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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For The Quarterly Period Ended September 30, 2014

Commission File No001-31354

Lapolla Industries, Inc.
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Delaware 13-3545304
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Houston, Texas 77032

(Address of Principal Executive Office (Zip Code)
(281) 21-4700

(Registran's Telephone Numbe

Indicate by check mark whether the Registrant éF) filed all reports required to be filed by Secti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months, and (2)de&s subject to such filing requirements for thst[®0 days. YE® NO O

Indicate by check mark whether the registrant hdmnitted electronically and posted on its corpoléieb site, if any, every Interactive D
File required to be submitted and posted pursuaRile 405 of Regulation $8§232.405 of this Chapter) during the precedifgrionths (c
for such shorter period that the registrant wasired to submit and post such files). Y& NO O

Indicate by check mark whether registrant is adaagcelerated filer, an accelerated filer, or aaccelerated filerSeethe definitions of large
accelerated filer”, “accelerated filer”, and “snealreporting company” in Rule 12b-2 of the ExchaAge(Check one):

Large Accelerated Filer] Accelerated Filer O Non-Accelerated Filer O Smaller Reporting Compani4
Indicate by check mark whether the Registrantskeall company (as defined by Rule 12b-2 of the Brge Act). YESCO] NO M
Indicate the number of shares outstanding of e&tiedssuer's classes of common stock, as oftiest practicable date.

As of October 29, 2014 there were 115,423,905 shafr€ommon Stock, par value $.01, outstanding.
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PART | — FINANCIAL INFORMATION
As used in this report, "Lapolla” and the "Compaiy™Us" or "We" or “Our’refer to Lapolla Industries, Inc., unless the crntetherwiss
requires. Our Internet website address is www.lapmm.We make our periodic and current reports, togethién amendments to the
reports, available on our website, free of chaagesoon as reasonably practicable after such mkielectronically filed with, or furnished
the SEC. The information on our Internet websitedsincorporated by reference in this Quarterlp&eon Form 10-Q.
Item 1. Financial Statements.
LAPOLLA INDUSTRIES, INC.

INDEX TO UNAUDITED CONDENSED FINANCIAL STATEMENTS A ND
FINANCIAL STATEMENT SCHEDULES

CONDENSED BALANCE SHEETS (UNAUDITED)

September 30, 2014 and December 31, 2C 2
CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIV E LOSS(UNAUDITED)

Three and Nine Months Ended September 30, 2014 a2®13 3
CONDENSED STATEMENTS OF CASH FLOWS (UNAUDITED)

Nine Months Ended September 30, 2014 and 20 4

NOTES TO UNAUDITED CONDENSED FINANCIAL STATEMENTS 5

All schedules for which provision is made in theligable accounting regulations of the SEC areraqtired under the related instruction
are not applicable, and therefore have been omitted



LAPOLLA INDUSTRIES, INC.
CONDENSED BALANCE SHEETS
(UNAUDITED)

September 30, 201. December 31, 201.
Assets
Current Assets
Casf $ — $ —
Trade Receivables, N 8,865,01! 7,694,58!
Costs and Estimated Earnings in Excess of B#lian Uncompleted Contre 226,03: —
Inventories 4,117,01; 5,421,93!
Prepaid Expenses and Other Current Assets 628,70: 1,250,31.
Total Current Asse 13,836,76 14,366,83
Property, Plant and Equipme 1,457,53! 1,600,67!
Other Assets
Goodwill 4,234,82i 4,234,82
Other Intangible Assets, N 1,177,83 1,165,15
Deposits and Other Non-Current Assets, Net 449,83. 686,65
Total Other Asse 5,862,49 6,086,64:
Total Assets $ 21,156,80 $ 22,054,16
Liabilities and Stockholders' Equi
Current Liabilities:
Accounts Payabl $ 5,994,72. $ 6,694,63:
Accrued Expenses and Other Current Liabili 1,156,97! 1,456,89!
Current Portion of Long-Term Debt — 4,59¢
Total Current Liabilitie 7,151,70. 8,156,12
Other Liabilities:
Nor-Current Portion of Revolver Loz 5,442,03! 4,539,16.
Nor-Current Portion of Notes Payal- New Enhanced Not 7,027,88; 6,683,56.
Nor-Current Portion of Note Payat— Related Part 1,300,001 1,300,001
Accrued Interest — Note Payable — Related Party 172,30( 117,63:
Total Other Liabilitie: 13,942,21 12,640,35
Total Liabilities 21,093,91 20,796,48
Stockholders' Equity
Common Stock, $.01 Par Value; 140,000,000 Shardisofiwed; 115,423,90:
and 114,148,378 Issued and Outstanding for SepteB@h@014 and
December 31, 2013, respective 1,154,223 1,141,48
Additional Pait-In Capital 87,855,48 86,734,75
Accumulated (Deficit, (88,823,91) (86,495,65)
Accumulated Other Comprehensive (Lc (122,91) (122,91)
Total Stockholders' Equity 62,88¢ 1,257,67!
Total Liabilities and Stockholders' Equity $ 21,156,80 $ 22,054,16

The Accompanying Notes are an Integral Part oFihancial Statements



LAPOLLA INDUSTRIES, INC.

CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(UNAUDITED)

Three Months Ended September 3C

Nine Months Ended September 3C

2014 2013 2014 2013
Sales $ 17,874,30 $ 18,074,10 $ 52,661,37 52,837,38
Cost of Sales 14,588,68 14,136,14 42,437,34 41,416,49
Gross Profit 3,285,62 3,937,95 10,224,03 11,420,89
Operating Expense
Selling, General and Administrati 3,341,233l 3,396,02 9,774,42! 9,873,83!
Professional Fee 129,29! 192,19¢ 485,24 816,68t
Depreciatior 42,21¢ 41,78¢ 126,99! 131,04¢
Amortization of Other Intangible Asse 78,65: 80,32t 212,42¢ 338,77t
Consulting Fees 130,30 133,32 365,07 351,65¢
Total Operating Expenses 3,721,70:. 3,843,66; 10,964,16 11,512,00
Operating Income (Los: (436,07") 94,29 (740,129) (91,109
Other (Income) Expens
Interest Expens 306,50! 226,80¢ 879,05: 783,59(
Interest Expens- Related Part 203,87 187,87( 604,29¢ 557,58!
Interest Expens— Amortization of Discoun 46,00 — 136,51 —
(Gain) Loss on Derivative Liabilit — — — (65,65¢)
Other, Net 21,89: (23,20¢) (31,725 (41,54()
Total Other (Income) Expense 578,28: 391,47: 1,588,13 1,233,97!
Net (Loss) $ (1,014,35) $ (297,179) $ (2,328,26)) (1,325,08)
Net (Loss) Per Sha~ Basic and Dilute $ (0.0 $ (0.00) $ (0.02) (0.02)
Weighted Average Shares Outstanding 115,204,51 112,155,97 114,821,75 110,945,31
Other Comprehensive Income (Los
Foreign Currency Translation Adjustment (Loss) (2,205
Total Other Comprehensive (Loss) $ — $ — $ — (2,20%)
Comprehensive (Loss) $ (1,014,35) $ (297,179) $ (2,328,26) (1,327,29)

The Accompanying Notes are an Integral Part oFihancial Statements



LAPOLLA INDUSTRIES, INC.

CONDENSED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Cash Flows From Operating Activitis
Net Loss
Adjustments to Reconcile Net Loss to Net Cash (Usg®perating Activities
Depreciatior
Amortization of Other Intangible Asse
Provision for Losses on Accounts Receivi
Share Based Compensation Expe
Interest Expens— Related Part
Interest Expens— Enhanced Notes PI
Interest Expens— Amortization of Discoun
Loss on Foreign Currency Exchar
Gain on Derivative Liability
Gain on Disposal of Ass
Changes in Assets and Liabilitie
Trade Receivable
Costs and Estimated Earnings in Excess of Bglion Uncompleted Contre
Inventories
Prepaid Expenses and Other Current As
Other Intangible Asse
Deposits and Other N-Current Asset
Accounts Payabl
Accrued Expenses and Other Current Liabilities
Net Cash (Used in) Operating Activities

Cash Flows From Investing Activiti
Acquisitions of Property, Plant and Equipm
Proceeds from Disposal of Property, Plant andifitgent
Net Cash Provided by (Used in) Investing Aites

Cash Flows From Financing Activiti¢
Proceeds from Revolver Lo
Principal Repayments to Revolver Lc¢
Principal Repayments to Notes Pay« Enhancec
Principal Repayments on Long Term Debt
Net Cash Provided by Financing Activities

Net Effect of Exchange Rate Changes on Cash

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

Supplemental Disclosure of Cash Flow Informati
Cash Payments for Intert

Supplemental Schedule of Non Cash Investing arahEing Activities
Issuance of Restricted Common Stock for RelRdy Personal Guaranty on Note
Payable

Nine Months Ended September 3C

2014 2013
$ (2,328,26) $ (1,325,08)
300,61¢ 343,53
212,424 338,77
603,79t 190,65
583,84 1,008,06:
604,29¢ 557,58!
207,80¢ —
136,51: —
46,39: —
— (65,656
(4,057) (7,149
(1,821,30) (1,179,63)
(226,03 _
1,304,92: (313,39
621,61: (4,809
(225,109 (96,719
236,82 (274,87)
(699,22) 711,58:
(299,91() 105,65
(744,84() (11,464
(206,42) (40,407
53,00( 28,78t
$ (153,42) $ (11,615
54,567,57 56,715,21
(53,664,70) (56,000,60)
(673,33)
(4,599 (15,999
898,26° 25,28
— (2,205)
$ — $ —
$ 790,57! $ 598,76
$ 329,07 $ 504,86:

The Accompanying Notes are an Integral Part oFihancial Statements



LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED)

Note 1. Basis of Presentation, Critical AccountingPolicies, Estimates, and Assumptions.

The condensed financial statements included hexmnunaudited. Certain information and footnotecldsures normally included in financial statem
prepared in accordance with U.S. generally accegtedunting principles have been condensed or ednfttirsuant to the rules and regulations of the. 3
the opinion of management, the accompanying statenreflect adjustments necessary to present faigyfinancial position, results of operations aagt
flows for those periods indicated, and contain adég disclosure to make the information presentetdnmisleading. Adjustments included herein are
normal, recurring nature unless otherwise discldsethe Notes to the condensed financial statemdiits condensed financial statements included
should be read in conjunction with the financiatements and Notes thereto included in Lapollaiestaannual report on Form ¥04in order to fully
understand the basis of presentation. Results efatipns for interim periods are not necessaritlicative of the results of operations for a fulbyeCertail
amounts in the prior years have been reclassified¢anform to the 2014 unaudited condensed finarstialement presentation. Reference is ma
Management'’s Discussion and Analysis of Financ@hdition and Results of Operations on pageSké.Part I, ltem 1A, in our Annual Report on Form KO-
for the year ended December 31, 2013 (“2013 AniRegort”) for risk factors that could impact resuRRgfer to the Companys 2013 Annual Report for
description of major accounting policies. Thereéaeen no material changes to these accountingigoliuring the three and nine months ended Sept
30, 2014.

Fixed-Price Contracts

The Company'’s AirTight Division performs work undeted-price contracts. The lengths of the fixailce contracts vary but are typically less thae gaatr
In accordance with industry practice, the Compamjuides asset and liability accounts relatingediprice contracts, including related deferred incaenes
if applicable, in current assets and liabilitiegewhen such amounts are realizable or payableayperiod in excess of one year. Revenues fronu{ixie
contracts are recognized on the percentagspfpletion method, measured by the percentagest$ ancurred to date to estimated total costsdoheontrac
Fixedprice contract costs include all direct materiahdr costs, equipment and those indirect costseckl@ contract performance, such as indirect |
supplies, tools, and repairs costs. General andnégtrative costs are charged to expense as irtuPmvisions for estimated losses on uncompletediract:
are made in the period in which such losses aermi@ied. Changes in job performance, job conditenmd estimated profitability, including those argsifron
contract penalty provisions and final contractlegtents may result in revisions to costs and incamare recognized in the period in which thesiewis ar
determined. The asset "costs and estimated earnmirgsess of billings on uncompleted contractgtesents revenues recognized in excess of amoiliets
The liability "billings in excess of costs and estited earnings on uncompleted contracts" reprebélings in excess of revenues recognized.

Income Taxes

The Companys provision for income taxes is determined usirg thS. federal statutory rate. The Company recegnideferred tax assets and liabilities
temporary differences between the financial repgrbasis and the tax basis of our assets anditi@bialong with net operating loss and tax creditryovers
The Companys deferred tax asset was approximately $23.1 miliod $23.5 million at September 30, 2014 and Déeer81, 2013, respectively. T
Company recorded a valuation allowance againsd#ferred tax asset of $23.1 million and $23.5 orillat September 30, 2014 and December 31,

respectively, reducing its net carrying value tooz&8he Company had no increase or decrease in unrizeagimcome tax benefits or any accrued intere
penalties relating to tax uncertainties at Septer8be2014 and December 31, 2013. Unrecognizeteaefits are not expected to increase or decretbim
the next twelve months.

