue to merit classification as equity.
As of June 30, 2017 and December 31, 2016, respectively, warrants to purchase 187,564 and 455,514 shares of the Company’s common stock were
outstanding (see Note 13). These warrants are not indexed to the Company’s stock, are considered a derivative and therefore, are being accounted for as a
liability.
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8.

STOCKHOLDERS’ EQUITY (cont’d)
Pursuant to the terms of a letter agreement previously entered into between the Company and Dragonfly Capital Partners, LLC (“Dragonfly”) under which
Dragonfly provided advisory services to the Company in connection with the Company’s debt financing, the Company paid $820,000 cash to Dragonfly and
issued to Dragonfly a warrant on May 18, 2015 to purchase from the Company up to an aggregate of 1,003,744 shares of Common Stock (subject to
customary adjustments) at an exercise price of $0.05 per share (the “Dragonfly Warrant”). The Dragonfly warrant was accounted for within equity at its initial
fair value. The Dragonfly Warrant was reflected at its relative fair value of approximately $43,000 in connection with the Monroe refinancing transaction. The
Dragonfly warrant was exercised during January 2017.
Warrants to purchase the Company’s common stock were outstanding as follows as of June 30, 2017:
Number of
Shares
Exercisable
Under
Warrant
187,564

Warrant Holder
Patriot Capital II, L.P. (“Patriot”)

Exercise
Price
$

0.01

Expiration
Date
November 19, 2023

0.01
0.01
0.05

Expiration
Date
November 19, 2023
November 19, 2023
May 18, 2020

Warrants to purchase the Company’s common stock were outstanding as follows as of December 31, 2016:
Number of
Shares
Exercisable
Under
Warrant
267,950
187,564
1,003,744

Warrant Holder
Granite Creek FlexCap I, L.P. (“Granite”)
Patriot Capital II, L.P. (“Patriot”)
Dragonfly Capital Partners, LLC (“Dragonfly”)

Exercise
Price
$
$
$

The fair value as of June 30, 2017 and December 31, 2016 of the Company’s liability warrants is estimated using the Black-Scholes pricing model with the
following inputs:
June 30,
2017
Warrants
Stock price of underlying equity
Exercise price
Expected term (years)
Risk-free interest rate
Estimated dividend yield
Volatility

$
$
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December 31,
2016
Warrants
0.17 $
0.16
0.01 $
0.01
6.4
6.9
2.02%
2.09%
None
None
179.22%
178.91%
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8.

STOCKHOLDERS’ EQUITY (cont’d)
The change in the fair value of the warrants liability during the six months ended June 30, 2017 is as follows (amounts in thousands):
Granite and
Patriot
Warrants
(see Note 12)
Warrant liability at December 31, 2016
Exercise of warrant
Change in fair value of warrants
Warrant liability at June 30, 2017

9.

$

$

72
(63)
23
32

INCOME TAXES
During the three and six months ended June 30, 2017, the Company incurred tax expense of approximately $106,000 and $201,000, respectively, on foreign
income generated by the Company’s CTSAS subsidiary. The remaining income tax expense reflected for the three and six months ended June 30, 2017,
respectively, reflects tax expense on U.S. income generated. Due to management’s assessment that it is more likely than not that a portion of certain deferred
tax assets may not be realized, the Company has a valuation allowance of approximately $11.8 million as of June 30, 2017 against its U.S. deferred tax asset,
which was generated primarily as a result of foreign tax credits and net operating losses.

10. RELATED PARTY TRANSACTIONS
Financing Arrangements with Related Parties
In December 2012, the Company entered into a $2,100,000 unsecured promissory note with JFC Technologies, LLC (“JFC”), an entity controlled by James
Schleck, a previous employee of CSP, who is an owner of a significant amount of the Company’s common shares and is a Board member. On November 19,
2013, the unsecured promissory note was amended (the “Amended JFC Note”). Pursuant to the Amended JFC Note, interest accrued at the rate of 12% per
annum, retroactive to the date of the original note. On May 18, 2015, the Amended JFC Note of approximately $2.1 million and approximately $0.5 million of
accrued interest on the Amended JFC Note were repaid in connection with the Company refinancing its debt. Pursuant to the Amended JFC Note, up to $1.0
million of the principal amount was convertible, at the option of JFC, into the number of shares of Series A Preferred Stock equal to the portion of the
principal amount being converted divided by the conversion price of $32.50 per share. On May 18, 2015, $650 was converted into 20 shares of Series A
Preferred Stock issued to James Schleck.
Bayonet Capital Fund I, LLC, Brook Industrial Park, LLC and JFC are controlled by James Schleck. On July 30, 2014, 100 units of securities of the Company
(the “Units”) were issued to Bayonet Capital Fund I, LLC (see Note 6), with each Unit comprising (1) one share of Series B Preferred Stock and (2) one share
of Series C Preferred Stock.
CSP leases property in Bound Brook, New Jersey, from Brook Industrial Park, LLC. on a month-to-month basis, at a monthly amount of approximately
$33,000.
Other Related Party Transactions
CSP sells product to Organic Dyes and Pigments, LLC (“Organic Dyes”). Michael Barry, a member of the Company’s Board, owns approximately 19% of
Organic Dyes. Revenue from this CSP customer was less than $0.3 and $0.1 million for the three and six months ended June 30, 2017, respectively. The
accounts receivable balances due from Organic Dyes were zero and less than $0.1 million as of June 30, 2017 and December 31, 2016, respectively.
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11. NET INCOME PER COMMON SHARE
Basic income per common share is computed by dividing net income available to common stockholders by the basic weighted average number of common
shares outstanding. Diluted income per common share is computed by dividing net income available to common stockholders by the weighted average number
of common shares and dilutive potential common share equivalents then outstanding. Potential common share equivalents consist of (i) shares issuable upon
the exercise of warrants and options (using the “treasury stock” method), (ii) unvested restricted stock awards (using the “treasury stock” method) and (iii)
shares issuable upon conversion of convertible notes and convertible preferred stock using the “if-converted” method.
Three Months Ended June 30,
2017
2016
Numerator (in thousands):
Net income
Less: Series A convertible preferred stock dividends
Less: Series C preferred stock dividends
Income available to common stockholders - basic
Effect of dilutive securities:
Less: Change in fair value of warrant liability for dilutive warrants
(income) expense
Add: Series A convertible preferred stock dividends
Income available to common stockholders - diluted

$

$

617
(178)
(82)
357

$

(15)
178
520

Denominator:
Weighted average shares outstanding - basic
Weighted average effect of dilutive common equivalent shares:
Warrants
Assumed conversion of Series B convertible preferred stock
Assumed conversion of Series D convertible preferred stock
Assumed conversion of Series A convertible preferred stock
Options
Weighted average common shares outstanding - diluted
Earnings per common share:
Basic
Diluted

$
$

$

Six Months Ended June 30,
2017
2016

$

791 $
(158)
(73)
560 $

$

(10)
158
708 $

1,332 $
(350)
(161)
821 $

1,270
(312)
(144)
814

2
350
1,173

(23)
312
1,103

$

22,347,549

21,400,244

22,216,842

21,400,244

178,425
35,713,147
7,528,078
43,812,469
5,430,372
115,010,040

782,904
35,713,147
7,528,078
39,882,454
3,668
105,310,495

255,083
35,713,147
7,528,078
43,812,469
5,906,733
115,432,352

824,491
35,713,147
7,528,078
39,882,454
6,517
105,354,931

0.02
0.00

$
$

0.03
0.01

$
$

0.04
0.01

$
$

0.04
0.01

The following potentially dilutive common share equivalents were excluded from the calculation of diluted earnings per common share because their effect
was antidilutive for each of the periods presented:

Options

Three Months Ended June 30,
2017
2016
1,119,333
10,455,322
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Six Months Ended June 30,
2017
2016
1,119,333
10,455,322
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12. COMMITMENTS AND CONTINGENCIES
Legal
From time to time and in the ordinary course of business, the Company may be subject to various claims, charges, and litigation. At June 30, 2017 and
December 31, 2016, the Company did not have any pending claims, charges or litigation that it expects would have a material adverse effect on its
consolidated financial position, results of operations, or cash flows.
13. FAIR VALUES OF ASSETS AND LIABILITIES
Under U.S. GAAP, the Company is required to record certain financial assets and liabilities at fair value and may choose to record other financial assets and
financial liabilities at fair value as well. Also under U.S. GAAP, the Company is required to record nonfinancial assets and liabilities at fair value due to
events that may or may not recur in the future, such as an impairment event. When required to record such assets and liabilities at fair value, that fair value is
estimated using an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants. That fair value is determined based on significant inputs contained in a fair value hierarchy as follows:
Level 1
Level 2
Level 3

Quoted prices for identical assets or liabilities in active markets to which the Company has access at the measurement date.
Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly.
Unobservable inputs for the asset or liability.

