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FORWARD LOOKING STATEMENTS
Statements made by us in this report that are not historical facts constitute "forward-looking statements" within the meaning of Section 27A of the Securities Act of 1933, as
amended, Section 21E of the Securities Exchange Act of 1934, as amended, and the Private Securities Litigation Reform Act of 1995.These forward-looking statements are
necessarily estimates reflecting the best judgment of management and express our opinions about trends and factors which may impact future operating results. You can identify
these and other forward-looking statements by the use of words such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,”
“intends,” “potential,” “continue,” or the negative of such terms, or other comparable terminology. Such statements rely on a number of assumptions concerning future events,
many of which are outside of our control, and involve risks and uncertainties that could cause actual results to differ materially from opinions and expectations. Any such forwardlooking statements, whether made in this report or elsewhere, should be considered in context with the various disclosures made by us about our businesses including, without
limitation, the risk factors discussed below. Although we believe our expectations are based on reasonable assumptions, judgments, and estimates, forward-looking statements
involve known and unknown risks, uncertainties, contingencies, and other factors that could cause our or our industry's actual results, level of activity, performance or achievement
to differ materially from those discussed in or implied by any forward-looking statements made by or on the Company and could cause our financial condition, results of operations,
or cash flows to be materially adversely affected. Except as required under the federal securities laws and the rules and regulations of the U.S. Securities and Exchange Commission
(“SEC”), we do not have any intention or obligation to update publicly any forward-looking statements, whether as a result of new information, future events, changes in
assumptions, or otherwise.

PART I — FINANCIAL INFORMATION
As used in this report, "Lapolla” and the "Company" or "Us" or "We" or “Our” refer to Lapolla Industries, Inc., unless the context otherwise
requires. Our Internet website address is www.Lapolla.com. We make our periodic and current reports, together with amendments to these
reports, available on our website, free of charge, as soon as reasonably practicable after such material is electronically filed with, or furnished to,
the SEC. The information on our Internet website is not incorporated by reference in this Quarterly Report on Form 10-Q.
Non-GAAP Financial Measures
We present non-GAAP financial measures EBITDA and Adjusted EBITDA, including a reconciliation of EBITDA and Adjusted EBITDA to the
GAAP measures most directly comparable thereto, in this Part I of our Quarterly Report under Item 2 – Management’s Discussion and Analysis
of Financial Condition and Results of Operations. How we define EBITDA and Adjusted EBITDA and why we believe that presentation of nonGAAP financial measure provides useful information to investors regarding our financial condition and results of operations is described in Part
I, Item 6 – Selected Financial Data of our Annual Report on Form 10-K for the year ended December 31, 2013.
Item 1. Financial Statements.
LAPOLLA INDUSTRIES, INC.
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LAPOLLA INDUSTRIES, INC.
CONDENSED BALANCE SHEETS
(UNAUDITED)
March 31, 2014

December 31, 2013

Assets
Current Assets:
Cash
Trade Receivables, Net
Inventories
Prepaid Expenses and Other Current Assets
Total Current Assets

$

—
8,191,398
4,824,929
945,065
13,961,392

$

—
7,694,589
5,421,935
1,250,314
14,366,838

Property, Plant and Equipment

1,633,530

1,600,679

Other Assets:
Goodwill
Other Intangible Assets, Net
Deposits and Other Non-Current Assets, Net
Total Other Assets

4,234,828
1,175,987
662,650
6,073,465

4,234,828
1,165,157
686,658
6,086,643

Total Assets
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts Payable
Accrued Expenses and Other Current Liabilities
Current Portion of Long-Term Debt
Total Current Liabilities

$

21,668,387

$

22,054,160

$

7,512,135
1,232,122
—
8,744,257

$

6,694,633
1,456,895
4,599
8,156,127

Other Liabilities:
Non-Current Portion of Revolver Loan
Non-Current Portion of Notes Payable – New Enhanced Note
Non-Current Portion of Note Payable – Related Party
Accrued Interest – Note Payable – Related Party
Total Other Liabilities
Total Liabilities
Stockholders' Equity:
Common Stock, $.01 Par Value; 140,000,000 Shares Authorized; 114,733,340 and
114,148,378 Issued and Outstanding for March 31, 2014 and December 31, 2013,
respectively.
Additional Paid-In Capital
Accumulated (Deficit)
Accumulated Other Comprehensive (Loss)
Total Stockholders' Equity
Total Liabilities and Stockholders' Equity

$

4,074,529
6,796,528
1,300,000
135,427
12,306,484

4,539,163
6,683,561
1,300,000
117,633
12,640,357

21,050,741

20,796,484

1,147,333
87,135,392
(87,542,168)
(122,911)
617,646

1,141,484
86,734,757
(86,495,654)
(122,911)
1,257,676

21,668,387

The Accompanying Notes are an Integral Part of the Financial Statements
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$

22,054,160

LAPOLLA INDUSTRIES, INC.
CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(UNAUDITED)
Three Months Ended March 31,
2014
2013

Sales

$

16,102,200

$

16,995,510

Cost of Sales

13,032,873

13,361,463

Gross Profit

3,069,327

3,634,047

Operating Expenses:
Selling, General and Administrative
Professional Fees
Depreciation
Amortization of Other Intangible Assets
Consulting Fees
Total Operating Expenses

3,303,507
19,951
43,829
68,430
136,933
3,572,650

3,275,264
306,868
44,573
128,613
82,439
3,837,757

Operating (Loss)
Other (Income) Expense:
Interest Expense
Interest Expense – Related Party
Interest Expense – Amortization of Discount
(Gain) on Derivative Liability
Other, Net
Total Other (Income) Expense

(503,323)

(203,710)

280,711
198,991
45,108
—
18,381
543,191

263,730
183,202
—
(45,913)
(24,691)
376,328

Net (Loss)

$

(1,046,514)

$

(580,038)

Net (Loss) Per Share – Basic and Diluted
Weighted Average Shares Outstanding

$

(0.01)
114,399,050

$

(0.01)
109,744,463

Other Comprehensive (Loss):
Foreign Currency Translation Adjustment (Loss)
Total Other Comprehensive (Loss)

$

Comprehensive (Loss)

$

—
—
(1,046,514)

The Accompanying Notes are an Integral Part of the Financial Statements
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$

(2,204)
(2,204)

$

(582,242)

LAPOLLA INDUSTRIES, INC.
CONDENSED STATEMENTS OF CASH FLOWS
(UNAUDITED)
Three Months Ended March 31,
2014
2013
Cash Flows From Operating Activities
Net Loss:
Adjustments to Reconcile Net Loss to Net Cash (Used in) Provided by Operating
Activities:
Depreciation
Amortization of Other Intangible Assets
Provision for Losses on Accounts Receivable
Share Based Compensation Expense
Share Based Financial Consultant Fees
Interest Expense – Related Party
Interest Expense – Enhanced Notes PIK
Interest Expense – Amortization of Discount
Gain on Derivative Liability
Gain on Disposal of Asset
Loss on Foreign Currency Exchange
Changes in Assets and Liabilities:
Trade Receivables
Inventories
Prepaid Expenses and Other Current Assets
Other Intangible Assets
Deposits and Other Non-Current Assets
Accounts Payable
Accrued Expenses and Other Current Liabilities
Net Cash (Used in) Provided by Operating Activities
Cash Flows From Investing Activities
Additions to Property, Plant and Equipment
Proceeds from Disposal of Property, Plant and Equipment
Net Cash (Used in) Investing Activities

$

(1,046,514)

$

108,391
68,430
110,420
225,285

$

Cash Flows From Financing Activities
Proceeds from Revolver Loan
Principal Repayments to Revolver Loan
Principal Repayments to Notes Payable – Prior Enhanced Note
Principal Repayments on Long Term Debt
Net Cash (Used in) Provided by Financing Activities

(580,038)

198,991
67,859
45,108
—
(5,584)
24,871

117,979
128,613
47,812
309,949
10,000
183,202
21,415
—-(45,913)
—
1,800

(627,571)
597,006
305,249
(79,260)
24,008
812,973
(224,773)
604,889

(1,933,507)
53,347
127,684
11,444
22,813
593,629
(170,613)
(1,100,384)

(188,658)
53,000
(135,658)

(10,613)
—
(10,613)

$

16,164,029
(16,628,662)
—
(4,598)
(469,231)

17,299,423
(16,019,562)
(159,999)
(6,661)
1,113,201

Net Effect of Exchange Rate Changes on Cash

—

(2,204)

Net Change in Cash
Cash at Beginning of Period
Cash at End of Period

$

—
—
—

—
—
—

Supplemental Disclosure of Cash Flow Information:
Cash Payments for Interest

$

Supplemental Schedule of Non Cash Investing and Financing Activities:
Issuance of Restricted Common Stock for Personal Guaranty by Related Party for
Notes Payable

251,084

181,198

The Accompanying Notes are an Integral Part of the Financial Statements
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$

$

206,640

166,526

LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED)
Note 1. Basis of Presentation, Critical Accounting Policies, Estimates, and Assumptions.
In the opinion of management, the accompanying unaudited condensed consolidated financial statements contain all adjustments necessary (consisting only of
normal recurring accruals) to present fairly the financial information contained therein. These statements do not include all disclosures required by accounting
principles generally accepted in the United States of America (GAAP) for annual periods and should be read in conjunction with the Company’s audited
consolidated financial statements and related notes for the year ended December 31, 2013. The Company prepared the unaudited condensed consolidated
financial statements following the requirements of the U.S. Securities and Exchange Commission for interim reporting. As permitted under those rules, certain
footnotes or other financial information that are normally required by GAAP can be condensed or omitted. The results of operations for the three month period
ended March 31, 2014 are not necessarily indicative of the results to be expected for the year ending December 31, 2014 or any other period(s). Certain amounts
in the prior periods have been reclassified to conform to the 2014 unaudited condensed financial statement presentation. Reference is made to Management’s
Discussion and Analysis of Financial Condition and Results of Operations on page 14. Risk factors that could impact results are discussed in Part II – Other
Information, Item 1A – Risk Factors on page 19. Refer to the Company’s 2013 Annual Report on Form 10-K for a description of major accounting policies.
There have been no material changes to these accounting policies during the quarter ended March 31, 2014.