Impairment of Long-Lived Assets
Property, Plant and Equipme

Property, plant and equipment is recorded at codtdepreciated using the straigine method, which deducts equal amounts of th¢ absach asset frc
earnings every year over its estimated economifuutite. The estimated economic useful life of asset is monitored to determine its appropriate
especially in light of changed business circumstanProperty, plant, and equipment held for uggdagped for impairment testing at the lowest Ideewhich
there is an identifiable cash flow. Impairmentitggf the asset group occurs whenever eventsanges in circumstances indicate that the carryinguat o
the assets may not be recoverable. Such circunestamould include a significant decrease in the etavialue of a londived asset grouping, a significi
adverse change in the manner in which the assepmrgis being used or in its physical conditiomjistory of operating or cash flow losses assodiatih the
use of the asset grouping, or changes in the eagaaseful life of the londjved assets. If such circumstances are determineexist, an estimate
undiscounted future cash flows produced by thagtagoup is compared to the carrying value to deitee whether impairment exists. If an asset gr@
determined to be impaired, the loss is measureddbas the difference between the asset gmtgr value and its carrying value. An estimateha asst
group’s fair value is based on the discounted valuesoéstimated cash flows. Assets to be disposed shlgyare reported at the lower of carrying amaouw
fair value less cost to sell. The assumptions uyider cash flow projections represent our bestnestes at the time of the impairment review. Factioas we
must estimate include industry and market conditi@ales volume and prices, costs to produceCatmges in key assumptions or actual conditiorntsdiffar
from estimates could result in an impairment chak@nagement believes it uses reasonable and gapf@assumptions when performing impairment res
and cannot predict the occurrence of future evantscircumstances that could result in impairméarges. The Company does not believe any indicaf
impairment exist for property, plant and equipmanSeptember 30, 2014. Net property, plant andpeegmt totaled $1,457,539 and $1,600,679 as of an
the quarter and year ended September 30, 2014 exehiiber 31, 2013, respectively. Depreciation expéstaled $96,695 and $110,838, of which $54,4d
$69,052, and $300,619 and $343,538, of which $PA3zhd $212,492, was included in cost of salesth®ithree and nine months ended September 30
and 2013, respectively.



LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 1. Basis of Presentation, Critical Accountingpolicies, Estimates, and Assumptions - continued.

Goodwill

Goodwill represents the excess of the aggregatehpse price over the fair value of net tangible mEtahtifiable intangible asset of an acquired bess$
Goodwill was $4,234,828 at September 30, 2014 aade®ber 31, 2013. The Company operates two regouiits or segments, Foam and Coati
Disclosures related to goodwill are included in &l8tto the financial statements. The Company etedugoodwill for impairment on an annual basismore
frequently if management believes indicators ofampent exist, by comparing the carrying value afrereportable segment to its estimated fair valhe
annual evaluation is performed in the fourth quasfeeach calendar year. The impairment test reguime Company to compare the fair value of egobrtiec
unit to its carrying value, including assigned gedld As of September 30, 2014, the Company dodsebteve any indicators of impairment exist foogwill
that would require additional analysis before tB&é£2annual evaluation.

Other Intangible Assets

The Company had other intangible assets consiptingarily of customer lists, product formulatioisgde names, and naompetes that were acquired as
of business combinations. Other intangible assetsested for impairment as part of the Idivgd asset grouping impairment tests. Impairmesting of th
asset group occurs whenever events or changescimng§tances indicate that the carrying amount efabsets may not be recoveral8ee impairmen
discussion above under Property, Plant and Equipfoem description of how impairment losses aredrined. Disclosures related to other intangilsiset
are included in Note 9 to the financial statemeS8ignificant management judgment is required inftrecasts of future operating results that arel usehe
Companys impairment evaluations. The estimates used arsistent with the plans and estimates that managienses to manage its business. It is pos
however, that the plans may change and estimaggsmay prove to be inaccurate. If the Comparactual results, or the plans and estimates usédtuire
impairment analyses, are lower than the origintinedes used to assess the recoverability of thesets, then the Company could incur future impeit
charges, which would adversely affect financialfgenance. The Company does not believe any indisaibimpairment exist for other intangible asss
September 30, 2014. Net other intangible assetdetbt$1,177,837 and $1,165,157 as of September2@D4 and December 31, 2013, respecti
Amortization expense totaled $78,653 and $80,32f, $212,428 and $338,776, for the three and ninaetimsoended September 30, 2014 and :
respectively.

Revenue Recognition

Sales are recognized as risk and title to produatssfers to the customer (which generally occarthe time shipment is made), the sales pricexisdfiol
determinable, and collectability is reasonably emguSales channels include direct sales, distributand independent representatives. Amountsdbitie
shipping and handling are included in sales (fr@igfreight included in sales totaled $245,379 $2@1,466, and $720,394 and $851,699, for the @nelenin:
months ended September 30, 2014 and 2013, resplgctiosts incurred for shipping and handling alded in cost of sales. Sales are recorded rsdle:
tax. Freight included in cost of sales totaled $2,799 and $882,121, and $3,136,657 and $2,549%@8®e three and nine months ended Septembet(3@
and 2013, respectively.

Share-Based Compensation

The Company accounts for stobksed compensation by measuring and recognizingosteof employee or director services receiveeikichange for an awe
of equity instruments based on the grdate fair value of the award. The fair value ofrshlaased awards is estimated at the grant datg asgtraight lin
closing trading stock price based valuation model the portion that is ultimately expected to Vestcognized as compensation cost over the reégsivic
period. Share based compensation expense was $088@ $309,762, and $563,369 and $969,676, fothtlee and nine months ended September 30,
and 2013, respectively. If additional stock opti@rsstock awards are granted, financial performanitebe negatively affected, and if outstandingck
options or stock awards are forfeited or cancetedulting in nonvesting of such stock options or stock awards,niiie performance will be positive
affected. In either instance, the Company’s finahperformance may change depending on stock optistock award activities in future periods.

Allowance for Doubtful Accounts

The Company presents trade receivables, net ofrafioes for doubtful accounts, to ensure trade vabtgs are not overstated due to uncollectible s
Allowances, when required, are calculated based aetailed review of certain individual customecamts and an estimation of the overall econ
conditions affecting our customer base. The Compamiews a customes’credit history before extending credit. The allmee for doubtful accounts v
approximately $698,000 and $317,000 at Septembe2@® and December 31, 2013, respectively. Iffitencial condition of customers were to deterie
based on worsening overall economic conditionsjltieg in an impairment of their ability to makeypaents to the Company, then additional allowancay
be required in future periods, which would adversdfect the Company’s financial performance.



LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 1. Basis of Presentation, Critical Accountingpolicies, Estimates, and Assumptions - continued
Advertising and Marketing

Advertising and marketing costs are generally espdras incurred. Expenditures for trade magazindgdedevision commercials are expensed at the tire
first advertisement is printed or shown on telensiExpenditures for certain advertising and mankeactivities related to trade shows are defewdhin the
Companys fiscal year when the benefits clearly extend hdythe interim period in which the expenditure iad®, generally not to exceed 90 days. (
advertising and marketing expenditures that domegt the deferred criteria are expensed when thertiging occurs. Deferred advertising capitalizeat
$167,836 and $66,719 for the nine months endece8dgar 30, 2014 and 2013, respectively. Total atbiegtand marketing costs expensed were $218,94
$129,176, and $806,578 and $732,493, for the tmelenine months ended September 30, 2014 and &&&ctively.

Net Income (Loss) Per Common Share

Basic income (loss) per share is based upon thencete (loss) applicable to common shares aftefepied dividend requirements and upon the wei¢
average number of common shares outstanding dthgeriod. Diluted income (loss) per share reflebe effect of the assumed conversions of corhble
securities and exercise of stock options only irggks in which such effect would have been dilutiFer the three and nine months ended Septemb@03¢
and 2013, basic and diluted net (loss) per sharéharsame since (a) the Company has reflectetllassefor the period presented and (b) the patkissuanc
of shares of common stock of the Company wouldriteddlutive.

New Accounting Standards Not Yet Adopted

In May 2014, the FASB issued ASU No. 2014-09Ré&venue from Contracts with CustomérsThe ASU will supersede most of the existing rew
recognition requirements in U.S. GAAP and will regLentities to recognize revenue at an amountréflgcts the consideration to which the Comparpeek
to be entitled in exchange for transferring goodsearvices to a customer. The new standard alsairesgsignificantly expanded disclosures regardhm
qualitative and quantitative information of an &n$i nature, amount, timing, and uncertainty oferaye and cash flows arising from contracts withtamsrs
The pronouncement is effective for annual reporfirgods beginning after December 15, 2016, indgdinterim periods within that reporting period aadc
be applied retrospectively, with early applicationt permitted. The Company is currently evaluatthg impact the pronouncement will have on
consolidated financial statements and related aisces.

In April 2014, the FASB issued an accounting stadslaipdate that raises the threshold for dispasajsalify as discontinued operations and allowsganie
to have significant continuing involvement with aocontinuing cash flows from or to the discontinugakration. It also requires additional disclosuia
discontinued operations and new disclosures foivitdally material disposal transactions that da meet the definition of a discontinued operati®his
guidance will be effective for fiscal years begimpiafter December 15, 2014, which will be the Conyfmfiscal year 2015, with early adoption pernaitt€he
Company does not expect the adoption of the guaiilt have a material impact on the Company's eoiséd financial statements.

In August 2014, the FASB issued ASU No. 2014-1PBrésentation of Financial Statements—Going Concddisclosures of Uncertainties about an Enty’
Ability to Continue as a Going Conce” The amendments in this ASU are intended to defia@agemens’ responsibility to evaluate whether ther
substantial doubt about an organizattoability to continue as a going concern and toigerelated footnote disclosures. This ASU presiduidance to i
organizations management, with principles and definitions & intended to reduce diversity in the timing aodtent of disclosures that are comm
provided by organizations in the financial statetrfentnotes. The pronouncement is effective farua reporting periods ending after December 1862
interim periods within annual periods beginningeafbecember 15, 2016. Early adoption is permiftedannual or interim reporting periods for whidke
financial statements have not previously been thstigne Company is currently evaluating the imghetpronouncement will have on the condensed fiat
statements and related disclosures.

Note 2. Liquidity.

The Company had an accumulated deficit of $88,8Z8@n September 30, 2014, had a net loss of $2828&Juring the nine months ended Septembe
2014, and used $744,840 of cash in operating &eswviluring the nine months ended September 301.284 a result, there are concerns about the ligyuad
the Company at September 30, 2014. The Compang hesking capital surplus of $6,685,065. Managenhetieves that the cash generated from opera
the cash available under the Revolver Loan, sultigebbrrowing base limitations, and the ChairnsaRinancial Substitution Commitment, based on bted
sales and expenses as supported by credit, mardiex@ense controls, are sufficient to fund the @amy’s operations, including capital expenditures, e
next 12 months.

Note 3. Dependence on Few Suppliers.
The Company is dependent on a few suppliers faaiceraw materials and finished goods. For theettaned nine month periods ended September 30, 2

2013, raw materials and finished goods purchased the three largest suppliers accounted for apmeaely 44% and 44%, and 43% and 53%, of purch
respectively.



LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 4. Trade Receivables.
Trade receivables are comprised of the following at

Trade Receivable
Less: Allowance for Doubtful Accoun

Trade Receivables, Net

Note 5. Costs and Estimated Earnings on Uncomplete@ontract.

The following is a summary of contracts in prograss

Costs Incurred on Uncompleted Contre
Estimated Net Income on Uncompleted Contracts

Billings to Date

September 30, 201.

December 31, 201.

$ 9,562,80-
(697,78
$ 8,865,01"

This amount is included in the accompanying condeesl balance sheet under the following captions at:

Costs and Estimated Earnings in Excess of Billmg&Jncompleted Contrac
Billing in Excess of Costs and Estimated EarningdJocompleted Contrac

Note 6. Inventories.

The following is a summary of inventories at:

Raw Materials
Finished Goods
Total Inventorie:

Note 7. Prepaid Expenses and Other Current Assets.

The following is a summary of prepaid expensesahdr current assets at:

Prepaid Insurance
Prepaid Marketing
Prepaid Consultin
Prepaid Othe
Note Receivable, Net
Total Prepaid Expenses and Other Current A:

Note 8. Property, Plant and Equipment.

The following is a summary of property, plant amgiipment at:

Vehicles
Leasehold Improvemen
Office Furniture and Equipme
Computers and Softwa
Machinery and Equipment

Total Property, Plant and Equipm:

Less: Accumulated Depreciati

Total Property, Plant and Equipment, Net

September 30, 201.

8,011,17
(316,58)

7,694,58!

September 30, 201.

961,64«
228,05!

1,189,70.
(963,67()

226,03:

September 30, 201.

226,03

226,03

December 31, 201

1,139,12:
2,977,88!

4,117,01.

September 30, 201.

1,804,95!
3,616,97

5,421,93

December 31, 201

150,64
166,77(

44,04¢
267,23

628,70:

September 30, 201.

582,65¢
152,66
66,20¢
357,83
90,94¢

1,250,311

December 31, 201.

573,71
288,77
297,73
896,33¢
2,503,06.

4,559,63:
(3,102,09)

1,457,583

649,48
288,77
327,32
1,185,33:
2,466,00

4,916,93.
(3,316,25)

1,600,67!




LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 9. Goodwill and Other Intangible Assets.
Goodwill

The following is a summary of Goodwill at:

September 30, 201. December 31, 201.
Foam $ 2,932,20:i $ 2,932,20:
Coatings 1,302,621 1,302,62!
Total Goodwiill $ 4,234,82 $ 4,234,82
Other Intangible Assets
September 30, 201. December 31, 201.
Gross Accumulated Net Gross Accumulated Net

Amount Amortization Amount Amount Amortization Amount

Product Formulatiol $ 138,47. $ (88,467 $ 50,000 $ 13847 $ (81549 $ 56,927
Trade Name 750,18t (306,727 443,46« 740,32! (269,217 471,11
Approvals and Certifications 1,763,00: (1,078,63) 684,36 1,547,75. (910,63 637,11

$2,651,65' $(1,473,82) $1,177,83  $2,426,55/ $(1,261,39) $1,165,15

Note 10. Deposits and Other Non-Current Assets, Net

The following is a summary of deposits and other-norrent assets at:

September 30, 201. December 31, 201.
Deferred Financing Fet $ 211,51¢ $ 285,24¢
Prepaid Expense 19,52: 46,74«
Other Receivable 65,20¢ 55,29
Deposits 153,58! 153,58:
Note Receivable, N¢ — 145,79:
Total Deposits and Other-Non-Current Assets $ 449,83: $ 686,65t
Note 11. Accrued Expenses and Other Current Liabities.
The following is a summary of accrued expensesadiner current liabilities at:
September 30, 201. December 31, 201.
Accrued Payrol $ 67,87 $ 169,78!
Accrued Commission 101,53 61,00(
Accrued Inventory Purchas 116,97 178,61t
Accrued Taxes and Oth 806,69( 606,27!
Accrued Insuranc 34,02: 427,39!
Deferred Finance Charge Incol 29,88: 13,82«
Total Accrued Expenses and Other Current Litgdsl $ 1,156,97! $ 1,456,89!