The determination of where assets and liabilities fall within this hierarchy is based upon the lowest level of input that is significant to the fair value
measurement.
There are three general valuation techniques that may be used to measure fair value, as described below:
Market Approach

Uses prices and other relevant information generated by market transactions involving identical or comparable assets or liabilities.
Prices may be indicated by pricing guides, sale transactions, market trades, or other sources.

Cost Approach

Based on the amount that currently would be required to replace the service capacity of an asset (replacement cost).

Income Approach

Uses valuation techniques to convert future amounts to a single present amount based on current market expectations about the future
amounts (includes present value techniques and option-pricing models). Net present value is an income approach where a stream of
expected cash flows is discounted at an appropriate market interest rate.

Assets and Liabilities Measured at Fair Value on a Recurring Basis
Assets and liabilities itemized below were measured at fair value on a recurring basis at December 31, 2016 (all amounts in thousands):
Level 1
Quoted
Prices in
Active
Markets
for
Identical
Assets

Level 2
Significant
Other
Observable
Inputs

Warrants (see Note 8) (1)

0
0

$

Level 3
Significant
Unobservable
Inputs
(72)
(72) $

0
(0) $

$

Assets/
(Liabilities)
At Fair
Value
(72)
(72)

Assets and liabilities itemized below were measured at fair value on a recurring basis at June 30, 2017 (all amounts in thousands):
Level 1
Quoted
Prices in
Active
Markets
for
Identical
Assets
Warrants (see Note 8) (1)
$

Level 2
Significant
Other
Observable
Inputs
-

$

Level 3
Significant
Unobservable
Inputs
-

$

Assets/
(Liabilities)
At Fair
Value
(32)
(32) $

(32)
(32)

(1)

The Company has classified its warrant liability which could be potentially settled in cash within Level 3 because the fair values are determined using
significant unobservable inputs into the Black-Scholes pricing model.
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13. FAIR VALUES OF ASSETS AND LIABILITIES (cont’d)
The table below presents a reconciliation of all assets and liabilities measured at fair value on a recurring basis using significant unobservable inputs (Level 3)
(all amounts in thousands):
June 30, 2017
Warrants liability:
Balance at the beginning of period
Exercise of Granite warrant
Change in fair value of warrants
Balance at the end of period

$

$

December 31, 2016
72 $
(63)
23
32 $

54
18
72

The Company has other financial instruments, such as cash, accounts receivable, due from related party, accounts payable, notes payable and a line of credit.
The Company believes the carrying amounts of those assets and liabilities approximate their fair value since those carrying amounts have been estimated to
approximate the exit price which would be received to sell these assets or pay to transfer these liabilities to a market participant.
Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis
During the three and six months ended June 30, 2017, none of the Company’s assets or liabilities were remeasured at fair value on a nonrecurring basis and no
assets were identified as impaired as of June 30, 2017.
14. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash Paid for Interest and Income Taxes (all amounts in thousands):

Interest
Income taxes

$

Six Months Ended June 30
2017
2016
798 $
463

985
75

Six Months Ended June 30,
2017
2016
350 $
161

312
144

Non-Cash Investing and Financing Activities (all amounts in thousands):

Series A Convertible Preferred stock accrued dividend
Series C Preferred stock accrued dividend