Income Taxes
The Company’s provision for income taxes is determined using the U.S. federal statutory rate. The Company recognizes deferred tax assets and liabilities for
temporary differences between the financial reporting basis and the tax basis of our assets and liabilities along with net operating loss and tax credit carryovers.
The Company’s deferred tax asset was approximately $23.1 Million and $22.7 Million at March 31, 2014 and December 31, 2013, respectively. The Company
recorded a valuation allowance against the deferred tax asset of $23.1 Million and $22.7 Million at March 31, 2014 and December 31, 2013, respectively,
reducing its net carrying value to zero. The Company had no increase or decrease in unrecognized income tax benefits or any accrued interest or penalties
relating to tax uncertainties at March 31, 2014 and December 31, 2013. Unrecognized tax benefits are not expected to increase or decrease within the next twelve
months.

Impairment of Long-Lived Assets
Property, Plant and Equipment
Property, plant and equipment is recorded at cost and depreciated using the straight-line method, which deducts equal amounts of the cost of each asset from
earnings every year over its estimated economic useful life. The estimated economic useful life of an asset is monitored to determine its appropriateness,
especially in light of changed business circumstances. Property, plant, and equipment held for use is grouped for impairment testing at the lowest level for which
there is an identifiable cash flow. Impairment testing of the asset group occurs whenever events or changes in circumstances indicate that the carrying amount of
the assets may not be recoverable. Such circumstances would include a significant decrease in the market value of a long-lived asset grouping, a significant
adverse change in the manner in which the asset grouping is being used or in its physical condition, a history of operating or cash flow losses associated with the
use of the asset grouping, or changes in the expected useful life of the long-lived assets. If such circumstances are determined to exist, an estimate of
undiscounted future cash flows produced by that asset group is compared to the carrying value to determine whether impairment exists. If an asset group is
determined to be impaired, the loss is measured based on the difference between the asset group’s fair value and its carrying value. An estimate of the asset
group’s fair value is based on the discounted value of its estimated cash flows. Assets to be disposed of by sale are reported at the lower of carrying amount or
fair value less cost to sell. The assumptions underlying cash flow projections represent our best estimates at the time of the impairment review. Factors that we
must estimate include industry and market conditions, sales volume and prices, costs to produce, etc. Changes in key assumptions or actual conditions that differ
from estimates could result in an impairment charge. Management believes it uses reasonable and supportable assumptions when performing impairment reviews
and cannot predict the occurrence of future events and circumstances that could result in impairment charges. The Company does not believe any indicators of
impairment exist for property, plant and equipment at March 31, 2014. Net property, plant and equipment totaled $1,633,530 and $1,600,679 as of and for the
quarter and year ended March 31, 2014 and December 31, 2013, respectively. Depreciation expense totaled $108,391 and $117,979, of which $64,562 and
$73,406 was included in cost of sales, for the quarter ended March 31, 2014 and 2013, respectively.

Goodwill
Goodwill represents the excess of the aggregate purchase price over the fair value of net tangible and identifiable intangible asset of an acquired business.
Goodwill was $4,234,828 at March 31, 2014 and December 31, 2013. The Company operates two reporting units or segments, Foam and Coatings. Disclosures
related to goodwill are included in Note 7 to the financial statements. The Company evaluates goodwill for impairment on an annual basis, or more frequently if
Management believes indicators of impairment exist, by comparing the carrying value of each reportable segment to their estimated fair values. The annual
evaluation is performed in the fourth quarter of each calendar year. The impairment test requires the Company to compare the fair value of each reporting unit to
its carrying value, including assigned goodwill. As of March 31, 2014, the Company does not believe any indicators of impairment exist for goodwill that would
require additional analysis before the 2014 annual evaluation.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 1. Basis of Presentation, Critical Accounting Policies, Estimates, and Assumptions - continued.
Other Intangible Assets
The Company had other intangible assets consisting primarily of customer lists, product formulations, trade names, and non-competes that were acquired as part
of business combinations. Other intangible assets are tested for impairment as part of the long-lived asset grouping impairment tests. Impairment testing of the
asset group occurs whenever events or changes in circumstances indicate that the carrying amount of the assets may not be recoverable. See impairment
discussion above under Property, Plant and Equipment for a description of how impairment losses are determined. Disclosures related to other intangible assets
are included in Note 7 to the financial statements. Significant management judgment is required in the forecasts of future operating results that are used in the
Company’s impairment evaluations. The estimates used are consistent with the plans and estimates that Management uses to manage its business. It is possible,
however, that the plans may change and estimates used may prove to be inaccurate. If the Company’s actual results, or the plans and estimates used in future
impairment analyses, are lower than the original estimates used to assess the recoverability of these assets, then the Company could incur future impairment
charges, which would adversely affect financial performance. The Company does not believe any indicators of impairment exist for other intangible assets at
March 31, 2014. Net other intangible assets totaled $1,175,987 and $1,165,157 as of and for the quarter and year ended March 31, 2014 and December 31, 2013,
respectively. Amortization expense totaled $68,430 and $128,613 for the quarters ended March 31, 2014 and 2013, respectively.

Revenue Recognition
Sales are recognized as risk and title to products transfers to the customer (which generally occurs at the time shipment is made), the sales price is fixed or
determinable, and collectability is reasonably assured. Sales channels include direct sales, distributors, and independent representatives. Amounts billed for
shipping and handling are included in sales (freight). Freight included in sales was $221,749 and $288,069 for the quarters ended March 31, 2014 and 2013,
respectively. Costs incurred for shipping and handling are included in cost of sales. Sales are recorded net of sales tax. Freight included in cost of sales was
$888,510 and $817,200 at March 31, 2014 and 2013, respectively.

Share Based Compensation
The Company accounts for stock based compensation by measuring and recognizing the cost of employee or director services received in exchange for an award
of equity instruments based on the grant-date fair value of the award. The fair value of share based awards is estimated at the grant date using a straight line
closing trading stock price based valuation model and the portion that is ultimately expected to vest is recognized as compensation cost over the requisite service
period. Share based compensation expense was $225,285 and $309,949 for the quarters ended March 31, 2014 and 2013, respectively. If additional stock options
or stock awards are granted, financial performance will be negatively affected, and if outstanding stock options or stock awards are forfeited or canceled,
resulting in non-vesting of such stock options or stock awards, financial performance will be positively affected. In either instance, the Company’s financial
performance may change depending on stock option or stock award activities in future periods.

Allowance for Doubtful Accounts
The Company presents trade receivables, net of allowances for doubtful accounts, to ensure trade receivables are not overstated due to uncollectible accounts.
Allowances, when required, are calculated based on a detailed review of certain individual customer accounts and an estimation of the overall economic
conditions affecting our customer base. The Company reviews a customer’s credit history before extending credit. The allowance for doubtful accounts was
approximately $382,000 and $317,000 at March 31, 2014 and December 31, 2013, respectively. If the financial condition of customers were to deteriorate based
on worsening overall economic conditions, resulting in an impairment of their ability to make payments to the Company, then additional allowances may be
required in future periods, which would adversely affect the Company’s financial performance.
Reserves for Losses
The Company presents note receivables, net of reserves for losses, to ensure note receivables are not overstated due to uncollectible amounts. Reserves , when
required, are calculated based on a detailed review of the specific note, including other security when applicable, and an estimation of the credit worthiness of the
debtor. Total Note Receivables were approximately $470,000 and $473,000 at March 31, 2014 and December 31, 2013, respectively. The reserve for losses was
approximately $237,000 at March 31, 2014 and December 31, 2013, respectively.