Note 12. Financing Instruments.

(a) Loan and Security Agreement The Company maintains a $13,000,000 revolver [¢evolver Loan”)pursuant to a Loan and Security Agreement
Bank of America, N.A. (“Bank”),under which the Company granted the Bank a comgsecurity interest in and lien upon all Compasgets ("Loa
Agreement”).The Base Rate is equal to the greater of (a) timeePRate; (b) the Federal Funds Rate, plus 0.50%g)d.IBOR for a 30 day interest period, [
1.50%. The Company is required to submit its BomngmBase calculation to the Bank daily. If, at aimye, the Companyg Borrowing Base calculation is It
than the amount outstanding under the Revolver Laad that amount remains unpaid or is not incee&een future Borrowing Base calculations to an ami
equal to the balance outstanding under the Revdlean at any given time, the Bank, in its discnetimay accelerate any and all amounts outstandidg!
the Revolver LoanAt September 30, 2014 and December 31, 2013, tlendm outstanding on the Revolver Loan was $5,8@dhd $4,539,163, and

weightedaverage interest rate was 4.4% and 4.5%, respictiveSeptember 30, 2014, the available balance $43077,892. Under the Loan Agreement
Company was required to have a certain Fixed Ch@merage Ratio (FCCR) as of the last day of eachtim As of September 30, 2014, the Company
not in compliance with this covenant primarily besa of a non-recurring note receivable wafé-Accordingly, the Bank agreed to amend the rd#éfin of
FCCR to 1.0 to 1.0. The Bank also agreed to ameadRevolver Termination Date from March 31, 201&ébruary 15, 2015, which will allow us to conti
to draw under the Revolver Loan until February 2815. As a result, the Company was in compliandé wil of the Loan Agreement debt covenan
September 30, 201&ee also Note 17 — Subsequent Events, Items (a) and (bjnéwe information.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 12. Financing Instruments — continued.
(b) Note Purchase Agreements

(i) New Enhanced Note The Company issued an aggregate of $7.2 millio8ubordinated Secured Promissory Notes to Enhaiwlesi for Texe
Fund, LLC (“Enhanced Jobs”) and Enhanced CreditpStpd Loan Fund, LP (“Enhanced Creditfyrsuant to a Note Purchase Agreement, of which
million was to Enhanced Credit and $1.5 million wasEnhanced Jobs, both of which mature on Decerh®eP016, under which the Company grant
second lien on all its assets after the Bank (“NEwanced Note”)Interest is payable monthly and broken down intoent pay interest at the rate of 7.2
per annum, and PIK interest at the rate of 3.75%idlwis added to the principal balance of the aumiding notes) to create the aggregate interesofdt&%. Ir
connection with the Prior Enhanced Note (definetbugk being refinanced in connection with the NewhBnced Note Refer to (iii) below), a purchas
discount of $542,886 was recognized and is beingréred to interest expense using the effectiveregt method over the three year term of the
Enhanced Note $ee also (ii) below). At September 30, 2014 and December2®1,3, the balance outstanding on the New EnhaNogel was $7,027,882 a
$6,683,561 and the effective interest rate was%afd 29.0%, respectively. At September 30, 201térest expenseamortization of discount was $136,5
Under the New Enhanced Note, the Company was rjtir have a certain EBITDA for the three monthdeehas of the last day of each month and FC(
of the last day of each month. As of September28d4, the Company was not in compliance with tlesenants primarily because of a necurring not
receivable writesff. Accordingly, Enhanced Jobs and Enhanced Cegtited to amend the definition of FCCR to 1.0.@b &nd the EBITDA requirements.
addition, the PIK interest rate was changed froif6% to 4.25%. As a result, the Company was in c@npé with all of the New Enhanced Note (
covenants at September 30, 203 also Note 17 — Subsequent Events, Item (c), for morerimétion.

(i) New Guaranty Agreement. In connection with the New Enhanced Note desdrilne(i) above, Richard J. Kurtz, Chairman of theaBl an
principal stockholder (the “Chairman”as guarantor, entered into a Guaranty Agreemefiit Bithanced Credit, as agent under the New Enhaxoés] tc
secure the Company’s performance under the NewriesldaNote. The Company, in exchange for the Chaitengersonal guaranty of the obligations ui
the New Enhanced Note, granted the Chairman 3,681sBares of restricted common stock, which shaessmonthly on a pro rata basis over the three
term of the New Enhanced Note (“New Guaranty SHardhe New Guaranty Shares were valued at $.60 pee $baan aggregate of $2,208,600. The
Guaranty Shares are being recorded as intereshsxpeelated party, thereby increasing the effectiverest rate on the New Enhanced Note. At Septe
30, 2014 and December 31, 2013, there were 91&0843,821 New Guaranty Shares vested, valuedemmodded in the aggregate at $549,633 and $4«
respectively.

(iii) Prior Enhanced Note . Upon receipt of the $7.2 million under the Newhknced Note described in (i) above on December2Q@3, thi
Company paid off the outstanding balances due utigeprior Note Purchase Agreement, dated as of 29n 2012, entered into with Enhanced Jobs
Enhanced Capital Texas Fund LP (“Enhanced Capital'the amount of $1,673,381 for Enhanced Jobs$dn@l73,381 for Enhanced CapitalP(for Enhance
Note”), and all related agreements were terminated. At Dbee 9, 2013 and prior to the payoff of the balaoutstanding on the Prior Enhanced Not
$3,346,762 (as described above), the effectiveasteate was 29.2%.

(iv) Prior Guaranty Agreement . As a result of the payoff of the Prior Enhanceotds as described in (iii) above, the Company dedcar
aggregate of 1,376,712 unvested shares (with secarded valued of $371,801) which shares were pusly issued in connection with the personal gug
required for the Prior Enhanced Note from the Ghair to secure the Company’s performance underribe Bnhanced Note (“Prior Guaranty Share3he
Prior Guaranty Shares were valued at $.27 per $baen aggregate of $1,350,000. The Prior Guar8hires were recorded as interest expemskated party
thereby increasing the effective interest ratehenRrior Enhanced Note.

(c) Note Payable — Related Party On April 16, 2012, the Company issued a $1,30D,0@missory note, bearing interest at 5% per anrtonthe
Chairman in exchange for an equal amount of pragestich is subordinate to the Loan Agreement &iedNew Enhanced Note described in (a) and
above and matures on June 10, 2017. At Septemb@038 and 2013, interest expense — related parsy$54,667 and $52,634, respectively.

Note 13. Related Party Transactions.

(a) On April 28, 2014, the Company granted an aggpee of 400,000 five-year stock options to four-eomployee directors, consisting of Jay C. N
Arthur J. Gregg, Augustus J. Larson, and HowarBrown, each for 100,000 shares of common stocanaixercise price equal to $0.42 per share. Eatte
foregoing stock options vest over a period of t@p Years at the rate of 50,000 options on April 2015 and 50,000 options on April 30, 2016, anc
exercisable after one (1) year from each respeggsting date. All stock options automatically vast are exercisable upon a change in controltteothre:
and nine months ended September 30, 2014, the cyrmpeognized approximately $14,000 and $33,00&fense related to these options, respectively
options are valued using the BlaBkholes model. The total fair value of the granbéorecognized is $155,027. In addition, the cashpensation to tt
foregoing non-employee directors was increased $&000 per year, payable quarterly, to $12,50¢ ear, effective January 1, 2014.

(b) On April 28, 2014, the Company granted an agmpe of 1,025,000 fivgear stock options to eight key employees, inclgdime named executi
officers, consisting of Douglas J. Kramer, MichdelAdams, Harvey L. Schnitzer, and Charles A. Z#agvski, of which 350,000 options were for |
Kramer, 150,000 options each were for Mr. Adams lndSchnitzer, and 100,000 options were for Mrjagakowski, and 275,000 options were for other
employees, each for shares of the Commangmmon stock, at an exercise price equal to §ed2hare. Each of the foregoing stock options @esr a perio
of three (3) years at the rate of 33 and 1/3 péraeDecember 31, 2014, December 31, 2015, andrile®e31, 2016, and are exercisable upon vestirl
stock options automatically vest upon a changeointrol. For the three and nine months ended Semte®® 2014, the company recognized approxim
$34,000 and $83,000 in expense related to thesensptespectively. The options are valued usirgBlackScholes model. The total fair value of the gra
be recognized is $368,189.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 13. Related Party Transactions - continued.

(c) On May 14, 2014, the Company granted five-ygack options to the Chairman for an aggregate06f@D0 shares of the Compasgommon stock,
an exercise price equal to $0.54 per share. Thegdong stock options vest over a period of twoy@jrs at the rate of 200,000 options on May 14521k
May 14, 2016, respectfully, and once vested, aragdiately exercisable. Upon commencement of a @éhangontrol, all unvested stock options automdsi
vest. For the three and nine months ended Septe3fb@014, the company recognized approximatelyGRIBand $38,000 in expense related to these &
respectively. The options are valued using the IBBcholes model. The total fair value of the gitane recognized is $199,305.

(d) For the three and nine months ended Septenthe203d4, 20,367 and 334,471 shares of common sitedkding antidilution shares, were issued t
nonemployee director for advisory and consulting sasj which transactions were valued and recordethénaggregate at $13,563 and $193,
respectively.

(e) For the three and nine months ended SepteB 2014, 308,707 and 916,054 shares of commuomhk previously issuetb the Chairman in
connection with his personal guaranty of the New Bmanced Note vested, which transactions were valuehd recorded in the aggregate at $185,2
and $549,633, anclassified as interest expense — related peBee also Note 12 — Financing Instruments Item (b)(iilNew Guaranty Agreement, for mi
information.

(f) For the three and nine months ended Septembef@®14, the Company accrued an aggregate of $A&68 $54,667 in interest relating to
promissory note to the Chairme®ee also Note 12 — Financing Instruments, Item (c) — NotgdPée — Related Party, for more information.

Note 14. Net Income (Loss) Per Common Share — Basind Diluted.
Basic income (loss) per share is based upon thencete (loss) applicable to common shares aftefepted dividend requirements and upon the wei¢
average number of common shares outstanding dtirengeriod. Diluted income (loss) per share refl¢ice effect of the assumed exercise of stock ep@Em(

warrants only in periods in which such effect wolbéie been dilutive.

The computation of the Company’s basic and dil@#ehings per share at:

Three Months Ended September 3C Nine Months Ended September 3C
2014 2013 2014 2013

Net loss available to common shareholc $ (1,014,35) $ (297,179 $ (2,328,26)) $ (1,325,08)
Weighted average common shares outstar 115,204,51 112,155,97 114,821,75 110,945,31
Dilutive effect of equity incentive plar 350,00( 350,00( 350,00( 350,00(
Weighted average common shares outstanding, asgur

dilution 115,487,65 112,274,35 114,143,42 111,035,14
Basic earnings per common sh $ (0.09) $ (0.00) $ (0.02) $ (0.0
Diluted earnings per common shi $ (0.0 $ (0.00 $ (0.09) $ (0.01)

At September 30, 2014, a total of 2,460,000 shafemmon stock underlying vested and exercisatuleksoptions were excluded from the calculatio
diluted earnings per common share, of which 3508100k options had exercise prices less than th&ahsalue of the common shares (in-theney) an
2,110,000 stock options had exercise prices grélader or equal to the market value of the commanmesh(out-of-thenoney). At September 30, 2013, a t
of 3,055,833 shares of common stock underlyingegeand exercisable stock options were excluded fhencalculation of diluted earnings per commorre,
of which 350,000 stock options were in-the-moneg a1¥05,833 stock options were out-of-the-moneyxhSaut-of-themoney securities could be includec
the calculation in the future if the market valdetiee Companys common shares increases and is greater thaxeéheise price of these securities and
have not expired.

Note 15. Securities Transactions.
(a) During the third quarter of 2014, the Compaagted an aggregate of 308,707 shares of restgomdion stock previously issuealthe Chairman in
connection with his personal guaranty of the New Bmanced Note, which transactions were valued and readed in the aggregate at $185,224, a

classified as interest expense — related party.

(b) During the third quarter of 2014, the Compassued an aggregate of 20,367 ailtition shares of restricted common stock in catioa with ar
agreement for advisory and consulting servicesglwiransactions were valued and recorded in theeggte at $13,563.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 16. Business Segment Information.

Business Segments

The Company is a leading national manufacturer sungplier operating two segments, Foam and Coatibgsed on manufacturing competencies.
accounting policies of the segments are the santhose described in the summary of significant antiag policies. The Company allocates resourc
segments and evaluates the performance of segimeses upon reported segment sales. Administratipenses are allocated to both segments. Unallc
costs reflect certain corporate expenses, insuramoestor relations, and gains and losses relatéige disposal of corporate assets and derivétibdities anc
are included irdnallocated AmountsThere are no intersegment sales or transfers.