$

15. NEW ACCOUNTING PRONOUNCEMENTS
The following are recent accounting pronouncements that have affected the Company’s consolidated financial statements or may affect the Company’s
consolidated financial statements in the future.
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, Revenue from Contracts with
Customers , as a new Topic, Accounting Standards Codification (“ASC”) Topic 606. The new revenue recognition standard relates to revenue from contracts
with customers, which, along with amendments issued in 2015 and 2016, will supersede nearly all current U.S. GAAP guidance on this topic and eliminate
industry-specific guidance. The underlying principle is to use a five-step analysis of transactions to recognize revenue when promised goods or services are
transferred to customers in an amount that reflects the consideration that is expected to be received for those goods or services. The Company is in the initial
stages of evaluating the effect of adopting ASU 2014-09 on its consolidated financial statements. The planned approach includes performing a detailed review
of key contracts representative of the different businesses and comparing historical accounting policies and practices to the new accounting guidance. The
Company has started the process of reviewing the LC Industries and the NSPA contracts and will continue its evaluation of the standards update through the
date of adoption. The Company plans to adopt this standard utilizing the modified retrospective approach.
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15. NEW ACCOUNTING PRONOUNCEMENTS (cont’d)
In January 2016, the FASB issued ASU No. 2016-01, Financial Instruments – Overall (Subtopic 825-10) (“ASU 2016-01”), which updates certain aspects of
recognition, measurement, presentation and disclosure of financial instruments. ASU 2016-01 will be effective for the Company beginning in its first quarter
of 2019 and early adoption is not permitted. The Company does not expect the adoption of ASU 2016-01 will have a material impact on its consolidated
financial statements.
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) (“ASU 2016-02”), which requires companies that are lessees to recognize a right-ofuse asset and lease liability for most leases that do not meet the definition of a short-term lease. For income statement purposes, leases will continue to be
classified as either operating or financing. Classification will be based on criteria that are largely similar to those applied in current lease accounting. This
standard will result in extensive qualitative and quantitative disclosure changes. This standard will be effective for annual reporting periods beginning after
December 15, 2018, including interim periods within that reporting period. While the Company is currently assessing the impact ASU No. 2016-02 will have
on its consolidated financial statements, the Company expects the primary impact upon adoption will be the recognition, on a discounted basis, of its minimum
commitments under non-cancellable operating leases on its consolidated balance sheets resulting in the recording of right of use assets and lease obligations.
In March 2016, the FASB issued ASU 2016-09, Compensation- Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment
Accounting (“ASU 2016-09”). The purpose of the update is to simplify several areas of the accounting for share-based payment transactions, including the
income tax consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows. ASU 2016-09 is effective for
annual reporting periods after December 15, 2016, including interim periods within those fiscal periods. Early adoption is permitted. The adoption of ASU
2016-09 did not have a material impact on the Company’s financial position and results of operations.
In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230) – Classification of Certain Cash Receipts and Cash Payments (“ASU
2016-15”), which clarifies how certain cash receipts and payments are presented and classified in the statement of cash flows. ASU 2016-15 is effective for
annual reporting periods beginning after December 15, 2017, including interim periods within that reporting period. Early adoption is permitted. The
amendments in ASU 2016-15 should be applied using a retrospective transition method to each period presented. The Company does not expect the adoption
of ASU 2016-15 to have a material impact on its statement of cash flows.
In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230) – Restricted Cash (“ASU 2016-18”), which requires that a statement
of cash flows explain the change during the period in the total of cash, cash equivalents, and amounts generally described as restricted cash and restricted cash
equivalents. With this standard, amounts generally described as restricted cash or restricted cash equivalents should be included with cash and cash equivalents
when reconciling the beginning of period and end of period total amounts shown on the statement of cash flows. ASU 2016-18 is effective for annual reporting
periods beginning after December 15, 2017, including interim periods within that reporting period. Early adoption is permitted. The Company does not expect
the adoption of ASU 2016-18 to have a material impact on its statement of cash flows and related disclosures.
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15. NEW ACCOUNTING PRONOUNCEMENTS (cont’d)
In January 2017, the FASB issued ASU 2017-04, Intangibles - Goodwill and Other (Topic 350): Simplifying the Accounting for Goodwill Impairment (“ASU
2017-04”) which removes the requirement to perform a hypothetical purchase price allocation to measure goodwill impairment. A goodwill impairment will
now be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the carrying amount of goodwill. ASU 2017-04 is effective
for annual periods beginning after December 15, 2019, and interim periods within those annual periods. Early adoption is permitted and applied prospectively.
The Company does not expect ASU 2017-04 to have a material impact on its financial statements.
In January 2017, the FASB issued ASU 2017-01, Business Combinations: Clarifying the Definition of a Business , which clarifies the definition of a business
to assist entities with evaluating whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses and refines the definition of
the term output. ASU 2017-01 will be effective for interim and annual reporting periods beginning on January 1, 2018. The Company is currently evaluating
the impact of the adoption of ASU 2017-01 on its operating results and financial position.
In January 2017, the FASB issued ASU 2017-04, Intangibles - Goodwill and Other: Simplifying the Test for Goodwill Impairment , which removes Step 2
from the goodwill impairment test. ASU 2017-04 will be effective for interim and annual reporting periods beginning after December 15, 2019. Early
application is permitted after January 1, 2017. The Company is currently evaluating the impact of the adoption of ASU 2017-04 on its operating results and
financial position.
In February 2017, the FASB issued ASU 2017-05, Other Income - Gains and Losses from the Derecognition of Nonfinancial Assets , which clarifies the scope
on recently established guidance on nonfinancial asset derecognition as well as the accounting for partial sales of nonfinancial assets. ASU 2017-05 will be
effective for interim and annual reporting periods beginning on January 1, 2018. The Company is currently evaluating the impact of the adoption of ASU
2017-05 on its operating results and financial position.
In May 2017, the FASB issued ASU 2017-09, Compensation - Stock Compensation , which clarifies when to account for a change to the terms or conditions
of a share-based payment award as a modification. ASU 2017-09 will be effective prospectively for interim and annual reporting periods beginning on January
1, 2018. The Company is currently evaluating the impact of the adoption of ASU 2017-09 on its operating results and financial position.
In July 2017, the FASB issued ASU 2017-11, Earnings Per Share (Topic 260), Distinguishing Liabilities from Equity (Topic 480), Derivatives and Hedging
(Topic 815). The amendments in Part I of ASU 2017-11 change the classification analysis of certain equity-linked financial instruments (or embedded
features) with down round features. When determining whether certain financial instruments should be classified as liabilities or equity instruments, a down
round feature no longer precludes equity classification when assessing whether the instrument is indexed to an entity’s own stock. The amendments also
clarify existing disclosure requirements for equity-classified instruments. As a result, a freestanding equity-linked financial instrument (or embedded
conversion option) no longer would be accounted for as a derivative liability at fair value as a result of the existence of a down round feature. For freestanding
equity classified financial instruments, the amendments require entities that present earnings per share (EPS) in accordance with Topic 260 to recognize the
effect of the down round feature when it is triggered. That effect is treated as a dividend and as a reduction of income available to common shareholders in
basic EPS. Convertible instruments with embedded conversion options that have down round features are now subject to the specialized guidance for
contingent beneficial conversion features (in Subtopic 470-20, Debt—Debt with Conversion and Other Options), including related EPS guidance (in Topic
260). The amendments in Part II of ASU 2017-11 recharacterize the indefinite deferral of certain provisions of Topic 480 that now are presented as pending
content in the Codification, to a scope exception. Those amendments do not have an accounting effect. The amendments in Part I of ASU 2017-11 are
effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2018. Early adoption is permitted, including adoption in
an interim period. If an entity early adopts the amendments in an interim period, any adjustments should be reflected as of the beginning of the fiscal year that
includes that interim period.
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16. SUBSEQUENT EVENTS
Excess Cash Payment
Pursuant to the terms of the Monroe Credit Agreement, the Company expects to make an excess cash payment of approximately $0.4 million on or before
August 15, 2017, which will reduce the principal of the Company’s Term A Loan and the Delayed Draw Loan. The excess cash payment is calculated based
on the definition of excess cash flow under the Monroe Credit Agreement.
Agreement and Plan of Merger
On August 8, 2017, the Company, CPS Performance Materials Corp. (“Parent”) and CPS Performance Materials Merger Sub Corp. (“Merger Sub”) entered
into an Agreement and Plan of Merger (the “Merger Agreement”), pursuant to which, upon the terms and subject to the conditions set forth in the Merger
Agreement, Merger Sub will merge with and into the Company (the “Merger”), with the Company surviving the Merger as a wholly-owned subsidiary of
Parent. Pursuant to the terms of the Merger Agreement, subject to the satisfaction of the terms and conditions set forth therein, Parent has agreed to pay an
aggregate cash consideration of, subject to certain adjustments set forth in the Merger Agreement, $45.0 million, which includes the repayment of outstanding
indebtedness of the Company, estimated to be approximately $14.3 million as of August 1, 2017. Beyond the repayment of indebtedness, this amount is
subject to adjustment based upon, among other things, unpaid transaction expenses of the Company, a potential working capital adjustment, a deduction for a
director and officer “tail” insurance policy, a deduction for transaction bonuses and severance costs, and a deduction for certain tax related amounts, in each
instance, as more thoroughly described in the Merger Agreement (such as-adjusted amount, the “Merger Consideration”).The working capital adjustment is
based on the amount of the Company’s working capital, calculated generally as the Company’s current assets minus current liabilities (in accordance with the
methodology set forth in the Merger Agreement), as of the date immediately preceding the closing date, as estimated by the Company and approved by Parent,
as follows: (i) if the Company’s estimated closing working capital is less than $10.65 million, then the Merger Consideration will be reduced on a dollar-fordollar basis by the amount of such shortfall; and (ii) if the Company’s estimated closing working capital is greater than $11.65 million, then the Merger
Consideration will be increased on a dollar-for-dollar basis by the amount of such excess.
At the effective time of the Merger (the “Effective Time”), each share of the Company’s common stock (“Common Stock”) issued and outstanding at the
effective time of the Merger (except those shares (i) held by any of the Company’s stockholders who are entitled to and who properly demand appraisal rights
and comply with the requirements of Section 262 of the General Corporation Law of the State of Delaware (the “DGCL”) and (ii) owned by the Company as
treasury stock or by any subsidiary of the Company) will be canceled and converted automatically into the right to receive an amount in cash calculated as (x)
the total Merger Consideration, less the aggregate amount paid to holders of shares of the Company’s preferred stock (“Preferred Stock”) as described below,
divided by (y) the sum of (1) the number of shares of Common Stock issued and outstanding immediately prior to the Effective Time and (2) the number of
shares of Common Stock issuable upon the exercise of exercisable in-the-money options and warrants (calculated as if such options and warrants were
exercised on a cashless basis), without interest and less any required withholding taxes (the “Common Per Share Merger Consideration”).
Each share of Preferred Stock issued and outstanding at the Effective Time (except those shares (i) held by any of the Company’s stockholders who are
entitled to and who properly demand appraisal rights and comply with the requirements of Section 262 of the DGCL and (ii) owned by the Company as
treasury stock or by any subsidiary of the Company) will, at the Effective Time, be canceled and converted automatically into the right to receive an amount in
cash calculated based on the applicable per share liquidation value determined in accordance with the applicable certificate of designation for such series of
Preferred Stock.
Each option or warrant to purchase Common Stock issued and outstanding at the Effective Time with an exercise price per share that is less than the Common
Per Share Merger Consideration will, at the Effective Time, be terminated in exchange for the right to receive, without interest and less any required
withholding taxes, and the holder thereof will be entitled to receive, a cash amount equal to the product of (i) the number of shares of Common Stock subject
to such options or warrants multiplied by (ii) the amount by which the Common Per Share Merger Consideration exceeds the per share exercise price of such
options or warrants. Each option or warrant to purchase Common Stock with an exercise price that is equal to or greater than the Common Per Share Merger
Consideration will be cancelled and no consideration will be delivered in exchange therefor. There are no options outstanding to purchase shares of Preferred
Stock.
The Merger Agreement contains customary representations and warranties for a transaction of this type. None of the representations and warranties contained
in the Merger Agreement will survive the Effective Time. In addition, the Company has agreed to various covenants in the Merger Agreement, including,
among other things, covenants to continue to conduct its business in the ordinary course and in accordance with past practices and not to take certain actions
prior to the closing of the Merger without the prior consent of Parent.
The Merger Agreement contains certain conditions that must be satisfied before the parties to the Merger Agreement will be required to close the Merger.
Among other conditions set forth in the Merger Agreement, the obligations of each of Parent, Merger Sub and the Company to effect the Merger are subject to
the satisfaction or waiver at or prior to closing of the Merger of (i) the approval and adoption of the Merger Agreement by the Company’s stockholders, which
occurred on August 8, 2017, when holders of the Company’s securities, whose ownership on such date represented approximately 85% of the outstanding
shares of Common Stock on an as-converted basis and 100% of the outstanding shares of Series A Convertible Preferred Stock, delivered written consents
adopting the Merger Agreement, (ii) receipt of certain governmental consents, including SEC clearance of the definitive form of an information statement
relating to the Merger Agreement and the satisfaction of applicable waiting periods, and (iii) the absence of legal prohibitions on the consummation of the
Merger. In addition, Parent and Merger Sub will not be obligated to effect the Merger unless the following additional conditions, among others described in
the Merger Agreement, are satisfied or waived at or prior to the closing of the Merger: (i) the accuracy of the representations and warranties of the Company
and compliance by the Company with its covenants and obligations under the Merger Agreement, subject to certain materiality qualifiers specified therein; (ii)
Parent and the Company must have received certain identified governmental and third party consents; and (iii) since the date of the Merger Agreement, there
must not have occurred a “Material Adverse Effect” (as described in the Merger Agreement).
The Merger Agreement contains customary termination provisions, including, without limitation, that the Merger Agreement may be terminated, subject to