Advertising and Marketing
Advertising and marketing costs are generally expensed as incurred. Expenditures for trade magazines and television commercials are expensed at the time the
first advertisement is printed or shown on television. Expenditures for certain advertising and marketing activities related to trade shows are deferred within the
Company’s fiscal year when the benefits clearly extend beyond the interim period in which the expenditure is made, generally not to exceed 90 days. Other
advertising and marketing expenditures that do not meet the deferred criteria are expensed when the advertising occurs. At March 31, 2014 and 2013, deferred
advertising costs were $63,399 and $18,788, respectively. Total advertising and marketing costs expensed were $342,953 and $355,227 for the quarter ended
March 31, 2014 and 2013, respectively.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 1. Basis of Presentation, Critical Accounting Policies, Estimates, and Assumptions - continued
Discount on Note Payable
The Company capitalizes discounts on certain notes payable, which are included in the Company’s balance sheets. These discounts are amortized using the
effective-interest method. Amortization of discount is included in “Interest Expense – Amortization of Discount” in the statements of operations.
Debt Issuance Costs
The Company capitalizes debt issuance costs, which are included in the Company’s balance sheets. These costs are amortized over the term of the financial
instrument. Amortization of debt issuance costs is included in “Interest Expense” in the statements of operations.
Recently Adopted Accounting Standards
In July 2013, the Financial Accounting Standards Board (FASB) issued an accounting standards update that requires the netting of unrecognized tax benefits
against a deferred tax asset for a loss or other carry-forward that would apply in settlement of the uncertain tax positions. This guidance became effective for
fiscal years beginning after December 15, 2013, with early adoption permitted. The Company adopted the provisions of the guidance in the first quarter of 2014.
The adoption did not have a material impact on the Company’s consolidated financial statements.
In March 2013, the FASB issued an accounting standards update that provides guidance on the accounting for the cumulative translation adjustment (CTA) upon
de-recognition of certain subsidiaries or groups of assets within a foreign entity or of an investment in a foreign entity. Under this guidance, an entity should
recognize the CTA in earnings based on meeting certain criteria, including when it ceases to have a controlling financial interest in a subsidiary or group of
assets within a consolidated foreign entity or upon a sale or transfer that results in the complete or substantially complete liquidation of the foreign entity in
which the subsidiary or group of assets resides. This guidance became effective for fiscal years beginning on or after December 15, 2013, with early adoption
permitted. The Company adopted the provisions of the guidance in the first quarter of 2014. The adoption did not have a material impact on the Company’s
consolidated financial statements.
New Accounting Standards Not Yet Adopted
In April 2014, the FASB issued an accounting standards update that raises the threshold for disposals to qualify as discontinued operations and allows companies
to have significant continuing involvement with and continuing cash flows from or to the discontinued operation. It also requires additional disclosures for
discontinued operations and new disclosures for individually material disposal transactions that do not meet the definition of a discontinued operation. This
guidance will be effective for fiscal years beginning after December 15, 2014, which will be the Company's fiscal year 2015, with early adoption permitted. The
Company does not expect the adoption of the guidance will have a material impact on the Company's consolidated financial statements.

Note 2. Liquidity.
Although the Company generated $604,889 of cash from operating activities and has a working capital surplus of $5,217,135, it has an accumulated deficit of
$87,542,168 and a net loss of $1,046,514 as of and for the quarter ended March 31, 2014. As a result, there are concerns about the liquidity of the Company at
March 31, 2014. Management believes that the cash generated from operations and the Revolver Loan availability, subject to borrowing base limitations, based
on budgeted sales and expenses as supported by credit, margin and expense controls, are sufficient to fund the Company’s operations, including capital
expenditures, for the next 12 months.

Note 3. Dependence on Few Suppliers.
The Company is dependent on a few suppliers for certain raw materials and finished goods. For the quarters ended March 31, 2014 and 2013, raw materials and
finished goods purchased from the three largest suppliers accounted for approximately 47% and 47% of purchases, respectively.

Note 4. Trade Receivables.
Trade receivables are comprised of the following at:
Trade Receivables
Less: Allowance for Doubtful Accounts
Trade Receivables, Net

$
$
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March 31, 2014
8,573,407
(382,009)
8,191,398

December 31, 2013
8,011,176
(316,587)
$
7,694,589
$

LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 5. Inventories.
The following is a summary of inventories at:

Raw Materials
Finished Goods
Total Inventories

$
$

March 31, 2014
1,183,974
3,640,955
4,824,929

December 31, 2013
1,804,959
3,616,976
$
5,421,935
$

Note 6. Prepaid Expenses and Other Current Assets.
The following is a summary of prepaid expenses and other current assets at:

Prepaid Insurances
Prepaid Marketing
Prepaid Consulting
Prepaid Other
Note Receivable, Net
Total Prepaid Expenses and Other Current Assets

$

$

March 31, 2014
599,028
153,589
10,888
70,956
110,604
945,065

December 31, 2013
582,654
152,667
66,208
357,839
90,946
$
1,250,314
$

Note 7. Property, Plant and Equipment.
The following is a summary of property, plant and equipment at:
Vehicles
Leasehold Improvements
Office Furniture and Equipment
Computers and Software
Machinery and Equipment
Plant Construction in Progress
Total Property, Plant and Equipment
Less: Accumulated Depreciation
Total Property, Plant and Equipment, Net

$

$
$

March 31, 2014
605,518
288,777
327,329
1,191,026
2,493,869
37,056
4,943,575
(3,310,045)
1,633,530

December 31, 2013
649,487
288,777
327,329
1,185,333
2,466,007
—
$
4,916,933
(3,316,254)
$
1,600,679
$

Note 8. Goodwill and Other Intangible Assets.
Goodwill
The following is a summary of Goodwill at:

Foam
Coatings
Total Goodwill

$
$

March 31, 2014
2,932,208
1,302,620
4,234,828

December 31, 2013
2,932,208
1,302,620
$
4,234,828
$

Other Intangible Assets

Product Formulation
Trade Names
Approvals and Certifications

March 31, 2014
Accumulated
Net
Amortization
Amount
$ (83,852)
$ 54,619
(281,714)
468,472
(964,257)
652,896
$ (1,329,823)
$ 1,175,987

Gross
Amount
$ 138,471
750,186
1,617,153
$ 2,505,810
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Gross
Amount
$ 138,471
740,325
1,547,754
$ 2,426,550

December 31, 2013
Accumulated
Net
Amortization
Amount
$ (81,544)
$ 56,927
(269,212)
471,113
(910,637)
637,117
$ (1,261,393)
$ 1,165,157

LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 9. Deposits and Other Non-Current Assets, Net.
The following is a summary of deposits and other non-current assets at:
Deferred Financing Fees
Prepaid Expenses
Other Receivables
Deposits
Note Receivable, Net
Total Deposits and Other-Non-Current Assets

$

$

March 31, 2014
266,582
40,923
78,793
153,584
122,768
662,650

December 31, 2013
285,246
46,744
55,293
153,584
145,791
$
686,658
$

Note 10. Accrued Expenses and Other Current Liabilities.
The following is a summary of accrued expenses and other current liabilities as of:
Accrued Payroll
Accrued Commissions
Accrued Inventory Purchases
Accrued Taxes and Other
Accrued Insurance
Deferred Finance Charge Income
Total Accrued Expenses and Other Current Liabilities

$

$

March 31, 2014
49,889
87,252
34,217
674,015
362,744
24,005
1,232,122

December 31, 2013
169,785
61,000
178,616
606,275
427,395
13,824
$
1,456,895
$

Note 11. Financing Instruments
(a) Loan and Security Agreement . The Company maintains a $13,000,000 revolver loan (“Revolver Loan”) pursuant to a Loan and Security Agreement
with Bank of America, N.A. (“Bank”), which matures on March 31, 2016, under which the Company granted the Bank a continuing security interest in and lien
upon all Company assets ("Loan Agreement”). The Base Rate is equal to the greater of (a) the Prime Rate; (b) the Federal Funds Rate, plus 0.50%; or (c) LIBOR
for a 30 day interest period, plus 1.50%. At March 31, 2014 and December 31, 2013, the balance outstanding on the Revolver Loan was $4,074,529 and
$4,539,163, and the weighted-average interest rate was 4.4% and 4.5%, respectively. At March 31, 2014, we were in compliance with all of our Loan Agreement
debt covenants.
(b) Note Purchase Agreements .
(i) New Enhanced Note . The Company authorized the issuance of an aggregate of $7.2 Million in Subordinated Secured Promissory Notes with Enhanced
Jobs for Texas Fund, LLC (“Enhanced Jobs”) and Enhanced Credit Supported Loan Fund, LP (“Enhanced Credit”), pursuant to a Note Purchase Agreement, of
which $5.7 Million was to Enhanced Credit and $1.5 Million was to Enhanced Jobs, both of which mature on December 10, 2016, under which the Company
granted Enhanced a second lien on all assets of the Company after the Bank (“New Enhanced Note”). Interest is payable monthly and broken down into Current
Pay Interest at the rate of 7.25% per annum, and PIK Interest at the rate of 3.75% (which is added to the principal balance of the outstanding notes) to create the
Aggregate Interest Rate of 11%. In connection with the Prior Enhanced Note being refinanced in connection with the New Enhanced Note ( Refer to (iii) below),
a purchase discount of $542,886 was recognized and is being amortized to interest expense using the effective interest method over the three year term of the
New Enhanced Note ( See also (ii) below). At March 31, 2014 and December 31, 2013, the balance outstanding on the New Enhanced Note was $6,796,528 and
$6,683,561 and the effective interest rate was 23.6% and 29.0%, respectively. At March 31, 2014, interest expense – amortization of discount was $18,622. At
March 31, 2014, we were in compliance with all of our New Enhanced Note debt covenants. See also Note 16 – Subsequent Events, Item (a) for more
information.
(ii) New Guaranty Agreement . In connection with the New Enhanced Note described in (i) above, the Chairman of the Board and majority stockholder of
the Company (the “Guarantor”), entered into a Guaranty Agreement with Enhanced Credit, as agent under the New Enhanced Note, to secure the Company’s
performance under the New Enhanced Note. The Company, in exchange for Guarantor’s personal guarantee of the obligations under the New Enhanced Note,
granted Guarantor 3,681,000 shares of restricted common stock, par value $.01, which shares vest monthly on a pro rata basis over the three year term of the
New Enhanced Note (“New Guaranty Shares”). The New Guaranty Shares were valued at $.60 per share for an aggregate amount of $2,208,600. The New
Guaranty Shares are being recorded as interest expense – related party, thereby increasing the effective interest rate on the New Enhanced Note. At March 31,
2014 and December 31, 2013, there were 301,996 and 73,821 New Guaranty Shares vested, valued and recorded in the aggregate at $181,198 and $44,293,
respectively.
(iii) Prior Enhanced Note . Upon receipt of the $7.2 Million under the New Enhanced Note described in (i) above on December 10, 2013, the Company
paid off the outstanding balances due under the prior Note Purchase Agreement dated as of June 29, 2012 entered into with Enhanced Jobs For Texas Fund, LLC
(“Enhanced Jobs”) and Enhanced Capital Texas Fund LP (“Enhanced Capital”), in the amount of $1,673,381 for Enhanced Jobs and $1,673,381 for Enhanced
Texas (“Prior Enhanced Note”), and all related agreements, were terminated. At December 9, 2013 and prior to the payoff of the balance outstanding on the Prior
Enhanced Note of $3,346,762 (as described above), the effective interest rate was 29.2%.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 11. Financing Instruments - continued
(b) Note Purchase Agreements - continued
(iv) Prior Guaranty Agreement . As a result of the payoff of the Prior Enhanced Notes as described in (iii) above, the Company canceled an aggregate of
1,376,712 unvested shares (with an unrecorded valued of $371,801) which shares were previously issued in connection with the personal guaranty required for
the Prior Enhanced Note from the Chairman of the Board and majority stockholder to secure the Company’s performance under the Prior Enhanced Note (“Prior
Guaranty Shares”). The Prior Guaranty Shares were valued at $.27 per share for an aggregate amount of $1,350,000. The Prior Guaranty Shares were recorded as
interest expense – related party, thereby increasing the effective interest rate on the Prior Enhanced Note.
(c) Note Payable – Related Party . The Company authorized the issuance of a consolidated $1,300,000 promissory note, bearing interest at 5% per annum,
with the Chairman of the Board and principal stockholder, which is subordinate to the Loan Agreement and the New Enhanced Note described in (a) and (b)(i)
above and matures on June 10, 2017. At March 31, 2014 and 2013, interest expense – related party was $17,794 and $16,676.