Three Months Ended September 3(C

2014 2013
Foam Coatings Totals Foam Coatings Totals
Sales $15,381,000 $2,493,300 $17,874,30 $15,299,77 $2,774,32.  $18,074,10
Depreciatior 32,69¢ 5,30( 37,99¢ 31,83t 5,77: 37,60¢
Amortization of Other Intangible Asse 60,91 9,87¢ 70,781 61,19¢ 11,09° 72,29:
Interest Expense 239,38¢ 38,80¢ 278,19! 175,51 31,82¢ 207,33¢
Segment Profit $ 9051 $ 204,84« $ 29535 $ 69574 $ 412,99: $ 1,108,73
Segment Assefd) 17,350,89 3,575,85 20,926,75 17,791,68 3,942,63 21,734,32
Expenditures for Segment Assets $ — $ — $ — $ 15700 $ 2,84¢ $ 18,55¢

Nine Months Ended September 3C
2014 2013
Foam Coatings Totals Foam Coatings Totals

Sales $45,554,92  $7,106,44' $52,661,37  $45,103,93  $7,733,45. $52,837,38
Depreciatior 98,87: 15,42 114,29¢ 100,57¢ 17,26: 117,84:
Amortization of Other Intangible Asse 165,38 25,80( 191,18! 260,27: 44,62¢ 304,89t
Interest Expense 700,63¢ 109,29 809,93: 572,43! 98,14¢ 670,58t
Segment Profit $ 91193¢ $ 72858( $ 1,640,520 $ 1,909,55 $1,136,10 $ 3,045,66!
Segment Assefd) 17,420,37 3,506,37. 20,926,75 17,907,81 3,826,50! 21,734,32
Expenditures for Segment Assets $ 17857( $ 2785 $ 20642 $ 3448 $ 591 $ 40,40

The following are reconciliations of reportable @t profit or loss, and assets, to the Compargnsalidated totals:

For The Nine Months Ended Septembe For The Nine Months Ended Septembe

30, 30,

Profit or Loss 2014 2013 2014 2013
Total Profit or Loss for Reportable Segme $ 295,35¢ $ 1,108,73 $ 1,640,52! $ 3,045,66!
Unallocated Amounts

Corporate Expens: (1,309,71) (1,405,91) (3,968,79I) (4,370,75)
Income (Loss) Before Income Taxes $ (1,014,35) $ (297,179 $ (2,328,26)) $ (1,325,08)

Assets At September 30, 201 At December 31, 201
Total Assets for Reportable Segme(l) $ 20,926,75 $ 21,661,54
Other Unallocated Amounté) 230,05: 392,61,

Consolidated Tot: $ 21,156,380 $ 22,054,16

@ Segment assets are the total assets used in tfetiopef each segment.
@ Includes corporate assets which are principally el cash equivalents and deposits.
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LAPOLLA INDUSTRIES, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(UNAUDITED-CONTINUED)

Note 16. Business Segment Information - continued.

Geographic Area Information

The Company does not operate any manufacturing site maintain a permanent establishment in antjcpar country outside of the United States a$
time. The Companyg products are sold to independent distributorbajlp for select target markets. Sales are atteidbtid geographic areas based on cust

location. Long-lived assets are attributable toggaphic areas based on asset location.

Three Months Ended September 3C

2014 2013
United Middle Rest of United Middle  Rest of
States  Europe East World Total States  Europe East World Total
Sales $16,587,62 705,90t — 580,78 $17,874,30 $15,157,88 458,78. 1,568,58 888,84¢ $18,074,10
Long-Lived Assets 20,926,75 — — — 20,926,75 21,734,32 — — — 21,734,32
Nine Months Ended September 3C
2014 2013
United Middle  Rest of United Middle Rest of
States Europe East World Total States Europe East World Total
Sales $48,843,08 1,701,04. 660,000 1,457,24' $52,661,37 45,082,38 1,063,27. 4,176,55 2,515,17' $52,837,38
Long-Lived Assets 20,926,75 — — — 20,926,75 21,734,32 — — — 21,734,32

Note 17. Subsequent Events.

(a) Loan and Security Agreement Amendment On November 14, 2014, the Company and the Batéreshinto an amendment, effective Augus!
2014, to the Loan Agreement. Under the Loan Agregptee Company was required to have a certain FEEBf the last day of each month. The Com
was not in compliance with this covenant primaliBcause of a non-recurring note receivable vaiteAccordingly, the Bank agreed to amend the rdédin
of FCCR to 1.0 to 1.0. The Bank also agreed to ahtba Revolver Termination Date from March 31, 2@d6-ebruary 15, 2015, which will allow us
continue to draw under the Revolver Loan until ey 15, 2015. As a result of the amendment, thegamy regained compliance with all of its L
Agreement debt covenants at September 30, 2014.

(b) Chairman’s Financial Substitution Commitment . On November 14, 2014, the Chairman of the Board majority stockholder provid
Management with a financial commitment to ensurgngnt of the amount outstanding under the Revolwan pursuant to the Loan Agreement, w
matures on February 15, 2015, and make availabtkimgpcapital of up to $1.5 Million for the Compdsyongoing operations from the date hereof and
after the maturity date of the Loan Agreement (&ficial Substitution Commitment This Financial Substitution Commitment will eithee satisfied from h
personal funds, or, from funds caused by him totherwise provided by an appropriate lending oepihstitution, and any funds provided thereundir
have a maturity date of June 10, 2017. The Finar®iudstitution Commitment will be superseded in theent and to the extent that the Compar
independently funded by a third party source, eifivévately or institutionally, at or before then the Financial Substitution Commitment is due #m
Revolver Loan is repaid and Loan Agreement oblayais fully satisfied, and working capital of $llion for the Company$ ongoing operations is obtair
from the date hereof and on or after the maturdtie df the Loan Agreement. Management requestédhbaChairman of the Board fund $250,000 undes
Financial Substitution Commitment to meet a reqfresh the Bank which payment was made on NovemBePQ14. See (d) below.

(c) New Enhanced Note Amendment On November 14, 2014, the Company and Enhandesialed Enhanced Capital entered an amendmenttied
August 31, 2014, to the Note Purchase Agreememietlthe New Enhanced Note, the Company was retjtorbave a certain EBITDA for the three mol
ended as of the last day of each month and FCGR the last day of each month. As of September2B@4, the Company was not in compliance with t
covenants primarily because of a non-recurring neteivable writesff. Accordingly, Enhanced Jobs and Enhanced Ciagliéed to amend the definitior
FCCR to 1.0 to 1.0 and the EBITDA requirementsadidition, the PIK interest rate was changed from5% to 4.25%. As a result of the amendment
Company regained compliance with all of its New &mted Note debt covenants at September 30, 2014.

(d) On November 14, 2014, the Company issued a,®@BQromissory note, bearing interest at 8% pauan to the Chairman in exchange for an €
amount of cash proceeds, which is subordinatead.tan Agreement and the New Enhanced Note andresalune 10, 2017.

(e) On October 14, 2014, the Company granted Dsugl&ramer, CEO and President, the right to aeqlLjit50,000 shares of the Compangbmmo
stock, $0.01 par value per share, at an exercise per share equal to the fair market value diaes of the Company’common stock on the date of gr
determined based on the per share closing priceuoh date, or $.425 per share, which options wareediately vested and exercisable at the time af
(“Kramer Options”).The Kramer Options were granted as partial replacerfor 2,000,000 stock options were granted oy 18] 2005 which expired July :
2013 (the “Prior Expired Options”Y-he Prior Expired Options were inadvertently exthtb December 31, 2015, however, due to the 8 lifedimitation,
they were deemed canceled at the end of 8 yeaesCdmpany also undertook to grant the addition@l@® stock options (to make up for the total 2,00C
stock options) on January 2, 2015 since the edodgntive Plan only permits the grant of a totaP@¥00,000 stock options during any calendar yaad (Mr
Kramer was previously granted 850,000 stock optéhning the 2014 year for other incentives).

(f) The Company has evaluated subsequent evemisghithe date of filing this report.
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FORWARD LOOKING STATEMENTS

Statements made by us in this report that are tateents of fact constitute "forward-looking sta¢mts". These forwardoking statements are necessarily estimates tefly
the best judgment of management and express oniioopiand current expectations about trends antbfaovhich may impact future operating results. ¥an identify these al
other forward-looking statements by the use of wasdch as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “believes,” “estimates,” “predids,” “intends,”
“potential,” “continue,” or the negative of such terms, or other compar&iiminology. Such statements rely on a number &fraptions concerning future events, many of v
are outside of our control, and involve risks anacertainties that could cause actual results tdedifmaterially from opinions and expectations. Aligh we believe o
expectations are based on reasonable assumptiathgirjents, and estimates, forwdodking statements involve known and unknown risksertainties, contingencies, and of
factors that could cause our or our industry's adtresults, level of activity, performance or aclément to differ materially from those discussedriimplied by any forwar
looking statements and could cause our financialddion, results of operations, or cash flows torbaterially adversely affected. For a discussionrisis that relate to ot
business and investing in shares of our commorksyat should carefully review the risks and uraiettes described under the heading “Part | — Itém. Risk Factors'in our
Annual Report on Form -K for the year ended December 31, 20ES8cept as required under the federal securitiesslawd the rules and regulations of the U.S. Sdesranc
Exchange Commissior'SEC”), we do not have any intention or obligatidn update publicly any forwarboking statements, whether as a result of newrimdtion, futur:
events, changes in assumptions, or otherwise.

Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

Overview of Presentation

This financial review presents our operating restdt the three and nine months ended Septemb&034@, and 2013, and our financial condition at Seybie
30, 2014. To supplement our condensed financitrsiants presented on a GAAP basis, we discloseG#0%P measures as EBITDA and Adjusted EBIT
because management uses these supplement@AmB-financial measures to evaluate performanc®g@eaver period, to analyze the underlying trendgs
business, and to establish operational goals amtdets that are used in allocating resourcesddiitian, we believe many investors use these GawP
measures to monitor the Company’s performance.p@esentation includes these nBAAP financial measures, and a reconciliation of HBA and Adjuste:
EBITDA to the GAAP measures most directly compagathlereto. The GAAP measure most directly comparehlEBITDA and Adjusted EBITDA is r
income or loss. The noBAAP financial measures of EBITDA and Adjusted EBA should not be considered as an alternative tane®me or loss or al
other measure of financial performance or liquiditesented in accordance with GAAP. EBITDA and Atd EBITDA are not presentations mad
accordance with GAAP and have important limitatiassanalytical tools. You should not consider EBAT@r Adjusted EBITDA in isolation or as substitt
for analysis of our results as reported under GAB&cause EBITDA and Adjusted EBITDA exclude somat, fot all, items that affect net income an
defined differently by different companies, our idéfons of EBITDA and Adjusted EBITDA may not b@mparable to similarly tited measures of o
companies. In addition, the following review shohk&lread in conjunction with information presenteart I, Item 6 — Selected Financial Data retatm non-
GAAP financial measures EBITDA and Adjusted EBITRAd the financial statements and related notethéoyear ended December 31, 2013 contained

annual report on Form 10-K for the year ended Ddeen31, 2013Refer to Note 1 — Summary of Significant Accounting Polidasfurther informatiol
regarding significant accounting policies axdte 16 — Business Segment and Geographic Arearafmnto our financial statements listed under Item

Part | of this report for further information redarg our business segments and geographic area data

EBITDA

We define EBITDA as net income or loss before iesérincome taxes, depreciation and amortizatiomtbér intangible assets. EBITDA is used
supplemental financial measure by external usersuoffinancial statements, such as investors, camialebanks, trade suppliers and research analig
assess: (a) the financial performance of our asspésations and return on capital without regarfitancing methods, capital structure or histdrozssts basi:
(b) the ability of our assets to generate cashcefit to pay interest on our indebtedness; andh@)viability of acquisitions and capital expendé projects
EBITDA is not prepared in accordance with GAAP. EBA should not be considered an alternative toimeame or loss, operating income or loss, cash
from operating activities or any other measureimdiricial performance or liquidity presented in ademce with GAAP. EBITDA excludes some, but noj
items that affect net income or loss and operatingme or loss.

Adjusted EBITDA

We utilize Adjusted EBITDA to assist in reviewinigdncial results and for management incentivesustdd EBITDA is defined as EBITDA increased by |
share based compensation included in net incomiesst Management believes that Adjusted EBITDA mles information that reflects our econo
performance. Management reviews our monthly fir@neisults on an Adjusted EBITDA basis. Adjusted HBA has no impact on reported volumes or sales

Adjusted EBITDA is used as a supplemental finanorgasure by management to describe our operatimhseeonomic performance to the Company’
financial institutions, relating to: (a) the ecoriomesults of our operations; and (b) repeatablerating performance that is not distorted by n@curring
items, certain other nocash items, or market volatility. Adjusted EBITDA not prepared in accordance with GAAP. AdjustedTER\ should not b
considered as an alternative to net income or loseme or loss from operations, cash flows fronerafing activities or any other measure of finak
performance or liquidity presented in accordandé WAAP.

The Company believes that presenting EBITDA anduaidjd EBITDA, in addition to the corresponding GAARancial measures, provides investors gr
transparency to the information used by manageifoeriinancial and operational decision-making afidves investors to see the Compasiyesults "throuc
the eyes" of management. We further believe thatiging this information assists investors in ursi@nding the Company’operating performance and
methodology used by management to evaluate andungesisch performance.
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Performance for the Three Months Ended September 3®014 compared to the Three Months Ended Septemb8&p, 2013

Overall Results of Operations
The following table presents selected condensexhfiial and operating data derived from the unaddittndensed financial statements of the Comparof

the dates and for the periods indicated. In addittbe table presents our unaudited BRAP financial measures, EBITDA and Adjusted EBITD#nc
includes our reconciliation to net income or lassmost directly comparable financial measurewated and presented in accordance with GAAP.