certain limitations set forth in the Merger Agreement, by either the Company or Parent if the Merger has not been consummated by the close of business on
November 8, 2017, other than due to the failure of the terminating party to fulfill its obligations under the Merger Agreement. The Merger Agreement requires
the Company to pay a $1,350,000 termination fee to Parent under certain limited circumstances more thoroughly described therein.
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ITEM 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion of our financial condition and results of operations in conjunction with our interim condensed consolidated financial
statements and the accompanying notes to those financial statements included elsewhere in this Quarterly Report on Form 10-Q and in conjunction with our
Annual Report on Form 10-K for the fiscal year ended December 31, 2016. This discussion contains forward-looking statements that involve risks and
uncertainties. Unless the content otherwise requires, all references to “we”, “us”, the “Company” or “Cyalume” in this Quarterly Report on Form 10-Q refers to
Cyalume Technologies Holdings, Inc.
Company Overview
Our primary focus is producing specialty chemicals and related products and sub-contract manufacturing of components for use in the pharmaceutical and medical
products markets. We manufacture chemical light, reflective and battlefield effects simulator products.
We sell our products into the law enforcement, commercial public safety and other markets. We provide specialty chemical products to the pharmaceutical,
medical products, defense and other markets. We primarily sell to the U.S. military and other militaries, and to major pharmaceutical and medical device
companies throughout the world.
We maintain principal executive offices at 910 SE 17 th Street, Suite 300, Fort Lauderdale, Florida 33316. We have three direct U.S.-based subsidiaries: Cyalume
Technologies, Inc. (“CTI”) and CT SAS Holdings, Inc. (“CT SAS Holdings”) and Cyalume Specialty Products, Inc. (“CSP”). CTI is located in West Springfield,
Massachusetts and CSP is located in Bound Brook, New Jersey. CT SAS Holdings is a U.S. holding company with one non-U.S.-based subsidiary, Cyalume
Technologies, SAS (“CTSAS”), located in Aix-en-Provence, France. CTI has one U.S.-based subsidiary, Cyalume Realty, Inc. (“CRI”). We manufacture products
in the West Springfield, Bound Brook, and Aix-en-Provence locations.
Material Changes in Results of Operations – Three and Six Months Ended June 30, 2017 versus the Three and Six Months Ended June 30, 2016
Three Months Ended
June 30,
2017
2016

Revenue ($ in millions)
Chemical Light
Ammunition
Training and Simulation
Specialty Products
Total