Note 12. Related Party Transactions.
(a) On January 7, 2014 and effective December 31, 2013, the Company entered into a Fourth Amendment to that certain Executive Employment Agreement
dated May 10, 2010, as amended, with its CFO and Treasurer, Mr. Zajaczkowski, extending his agreement to December 31, 2015 and increasing his auto
allowance to $700 per month.
(b) On January 22, 2014, the Company entered into a new three year Executive Employment Agreement with its CEO and President, Mr. Kramer, effective
as of January 1, 2014 (“Kramer Agreement”), pursuant to which he is entitled to: (a) annual base salary for 2014 calendar year of $350,000, and provided the
Company meets the positive earnings and cash flow budgets for 2014 established by the Board of Directors for calendar years 2015 and 2016, $400,000; (b)
annual performance bonus of $120,000, $160,000, or $200,000 if Company achieves 100%, 120%, or 140%, respectively, of its budgeted earnings before
interest, taxes, depreciation, amortization, and share based compensation (Adjusted EBITDA) for a particular fiscal year; (c) sales bonus of 1% for all new and
½% for certain existing international accounts, subject to such sales meeting certain gross profit margin criteria and credit and payment terms; (d) a transaction
bonus subject to certain minimum and maximum transaction value limitations and offsets for a Change in Control up to 8.5% of the transaction, and including
upon consummation of the Change in Control, the transfer to Mr. Kramer ownership of company provided automobile then being used by him; (e) upon
termination by the Company without cause or by Mr. Kramer for good reason: (i) severance for lesser of 24 months base salary, or base salary for the remainder
of the term, reduced by any earned income during severance period; (ii) the product of the value, as of the last day of calendar year of termination, of any
Company equity or equity based awards granted, which he can show that he reasonably would have received had he remained employed through the end of the
calendar year, or 4 months after the termination date, whichever is greater, multiplied by a fraction, the numerator is the number of days in the calendar year of
termination through termination date and the denominator is 365, but only to extent not previously vested, exercised and/or paid; (iii) for 12 months from
termination, continued participation in any plans providing medical, hospitalization and dental coverage; and (iv) all bonuses and stock options previously
earned, or which may be earned in the event of a consummation of a Change in Control within one year immediately following termination; (f) upon termination
by the Company for cause or by Mr. Kramer without good reason”, any bonuses, salaries, benefits or other compensation accrued through the date of
employment termination or required by law to be provided; (g) upon termination on account of Mr. Kramer’s death or disability, the Company shall treat his
termination as a termination without cause; and (h) upon termination following a Change in Control, if the Company or any successor or assignee terminates his
employment following a “Change in Control” (as defined below) of the Company: (i) an amount equal to the base salary which would otherwise be payable over
the remaining term of this Agreement, payable in a lump sum within thirty (30) days after the date of such termination of employment; (ii) any outstanding
Awards held by him or other benefits under any Company plan or program, which have not vested in accordance with their terms will become fully vested and
exercisable at the time of such termination; and (iii) all bonuses and stock options previously earned, or which may be earned in the event of the consummation
of a Change in Control within one year immediately following the termination of his employment.
(c) On January 22, 2014, and in connection with the Kramer Agreement described in Item (b) above, the Company entered into a new Option Agreement
dated January 22, 2014 (“New Kramer Option”). Pursuant to the New Kramer Option, Mr. Kramer was granted the right to acquire 500,000 shares of the
Company’s common stock, $0.01 par value per share, at an exercise price per share equal to the fair market value of a share of the Company’s common stock on
the date of grant, determined based on the per share closing price on such date, or $.72 per share, for a term of five (5) years. The New Kramer Option vests over
a three-year period running from the date of grant, with one-third of the New Kramer Option vesting on each of the first (1st), second (2nd) and third (3rd)
anniversaries of the date of grant, subject in each case to his continued satisfactory employment through the vesting date. The transaction was valued at
approximately $340,000, which was estimated using the Black-Scholes option pricing model and will be expensed over the 3 year vesting period.
(d) On February 7, 2014, the Company entered into an Option Agreement with its COO, Mr. Schnitzer (“Schnitzer Option”). Pursuant to the Schnitzer
Option, Mr. Schnitzer was granted the right to acquire 100,000 shares of the Company’s common stock, $0.01 par value per share, at an exercise price per share
equal to the fair market value of a share of the Company’s common stock on the date of grant, determined based on the per share closing price on such date, or
$.65 per share, for a term of five (5) years. The Schnitzer Option vests annually over a consecutive three year period in the following respective increments:
33,334 Options on February 6, 2015 and 33,333 Options on each of the next two successive anniversaries thereof, subject to continued satisfactory employment
with the Company prior to and upon exercise. Once vested, the Options are immediately exercisable. The transaction was valued at approximately
$61,000, which was estimated using the Black-Scholes option pricing model and will be expensed over the 3 year vesting period.
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(e) On February 7, 2014, the Company entered into a Stock Bonus Agreement with Mr. Schnitzer (“Schnitzer Stock Bonus”). Pursuant to the Schnitzer
Stock Bonus, Mr. Schnitzer was granted 100,000 shares of the Company’s common stock, $0.01 par value per share (“Bonus Shares”). No monetary payment
(other than applicable tax withholding) is required as a condition of receiving the Bonus Shares, as the consideration is continued satisfactory employment with
the Company during the vesting period. The Bonus Shares vest in four equal 25,000 share increments, on February 7, 2014, December 31, 2014, December 31,
2015, and February 6, 2016, respectively, subject to continued employment with the Company. Once vested, such Bonus Shares are freely transferable. The
transaction was valued at $65,000 (calculated by multiplying the 100,000 shares by the $.65 closing price of the common stock on the date of grant) and is being
expensed over the requisite service period on the respective vesting dates. The Company vested 25,000 of the Bonus Shares on February 7, 2014, which
transaction was valued and recorded at $16,250.
(f) The Company vested an aggregate of 257,966 shares, including anti-dilution issuances, of restricted common stock, par value $.01 per share, for Jay C.
Nadel, a director, pursuant to his agreement for advisory and consulting services, which transactions were valued and recorded in the aggregate at $148,683.
(g) The Company vested an aggregate of 301,996 shares of restricted common stock, par value $.01 per share, for Richard J. Kurtz, Chairman of the Board
and majority stockholder, granted to him in connection with his personal guaranty of the New Enhanced Note, which transactions were valued and recorded in
the aggregate at $181,198, and classified as interest expense – related party. See also Note 11 – Financing Instruments, Item (b)(ii), for more information.
(h) The Company accrued an aggregate of $17,794 in interest expense relating to the Note Payable – Related Party. See also Note 11 – Financing
Instruments, Item (c), for more information.
See also Note 16 – Subsequent Events, Items (b) and (c) for more information.