Three Months Ended September 3C

2014 2013
Summary of Overall Results of Operatit
Sales $ 17,874,30 $ 18,074,10
Operating Income (Los (436,077 94,29
Other (Income) Expen: 578,28. 391,47:
Net Loss (1,014,359 (297,178
EBITDA (Unaudited $ (222,693 $ 379,841
Adjusted EBITDA (Unauditec $ (20,630 $ 689,60:
Reconciliation of EBITDA and Adjusted EBITDA to Ness:
Net Loss $ (1,014,359 $ (297,178
Additions / (Deductions

Interest Expen 306,50! 226,80!
Interest Expen— Related Part 203,87 187,871
Interest Expen— Amortization of Discoun 46,00" —

Tax Expense (Bene 59,92¢ 71,17°
Depreciatio 96,69¢ 110,83t
Amortization of Other Intangible Ats 78,65! 80,32¢
EBITDA $ (222,693 $ 379,84(

Additions / (Deductions

Share Based Compensati(l) 202,06: 309,76:
Adjusted EBITDA $ (20,630 $ 689,60:

@ Represents non-cash share based compensatior foeriiods then ended.
Sales

Sales were $17,874,308, of which $15,381,003 waréoaims and $2,493,305 were for coatings, inlire guarter of 2014 compared to $18,074,101, dth
$15,299,778 were for foams and $2,774,323 weredatings, in the third quarter of 2013. Total salelime for the third quarter of 2014 decrease
$559,893 or 3.3%, of which $78,517 or 0.5% wasféams and $481,376 or 17.4% was for coatings, raswt of decreased demand, which decrease in
volume was offset by higher selling prices durihg third quarter of 2014 adding approximately $360,or 2.0% to sales, of which $159,742 or 1.0% foE
foams and $200,358 or 7.2% was for coatings respiti a net decrease in sales for the third quaft2d14 of $199,793 or 1.1% from the third quade2013

Cost of Sales

Cost of sales was $14,588,682, of which $12,717y286 for foams and $1,871,346 was for coatingthenthird quarter of 2014 compared to $14,136, b4
which $12,209,091 was for foams and $1,927,054famasoatings, in the third quarter of 2013. Thergase in cost of sales of $452,537 or 3.2% wasapiliy
due to $260,829 increase in material costs; $230i63rease in freight costs; and $182,790 incréasgher manufacturing costs, these costs wereapigr
offset by increases in selling price. Freight castseased due to higher trip rates, while matex@sits rose due to increased pricing from raw rizdsein the
third quarter of 2014 compared to the third quanfe2013.Foam cost of sales increased $508,245 or 4.2%apitindue to $247,220 increase in material ¢
$199,470 increase freight costs; and $159,338 &serén other manufacturing costs, these costsatmlfiy offset by increases in the selling pri€oating:
cost of sales decreased $55,708, or 2.9%, primduéy/to lower sales volumes; offset by an incredskl3,609 in material costs; $21,208 increaseaeight
costs; and $25,452 increase in other manufactuwasts.

Gross Profit

Gross profit was $3,285,626, of which $2,663,668 foa foams and $621,959 was for coatings, in liivel quarter of 2014 compared to $3,937,956, ofch
$3,090,687 was for foams and $847,269 was for mgstiin the third quarter of 2013. The decreasgrass profit of $652,330 or 16.6% was due tc
$199,793 or 1.1%, decrease in sales, augmentdoet§452,537 or 3.2% increase in cost of sales,hwf@sulted in a decrease to gross margin of 3F8an
gross profit decreased $427,020 or 13.8%, as 4 fsa decrease in demand and higher cost of saleish contributed to a decrease in gross marh3%
while coatings gross profit decreased $225,3106d%, primarily from the decrease in sales, whightgbuted to a reduction in gross margin of 1.1%.
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Operating Expenses

Total operating expenses were $3,721,703, of wi;B814,900 was for foams, $375,280 was for coatiagd $1,031,523 was for corporate expenses,
third quarter of 2014 compared to $3,843,662, atti$2,237,202 was for foams, $405,683 was foriogat and $1,200,777 was for corporate expenseke
third quarter of 2013, resulting in a net decreafs&121,959, or 3.2%.

SG&A was $3,341,230 in the third quarter of 201pared to $3,396,028 in the third quarter of 208 decrease in SG&A of $54,798 or 1.6%, was d
decreases of: $120,092 or 38.8%, for shmreed compensation primarily related to fully vésteares in connection with an advisory and coastiigreemer
$87,496 or 5.8%, for payroll and related employeedjits from reductions in our workforce; $58,81513.7%, for sales commissions from lower sales
gross profit margin; $33,499 or 15.1%, for travetaelated services due to a decrease in emplogeel;t $20,050 or 4.8%, for corporate office expe
primarily related to savings in cellphone expera®s bank fees; $14,503 or 34.3%, for rents; $8(816%2%, for distribution; $1,377 or 44.8%, for adising
offset by increases of: $157,435 or 88.5%, for Balt resulting from an increase in customer insaties; $91,131 or 72.3%, for marketing and pronms
primarily related to the Ty Pennington contractd 93 or 30.1%, for insurance expense due to exqthodverage; $10,991 or 172.4%, for investor rateti

Professional fees were $129,295 in the third quaift®014 compared to $192,196 in the third quasfe2013. The decrease in professional fees ofdRa20|
32.7% was primarily due to a favorable settlemelting to litigation.

Depreciation expense was $42,216 in the third quaft2014 compared to $41,786 in the third quaf&013. The increase in depreciation expensel80
1.0% was due to an increase in depreciable assets.

Amortization of other intangible assets expense $#&&653 in the third quarter of 2014 compared86,%$25 in the third quarter of 2013. The decrea
amortization of other intangible assets expenskl 572 or 2.1% was due to a decrease in amortizaisiets.

Consulting fees were $130,309 in the third quasfe2014 compared to $133,327 in the third quart&0d 3. The decrease in consulting fees of $3,01B3%
was due to a decrease in business consulting esrvic

Other (Income) Expense

Total other (income) expense was $578,282 of whizh8,225 was for foams, $41,862 was for coatingd, 278,195 was corporate expenses, in the
quarter of 2014 compared to $391,472 of which $1%¥ ,was for foams, $28,602 was for coatings, artbf3B9 was for corporate expenses, in the
quarter of 2013, resulting in a net increase of6$880 or 47.7%.

Interest expense was $306,505 in the third quaft@014 compared to $226,808 in the third quarfe2@13. The increase in interest expense of $79¢8
35.1% was due to a higher monthly average amoutstanding on the Revolver Loan at a weightwdrage interest rate of 3.8%, augmented by a t
amount outstanding on the New Enhanced Note attarest rate of 11.0% in the current quarter.

Interest expense for related party was $203,8%farthird quarter of 2014 compared to $187,87hathird quarter of 2013. The increase in inteesgiens
for related party of $16,007 or 8.5% was due toest@sed compensation expense classified as ineeqesnse related to the vesting of New Guarangreésh

Interest expense related to our amortized purctiaseunt was $46,007 in the third quarter of 20drhared to $0 in the second quarter of 2013. Theas
in the interest expense for the purchase discoufit6,007 was related to the amortization of thecpase discount associated with the New Enhanceel
There was no interest expense for the purchaseudisi the prior comparable period.

Other, net loss was $21,893 in the third quarte2Gdf4 compared to gain of $23,206 in the third tprasf 2013. The decrease in other, net loss of0460
194.3% was primarily due to an increase of $39jAgtreign currency transaction loss.

Net Loss

We had an overall net loss of $1,014,359, of whict88%,718 was from corporate expenses, offset by 88950f total segment profits, in the third quaxié
2014 compared to a net loss of $297,178, of which@5,916 was from corporate expenses, offset (081738 of total segment profits, in the third eaof
2013. The increase in the overall net loss of $/&T or 241.3% was due to a decrease of $652,326.6%6 in gross profit, an increase of $186,81077 %
in total other expense, offset by a decrease $521093.2% in operating expenses.

Ourtotal segment profits were $295,359, of which $26,%as for foams and $204,844 was for coatingtherthird quarter of 2014 compared to $1,108,
of which $695,746 was for foams and $412,992 wasdatings, in the third quarter of 2013. Tdexrease in total segment profits of $813,380 of%3wva:
due to a decrease of $652,330 or 16.6%, in seggness profits, augmented by an increase of $161M30.7%, in segment expenses.

Net loss per share was $0.01 in the third quaftg0b4 compared to $0.00 in the third quarter cf2!
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Performance for the Nine Months Ended September 3®014 compared to the Nine Months Ended Septembe6 32013

Overall Results of Operations
The following table presents selected condensexhfiial and operating data derived from the unaddittndensed financial statements of the Comparof

the dates and for the periods indicated. In additilbe table presents our unaudited B®RAP financial measure EBITDA and Adjusted EBITDad include
our reconciliation to net income or loss, its ndiséctly comparable financial measure calculatedi @nesented in accordance with GAAP.

Nine Months Ended September 3C

2014 2013
Summary of Overall Results of Operatit
Sales $ 52,661,37 $ 52,837,38
Operating (Loss (740,128 (91,109
Other (Income) Expen: 1,558,13 1,233,97
Net Loss (2,328,265 (1,325,088
EBITDA (Unaudited $ (87,225 $ 827,86«
Adjusted EBITDA (Unauditec $ 496,61 $ 1,797,541
Reconciliation of EBITDA and Adjusted EBITDA to Ness:
Net Loss $ (2,328,265 $ (1,325,088
Additions / (Deductions

Interest Expen 879,05. 783,591
Interest Expen- Related Part 604,29¢ 557,58!
Interest Expen— Amortization of Discoun 136,51: —

Tax Expense (Bene 108,13: 129,46:
Depreciatio 300,61 343,53t
Amortization of Other Intangible Ass 212,42 338,771
EBITDA $ (87,225 $ 827,86:

Additions / (Deductions

Share Based Compensat\(l) 583,84« 969,671
Adjusted EBITDA $ 496,61 $ 1,797,541

(1) Represents non-cash share based compensatioe foetiods then ended.
Sales

Sales were $52,661,376, of which $45,554,927 wardoams and $7,106,449 were for coatings, in the months ended September 30, 2014 compa
$52,837,387, of which $45,103,935 were for foant $i1,733,452 were for coatings, in the nine moetied September 30, 2013. Tatales volume for tt
nine months ended September 30, 2014 decrease®BBy384 or 1.6%, of which $1,047,026 or 13.6% veasbatings, which decrease in sales of coating
offset by an increase of $207,692 or 0.5% for foaceenpared to nine months ended September 30, 208 decrease in total sales was offset by h
selling prices adding approximately $663,323 0©4,.8f which $243,300 or 0.5% was for foams and $328 or 5.4% was for coatings, resulting in a
decrease in sales of $ 176,001 or 0.3%

Cost of Sales

Cost of sales was $42,437,341, of which $37,217w&$ for foams and $5,219,552 was for coatingghénnine months ended September 30, 2014 corr
to $41,416,495, of which $36,044,975 was for foand $5,371,520 was for coatings, in the nine moatited September 30, 2013. The increase in c
sales of $1,020,846, or 2.5%, was primarily du@noincrease of $404,911 in material costs; $587i@6&ase in freight costs; $366,752 increase Il
manufacturing costs, these costs were partialfisedby increases in selling price. Freight costséased due to higher trip rates, while matedatsrose dt
to increased pricing from raw materials in the nimenths ended September 30, 2014 compared to Segted®, 2013Foam cost of sales increa
$1,172,814, or 3.3%, primarily due $886,068 increase in material costs; $532,120 aserdreight costs; and $321,642 increase in otleufacturing cost
Coatings cost of sales decreased $151,968 or RBftarily due to lower sales volumes; offset byirecrease of $18,843 in material costs; $55,148:mse i
freight costs; and $45,110 increase in other manuifimg costs.

Gross Profit

Gross profit was $10,224,035, of which $8,337,138 for foams and $1,886,897 was for coatings,émihe months ended September 30, 2014 compe
$11,420,892, of which $9,058,960 was for foams$2861,932 was for coatings, in the nine monthedr&keptember 30, 2013. The decrease in gross pf
$1,196,857 or 10.5% was due to higher cost of sa#l€4,020,846 or 2.5% and a decrease in saled?8,811 or 0.3%, which resulted in a reduction rusg
margin of 2.2%Foam gross profit decreased $721,822 or 8.0%, pitinfeom the increase of cost of sales, which cimited to a reduction in gross margir
1.3%, while coatings gross profit decreased $4B@320.1%, as result of lower sales and cost lelssavhich contributed to a reduction in gross riraqj
0.9%.
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Operating Expenses

Total operating expenses were $10,964,163, of whtci48,863 was for foams, $1,052,389 was for ngatiand $3,162,911 was for corporate expens#ise
nine months ended September 30, 2014 comparedl{&H2,001, of which $6,605,953 was for foams, $2,930 was for coatings, and $3,773,068 wa
corporate expenses, in the nine months ended Skeeted@, 2013, resulting in a net decrease of $387,8 4.8%.

SG&A was $9,774,425 in the nine months ended Sdmer®0, 2014 compared to $9,873,835 in the ninetihsoended September 30, 2013. The decrei
SG&A of $99,410 or 1.0%, was due to decreases4968B06, or 41.9%, for shabased compensation primarily related to fully vésthares in connecti
with an advisory and consultant agreement; $83dr1Z8.3%, for rents due to termination of lease§evorgia and Canada in 2013; $73,346 or 16.4%
distribution due to improvements in inventory magragnt; $55,554 or 1.3% for payroll and related eyt benefits from reductions in our workfo
$50,893 or 6.0%, for sales commissions from loveéessand gross profit margin; $36,895 or 5.7%fravel and related services due to a decrease ploget
travel; $31,760 or 2.8%, for corporate office exggnprimarily related to savings in cellphone egspsrand decreases in bank fees and corporate tefge:
by increases of: $413,143 or 216.7%, for bad deshilting from an increase in customer insolvend8g,261 or 30.5%, for insurance expense due tarelg
coverage;$58,972 or 290.9%, for investor relatidne to an expanded investor relations program;5825or 6.9%, for marketing and promotions prim:
related to the Ty Pennington contract; $28,583%1% for advertising due to an increase in natiamal local campaigns.