$

5.2
1.7
0.1
3.7
10.7

$

$

$

Six Months Ended
June 30,
2017
2016
5.1
2.0
0.1
3.4
10.6

$

$

10.5
2.7
0.2
8.4
21.8

$

$

10.6
3.1
0.1
6.1
19.9

Consolidated revenue increased by $0.1 million to approximately $10.7 million from $10.6 million for the three months ended June 30, 2017 and 2016,
respectively. Chemical Light revenue and Specialty Products sales increased during the second quarter of 2017, offset by a decrease in Ammunition revenue during
the second quarter of 2017. Revenue increased by $1.9 million, or 10%, to approximately $21.8 million from $19.9 million for the six months ended June 30, 2017
and 2016, respectively. Specialty Products revenue during the first half of 2017 increased over the corresponding prior year period as a result of an increase in
product sales, as well as a price increase to Specialty Products customers. This favorable increase was offset slightly by a decrease in our Ammunition revenue
during the first half of 2017.
Cost of goods sold remained flat at approximately $5.7 million for both the three months ended June 30, 2017 and 2016. Our gross profit margin for the second
quarter of 2017 increased to 47.1% from 46.4% for the three months ended June 30, 2017 and 2016, respectively. The increase in gross margin was attributed to a
higher mix of higher-margin Chemical Light sales. Cost of goods sold increased $1.2 million to approximately $11.4 million from $10.2 million for the six months
ended June 30, 2017 and 2016, respectively, as a result of the higher revenue levels during 2017. The gross profit margin for the first half of 2017 was 47.6%,
compared to 48.6% for the six months ended June 30, 2016. The decrease in gross margin is primarily attributed to a higher mix of lower-margin Specialty
Products revenue as well as manufacturing variances carried over from 2016 which were expensed during 2017.
Sales and marketing expenses for the three and six months ended June 30, 2017 were approximately $0.9 million and $1.8 million, respectively, versus
approximately $0.6 million and $1.2 million, respectively, for the corresponding prior year periods. The increase during both the second quarter of 2017 and the six
months ended June 30, 2017 was attributed to higher commissions on the increased Specialty Products sales levels, combined with an increase in online marketing
spend and tradeshow expenses during 2017.
General and administrative expenses for the for the three and six months ended June 30, 2017 were approximately $1.9 million and $3.9 million, respectively,
versus approximately $2.0 million and $4.2 million, respectively, for the corresponding prior year periods. The decrease during both the second quarter of 2017
and the six months ended June 30, 2017 was due to lower consulting fees, lower legal fees and a decrease in various other corporate-related expenses and fees.
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Research and development expenses for the three and six months ended June 30, 2017 were approximately $0.4 million and $0.9 million, respectively, compared to
approximately $0.3 million and $0.7 million, respectively, for the corresponding prior year periods. The increase was the result of additional research and
development initiatives during 2017 compared to 2016.
During the three and six months ended June 30, 2017, we recorded tax expense of approximately $106,000 and $201,000, respectively, on foreign income
generated by our CTSAS subsidiary. During the three and six months ended June 30, 2016, we recorded tax expense of approximately $58,000 and $94,000,
respectively, on foreign income generated by our CTSAS subsidiary. The remaining income tax expense reflected for both the three and six months ended June 30,
2017 and 2016, respectively, reflects tax expense on U.S. income generated. We have a valuation allowance against our U.S. deferred tax asset due to
management’s assessment that it is more likely than not that a portion of certain deferred tax assets may not be realized.
Material Changes in Financial Condition – June 30, 2017 versus December 31, 2016
Cash was approximately $1.2 million at June 30, 2017, representing a decrease of $1.6 million from December 31, 2016. From December 31, 2016 to June 30,
2017, combined accounts payable and accrued liabilities decreased by approximately $1.7 million, accounts receivable increased by approximately $1.4 million,
and inventories decreased by approximately $0.6 million.
Our accounts receivable increased by approximately $1.4 million at June 30, 2017 compared to December 31, 2016 due to strong revenues during the first half of
2017 and the timing of customer payments. Our receivables are generally collected within 30 to 45 days, thus revenues recorded in the 30-day period preceding the
measurement date significantly influence the reported balances.
Accounts payable and accrued expenses combined were approximately $4.2 million at June 30, 2017 versus approximately $5.9 million at December 31, 2016,
which represents a decrease of approximately $1.7 million. Payments during 2017 on amounts accrued at the end of 2016, such as the 2016 accrued performance
bonus amounts paid during the first quarter of 2017, are the primary reason for this decrease. Accounts payable decreased by approximately $0.4 million as of June
30, 2017, relating to the timing of recurring operational-related payables. We have availability of approximately $5.0 million on our line of credit at June 30, 2017.
We did not have an outstanding balance under our line of credit at June 30, 2017 and December 31, 2016.
Liquidity and Capital Resources
On May 18, 2015, we entered into a credit agreement with Monroe Capital Management Advisors, LLC as administrative agent and lead arranger (the “Agent”)
and the various lenders party thereto (the “Monroe Credit Agreement”). The Monroe Credit Agreement provides for a total borrowing commitment of $25.0
million (the “Monroe Credit Facility”) in the form of (i) a $5.0 million revolving credit facility (the “Monroe Line of Credit”); (ii) an $18.0 million senior secured
term loan (the “Term A Loan”) and (iii) a $2.0 million delayed draw term loan (the “Delayed Draw Loan”).
On August 3, 2015, we entered into a First Amendment (the “First Amendment”) to the Monroe Credit Agreement. Pursuant to the First Amendment, the Monroe
Credit Agreement was amended to, among other things, reduce the aggregate amount of the Delayed Draw Loan under the Credit Agreement from $2.0 million to
$1.5 million. On August 3, 2015, the full amount of the Delayed Draw Loan was funded to us, $1.4 million of which was used to make a payment in connection
with a legal settlement agreement and the remaining $100,000 of which was paid to the Agent as a deferred closing fee. The First Amendment also modified, for
certain periods during the term of the Credit Agreement, (i) the maximum senior debt to EBITDA ratio that the Company is required to maintain and (ii) the
applicable limits on the Company’s aggregate permitted capital expenditures pursuant to the terms of the Credit Agreement.
Under the terms of the Monroe Credit Agreement, the Company is able to borrow under the Monroe Line of Credit in an amount not to exceed the lesser of: (i)
$5.0 million; and (ii) the sum of 85% of all eligible accounts receivable plus 60% of all eligible inventory. Additionally, while the loans are outstanding we must
maintain: (a) a fixed charge coverage ratio of 1.25 to 1.00; (b) a senior debt to EBITDA ratio initially of 4.50 to 1.00, decreasing to 1.50 to 1.00 over the term of
the loans; and (c) a twelve month trailing EBITDA, measured quarterly, with the amounts ranging from $4,750,000, increasing up to $7.0 million over the term of
the loans.
The Term A Loan provides for quarterly amortization payments on the last day of each calendar quarter, commencing on June 30, 2015, in an aggregate principal
amount equal to $112,500, increasing to $225,000 on June 30, 2016, and increasing to $450,000 on June 30, 2017, with the balance payable on the termination date
of May 18, 2020 (the “Termination Date”). The Delayed Draw Loan provides for quarterly amortization payments on the last day of each calendar quarter, in an
aggregate principal amount equal to 0.625% of the original principal amount of the Delayed Draw Loan, increasing to 1.25% on March 31, 2016, and increasing to
2.5% on March 31, 2017, with the balance payable on the Termination Date. The Monroe Line of Credit is payable on the Termination Date.
We had approximately $1.2 million and $2.8 million of cash on hand at June 30, 2017 and December 31, 2016, respectively. In the six months ended June 30,
2017, the major sources and uses of cash were all in the normal course of business. Our availability under our revolving credit facility was approximately $5.0
million at June 30, 2017 and approximately $3.9 million at December 31, 2016.
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Capital expenditures and payments for intangibles were approximately $0.5 million for the six months ended June 30, 2017. We expect to fund capital expenditures
for the remainder of 2017 from existing cash and operating cash flows.
We were in compliance with our financial covenants relating to our loans as of June 30, 2017. We expect to meet our financial covenants for 2017 and we also
expect that cash provided by the business will be adequate to meet our planned needs during 2017.
Pursuant to the terms of the Monroe Credit Agreement, we plan to make an excess cash payment of approximately $0.4 million on or before August 15, 2017,
which will reduce the principal balances of our Term A Loan and our Delayed Draw Loan. The excess cash payment is calculated based on the definition of excess
cash flow under the Monroe Credit Agreement and is related to favorable financial performance, primarily relating to cash flow generation.
We did not pay a dividend in 2017 and we do not have plans to pay a common stock dividend in the future. We are accruing dividends in connection with the
Series A Convertible Preferred Stock issued on November 19, 2013, and we are accruing dividends in connection with the Series C Preferred Stock issued on July
30, 2014.
On August 8, 2017, the Company, CPS Performance Materials Corp. (“Parent”) and CPS Performance Materials Merger Sub Corp. (“Merger Sub”) entered into an
Agreement and Plan of Merger (the “Merger Agreement”), pursuant to which, upon the terms and subject to the conditions set forth in the Merger Agreement,
Merger Sub will merge with and into the Company (the “Merger”), with the Company surviving the Merger as a wholly-owned subsidiary of Parent. Pursuant to
the terms of the Merger Agreement, subject to the satisfaction of the terms and conditions set forth therein, Parent has agreed to pay an aggregate cash
consideration of, subject to certain adjustments set forth in the Merger Agreement, $45.0 million, which includes the repayment of outstanding indebtedness of the
Company, estimated to be approximately $14.3 million as of August 1, 2017.
Critical Accounting Policies
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires us to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting periods. Estimates are used when accounting for certain items such as reserves
for inventory, accounts receivable and deferred tax assets; assessing the carrying value of intangible assets including goodwill; determining the useful lives of
property, plant and equipment and intangible assets; determining asset retirement obligations; and determining the fair value of contingent consideration. Estimates
are based on historical experience, where applicable, and assumptions that we believe are reasonable under the circumstances. Due to the inherent uncertainty
involved with estimates, actual results may differ.
Revenue Recognition
Revenue from the sale of products or the providing of services is recognized when the earnings process is complete, the amount of recognizable revenue can be
determined, the risks and rewards of ownership have transferred to the customer and collectability is reasonably assured. Depending on the terms of the individual
sales arrangement with our customer, product sales are recognized at either the shipping point or upon receipt by the customer. Costs and related expenses to
manufacture the products are recorded as costs of goods sold when the related revenue is recognized. Additionally, if the right of return is granted to the buyer in a
product sale, revenue is deferred until enough historical customer data is available to reasonably estimate returns and related costs.
We have two significant contracts providing for the sale of indefinite quantities of products at fixed per unit prices, subject to adjustment for certain economic
factors. Revenue under these contracts is recognized when products ordered under the contracts are received by the customer. Whenever costs change, we review
the pricing under these contracts to determine whether they require the sale of products at a loss. To date, we have no loss contracts which would require the
accrual of future losses in the current financial statements.
We also provide research and development services for customers for which we earn payments that are contingent upon achieving a specific result (“milestones”).