Note 13. Net Income (Loss) Per Common Share – Basic and Diluted.
Basic income (loss) per share is based upon the net income (loss) applicable to common shares after preferred dividend requirements and upon the weighted
average number of common shares outstanding during the period. Diluted income (loss) per share reflects the effect of the assumed exercise of stock options and
warrants only in periods in which such effect would have been dilutive.
The computation of the Company’s basic and diluted earnings per share at:

Net loss available to common shareholders (A)
Weighted average common shares outstanding (B)
Dilutive effect of equity incentive plans
Weighted average common shares outstanding, assuming dilution (C)
Basic earnings per common share (A)/(B)
Diluted earnings per common share (A)/(C)

$

$
$

March 31, 2014
(1,046,514)
114,399,050
2,460,000
115,796,196
(0.01)
(0.01)

$

$
$

March 31, 2013
(580,038)
109,744,463
—
109,744,463
(0.01)
(0.01)

For March 31, 2014, a total of 2,080,000 shares of common stock underlying vested and exercisable stock options were excluded from the calculation of diluted
earnings per common share as the exercise prices of the stock options were greater than the market value of the common shares (out-of-the-money). For March
31, 2013, a total of 7,285,833 shares of common stock, of which 4,785,833 shares underlie vested and exercisable stock options and 2,500,000 shares underlie
warrants, were excluded from the calculation of diluted earnings per common share as they were out-of-the-money. Out-of-the money options and warrants
could be included in the calculation in the future if the market value of the Company’s common shares increases and is greater than their exercise price.

Note 14. Securities Transactions.
(a) During the first quarter of 2014, the Company vested an aggregate of 257,966 shares of restricted common stock, par value $.01 per share, to a director for
advisory and consulting services, which transactions were valued and recorded in the aggregate at $148,683.
(b) During the first quarter of 2014, the Company vested an aggregate of 301,996 shares of restricted common stock, par value $.01 per share, to the Chairman of
the Board and majority stockholder in connection with his personal guaranty of the New Enhanced Note, which transactions were valued and recorded in the
aggregate at $181,198, and classified as interest expense – related party.
(c) During the first quarter of 2014, the Company vested 25,000 shares of common stock, par value $.01 per share, of a 100,000 shares stock bonus grant to an
employee pursuant to the Company’s Equity Incentive Plan, which transaction was valued and recorded in the aggregate at $16,250 .
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 15. Business Segment and Geographic Area Information.
Business Segments
The Company is a leading national manufacturer and supplier operating two segments, Foam and Coatings, based on manufacturing competencies. The
accounting policies of the segments are the same as those described in the summary of significant accounting policies. The Company allocates resources to
segments and evaluates the performance of segments based upon reported segment sales. Administrative expenses are allocated to both segments. Unallocated
costs reflect certain corporate expenses, insurance, investor relations, and gains and losses related to the disposal of corporate assets and derivative liabilities and
are included in Unallocated Amounts . There are no intersegment sales or transfers.
Segments
March 31, 2014
Sales
Cost of Sales
Gross Profit
Depreciation
Amortization of Other Intangible Assets
Interest Expense
Segment Profit
Segment Assets (1)
Expenditures for Segment Assets

$

$
$

March 31, 2013
Sales
Cost of Sales
Gross Profit
Depreciation
Amortization of Other Intangible Assets
Interest Expense
Segment Profit
Segment Assets (1)
Expenditures for Segment Assets

$

$
$

Foam
14,020,272
11,495,604
2,524,668
34,346
53,624
228,477
518
17,843,756
164,266
Foam
14,901,225
11,892,096
3,009,129
35,172
101,488
195,929
541,691
18,674,967
9,305

$

$
$
$

$
$

Coatings
2,081,928
1,537,269
544,659
5,100
7,963
33,928
169,838
3,506,688
24,392

Assets
Total Assets for Reportable Segments (1)
Other Unallocated Amounts (2)
Total

March 31, 2014
21,350,444
317,943
21,668,387

$
$

$
$

Coatings
2,094,285
1,469,367
624,918
4,943
14,264
27,537
278,134
3,499,020
1,308

The following are reconciliations of reportable segment profit or loss, and assets, to the Company’s totals at:
Segments Profit
March 31, 2014
Total Profit for Reportable Segments
$
170,356
Unallocated Amounts:
Corporate Expenses
(1,216,870)
Loss Before Income Taxes
$
(1,046,514)

Totals
16,102,200
13,032,873
3,069,327
39,446
61,587
262,405
170,356
21,350,444
188,658

$

Totals
16,995,510
13,361,463
3,634,047
40,115
115,752
223,466
819,825
22,173,987
10,613

$

$
$

$

March 31, 2013
819,825
(1,399,863)
(580,038)

$
$
$

March 31, 2013
22,173,987
242,895
22,416,882

(1) Segment assets

are the total assets used in the operation of each segment.
(2) Includes corporate assets which are principally cash and prepaid expenses.

Geographic Area Information
The Company does not operate any manufacturing sites nor maintain a permanent establishment in any particular country outside of the United States at this
time. The Company’s products are sold to independent distributors globally for select target markets. Sales are attributed to geographic areas based on customer
location. Long-lived assets are attributable to geographic areas based on asset location.
Geographic Area
United States

Europe

Middle East

Rest of World

Total

March 31, 2014
Sales
Long-Lived Assets

$

14,562,577
21,350,444

$

409,496
—

$

660,000
—

$

470,127
—

$

16,102,200
21,350,444

March 31, 2013
Sales
Long-Lived Assets

$

15,168,030
22,173,987

$

431,663
—

$

1,018,132
—

$

377,685
—

$

16,995,510
22,173,987
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)
Note 16. Subsequent Events.
(a) On April 8, 2014, with an effective date of February 28, 2014, the Company and Enhanced Jobs for Texas Fund, LLC and Enhanced Credit Supported
Loan Fund, LP, entered into an amendment to that certain Note Purchase Agreement dated December 10, 2013 (“New Enhanced Note”), which amended and
restated the Minimum [Adjusted] EBITDA schedule for the three (3) months ending on the last day of each month starting February 28, 2014 for the remaining
term of the New Enhanced Note. The Company was initially out of compliance with its three month February 28, 2014 [Adjusted] EBITDA requirement. This
amendment enabled the Company to regain compliance at February 28, 2014.
(b) On April 28, 2014, the Company granted an aggregate of 400,000 five-year stock options to four non-employee directors, consisting of Jay C. Nadel,
Arthur J. Gregg, Augustus J. Larson, and Howard L. Brown, each for 100,000 shares of the Company’s common stock, $0.01 par value per share, at an exercise
price per share equal to the fair market value of a share of the Company’s common stock on the date of grant, determined based on the per share closing price on
such date, or $0.42 per share. Each of the foregoing stock options vest over a period of two (2) years at the rate of 50,000 options on April 30, 2015 and 50,000
options on April 30, 2016, and are exercisable after one (1) year from each respective vesting date. All stock options automatically vest and are exercisable upon
a change in control. In addition, the cash compensation to the foregoing non-employee directors was increased from $10,000 per year, payable quarterly, to
$12,500 per year, effective January 1, 2014.
(c) On April 28, 2014, the Company granted an aggregate of 1,025,000 five-year stock options to eight key employees, including the named executive
officers, consisting of Douglas J. Kramer, Michael T. Adams, Harvey L. Schnitzer, and Charles A. Zajaczkowski, of which 350,000 options were for Mr.
Kramer, 150,000 options each were for Mr. Adams and Mr. Schnitzer, and 100,000 options were for Mr. Zajaczkowski, and 275,000 options were for other key
employees, each for shares of the Company’s common stock, $0.01 par value per share, at an exercise price per share equal to the fair market value of a share of
the Company’s common stock on the date of grant, determined based on the per share closing price on such date, or $0.42 per share. Each of the foregoing stock
options vest over a period of three (3) years at the rate of 33 and 1/3 percent at December 31, 2014, December 31, 2015, and December 31, 2016, and are
exercisable upon vesting. All stock options automatically vest upon a change in control.
(d) The Company has evaluated subsequent events through the date of filing this report.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Overview of Presentation
This financial review presents our operating results for the three months ended March 31, 2014 and 2013, and our financial condition at March 31, 2014. The
presentation includes our non-GAAP financial measures EBITDA and Adjusted EBITDA and a reconciliation of EBITDA and Adjusted EBITDA to the GAAP
measures most directly comparable thereto. The GAAP measure most directly comparable to EBITDA and Adjusted EBITDA is net income or loss. The nonGAAP financial measures of EBITDA and Adjusted EBITDA should not be considered as an alternative to net income or loss or any other measure of financial
performance or liquidity presented in accordance with GAAP. EBITDA and Adjusted EBITDA are not presentations made in accordance with GAAP and have
important limitations as analytical tools. You should not consider EBITDA or Adjusted EBITDA in isolation or as substitutes for analysis of our results as
reported under GAAP. Because EBITDA and Adjusted EBITDA exclude some, but not all, items that affect net income and is defined differently by different
companies, our definitions of EBITDA and Adjusted EBITDA may not be comparable to similarly titled measures of other companies. Except for the historical
information contained herein, the following discussion contains forward-looking statements that are subject to known and unknown risks, uncertainties and other
factors that may cause our actual results to differ materially from those expressed or implied by such forward-looking statements. We discuss some of these
risks, uncertainties and other factors throughout this report and provide a reference to additional risks under the caption “Risk Factors” in Item 1A of Part II
below. In addition, the following review should be read in conjunction with information presented in Part I, Item 6 – Selected Financial Data relating to nonGAAP financial measures EBITDA and Adjusted EBITDA and the financial statements and related notes for the year ended December 31, 2013 contained in the
annual report on Form 10-K for the year ended December 31, 2013. Refer to Note 1 – Summary of Significant Accounting Policies for further information
regarding significant accounting policies and Note 15 – Business Segment and Geographic Area Information in our financial statements listed under Item 15 of
Part IV of this report for further information regarding our business segments and geographic area data. See also Note 1 in the notes to the financial statements
listed under Item 15 of Part IV of this report for “ Critical Accounting Policies ”.
Outlook
The Company’s outlook remains aggressive and positive, as we expect sales to continue to grow, especially internationally, to record levels in 2014 and beyond.
Our optimism is based on growing global consumer awareness about energy efficient foams and coatings and concomitant reductions in energy costs
immediately after application. Lapolla’s business was affected in the first quarter by seasonal factors, specifically unusually persistent cold weather
("Seasonality"). Sales of our products tend to be lowest during the first and fourth fiscal quarters, however, sales during the second and third fiscal quarters are
usually comparable and marginally higher. The markets for our products are highly competitive; however, we believe that our competitive advantages are rooted
in our product formulations, credentials, approvals, performance, pricing, and technical customer service. In addition, we offer the flexibility, quality of products
and responsiveness that a smaller company can offer. This outlook is based on a number of assumptions relating to our business and operations which are subject
to change, some of which are outside our control. A variation in our assumptions may result in a change in this outlook.