Professional fees were $485,243 in the nine moetited September 30, 2014 compared to $816,688imitle months ended September 30, 2013
decrease in professional fees of $331,445 or 40v&%due to a recovery, in 2014, of legal fees foaminsurance companies and various settlemergtng
to litigation.

Depreciation expense was $126,995 in the nine mnsoetided September 30, 2014 compared to $131,0d@ inine months ended September 30, 2014
decrease in depreciation expense of $4,051 or #4%due to a decrease in depreciable assets.

Amortization of other intangible assets expense $&ik2,428 in the nine months ended September 3B} 20mpared to $338,776 in the nine months €
September 30, 2013. The decrease in amortizatiosthar intangible assets of $126,348 or 37.3% waes td a decrease in amortizable assets, incl
customer lists and trade names.

Consulting fees were $365,072 in the nine montldeeérSeptember 30, 2014 compared to $351,656 initleemonths ended September 30, 2013. The inc
in consulting fees of $13,416 or 3.8% was due tmarease in business consulting services.

Other (Income) Expense

Total other (income) expense was $1,588,137, othvBi676,731 was for foams, $105,526 was for coatingd $805,880 was for corporate expenses,
nine months ended September 30, 2014 compared 283279, of which $543,055 was for foams, $93,488 for coatings, and $597,785 was for corpt
expenses, in the nine months ended September B89, &&ulting in a net increase of $354,158 or %8.7

Interest expense was $879,052 in the nine montihsdeBeptember 30, 2014 compared to $783,590 initleemonths ended September 30, 2013. The inc
in interest expense of $95,462 or 12.2%, was dwehigher amount outstanding on the New Enhanced Bloan interest rate of 11.0% in the currentqa
compared to 13.1% in the prior comparable periogneented by a higher monthly average amount outstgron the Revolver Loan at a weightaderag
interest rate of 4.4%.

Interest expense for related party was $604,238amine months ended September 30, 2014 compau®sb7,585 in the nine months ended Septemb:
2013. The increase in interest expense for relpaety was $46,713, or 8.4%, of which $44,681 wasfarebased compensation expense classified as ir
expense related to the issuance of New GuaranteShend $2,032 was accrued interest related toraigsory note.

Interest expense related to our amortized purches®unt was $136,512 in the nine months endedeSegr 30, 2014 compared to $0 in the nine mq
ended September 30, 2013. The increase in theegitekpense for the purchase discount of $136,%Krelated to the amortization of the purchaseodis
associated with the New Enhanced Note. There wastexest expense for the purchase discount iptioe comparable period.

Gain on derivative liability was $0 in the nine ntles ended September 30, 2014 compared to $65,68& inine months ended September 30, 2013
decrease in gain on derivative liability of $65,666100.0%, was due to the expiration of all anding warrants as of June 30, 2013.

Other, net gain was $31,725 in the nine months e&S#ptember 30, 2014 compared to $41,540 in the mionths ended September 30, 2013. The decre
other, net gain of $9,815 or 23.6% was primarilg ¢luforeign currency transaction loss relateduio@anadian sales.

Net Loss

Wehad an overall net loss of $2,328,265, of whicl9$8,790 was from corporate expenses, offset by415@5 from total segment profits, in the nine nhe
ended September 30, 2014 compared to a net Id8%,825,088, of which $4,370,853 was from corpoedgenses, offset by $3,045,765 from total seg
profits, in the nine months ended September 303 20ke increase in the overall net loss of $1,008dr 75.7% was due to a decrease of $1,196,8%0.6%6
in gross profit, an increase of $354,158 or 28.irtotal other expense, offset by a decrease of 838 or 4.8%, in operating expenses.

Our total segment profits were $1,640,525, of which1%941 was for foams and $728,584 was for coatimgthe nine month period ended Septembe
2014 compared to $3,045,766, of which $1,909,659 feafoams and $1,136,107 was for coatings, innihe month period ended September 30, 20h8.
decrease in total segment profits of $1,405,24260t% was due to a decrease of $1,196,857 or 10rb86égment gross profits, and an increase of 83830
2.5% in segment expenses.

Net loss per share was $0.02 in the nine monthedeB8eéptember 30, 2014 and $0.01 in the nine memitisd September 30, 20:
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Liquidity and Capital Resources

We do not maintain any cash on hand by designeddstwe maintain a $13 million assetsed bank financed Revolver Loan that includeawtomatic cas
sweep feature that identifies any cash availableuinbank accounts at the end of a banking busid@gsand then applies that cash to reduce ouramatitc
Revolver Loan balance for that day to fund our twihg operations. The reduction serves to decreaselaily interest expense to the extent castigstifiec
and swept over to reduce the Revolver Loan. Dighnents are paid daily by our bank from cash beiageravailable under our Revolver Loan based
borrowing base calculation prepared daily for fuxgdiCash available under our Revolver Loan basetth@torrowing base calculation at September 304
and 2013, was $1,077,892 and $1,365,037, resphctsmckholders' Equity decreased $1,194,787,500%, from the period ended December 31, 20.
September 30, 2014, due to the net loss of $2,888@ffset by amounts attributable to issuancesoofimon stock for shafeased compensation and
issuance of New Guaranty Shares, compared to casase of $185,723, or 15.6%, from the period efzember 31, 2012 to the period ended Septemk;
2013, due to the net loss of $1,325,088, offsealmpunts attributable to issuances of common stoclstiaresased compensation and the issuance of
Guaranty Shares.

Management believes that the cash generated frematgns, the Revolver Loan availability, subjecbbrrowing base limitations which may adverselpan
our ability to raise capital, and the ChairmmaiFinancial Substitution Commitment, based on btetheales and expenses and implemented minimurs
margin and cost controls, are sufficient to fun@rmions, including capital expenditures, for tlextril2 months. Notwithstanding the foregoing, waleate
capital raising opportunities for private placenseat debt or common or preferred stock from timeitie to not only gauge market conditions but dts
ensure additional capital is readily available uad aggressive growth developments. If we raisétiaddl capital from the sale of capital stock (egtfoi
permitted issuances) or debt (other than permittddbtedness), we are required under the New EellaNote to prepay, including any prepayment pey
the amount raised up to the amount outstandingruh@éeNew Enhanced Note as of the date of thergosf the transaction out of the net proceeds €
capital raised.

Net cash used in operating activities was $744f8d€he nine months ended September 30, 2014, cadpa net cash used in operating activities of,4a4
for the nine months ended September 30, 2013. @ble ased in operations for the nine months endpte®ber 30, 2014 compared to the nine months ¢
September 30, 2013 was attributable to the netdb$&,328,265 for the current nine month periodjuding the effect of adjustments to reconcilé loss 1
cash provided by operating activities and adjustorgnoncash items, primarily decreases of $42,919 in dégtien due to a decrease in depreciable a
$126,348 in amortization of other intangible asskis to a decrease in amortizable assets includisgpmer lists and notempetes from previous acquisitic
and $424,219 in shatgased compensation expense due to completion ahgesf shares originally granted by the Companyspant to an advisory a
consultant agreement in February 2011, offset byeses of $413,142 in provision for losses duentincrease in customer insolvencies, $46,713teres
expense due to the issuance of New Guaranty Shaieg classified as interest expense, and $136rblierestexpense due to the purchase discount |
amortized over the life of the New Enhanced Notkictv matures December 2016. The foregoing was angpuidoy decreases of $1,304,923 in inventc
$621,612 in prepaid expenses and other currentsassel $236,826 in deposits and other ooment assets, , and increases of $1,821,302de treceivable
$225,108 in other intangible assets, $226,033 #tscand estimated earnings in excess of billingd, $699,221 in accounts payable, and $299,916druac
expenses and other current liabilities, due prily&oi operating activities during the current nmenth period ended September 30, 2014.

The Company has four material debt covenants topgomith relating to its Loan Agreement: (i) capiexpenditures are limited to $625,000 on an ar
basis, (ii) a borrowing base calculation definedaasamount determined by a detailed calculatioraktpu85% of eligible accounts receivable, plus 5&f
eligible inventory cannot be exceeded (“BorrowingsB”); (ii) maintain a Fixed Charge Coverage Ratio (defias the ratio, determined for any period
consolidated basis for the Company, of (a) EBIT@A(l) the sum of capital expenditures (except tHosmnced with borrowed money other than revc
loans), cash used to pay taxes, interest expettser han payment-ikind), principal payments made on borrowed monay, distributions made, in each c
determined for such period)(“FCCR'tgsted monthly as of the last day of each calendanth, in each case for the most recently complatedive calend:
months, equal to a certain minimum ratio, and (hgintain minimum liquidity equal to or greater th#600,000. The Company is required to subm
Borrowing Base calculation to the Bank daily. faay time, the Company'Borrowing Base calculation is less than the armoutstanding under the Revol
Loan, and that amount remains unpaid or is notemsed from future Borrowing Base calculations tcaamount equal to the balance outstanding unde
Revolver Loan at any given time, or the Bank, éndiscretion, may accelerate any and all amourtitanding under the Revolver Loan. The Company vad
initially in compliance with all of its debt covemis and entered into an amendment on NovemberQli3l, 2vhich caused the Company to regain compli
As a result, the Company was in compliance withoéllhe Loan Agreement debt covenants at Septed@me2014.Refer to Item 5 for a description of tl
amendment.

The Company has four material debt covenants tqpbowmith relating to its New Enhanced Note: (i) @tapexpenditures are limited to $625,000 on anuai
basis, (ii) a minimum Adjusted EBITDavhich cannot for the three (3) months ending onl#ise day of each month set forth in a scheduléese than tt
corresponding amount set forth in the schedulstich period, (iii) maintain an FCCR, tested montsyof the last day of each calendar month, in eash fo
the most recently completed twelve calendar morgheal to a certain minimum ratio, and (iv) mainteiinimum liquidity equal to or greater than $5@®)!
The Company was not initially in compliance with @l its debt covenants and entered into an amentore November 13, 2014, which caused the Conr
to regain compliance. As a result, the Companyiwasmpliance with all of the New Enhanced Notetdmlvenants at September 30, 20Rfer to Item 5 foi
a description of the amendment.

Net cash used in investing activities was $153#2%he nine months ended September 30, 2014, c@dga net cash used of $11,615 for the nine m
ended September 30, 2013. We invested $206,42bpedy, plant and equipment for the nine monttdeerSeptember 30, 2014, of which $118,047 was
new vehicle, $43,473 was for construction in pregrior upgrades to our IT systems, $39,214 wasnfichinery and equipment related to our manufaa
facilities, and 5,693 was for computers and sofénfar the sales force. We recaptured an aggred&t83000 from dispositions of vehicles traded irsold
We invested $40,401 in property, plant and equigrfmnthe nine months ended September 30, 201&hath $3,090 was for office furniture and equipm
$24,320 was for computers and software, $7,331 farasehicles, and $5,660 was for machinery and pgent related to our manufacturing facilities,
disposed of an aggregate of $28,786 in properant@nd equipment related to vehicles.
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Net cash provided by financing activities was $888, for the nine months ended September 30, 2@idpared to net cash provided of $25,284 for the
months ended September 30, 2013. We borrowed a latineuaggregate of $54,567,575 and made prinaipphyments for a cumulative aggregat
$53,664,709 under our Bank Revolver Loan, and @Dour long term debt primarily related to finedosehicles, for the nine months ended Septemh
2014. We borrowed a cumulative aggregate of $56ZA75under our Bank Revolver Loan, and made pralcippayments for a cumulative aggregat
$56,000,604 under our Bank Revolved Loan, an aggeedf $673,331 under our Note Purchase Agreeraedt$15,998 on our long term debt for finar
vehicles, for the nine months ended SeptemberB18.2

Off Balance Sheet Arrangements

We have no ofbalance sheet transactions, arrangements, obligafincluding contingent obligations), or otheratanships with unconsolidated entities
other persons that have, or may have, a matefedtedn our financial condition, changes in finahaondition, revenues or expenses, results ofabioeis
liquidity, capital expenditures or capital resow.ce

Item 4. Controls and Procedures.
Quatrterly Disclosure Controls and Procedures Evdiom

We carried out an evaluation, under the superviaimh with the participation of our management,udaig our Principal Executive Officer and our Pipa
Financial Officer, of the effectiveness of our distre controls and procedures as of Septembe2(3@l, the end of the quarterly period covered Iy rigport
Based on the foregoing, our Principal Executiveig@ffand our Principal Financial Officer concludbdt, as of the end of the period covered by #yp®rt, ou
disclosure controls and procedures were effectivé @perating at the reasonable assurance leveteThas been no change in our internal controls
financial reporting that has materially affectedjsoreasonably likely to materially affect, outamal controls over financial reporting subsequerihe date «
this report.

PART Il — OTHER INFORMATION
Item 1. Legal Proceedings.
V arious Lawsuits and Claims Arising in the Ordin&@gurse of Business

We are involved in various lawsuits and claimsiagsn the ordinary course of business, which areur opinion, immaterial both individually a
in the aggregate with respect to our consolidatehtial position, liquidity or results of operat&

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

Recent Sales of Unregistered Securities

(@) During the quarterly period ended September 304 20te Company issued aggregate of 308,707 shaoesronon stock, which vested monthly
a pro rata basis over the term of the New Enhahmd, to the Chairman in exchange for his persgoaranty of the Comparg/obligations under the N¢
Enhanced Note. These shares were valued at $.66hpes, and $185,224 in aggregate. The issuandbes# shares to the Chairman were exempt fro
registration requirements of the Securities Aci®83, as amended, in reliance upon Section 4(af(#)e Securities Act of 1933, as amended, and RGO
promulgated thereunder. The Chairman was an ateceitivestor (as defined by Rule 501 under the @@&xsiAct of 1933, as amended) at the time o
issuance.