Upon achieving such milestones, revenue is recognized provided the payment is (i) related to past performance, (ii) reasonable relative to all of the deliverables and
payment terms within the arrangement with our customer, and (iii) nonrefundable.
Warrants Liability
We use fair values as determined by significant unobservable inputs. These estimated values are significant inputs into the Black Scholes pricing model used to
calculate the estimated fair value of warrants potentially settleable in cash, which are recorded as warrants liability. The estimated fair value of the common
warrants are determined at each balance sheet date and the change in the estimated fair value of the warrants is reflected within our statements of comprehensive
income.
Income Taxes
Deferred tax assets and liabilities are determined based on differences between financial reporting and tax bases of assets and liabilities and are measured using
enacted tax rates and laws that will be in effect when the differences are expected to reverse. Deferred tax assets are recognized when, based upon available
evidence, realization of the assets is more likely than not.
In assessing the realization of long-term deferred income tax assets, we consider whether it is more likely than not that the deferred income tax assets will be
realized. The realization of deferred income tax assets depends upon future taxable income in years before net operating loss carryforwards expire. We evaluate the
recoverability of deferred income tax assets on a quarterly basis. If we determine that it is more likely than not that deferred income tax assets will not be
recovered, we establish a valuation allowance against some or all deferred income tax assets.
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When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the taxing authorities, while others are subject to
uncertainty about the merits of the position taken or the amount of the position that would be ultimately sustained. The benefit of a tax position is recognized in the
financial statements in the period during which, based on all available evidence, it is more likely than not that the position will be sustained upon examination,
including the resolution of appeals or litigation processes, if any. Tax positions taken are not offset or aggregated with other positions. Tax positions that meet the
more-likely-than-not recognition threshold are measured as the largest amount of tax benefit that is more than 50 percent likely of being realized upon settlement
with the applicable taxing authority. The portion of the benefit associated with tax positions taken that exceeds the amount measured as described above, if such a
position existed, would be reflected as a liability for unrecognized tax benefits in the accompanying balance sheets along with any associated interest and penalties
that would be payable to the taxing authorities upon examination. There were no such positions as of June 30, 2017 or December 31, 2016.
We classify interest on tax deficiencies as interest expense and income tax penalties as other expense.
In September 2015, the IRS completed an audit of our tax return for the year 2013. There were no adjustments to our 2013 tax return. Our tax returns filed for the
2014 and 2015 years are still open for audit. The tax return for 2015 was filed on September 15, 2016 under a filing extension. The tax return for 2016 is expected
to be filed under a filing extension prior to September 15, 2017.
Goodwill
Goodwill is deemed to have an indefinite life and accordingly, is not subject to amortization. Goodwill is subject to an annual impairment review every August 31,
and, if conditions warrant, interim impairment reviews. Impairment charges, if any, are recorded in the period in which the impairment is determined. The
Company continuously evaluates for any triggering events and no such events have occurred during the three and six month periods ended June 30, 2017.
Our business is managed and financial results are reported as one segment. The Company’s one operating segment consists of three reporting units: Chemical Light
(the operations of CTI, CTS and CTSAS), Specialty Products (the operations of CSP) and Other (the parent company Cyalume Technologies Holdings, Inc.).
We perform the traditional two-step process for assessing goodwill for impairment. The first step of the two-step process requires a comparison of our estimated
fair value for each reporting unit versus our carrying (book) value. If our carrying value exceeded our fair value, further analysis (step 2 of the two-step process) is
required to determine the amount, if any, that our goodwill was impaired. To determine the amount of fair value, we used a discounted cash flow analysis.
Intangible Assets
Intangible assets include developed technologies and patents, customer relationships, customer backlog, non-compete agreements and certain trade names, which
are amortized over their estimated useful lives, and other trademarks and trade names, which are considered to have indefinite useful lives and therefore are not
amortized. The carrying amounts of intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that those carrying
amounts may not be recoverable. Additionally, the carrying amounts of non-amortizing intangible assets are reviewed for impairment annually every August 31.
Costs incurred to register new patents or defend existing patents are capitalized while costs to renew or extend the term of intangible assets are expensed when
incurred.
Inventories
Inventories are stated at the lower of cost (on a first-in first-out (“FIFO”) method) or net realizable value. We periodically review the realizability of inventory.
Provisions are recorded for potential obsolescence which requires management’s judgment. Conditions impacting the realizability of inventory could cause actual
write-offs to be materially different than provisions for obsolescence.
Foreign Operations and Currency
Accounts of our foreign subsidiary are recorded using their local currency (the euro) as the functional currency. For consolidation, revenues and expenses are
converted to U.S. dollars using the average exchange rate for the month in which they were recorded. Assets and liabilities are converted to U.S. dollars using the
exchange rate in effect as of the balance sheet date. Equity transactions are converted to U.S. dollars using the exchange rate in effect as of the date of the
transaction. Translation gains and losses are reported as a component of accumulated other comprehensive income or loss. Gains and losses resulting from
transactions which are denominated in other than the functional currencies are reported as other income, net in the statement of comprehensive income (loss) in the
period the gain or loss occurred.
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Recent Accounting Pronouncements
The following are recent accounting pronouncements that have affected our consolidated financial statements or may affect our consolidated financial statements in
the future.
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, Revenue from Contracts with
Customers , as a new Topic, Accounting Standards Codification (“ASC”) Topic 606. The new revenue recognition standard relates to revenue from contracts with
customers, which, along with amendments issued in 2015 and 2016, will supersede nearly all current U.S. GAAP guidance on this topic and eliminate industryspecific guidance. The underlying principle is to use a five-step analysis of transactions to recognize revenue when promised goods or services are transferred to
customers in an amount that reflects the consideration that is expected to be received for those goods or services. The Company is in the initial stages of evaluating
the effect of adopting ASU 2014-09 on its consolidated financial statements. The planned approach includes performing a detailed review of key contracts
representative of the different businesses and comparing historical accounting policies and practices to the new accounting guidance. The Company has started the
process of reviewing the LC Industries and NSPA contracts and will continue its evaluation of the standards update through the date of adoption. The Company
plans to adopt this standard utilizing the modified retrospective approach.
In January 2016, the FASB issued ASU No. 2016-01, Financial Instruments – Overall (Subtopic 825-10) (“ASU 2016-01”), which updates certain aspects of
recognition, measurement, presentation and disclosure of financial instruments. ASU 2016-01 will be effective for the Company beginning in its first quarter of
2019 and early adoption is not permitted. The Company does not expect the adoption of ASU 2016-01 will have a material impact on its consolidated financial
statements.
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) (“ASU 2016-02”), which requires companies that are lessees to recognize a right-of-use
asset and lease liability for most leases that do not meet the definition of a short-term lease. For income statement purposes, leases will continue to be classified as
either operating or financing. Classification will be based on criteria that are largely similar to those applied in current lease accounting. This standard will result in
extensive qualitative and quantitative disclosure changes. This standard will be effective for annual reporting periods beginning after December 15, 2018, including
interim periods within that reporting period. While the Company is currently assessing the impact ASU No. 2016-02 will have on its consolidated financial
statements, the Company expects the primary impact upon adoption will be the recognition, on a discounted basis, of its minimum commitments under
noncancellable operating leases on its consolidated balance sheets resulting in the recording of right of use assets and lease obligations.
In March 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-09, Compensation- Stock Compensation
(Topic 718): Improvements to Employee Share-Based Payment Accounting (“ASU 2016-09”). The purpose of the update is to simplify several areas of the
accounting for share-based payment transactions, including the income tax consequences, classification of awards as either equity or liabilities, and classification
on the statement of cash flows. ASU 2016-09 is effective for annual reporting periods after December 15, 2016, including interim periods within those fiscal
periods. Early adoption is permitted. The adoption of ASU 2016-09 did not have a material impact on the Company’s financial position and results of operations.
In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230) – Classification of Certain Cash Receipts and Cash Payments (“ASU 201615”), which clarifies how certain cash receipts and payments are presented and classified in the statement of cash flows. ASU 2016-15 is effective for annual
reporting periods beginning after December 15, 2017, including interim periods within that reporting period. Early adoption is permitted. The amendments in ASU
2016-15 should be applied using a retrospective transition method to each period presented. The Company does not expect the adoption of ASU 2016-15 to have a
material impact on its statement of cash flows.
In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230) – Restricted Cash (“ASU 2016-18”), which requires that a statement of
cash flows explain the change during the period in the total of cash, cash equivalents, and amounts generally described as restricted cash and restricted cash
equivalents. With this standard, amounts generally described as restricted cash or restricted cash equivalents should be included with cash and cash equivalents
when reconciling the beginning of period and end of period total amounts shown on the statement of cash flows. ASU 2016-18 is effective for annual reporting
periods beginning after December 15, 2017, including interim periods within that reporting period. Early adoption is permitted. The Company does not expect the
adoption of ASU 2016-18 to have a material impact on its statement of cash flows and related disclosures.
In January 2017, the FASB issued ASU 2017-04, Intangibles - Goodwill and Other (Topic 350): Simplifying the Accounting for Goodwill Impairment (“ASU
2017-04”) which removes the requirement to perform a hypothetical purchase price allocation to measure goodwill impairment. A goodwill impairment will now
be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the carrying amount of goodwill. ASU 2017-04 is effective for annual
periods beginning after December 15, 2019, and interim periods within those annual periods. Early adoption is permitted and applied prospectively. We do not
expect ASU 2017-04 to have a material impact to our financial statements.
In January 2017, the FASB issued ASU 2017-01, Business Combinations: Clarifying the Definition of a Business , which clarifies the definition of a business to
assist entities with evaluating whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses and refines the definition of the
term output. ASU 2017-01 will be effective for interim and annual reporting periods beginning on January 1, 2018. The Company is currently evaluating the
impact of the adoption of ASU 2017-01 on its operating results and financial position.