Performance for the Three Months Ended March 31, 2014 compared to the Three Months Ended March 31, 2013
Overall Results of Operations
The following table presents selected consolidated financial and operating data derived from the unaudited consolidated financial statements of the Company as
of the dates and for the periods indicated. In addition, the table presents our unaudited non-GAAP financial measure EBITDA and Adjusted EBITDA, which we
use in our business as an important supplemental measure of our performance, and includes our reconciliation to net income or loss, its most directly comparable
financial measure calculated and presented in accordance with GAAP.
March 31,
2014
Summary of Overall Results of Operations
Sales
Operating Loss
Other (Income) Expense
Net Loss
EBITDA (Unaudited)
Adjusted EBITDA (Unaudited)

$

Reconciliation of EBITDA and Adjusted EBITDA to Net Loss:
Net Loss:
Additions / (Deductions):
Interest Expense
Interest Expense – Related Party
Interest Expense – Amortization of Discount
Tax Expense (Benefit)
Depreciation
Amortization of Other Intangible Assets
EBITDA
Additions / (Deductions):
Share Based Compensation (1)
Adjusted EBITDA
(1) Represents

non-cash share based compensation for the periods then ended.
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2013
$

$
$

16,102,200
(503,323)
543,191
(1,046,514)
(319,118)
(93,833)

$
$

16,995,510
(203,710)
376,328
(580,038)
137,628
447,577

$

(1,046,514)

$

(580,038)

$

280,711
198,991
45,108
25,765
108,391
68,430
(319,118)

$

263,730
183,202
—
24,142
117,979
128,613
137,628

$

225,285
(93,833)

$

309,949
447,577

Sales
The following is a summary of sales for the three months ended:

$

March 31, 2014
16,102,200

$

March 31, 2013
16,995,510

Sales decreased $893,310, or 5.3%, for the first quarter of 2014 compared to the first quarter of 2013. Foam sales decreased $880,953, or 5.9% and coatings
sales decreased $12,357, or 0.6%, quarter over quarter, due to Seasonality. Our AirTight Division provided additional market penetration, resulting in
approximately $1.9 Million and $3.5 Million in sales for the first quarter of 2014 and 2013, respectively. Sales pricing changes added approximately $34,514, or
0.2%, all of which related to coatings sales, while sales volumes decreased approximately $927,824, or 5.5%, of which $880,953, or 5.9% was for foam sales
and $46,871, or 2.2%, for coatings sales, for the first quarter of 2014, compared to, sales pricing changes added approximately $616,575, or 3.3%, of which
$607,051, or 3.8% was for foam sales and $9,524, or 0.4% was for coatings sales, while sales volumes decreased approximately $2,271,046, or 12.2%, of which
$1,810,855, or 11.2% was for foam sales and $460,191, or 18.1%, for coatings sales, for the first quarter of 2013.

Cost of Sales
Cost of sales decreased $328,590, or 2.5%, for the three months ended March 31, 2014 compared to the three months ended March 31, 2013. Cost of sales
decreased $396,492, or 3.3%, for our foams, and increased $67,902, or 4.6%, for our coatings, quarter over quarter, due primarily to decreases in sales and
higher freight costs. We had an 8.7% increase in freight costs and an approximate 1.5% decrease in material costs, in the first quarter of 2014, compared to a
29.2% decrease in freight costs and an approximate 8.1% increase in material costs, in the first quarter of 2013. Freight costs increased due to higher per trip
rates due to increased market demand for transportation from extraordinarily cold weather patterns and material costs decreased due to taking advantage of
payment discounts from more effective utilization of cash in the first quarter of 2014 whereas freight costs decreased from more effective management of
logistics and material costs increased due to increased pricing from feedstock suppliers in the first quarter of 2013.

Gross Profit
Our gross profit decreased $564,720, or 15.5%, for the first quarter of 2014 compared to the first quarter of 2013, due to the 8.7% increase in freight costs and
decrease of 5.3% in our sales, offset by a decrease of approximately 1.5 in material costs. Gross margin percentage decreased 2.3%, for the three months ended
March 31, 2014, due to higher freight, offset by lower material costs, compared to an increase of 2.2%, for the three months ended March 31, 2013, due to lower
freight, offset by higher material costs.

Operating Expenses
Our total operating expenses are comprised of selling, general and administrative expenses, or SG&A, professional fees, depreciation, amortization of other
intangible assets, and consulting fees. These total operating expenses decreased $265,107, or 6.9%, in the first quarter of 2014 compared to the first quarter of
2013, due to decreases of $286,917 for professional fees, $744 for depreciation, and $60,183 for amortization of other intangible assets, offset by increases of
$28,243 for SG&A and $54,494 for consulting fees.
SG&A increased $28,243, or 0.9%, due to increases of $15,502 for advertising, $62,608 for bad debts from a slight increase in insolvencies, $32,789 for
insurances from higher premiums due to increased loss ratios, $5,708 for investor relations, $69,703 for payroll and related employee benefits from additions to
our workforce, $40,665 for sales commissions from the use of more independent sales representatives to penetrate select target markets, and $9,196 for travel
and related services, offset by decreases of $33,563 for corporate office expenses, $42,151 for distribution from a more efficient management of inventory being
held in and a reduction in outside warehouses, $27,776 for marketing and promotions relating to more streamlined programs, $19,776 for rents, and $84,663 for
share based compensation due to completion of vesting of shares originally granted by the Company pursuant to an advisory and consultant agreement in
February 2011 during the current period.
Professional fees decreased $286,917, or 93.5%, from the first quarter of 2014 compared to the first quarter of 2013, due primarily to recovery of previously paid
legal fees from insurance companies for litigation involving alleged product defects.
Depreciation expense decreased $744, or 1.7%, in the three months ended March 31, 2014 compared to the three months ended March 31, 2013, due to a
decrease in depreciable assets primarily vehicles.
Amortization of other intangible assets expense decreased $60,183, or 46.8%, in the quarter ended March 31, 2014 compared to the quarter ended March 31,
2013, due to a decrease in amortizable assets specifically customer lists and trade names.
Consulting fees increased $54,494, or 66.1%, in the first quarter of 2014, compared to the first quarter of 2013, due primarily to a reversal in the prior
comparable period for disputed consulting services, absent which consulting fees would be relatively even quarter over quarter.

Other (Income) Expense
Our total other (income) expense is comprised of interest expense, interest expense – related party, interest expense – amortization of discount, gain or loss on
derivative liability, and other, net. Total other (income) expense increased $166,863, or 44.3% from the first quarter of 2014, compared to the first quarter of
2013, due to increases of $16,981 in interest expense, $15,789 in interest expense – related party, $45,108 in interest expense – amortization of discount, offset
by decreases of $45,913 in gain on derivative liability, and $43,072 in other, net.
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Interest expense increased $16,981, or 6.4%, for the three months ended March 31, 2014, compared to the three months ended March 31, 2013, due to an
increase in indebtedness from financing institutions.
Interest expense – related party increased $15,789, or 8.6%, in the three months ended March 31, 2014, compared to the three months ended March 31, 2013, of
which $14,671 was for share based compensation expense classified as interest expense due to shares being issued in connection with a personal guaranty
required from the Chairman and principal stockholder to secure the New Enhanced Note and $1,118 was for accrued interest for the Note Payable – Related
Party between the Company and the Chairman and principal stockholder.
Interest expense – amortization of discount was $45,108 for the first quarter of 2014 and related to the purchase discount associated with the New Enhanced
Note. There was no interest expense – amortization of discount in the prior comparable period.
We had a decrease in the gain on derivative liability of $45,913, or 100%, for the three months ended March 31, 2014, compared to the three months ended
March 31, 2013, due to expiration of all outstanding warrants causing the derivative liability in the prior comparable period.
Our other, net decreased $43,072, or 174.4%, for the quarter ended March 31, 2014, compared to the quarter ended March 31, 2013, primarily related to
additions and dispositions of assets.