(b) During the quarterly period ended September 3042t Company issued aggregate of 20,367 sham@nuhon stock to Jay Nadel, which ve:
monthly, in accordance with the audiilution provision of the Advisory and Consultingyfeement between the Company and Mr. Nadel. THeses wer
valued at $13,563. The issuances of these sharés. tadel were exempt from the registration reguients of the Securities Act of 1933, as amendh
reliance upon Section 4(a)(2) of the Securities@#933, as amended, and Rule 506 promulgateduhder. Mr. Nadel was an accredited investor (éinefi
by Rule 501 under the Securities Act of 1933, asraird) at the time of the issuance.

Item 5. Other Information.

(a) Loan and Security Agreement Amendment On November 14, 2014, the Company and the Batéreshinto an amendment, effective Augus!
2014, to that certain Loan and Security Agreemartgdi August 31, 2010, as amended, wherein pertpatit(l) the definitions of: (1)Fixed Charge Covera
Ratio” was changed to the ratio of the sum of (i) EBITO#), subordinated debt incurred during such perawdor after August 31, 2014, and (iii) ug
$267,000 in an account charged off by the Compankugust, 2014, to the sum of capital expenditucash taxes paid, interest expense (other than,
certain principal payments made on borrowed mortegrahan revolver loans, and distributions madegach case determined for a period; ®gvVolve
Termination Date” was changed to February 15, 2@tst (3) “Subordinated Debtiias changed to debt incurred by the Company thas $ubject to
subordination agreement between the Bank and tliehof such debt that expressly subordinates amkemjunior in right of payment to the full paymer
all obligations, and (ii) is on terms satisfacttwythe Bank; and (Il) the Fixed Charge CoveragdédRaas changed to require at least 1.0 to 1.0,igealthat, i
the Company fails to maintain such Fixed Chargeefaye Ratio as of any date of determination buprdpefore the date the Company is required toige
to the Bank its monthly financial statements fag thonth ending as of such date of determinatienCitbhmpany incurs additional subordinated debt thiaér
included in the determination of Fixed Charge CaygerRatio as of such date of determination wouddgut a breach of this covenant, then the Compaih
be deemed to have satisfied this covenant as bfdaite of determination and no default will haveuwoed on such dat®efer to Exhibit 10.1 for the comple
text.
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Item 5. Other Information - continued.

(b) Chairman’s Financial Substitution Commitment . On November 14, 2014, the Chairman of the Board majority stockholder provid
Management with a Financial Substitution Commitmenénsure payment of the amount outstanding uti@eRevolver Loan pursuant to that certain L
Agreement, as amended, which matures on Februar®0l%, and make available working capital of u$id Million for the Companyg ongoing operatiol
from the date hereof and on or after the maturtte df the Loan Agreement. This Financial Substitu€Commitment will either be satisfied from higgena
funds, or, he will cause the funds to be othenpisrvided by an appropriate lending or other inftity and any funds provided thereunder will haveaturity
date of June 10, 2017. The Financial Substitutiom@itment will be superseded in the event and ¢cetttent that the Company is independently fundee
third party source, either privately or institutidly, at or before the time the Financial SubstitutCommitment is due and the Revolver Loan is icepac
Loan Agreement obligation is fully satisfied, andrking capital of $1.5 Million for the Compars/bngoing operations is obtained from the datedfiered ol
or after the maturity date of the Loan Agreemenaniigement requested that the Chairman of the Boadl $250,000 under this Financial Substitu
Commitment to meet a request from the Bank whigmmsmt was made on November 14, 20Réfer to Exhibit 10.2 for the complete text. See alsc
below.

(c) New Enhanced Note Amendment On November 14, 2014, the Company and Enhandesifdo Texas Fund, LLC and Enhanced Capital Texesl
LP entered an amendment effective August 31, 201H4t certain Note Purchase Agreement dated Jun2022, wherein pertinent part: (1) the definisoof
(1) “Fixed Charge Coverage Ratiwas changed to the ratio of the sum of (i) EBITHiA,subordinated debt incurred during such peadr after August 3
2014 up to a maximum aggregate amount over albgerof $500,000, and (iii) up to $267,000 in Acdasucharged off by Borrower in August, 2014, to
sum of Capital Expenditures cash taxes paid, iatezrpense (other than PIK), certain principal payt® made on indebtedness (other than with resg
Revolver Loans), and distributions made, in eackecdetermined for such period; provided that ppakipayments made with respect to the Enhe
Indebtedness during December 2013 in an amounéxt#eding $150,000 shall not be included in theutation of the FCCR; (2) PIK was changed f
“3.75%”" to “4.25%"; @) minimum EBITDA for the three (3) months ending the last day of each month were changed to nesuats for each period; (
the Fixed Charge Coverage Ratio was changed tdreegjleast 1.0 to 1.0, provided that, if the Campfails to maintain such Fixed Charge Coverag#oRea
of any date of determination but, on or beforedate the Company is required to provide its montfinigncial statements for a month ending as of slate o
determination, the Company incurs additional suipateéd debt (up to the aggregate limit of $500,00@%, when included in the determination of F
Charge Coverage Ratio as of such date of deterimmatould prevent a breach of this covenant, then Company shall be deemed to have satisfie
covenant as of such date of determination and fiautlewill have occurred on such date; and (lll)risaium Liquidity was changed to be not less
$500,000Refer to Exhibit 10.3 for the complete text.

(d) On November 14, 2014, the Company issued a,®@BQromissory note, bearing interest at 8% pauan to the Chairman in exchange for an €
amount of cash proceeds, which is subordinatead.tdan Agreement and the New Enhanced Note andresalune 10, 2017.

(e) On October 14, 2014, the Company granted Dsugjl&ramer, CEO and President, the right to aeqlLjit50,000 shares of the Compangbmmo
stock, $0.01 par value per share, at an exercise per share equal to the fair market value diaes of the Company’common stock on the date of gr
determined based on the per share closing priceuoh date, or $.425 per share, which options wareediately vested and exercisable at the time af
(“Kramer Options”).The Kramer Options were granted as partial replacerfor 2,000,000 stock options were granted oy 18] 2005 which expired July :
2013 (the “Prior Expired Options”Y-he Prior Expired Options were inadvertently exthtb December 31, 2015, however, due to the 8 lifedimitation,
they were deemed canceled at the end of 8 yeaesCdmpany also undertook to grant the addition@l@® stock options (to make up for the total 2,00(
stock options) on January 2, 2015 since the edoégntive Plan only permits the grant of a totaP@00,000 stock options during any calendar yaad Mr
Kramer was previously granted 850,000 stock opténing the 2014 year for other incentives).

Iltem 6. Exhibits.

See Index of Exhibits on Page 23.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, as amended, the registrant higscdused this report to be signed on its behalfhg
undersigned thereunto duly authorized.

LAPOLLA INDUSTRIES, INC.

Date: November 17, 201 By: Is/ Douglas J. Kramer, CE
Name: Douglas J. Krame!
Title: CEO and Presidel

LAPOLLA INDUSTRIES, INC.

Date: November 17, 201 By: /sl Charles A. Zajaczkowski, CF
Name: Charles A. Zajaczkowsl
Title: CFO, Treasurer, and Principal Accounting Offi
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Exhibit 10.1

ELEVENTH AMENDMENT TO LOAN AND SECURITY AGREEMENT

This Eleventh Amendment to Loan and Security Agreainithis “ Amendment), effective as of August 3
2014, is between BANK OF AMERICA, N.A., a nationBbhnking association (*_Lendef) and LAPOLLA
INDUSTRIES, INC., a Delaware corporation_(* Borrawiie

RECITALS

A. Lender and Borrower are parties to that certaian and Security Agreement, dated as of Augus2310 (a
amended by (i) that certain First Amendment to Laad Security Agreement, dated as of August 310201 thar
certain Second Amendment to Loan and Security Agess, dated as of March 14, 2011; (iii) that cert&hird
Amendment to Loan and Security Agreement, datedf &day 11, 2011; (iv) that certain Fourth Amendmant_oar
and Security Agreement, dated as of August 17, 2Q) that certain Fifth Amendment to Loan and Sy
Agreement, dated as of November 18, 2011; (vi) teatain Sixth Amendment to Loan and Security Agrest, date
as of April 12, 2012; (vii) that certain Seventh émadment to Loan and Security Agreement, dated dsrod 29, 201
(viii) Eighth Amendment to Loan and Security Agresnt) dated as of November 15, 2012; (ix) that aeriinth
Amendment to Loan and Security Agreement, datedf adarch 31, 2013; and (x) that certain Tenth Antaedt tc
Loan and Security Agreement, dated as of Decenthe213, the “ Loan Agreemefjt

B. Lender and Borrower desire to amend the Loare&gent as herein set forth.

NOW, THEREFORE, in consideration of the premiseseime contained and other good and valu
consideration, the receipt and sufficiency of whacé hereby acknowledged, the parties hereto hexgtae as follows:

ARTICLE |
Definitions

Section 1.1 Definitions Capitalized terms used in this Amendment, togkient not otherwise defined her:
shall have the same definitions assigned to suafsten the Loan Agreement, as amended hereby.

ARTICLE Il
Amendments to the Loan Agreement

Section 2.1 Amendments to Section 13ection 1.1 of the Loan Agreement is hereby amery deleting tr
definitions of “Fixed Charge Coverage Ratio,” “Réxgr Termination Date,” and “Subordinated Debttheir entiret
and substituting the following, respectively, iadithereof:

“ Fixed Charge Coverage Rat: the ratio, determined for any period on a comstéd basis fi
Borrower and Subsidiaries, of (a) the sum of (i)' HRA, (ii) Subordinated Debt incurred during sucéripd or
or after August 31, 2014, and (iii) up to $267,0680Accounts charged off by Borrower in August, 201e
(b) the sum of Capital Expenditures (except thasantced with Borrowed Money other than Revolver i)
cash taxes paid, interest expense (other than payim&ind), principal payments made on Borrowed Mc
other than Revolver Loans, excluding (solely) ppat payments made on the Subordinated Term Deg
December 1, 2013, in an amount not exceeding $060#&nd Distributions made, in each case determfiow
such perio”

“ Revolver Termination Dat: February 15, 201"

“ Subordinated Det: Debt incurred by Borrower that (i) is subjecttsubordination agreement betw
Lender and the holder of such Debt, in form andstrice satisfactory to Lender, which, among othiergs
expressly subordinates and makes junior in righgagiment to the Full Payment of all Obligationsy & is or
terms (including maturity, interest, fees, repaymeavenants, and subordination) satisfactory todeg”

Section 2.zAmendment to Section 10.1.2(. Section 10.1.2(b) of the Loan Agreement is heramended L




deleting the parenthetic*(but within 75 days after the last month in a Fistaér” therefrom.

Section 2.3 Amendment to Section 10.3Section 10.3.2 of the Loan Agreement is herebgradad by deletir
such section in its entirety and substituting téofving in lieu thereof:

“10.3.2Fixed Charge Coverage Ra. Maintain a Fixed Charge Coverage Ratio, testedthiyp as of th
last day of each calendar month for the twetvaath period then ended, of at least 1.0 to 1.0vided that, i
Borrower fails to maintain such Fixed Charge CogerRatio as of any date of determination but, obefore
the date Borrower is required to provide to Lenitemonthly financial statements in accordance \@#éttior
10.1.2(b)hereof for the month ending as of such date ofrdetation, Borrower incurs additional Subordiné
Debt that, when included in the determination ofeldi Charge Coverage Ratio as of such date of detatior
would prevent a breach of this covenant, then Beeroshall be deemed to have satisfied this coveaard
such date of determination and no Default shalel@ocurred as a result ther

Section 2.4_Amendment to Section 11.1(fpection 11.1(f) of the Loan Agreement is herebyeaded b
deleting such section in its entirety and substguthe following in lieu thereof:

“(f) Any breach or default of an Obligor occurs undey document, instrument, or agreement to wh
is a party or by which it or any of its Propertissbound, relating to (i) any Subordinated Debtluding
without limitation, the New Subordinated Term Detot(ii) any other Debt (other than the Obligatipimsexces
of $100,000, if (in either such case) the matwitpr any payment in respect of such Debt may loelacated ¢
demanded due to such bre¢

Section 2.5 Amendment to Section 12.3Section 12.3.1 of the Loan Agreement is herebgradad by addir
the following sentence to the end of such section:

“A copy of all notices and other communications dentender shall also be sent to Lers counsel at tt
below address as provided in this sect

“K&L Gates, LLP

1717 Main Street, Suite 28!

Dallas, Texas 752C

Attention: David Weitman and Elizabeth He

Email: david.weitman@klgates.com and elizabeth.l@kigates.cor”

ARTICLE I
Consent

Section 3.1 ConsentUnder Section 10.1.2(b) of the Loan Agreementy®eer is required to deliver to Lent
its monthly financial statements, as more fullyatdeed therein, within 20 days after the end ofhreamnth. Borrowe
has requested Lendertonsent to deliver its financial statements liermonths ending August 31, 2014, and Septe
30, 2014, on or before November 13, 2014. Lendesents to Borrowes’ delivery of its financial statements of
months ending August 31, 2014, and September 3B4,2th or before November 13, 2014. This consehinised tc
Section 10.1.2(b) of the Loan Agreement and forgeeod set forth above and shall not be constaged consent
any other variation from the requirements of tham.égreement.