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In January 2017, the FASB issued ASU 2017-04, Intangibles - Goodwill and Other: Simplifying the Test for Goodwill Impairment , which removes Step 2 from
the goodwill impairment test. ASU 2017-04 will be effective for interim and annual reporting periods beginning after December 15, 2019. Early application is
permitted after January 1, 2017. The Company is currently evaluating the impact of the adoption of ASU 2017-04 on its operating results and financial position.
In February 2017, the FASB issued ASU 2017-05, Other Income - Gains and Losses from the Derecognition of Nonfinancial Assets , which clarifies the scope on
recently established guidance on nonfinancial asset derecognition as well as the accounting for partial sales of nonfinancial assets. ASU 2017-05 will be effective
for interim and annual reporting periods beginning on January 1, 2018. The Company is currently evaluating the impact of the adoption of ASU 2017-05 on its
operating results and financial position.
In May 2017, the FASB issued ASU 2017-09, Compensation - Stock Compensation , which clarifies when to account for a change to the terms or conditions of a
share-based payment award as a modification. ASU 2017-09 will be effective prospectively for interim and annual reporting periods beginning on January 1, 2018.
The Company is currently evaluating the impact of the adoption of ASU 2017-09 on its operating results and financial position.
In July 2017, the FASB issued ASU 2017-11, Earnings Per Share (Topic 260), Distinguishing Liabilities from Equity (Topic 480), Derivatives and Hedging
(Topic 815). The amendments in Part I of ASU 2017-11 change the classification analysis of certain equity-linked financial instruments (or embedded features)
with down round features. When determining whether certain financial instruments should be classified as liabilities or equity instruments, a down round feature no
longer precludes equity classification when assessing whether the instrument is indexed to an entity’s own stock. The amendments also clarify existing disclosure
requirements for equity-classified instruments. As a result, a freestanding equity-linked financial instrument (or embedded conversion option) no longer would be
accounted for as a derivative liability at fair value as a result of the existence of a down round feature. For freestanding equity classified financial instruments, the
amendments require entities that present earnings per share (EPS) in accordance with Topic 260 to recognize the effect of the down round feature when it is
triggered. That effect is treated as a dividend and as a reduction of income available to common shareholders in basic EPS. Convertible instruments with embedded
conversion options that have down round features are now subject to the specialized guidance for contingent beneficial conversion features (in Subtopic 470-20,
Debt—Debt with Conversion and Other Options), including related EPS guidance (in Topic 260). The amendments in Part II of ASU 2017-11 recharacterize the
indefinite deferral of certain provisions of Topic 480 that now are presented as pending content in the Codification, to a scope exception. Those amendments do not
have an accounting effect. The amendments in Part I of ASU 2017-11 are effective for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2018. Early adoption is permitted, including adoption in an interim period. If an entity early adopts the amendments in an interim period, any
adjustments should be reflected as of the beginning of the fiscal year that includes that interim period.
Recent Development
On August 8, 2017, the Company, CPS Performance Materials Corp. (“Parent”) and CPS Performance Materials Merger Sub Corp. (“Merger Sub”) entered into an
Agreement and Plan of Merger (the “Merger Agreement”), pursuant to which, upon the terms and subject to the conditions set forth in the Merger Agreement,
Merger Sub will merge with and into the Company (the “Merger”), with the Company surviving the Merger as a wholly-owned subsidiary of Parent. Pursuant to
the terms of the Merger Agreement, subject to the satisfaction of the terms and conditions set forth therein, Parent has agreed to pay an aggregate cash
consideration of, subject to certain adjustments set forth in the Merger Agreement, $45.0 million, which includes the repayment of outstanding indebtedness of the
Company, estimated to be approximately $14.3 million as of August 1, 2017. Beyond the repayment of indebtedness, this amount is subject to adjustment based
upon, among other things, unpaid transaction expenses of the Company, a potential working capital adjustment, a deduction for a director and officer “tail”
insurance policy, a deduction for transaction bonuses and severance costs, and a deduction for certain tax related amounts, in each instance, as more thoroughly
described in the Merger Agreement (such as-adjusted amount, the “Merger Consideration”).The working capital adjustment is based on the amount of the
Company’s working capital, calculated generally as the Company’s current assets minus current liabilities (in accordance with the methodology set forth in the
Merger Agreement), as of the date immediately preceding the closing date, as estimated by the Company and approved by Parent, as follows: (i) if the Company’s
estimated closing working capital is less than $10.65 million, then the Merger Consideration will be reduced on a dollar-for-dollar basis by the amount of such
shortfall; and (ii) if the Company’s estimated closing working capital is greater than $11.65 million, then the Merger Consideration will be increased on a dollarfor-dollar basis by the amount of such excess.
At the effective time of the Merger (the “Effective Time”), each share of the Company’s common stock (“Common Stock”) issued and outstanding at the effective
time of the Merger (except those shares (i) held by any of the Company’s stockholders who are entitled to and who properly demand appraisal rights and comply
with the requirements of Section 262 of the General Corporation Law of the State of Delaware (the “DGCL”) and (ii) owned by the Company as treasury stock or
by any subsidiary of the Company) will be canceled and converted automatically into the right to receive an amount in cash calculated as (x) the total Merger
Consideration, less the aggregate amount paid to holders of shares of the Company’s preferred stock (“Preferred Stock”) as described below, divided by (y) the
sum of (1) the number of shares of Common Stock issued and outstanding immediately prior to the Effective Time and (2) the number of shares of Common Stock
issuable upon the exercise of exercisable in-the-money options and warrants (calculated as if such options and warrants were exercised on a cashless basis),
without interest and less any required withholding taxes (the “Common Per Share Merger Consideration”).
Each share of Preferred Stock issued and outstanding at the Effective Time (except those shares (i) held by any of the Company’s stockholders who are entitled to
and who properly demand appraisal rights and comply with the requirements of Section 262 of the DGCL and (ii) owned by the Company as treasury stock or by
any subsidiary of the Company) will, at the Effective Time, be canceled and converted automatically into the right to receive an amount in cash calculated based on
the applicable per share liquidation value determined in accordance with the applicable certificate of designation for such series of Preferred Stock.
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Each option or warrant to purchase Common Stock issued and outstanding at the Effective Time with an exercise price per share that is less than the Common Per
Share Merger Consideration will, at the Effective Time, be terminated in exchange for the right to receive, without interest and less any required withholding taxes,
and the holder thereof will be entitled to receive, a cash amount equal to the product of (i) the number of shares of Common Stock subject to such options or
warrants multiplied by (ii) the amount by which the Common Per Share Merger Consideration exceeds the per share exercise price of such options or warrants.
Each option or warrant to purchase Common Stock with an exercise price that is equal to or greater than the Common Per Share Merger Consideration will be
cancelled and no consideration will be delivered in exchange therefor. There are no options outstanding to purchase shares of Preferred Stock.
The Merger Agreement contains customary representations and warranties for a transaction of this type. None of the representations and warranties contained in
the Merger Agreement will survive the Effective Time. In addition, the Company has agreed to various covenants in the Merger Agreement, including, among
other things, covenants to continue to conduct its business in the ordinary course and in accordance with past practices and not to take certain actions prior to the
closing of the Merger without the prior consent of Parent.
The Merger Agreement contains certain conditions that must be satisfied before the parties to the Merger Agreement will be required to close the Merger. Among
other conditions set forth in the Merger Agreement, the obligations of each of Parent, Merger Sub and the Company to effect the Merger are subject to the
satisfaction or waiver at or prior to closing of the Merger of (i) the approval and adoption of the Merger Agreement by the Company’s stockholders, which
occurred on August 8, 2017, when holders of the Company’s securities, whose ownership on such date represented approximately 85% of the outstanding shares of
Common Stock on an as-converted basis and 100% of the outstanding shares of Series A Convertible Preferred Stock, delivered written consents adopting the
Merger Agreement, (ii) receipt of certain governmental consents, including SEC clearance of the definitive form of an information statement relating to the Merger
Agreement and the satisfaction of applicable waiting periods, and (iii) the absence of legal prohibitions on the consummation of the Merger. In addition, Parent and
Merger Sub will not be obligated to effect the Merger unless the following additional conditions, among others described in the Merger Agreement, are satisfied or
waived at or prior to the closing of the Merger: (i) the accuracy of the representations and warranties of the Company and compliance by the Company with its
covenants and obligations under the Merger Agreement, subject to certain materiality qualifiers specified therein; (ii) Parent and the Company must have received
certain identified governmental and third party consents; and (iii) since the date of the Merger Agreement, there must not have occurred a “Material Adverse
Effect” (as described in the Merger Agreement).
The Merger Agreement contains customary termination provisions, including, without limitation, that the Merger Agreement may be terminated, subject to certain
limitations set forth in the Merger Agreement, by either the Company or Parent if the Merger has not been consummated by the close of business on November 8,
2017, other than due to the failure of the terminating party to fulfill its obligations under the Merger Agreement. The Merger Agreement requires the Company to
pay a $1,350,000 termination fee to Parent under certain limited circumstances more thoroughly described therein.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
As a smaller reporting company, we are not required to provide information typically disclosed under this item.
ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures
Disclosure controls and procedures are designed to ensure that information required to be disclosed by us in reports filed or submitted under the Securities
Exchange Act of 1934 (“Exchange Act”) is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.
Disclosure controls include, without limitation, controls and procedures designed to ensure that information required to be disclosed under the Exchange Act is
accumulated and communicated to management, including principal executive and financial officers, as appropriate, to allow timely decisions regarding required
disclosure. There are inherent limitations to the effectiveness of any system of disclosure controls and procedures, including the possibility of human error and the
circumvention or overriding of the controls and procedures. Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance
of achieving their control objectives.
Our management carried out an evaluation, under the supervision of our Chief Executive Officer and Chief Financial Officer (our principal financial officer), of the
effectiveness of our disclosure controls and procedures as of June 30, 2017. Based upon that evaluation, our management, including our Chief Executive Officer
and Chief Financial Officer, concluded that the design and operation of our disclosure controls and procedures were effective as of June 30, 2017.
Changes in Internal Control over Financial Reporting
There was no change in our internal control over financial reporting that occurred during the three months ended June 30, 2017 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION
ITEM 1.