Net (Loss)
Our net loss increased $466,476, or 80.4%, in the first quarter of 2014, compared to the first quarter of 2013, due to decreases of $564,720, or 15.5% in gross
profit, $45,913, or 100% in gain on derivative liability, $43,072, or 174.4% in other, net, and increases of $28,243, or 0.9% in SG&A, $16,981, or 6.4%, in
interest expense, $15,789, or 8.6% in interest expense – related party, $45,108, or 100%, in interest expense – amortization of discount, $54,494, or 66.1%, in
consulting fees, offset by decreases of $286,917, or 93.5%, in professional fees, $744, or 1.7%, in depreciation, and $60,183, or 46.8%, in amortization of other
intangible assets. Net loss per share was $0.01 for the quarter ended March 31, 2014 and 2013, respectively.

Results of Business Segments
The following is a summary of sales by segment at:
Segments
Foam
Coatings

$
$

March 31, 2014
14,020,272
2,081,928

$
$

March 31, 2013
14,901,225
2,094,285

Foam Segment
Foam sales decreased $880,953, or 5.9%, in the first quarter of 2014, compared to the first quarter of 2013, due to Seasonality. Foam equipment sales increased
$37,620, or 11.3%, quarter over quarter . Foam cost of sales decreased $396,492, or 3.3%, in the first quarter of 2014, compared to the first quarter of 2013 , due
to decreases of $880,953, or 5.9%, in sales, and improved manufacturing efficiencies, and a decrease of approximately 1.5% in material costs, offset by an
increase of $56,375, or 7.8%, in freight. Foam gross profit decreased $484,461, or 16.1%, primarily from lower sales volumes and gross margin percentage
decrease of 2.2%, primarily from increased freight, offset by decreased material costs, from the first quarter of 2014 compared to the first quarter of 2013. Foam
segment profit decreased $541,173, or 99.9%, for the first quarter of 2014, compared to the first quarter of 2013, primarily due to a decrease of $484,461, or
16.1%, in segment gross profit and an increase of $56,712, or 2.3%, in segment operating expenses.

Coatings Segment
Coatings sales decreased $12,357, or 0.6%, in the first quarter of 2014, compared to the first quarter of 2013, due to Seasonality . Coatings cost of sales
increased $67,902, or 4.6%, in the first quarter of 2014, compared to the first quarter of 2013, due to increases of $14,935, or 16.6%, in freight and an
approximate 0.1% in material costs. Coatings gross profit decreased $80,259, or 12.8%, and gross margin percentage decreased 3.6%, primarily from higher
freight costs, from the first quarter of 2014, compared to the first quarter of 2013. Coatings segment profit decreased $108,297, or 38.9%, for the first quarter of
2014, compared to the first quarter of 2013, primarily due to an increase of $28,038, or 8.1%, in segment operating expenses, an approximate 1.7% increase in
sales prices, and a decrease of $80,259, or 12.8%, in gross profit.

Total Segments
Total segment sales decreased $893,310, or 5.3%, cost of sales decreased $328,590, or 2.5%, and gross profit decreased $564,720, or 15.5%, in the first quarter
of 2014, compared to the first quarter of 2013. Total segment profits decreased $649,470, or 79.2%, due primarily to a decrease of $564,720, or 15.5%, in gross
profit from a decrease of $893,310, or 5.3%, in sales volumes, and an increase of $71,310, or 8.7%, in freight costs, in the first quarter of 2014 compared to the
first quarter of 2013.
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Liquidity and Capital Resources
We do not maintain any cash on hand by design. Instead, we maintain a $13 Million asset based bank financed Revolver Loan that includes an automatic cash
sweep feature that identifies any cash available in our bank accounts at the end of a banking business day and then applies that cash to reduce our outstanding
Revolver Loan balance for that day to fund our continuing operations. The reduction serves to decrease our daily interest expense to the extent cash is identified
and swept over to reduce the Revolver Loan. Disbursements are paid daily by our bank from cash being made available under our Revolver Loan based on a
borrowing base calculation prepared daily for funding. Cash available under our Revolver Loan based on the borrowing base calculation at March 31, 2014 and
2013, was $2,217,907 and $376,026, respectively. On December 10, 2013, we borrowed $7.2 Million from two Enhanced Capital entities to refinance the
remaining $3,346,762 balance outstanding on the Prior Enhanced Note and increase our working capital with the difference for the New Enhanced Note.
Stockholders' Equity decreased $640,030, or 50.9%, from the period ended December 31, 2013 to March 31, 2014, due to the comprehensive loss of $1,046,514,
offset by additions to common stock par value of $5,849 ad additional paid in capital of $400,635 from issuances of restricted common stock for share based
compensation and interest expense – related party, compared to, a decrease of $95,766, or 8.0%, from the period ended December 31, 2012 to the period ended
March 31, 2013, due to the comprehensive loss of $582,242, offset by additions to common stock par value of $11,149 and additional paid in capital of $475,327
from issuances of restricted common stock for share-based compensation and interest expense – related party.
Management believes that the cash generated from operations and the Revolver Loan availability, subject to borrowing base limitations which may adversely
impact our ability to raise capital, based on budgeted sales and expenses and implemented minimum sales margin and cost controls, are sufficient to fund
operations, including capital expenditures, for the next 12 months. Notwithstanding the foregoing, we evaluate capital raising opportunities for private
placements of debt or common or preferred stock from accredited sophisticated investors from time to time to not only gage market conditions but also to ensure
additional capital is readily available to fund aggressive growth developments. If we raise additional capital from the sale of capital stock (except for permitted
issuances) or debt (other than permitted indebtedness), we are required under the New Enhanced Note to prepay, including any prepayment penalty, the amount
raised up to the amount outstanding under the New Enhanced Note as of the date of the closing of the transaction out of the net proceeds of the capital raised.
Net cash provided by operating activities was $604,889 for the three months ended March 31, 2014, compared to net cash used in operations of $1,100,384 for
the three months ended March 31, 2013. The cash provided by operations for the first quarter of 2014 compared to the cash used in the first quarter of 2013 was
attributable to the net loss of $1,046,514 for the period, including the effect of adjustments to reconcile net loss to cash provided by operating activities and
adjusting for non-cash items, primarily decreases of $9,588 in depreciation due to a decrease in depreciable assets for vehicles, $60,183 in amortization of other
intangible assets due to a decrease in amortizable assets for customer lists and non-competes from previous acquisitions, and $84,664 in share based
compensation expense due to completion of vesting of shares originally granted by the Company pursuant to an advisory and consultant agreement in February
2011, offset by increases of $62,608 in provision for losses due to a slight increase in customer insolvencies, $15,789 in interest expense – related party due to
the New Guaranty Shares being issued in connection with the New Enhanced Note being classified as interest expense, and $45,108 in interest expense –
amortization of discount due to the purchase discount being amortized over the life of the New Enhanced Note, which matures December 2016. The foregoing
was augmented by decreases of $597,006 in inventories, $305,249 in prepaid in prepaid expenses and other current assets, $24,008 in deposits and other noncurrent assets, and $224,773 in accrued expenses and other current liabilities, and increases of $627,571 in trade receivables, $79,260 in other intangible assets,
and $812,973 in accounts payable, due primarily to operating activities during the period ended March 31, 2014.
Contractual Obligations

Revolving Credit Note
Note Payable – Related Party
Notes Payable – Enhanced Capital
Long-Term Debt Obligations
Estimated Interest Payments on Long-Term Debt and
Loan Obligations
Purchase Order Obligations
Operating Lease Obligations
Total

Less Than
1 Year
$
—
—
—
—

$

862,785
39,740
407,350
1,309,875

$

$

1 to 3
Years
4,074,529
—
6,796,528
—
1,292,177
—
490,464
12,653,698

Payments Due By Period
4 to 5
More Than
Years
5 Years
$
—
$
—
1,300,000
—
—
—
—
—

$

385,793
—
—
1,685,793

$

—
—
—
—

$

$

Total
4,074,529
1,300,000
6,796,528
—
2,540,755
39,740
897,814
15,649,366

*The information provided in the table above relates to bank and other credit instruments, and purchase and operating lease obligations.