LEGAL PROCEEDINGS

None
ITEM 1A. RISK FACTORS
As a smaller reporting company, we are not required to provide information typically disclosed under this item.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
Recent Sales of Unregistered Securities and Use of Proceeds from Registered Securities
None.
Purchases of Equity Securities by the Company and Affiliated Purchasers
None.
ITEM 3.

DEFAULTS UPON SENIOR SECURITIES

None.
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5.

OTHER INFORMATION

None.
ITEM 6.

EXHIBITS

Exhibit
Number
31.1
31.2
32.1
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE
*

*
*
*
*
*
*
*
*
*

Description
Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Principal Executive Officer and Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
XBRL Instance Document
XBRL Taxonomy Extension Schema
XBRL Taxonomy Extension Calculation Database
XBRL Taxonomy Extension Definition Linkbase
XBRL Taxonomy Extension Label Linkbase
XBRL Taxonomy Extension Presentation Linkbase

Filed herewith.
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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.
Cyalume Technologies Holdings, Inc.

Date: August 11, 2017

By:

/s/ Zivi Nedivi
Zivi Nedivi, Chief Executive Officer
(Principal Executive Officer)

Date: August 11, 2017

By:

/s/ Andrea Settembrino
Andrea Settembrino, Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1
CERTIFICATION
I, Zivi Nedivi, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Cyalume Technologies Holdings, Inc.;

2.

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

3

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

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
(b) 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;
(c) 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
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: August 11, 2017

/s/ Zivi Nedivi
Zivi Nedivi, Chief Executive Officer

Exhibit 31.2
CERTIFICATION
I, Andrea Settembrino, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Cyalume Technologies Holdings, Inc.;

2.

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

3.

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

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
(b) 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;
(c) 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
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: August 11, 2017

/s/ Andrea Settembrino
Andrea Settembrino, Chief Financial Officer
(Principal Financial Officer)

Exhibit 32.1
CERTIFICATION
Each of the undersigned officers of Cyalume Technologies Holdings, Inc. (the “Company”) hereby certifies that, to his knowledge, the Company’s Quarterly
Report on Form 10-Q to which this certification is attached (the “Report”), as filed with the Securities and Exchange Commission on the date hereof, fully
complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and that the
information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: August 11, 2017

/s/ Zivi Nedivi
Zivi Nedivi, Chief Executive Officer
(the Principal Executive Officer)

Date: August 11, 2017

/s/ Andrea Settembrino
Andrea Settembrino, Chief Financial Officer
(the Principal Financial Officer)

This certification is being furnished and not filed, and shall not be incorporated into any document for any purpose, under the Securities Exchange Act of 1934 or
the Securities Act of 1933.