The Company has four material debt covenants to comply with relating to its Loan Agreement: (i) Capital expenditures are limited to $625,000 on an annual
basis, (ii) A borrowing base calculation defined as an amount determined by a detailed calculation equal to 85% of eligible accounts receivable, plus 55% of
eligible inventory cannot be exceeded (“Borrowing Base”); (iii) Maintain an FCCR, tested monthly as of the last day of each calendar month, in each case for the
most recently completed twelve calendar months, equal to a minimum ratio of 0.90 to 1.0 from December 2013 to February 2014, 0.80 to 1.0 from March 2014
to April 2014, 0.90 to 1.0 from May 2014 to June 2014, 1.0 to 1.0 for July 2014, and 1.25 to 1.0 from August 2014 and thereafter, and (iv) Maintain minimum
liquidity equal to or greater than $500,000. The Company is required to submit its Borrowing Base calculation to the Bank daily. If, at any time, the Company’s
Borrowing Base calculation is less than the amount outstanding under the Revolver Loan, and that amount remains unpaid or is not increased from future
Borrowing Base calculations to an amount equal to the balance outstanding under the Revolver Loan at any given time, or the Bank, in its discretion, may
accelerate any and all amounts outstanding under the Revolver Loan. At March 31, 2014, we were in compliance with all of our Loan Agreement debt
covenants.
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The Company has four material debt covenants to comply with relating to its New Enhanced Note: (i) Capital expenditures are limited to $625,000 on an annual
basis, (ii) A minimum Adjusted EBITDA which cannot for the three (3) months ending on the last day of each month set forth in a schedule be less than the
corresponding amount set forth in the schedule for such period, (iii) Maintain an FCCR, tested monthly as of the last day of each calendar month, in each case
for the most recently completed twelve calendar months, equal to a minimum ratio of 0.90 to 1.0 from December 2013 to February 2014, 0.80 to 1.0 from March
2014 to April 2014, 0.90 to 1.0 from May 2014 to June 2014, 1.0 to 1.0 for July 2014, and 1.25 to 1.0 from August 2014 and thereafter, and (iv) Maintain
minimum liquidity equal to or greater than $500,000. At March 31, 2014, we were in compliance with all of our New Enhanced Note debt covenants.
Net cash used in investing activities was $135,658 for the first quarter of 2014, reflecting an increase of $125,045 when compared to $10,613 for the first quarter
of 2013. We invested $188,658 in property, plant and equipment in the first quarter of 2014, of which $5,693 was for computers and software for the sales force,
$27,862 was for machinery and equipment related to our manufacturing facilities, $118,048 was for a new vehicle, and $37,055 was for construction in progress
for improvements to our manufacturing facilities. We recaptured an aggregate of $53,000 from dispositions of property, plant and equipment, for vehicles trade
in or sold. We invested $10,613 in property, plant and equipment in the first quarter of 2013, of which $1,835 was for office furniture and equipment, $5,637
was for computers and software for the sales force, $288 was for machinery and equipment related to our manufacturing facilities, and $2,853 was for
construction in progress.
Net cash used in financing activities was $469,231 for the three months ended March 31, 2014, compared to net cash provided of $1,113,201 for the three
months ended March 31, 2013. We borrowed a cumulative aggregate of $16,164,029 and made principal repayments for a cumulative aggregate of $16,628,662
under our Bank Revolver Loan, and $4,598 on our long term debt primarily related to financed vehicles, in the first quarter of 2014. We borrowed a cumulative
aggregate of $17,299,423 and made principal repayments for a cumulative aggregate of $16,019,562 under our Bank Revolver Loan, an aggregate of $159,999
under our Prior Enhanced Note, and $6,661 on our long term debt primarily related to financed vehicles, in the first quarter of 2013.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
We do not issue or invest in financial instruments or their derivatives for trading or speculative purposes. Although we sell our products in select international
markets, our operations are primarily conducted in the United States, and, as such, we are not subject to material foreign currency exchange risks at this time. We
have outstanding debt and related interest expense, however, market risk in interest rate exposure in the United States and limited international markets is
currently not material to our operations. We primarily utilize letters of credit and credit insurance to mitigate risks of collection in our business outside of the
United States.

Item 4. Controls and Procedures.
Quarterly Disclosure Controls and Procedures Evaluation
We carried out an evaluation, under the supervision and with the participation of our management, including our Principal Executive Officer and our Principal
Financial Officer, of the effectiveness of our disclosure controls and procedures as of March 31, 2014, the end of the quarterly period covered by this report.
Based on the foregoing, our Principal Executive Officer and our Principal Financial Officer concluded that, as of the end of the period covered by this report, our
disclosure controls and procedures were effective and operating at the reasonable assurance level. There has been no change in our internal controls over
financial reporting that has materially affected, or is reasonably likely to materially affect, our internal controls over financial reporting subsequent to the date of
this report.
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PART II — OTHER INFORMATION

Item 1. Legal Proceedings.
The disclosures set forth under Part I, Item 3, “Legal Proceedings” in our Annual Report on Form 10-K for the year ended December 31, 2013, are hereby
incorporated in their entirety herein by this reference and supplemented as herein provided below:
(a)

Neil and Kristine Markey, et al., Plaintiffs v. Lapolla Industries, Inc., Delfino Insulation, et al, Defendants

On May 1, 2014, the Plaintiffs’ counsel withdrew from representing the Plaintiffs due to “irreconcilable differences,” and the Court stayed
discovery for 60 to permit the Plaintiffs to hire a different attorney. Lapolla considers the allegations to be without merit and is vigorously defending the matter.
The outcome of this litigation cannot be determined at this time.
(b)
Robert and Cynthia Gibson, individually, and as parents and natural guardians of Robert Harvey Lee Gibson, Plaintiffs v. Lapolla Industries,
Inc. and Air Tight Insulation of Mid-Florida, LLC, Southern Foam Insulation, Inc., and Tailored Chemical Products, Inc., Defendants
On or about April 25, 2014, the Court stayed the case while some of the defendants have an opportunity to inspect the home and conduct an
investigation consistent with Florida state law for claims relating to construction defects. Lapolla considers the allegations to be without merit and is vigorously
defending the matter. The outcome of this litigation cannot be determined at this time.

V arious Lawsuits and Claims Arising in the Ordinary Course of Business
We are involved in various lawsuits and claims arising in the ordinary course of business, which are, in our opinion, immaterial both individually and in the
aggregate with respect to our consolidated financial position, liquidity or results of operations.

Item 1A. Risk Factors.
The disclosures set forth under Part I, Item 1A, “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2013, are hereby
incorporated in their entirety herein by this reference.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
Recent Sales of Unregistered Securities
During the quarterly period ended March 31, 2014, we issued, in private transactions in reliance on Section 4(2) of the Securities Act of 1933:
(a) An aggregate of 257,966 shares of restricted common stock, par value $.01 per share, to a director for advisory and consulting services, including shares
issued for anti-dilution issuances, which transactions were valued and recorded in the aggregate at $148,683.
(b) An aggregate of 301,996 shares of restricted common stock, par value $.01 per share, to the Chairman of the Board and majority stockholder in connection
with his personal guaranty for a Note Purchase Agreement, which transactions were valued and recorded in the aggregate at $181,198.

Item 3. Defaults Upon Senior Securities.
None.

Item 4. Mine Safety Disclosure.
None.

Item 5. Other Information.
None.

Item 6. Exhibits.
See Index of Exhibits on Page 21.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
LAPOLLA INDUSTRIES, INC.
Date:

May 14, 2014

By:
Name:
Title:

/s/ Douglas J. Kramer, CEO
Douglas J. Kramer
CEO and President

LAPOLLA INDUSTRIES, INC.
Date:

May 14, 2014

By:
Name:
Title:

/s/ Charles A. Zajaczkowski, CFO
Charles A. Zajaczkowski
CFO, Treasurer, and Principal Accounting Officer
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INDEX OF EXHIBITS
Exhibit Number
31.1
31.2
32

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 § 906 of Sarbanes-Oxley Act of 2002.
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Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
I, Douglas J. Kramer, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Lapolla Industries, 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 the Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and we 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 officers 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 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.
LAPOLLA INDUSTRIES, INC.

Date: May 14, 2014

/s/ Douglas J. Kramer, PEO
Douglas J. Kramer
Principal Executive Officer

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
I, Charles A. Zajaczkowski, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Lapolla Industries, 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 the Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and we 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 officers 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 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.
LAPOLLA INDUSTRIES, INC.

Date: May 14, 2014

/s/ Charles A. Zajaczkowski, PFO
Charles A. Zajaczkowski
Principal Financial Officer

Exhibit 32
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
The following certifications are being furnished solely to accompany the Report pursuant to 18 U.S.C. § 1350 and in accordance with
SEC Release No. 33-8238. These certifications shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as
amended, nor shall they be incorporated by reference in any filing of the Company under the Securities Act of 1933, as amended, whether made
before or after the date hereof, regardless of any general incorporation language in such filing.
Certification of Principal Executive Officer
Pursuant to 18 U.S.C. § 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned officer of Lapolla
Industries, Inc., a Delaware corporation (the “Company”), hereby certifies, to his knowledge, that:
(i)

the accompanying Quarterly Report on Form 10-Q of the Company for the period ended March 31, 2014 (the “Report”) fully
complies with the requirements of Section 13(a) or Section 15(d), as applicable, of the Securities Exchange Act of 1934, as
amended; and

(ii)

the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.
LAPOLLA INDUSTRIES, INC.

Date: May 14, 2014

/s/ Douglas J. Kramer, PEO
Douglas J. Kramer
Principal Executive Officer

A signed original of this written statement required by Section 906 has been provided to Lapolla Industries, Inc. and will be retained by
Lapolla Industries, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
Certification of Principal Financial Officer
Pursuant to 18 U.S.C. § 1350, as created by Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned officer of Lapolla
Industries, Inc., a Delaware corporation (the “Company”), hereby certifies, to his knowledge, that:
(i)

the accompanying Quarterly Report on Form 10-Q of the Company for the period ended March 31, 2014 (the “Report”) fully
complies with the requirements of Section 13(a) or Section 15(d), as applicable, of the Securities Exchange Act of 1934, as
amended; and

(ii)

the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.
LAPOLLA INDUSTRIES, INC.

Date: May 14, 2014

/s/ Charles A. Zajaczkowski, PFO
Charles A. Zajaczkowski
Principal Financial Officer

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