ARTICLE IV
Conditions Precedent

Section 4.1_Conditions PrecedenThe effectiveness of this Amendment is subjecth® satisfaction of tt
following conditions precedent, unless specificallgived in writing by Lender:

(a) The representations and warranties containedrhand in all other Loan Documents shall be amne
correct as of the date hereof as if made on thes luaxeof;



(b) No Default or Event of Default shall have ogegrand be continuin

(c) Lender and Borrower shall have executed thisAdment;

(d) Lender shall have received confirmation thhbhathe proceeds of the additional subordinateuohlte
Borrower from Richard Kurtz, in the amount of nes$ than $250,000, shall have been deposited f&
transfer in immediately available funds denominateDollars in a US Dominion Account;

(e) Lender shall have received true and complepgesoof all documents, instruments, and agreer
evidencing or otherwise related to the additiorZd(4000 subordinated loan from Richard Kurtz torBaer;

() Lender shall have received an amendment todbegin Subordination Agreement, dated as of .
16, 2012, among Borrower, Lender, and Richard Kumtzorm and substance satisfactory to Lender;

(g) Borrower shall have delivered to Lender sudatiicial statements as required under Section 1B)
of the Loan Agreement for the months ending Au@ist2014, and September 30, 2014;

(h) All corporate proceedings taken in connectiatihthe transactions contemplated by this Amend
shall be reasonably satisfactory to Lender ankggal counsel; and

(i) Lender shall have received reimbursement f@ilagal fees and expenses as describ&kation 6.
hereof.

ARTICLE V
Ratifications, Representations, and Warranties

Section 5.1 Ratifications by BorroweiThe terms and provisions set forth in this Ameadtrshall modify an
supersede all inconsistent terms and provision$ostt in the Loan Agreement and, except as exjyresedified ant
superseded by this Amendment, the terms and pomsif the Loan Agreement are ratified and confdraad sha
continue in full force and effect. The Loan Agreetas amended by this Amendment shall continuestiedpal, valic
binding and enforceable in accordance with its germ

Section 5.2 Renewal and Extension of Security &stisrand LiensBorrower hereby (i) renews and affirms
liens and security interests created and grantéldein.oan Documents, and (ii) agrees that this Adneant shall in n
manner affect or impair the liens and securityredés securing the Obligations, and that such Beakssecurity interes
shall not in any manner be waived, the purposethief Amendment being to modify the Loan Agreementareil
provided, and to carry forward all liens and segunterest securing same, which are acknowledgeBdsrower to b
valid and subsisting.

Section 5.3 Representations and Warranti@srrower represents and warrants to Lender thaté executior
delivery and performance of this Amendment andamy all Loan Documents executed and/or deliverembimectio
herewith have been authorized by all requisite @@ie action on the part of Borrower and will nailate the article
or bylaws of Borrower or any agreement to whichrBaer is a party, including, without limitation, ywdocuments ¢
agreements evidencing or related to the New Subatelil Term Debt; (ii) the representations and vaiga containe
in the Loan Agreement as amended hereby and in &fattie other Loan Documents are true and correcral as (
the date hereof as though made on and as of tleehdmeof; (iii) no Default or Event of Default umdiae Loal
Agreement has occurred and is continuing; (iv) efadlt or event of default has occurred and isiooirg in respect (
the New Subordinated Term Debt; and (v) Borrowanitull compliance with all covenants and agreetaerontaine
in the Loan Agreement, as amended hereby.

ARTICLE VI
Miscellaneous

Section 6.1Survival of Representations and Warran. All representations and warranties made in thar




Agreement or any other Loan Document, includinghwiit limitation, any Loan Document furnishec
connection with this Amendment, shall survive theaition and delivery of this Amendment and theepthoar
Documents, and no investigation by Lender or angioh shall affect such representations and waesnot the right ¢
Lender to rely thereon.

Section 6.2 Reference to Loan AgreemeBach of the Loan Documents and the Loan Agreeaathtany an
all other agreements, documents or instrumentsorowereafter executed and delivered pursuant teetimes hereof «
pursuant to the terms of the Loan Agreement as detehereby, are hereby amended so that any reéenesach Loa
Documents to the Loan Agreement shall mean a meferto the Loan Agreement as amended hereby.

Section 6.3 Expenses of LenddBorrower agrees to pay on demand all reasonaisits @and expenses incur
by Lender directly in connection with the preparatinegotiation and execution of this Amendment twedother Loa
Documents executed pursuant hereto and any aramahdments, modifications, and supplements theirsttuding
without limitation, the costs and fees of Lendelégal counsel, and all costs and expenses irtiloyeLender i
connection with the enforcement or preservatiomrof rights under the Loan Agreement, as amendezbjeor an
other Loan Document, including, without limitatidhe reasonable costs and fees of Lender's legakeb

Section 6.4 _Severability Any provision of this Amendment held by a couftcompetent jurisdiction to |
invalid or unenforceable shall not impair or indalie the remainder of this Amendment and the etfemreof shall t
confined to the provision so held to be invaliduoenforceable.

Section 6.5APPLICABLE LAW . THIS AMENDMENT SHALL BE DEEMED TO HAVE BEEN MADE
AND TO BE PERFORMABLE IN AND SHALL BE GOVERNED BY A ND CONSTRUED IN ACCORDANCE
WITH THE LAWS OF THE STATE OF TEXAS, WITHOUT GIVING EFFECT TO ANY CONFLICT OF
LAW PRINCIPLES (BUT GIVING EFFECT TO FEDERAL LAWS R ELATING TO NATIONAL BANKS).

Section 6.6Release of Claims To induce Lender to enter into this Amendment, Boower voluntarily,
knowingly, and unconditionally releases, acquits, & forever discharges Lender and its prior, current or future
officers, directors, agents, employees, successa@nd assigns (collectively, the “ Released Parti&s from any and
all liabilities, claims, demands, damages, expensextions, or causes of action of any kind or nater (if there be
any), owned by, through, or under Borrower, whetherabsolute or contingent, disputed or undisputed, alaw or
in equity, or known or unknown, that such Person na has or ever had against any of the Released Paai
arising under or in connection with any of the LoanDocuments or otherwise, including, without limitaton, any
such liabilities, claims, demands, damages, expesseactions, or causes of action arising out of orlating to ¢
claim of breach of contract, fraud, lender liability or misconduct, breach of fiduciary duty, usury, unfair
bargaining position, unconscionably, violation ofaw, negligence, error or omission in accounting ocalculations
misappropriation of funds, tortious conduct or reckess or willful misconduct. Borrower represents andvarrants
to Lender that it has not transferred or assigned @ any Person any claim that it ever had or claimedo have
against Lender.

Section 6.MWaiver of Jury Trial . To the fullest extent permitted by applicable lawthe parties hereto eac
hereby waives the right to trial by jury in any action, suit, counterclaim, or proceeding arising oubf or related to
this Amendment.

Section 6.8 Successors and Assigrihis Amendment is binding upon and shall inurgahe benefit of th
parties hereto and their respective successolgnass$eirs, executors, and legal representatesaept that none of t
parties hereto other than Lender may assign osfigeaany of its rights or obligations hereundethwiit the prior writte
consent of Lender.

Section 6.9 CounterpartsThis Amendment may be executed in one or morateoparts, each of which wr
so executed shall be deemed to be an originalalbatf which when taken together shall constitute @nd the sar
instrument. A facsimile or digital copy of this Am#ment shall be deemed to be an original thereof.

Section 6.10 Effect of WaiverNo consent or waiver, express or implied, by leend or for any breach of
deviation from any covenant, condition or duty byr®wer, shall be deemed a consent to or waivangfother breac
of the same or any other covenant, condition oy.c




Section 6.11 HeadingsThe headings, captions, and arrangements usiisidmendment are for conveniel
only and shall not affect the interpretation oktAimendment.

Section 6.12 Conflicting Provisiondf any provision of the Loan Agreement as amenldeckby conflicts wit
any provision of any other Loan Document, the msimrn in the Loan Agreement shall control.

Section 6.13ENTIRE AGREEMENT . THIS AMENDMENT, THE LOAN AGREEMENT AND ALL
OTHER LOAN DOCUMENTS EXECUTED AND DELIVERED IN CONN ECTION WITH AND PURSUANT
TO THIS AMENDMENT AND THE LOAN AGREEMENT REPRESENT THE FINAL AGREEMENT
BETWEEN THE PARTIES AND MAY NOT BE CONTRADICTED BY EVIDENCE OF PRIOR,
CONTEMPORANEOUS, OR SUBSEQUENT ORAL AGREEMENTS OF THE PARTIES. THERE ARE NO
UNWRITTEN ORAL AGREEMENTS BETWEEN THE PARTIES.

[Remainder of page blank; signature page follows.]



EXECUTED as of the date first written above.

BANK OF AMERICA, N.A.

By: /s/ H. Michael Wills, SVP
H. Michael Wills, Senior Vice President

LAPOLLA INDUSTRIES, INC.

By: /s/ Michael T. Adams, EVP
Michael T. Adams, Executive Vice President




Exhibit 10.2

Richard J. Kurtz
Nine Duck Pond Roa
Alpine, New Jersey 07632

November 14, 201

Lapolla Industries, Inc.

15402 Vantage Parkway East
Suite 322

Houston, Texas 77032

Re: Bank of America Financial Substitution Commitrtne

Gentlemen:

This is in response to your request that | provadeassurance as to funding to: (1) pay off the arhoutstanding under the revolver I
(“Revolver Loan”) pursuant to that certain Loan &eturity Agreement, as amended, between Bank adrigay N.A. (“Bank”)and Lapolli
Industries, Inc. (the “Company”), which matures Fegbruary 15, 2015 (“Loan Agreementdnd (2) make available working capital of u
$1.5 Million for the Company’s ongoing operatiomsrii the date hereof and on or after the maturitg @& the Loan AgreementKinancia
Substitution Commitment”).

| hereby confirm that, upon the request of Manag#meso commit to provide funding for the Finan@abstitution Commitment.

This commitment will either be satisfied from pevabfunds, or, | will cause the funds to be otheemvprovided by an appropriate lendin
other institution. If such funding is required te lmade personally by me, such funding will take fren of a loan bearing 8% interest
annum, which matures June 10, 2017. If such funidirgherwise provided by an appropriate lendingtber institution, such funding will ta
the form as determined by such lending or othdituin and approved by the Board of Directordtef Company and mature June 10, 2017.

| have been further advised and understand thaaftiresaid commitment and obligation shall be ssg@#d and become null and void in
event and to the extent that the Company is inddgratly funded by a third party source, either pelsaor institutionally: (1) at or before t
time the Financial Substitution Commitment is duel ¢ghe Revolver Loan is repaid and Loan Agreeméiigation is fully satisfied; and (
working capital of $1.5 Million for the Compars/bngoing operations is obtained from the datediexed on or after the maturity date of
Loan Agreement.

In the event that I, or the lending institutionliagd by me, loan funds for payment of the aboweaRecial Substitution Commitment, and
Company thereafter raises funds through any othailadle independent means, at my option and s@leration, such funds shall be f
utilized to repay loans made to satisfy the FinalnBubstitution Commitment.

Very truly yours,

/s/ Richard J. Kurtz

Richard J. Kurtz



Exhibit 10.3

AMENDMENT NO. 2 TO NOTE PURCHASE AGREEMENT

THIS AMENDMENT NO. 2 TO NOTE PURCHASE AGREEMENT (th* Amendment”), dated as ¢
November 14, 2014, with an effective date as ofusi@l, 2014 (th* Effective Date”), is by and among APOLLA
INDUSTRIES, INC. , a Delaware corporation (the* Borrow8r ENHANCED CREDIT SUPPORTED LOAN
FUND, LP , a Delaware limited partnership, and the othecRasers party hereto. Unless otherwise definedrmer
the context otherwise requires, capitalized terresduherein shall have the meanings ascribed tharetoe Not
Purchase Agreement (as defined below).

WHEREAS, the Purchasers have extended certain credit fasilin favor of the Borrower pursuant to 1
certain Note Purchase Agreement, dated as of Demelfl) 2013 by and between the Borrower and thehasers (¢
amended by that certain Amendment No. 1 dated 8p@014 (“ Amendment No. ), the “ Note Purchase Agreem:
"); and

WHEREAS, the Borrower and the Purchasers have agreed, subjdte terms and conditions hereof, to an
the Note Purchase Agreement by (i) changing cetau@nants in the Note Purchase Agreement, andr@viding fol
the payment of legal fees in connection with tlmeadment; and

NOW, THEREFORE, in consideration of the agreements hereinaftefosét, and for other good and value
consideration, the receipt and adequacy of whiethareby acknowledged, the parties hereto agrigl@ass:

1. Amendment to Note Purchase AgreementUpon execution of this Amendment by the partiesteerthe
Note Purchase Agreement is amended as of the iz#daate as follows

(@) Section 1.1 is hereby amended by adding the detmibf Amendment No. 2 to Note Purch
Agreement as follows:

“ Amendment No. 2 to Note Purchase Agreenmemeans that certain Amendment No. 2 to Note Pur
Agreement dated as of November 14, 2014 betweeRuhehasers and the Borrower.

(b) Section 1.1 is hereby amended by amending andtiirgsthe definitions of Fixed Charge Covera
Ratio” and “Subordinated Debt” as follows:

“ Fixed Charge Coverage Ratidhe ratio, determined for any period on a comsaéd basis for Borrower a
Subsidiaries, of (a) the sum of (i) EBITDA, (ii) kardinated Debt incurred during such period on fber
August 31, 2014 up to a maximum aggregate amouert aV periods of $500,000, and (iii) up to $26M06
Accounts charged off by Borrower in August, 201d,(b) the sum of Capital Expenditures (except t
financed with Indebtedness (other than with resgecRevolver Loans (as defined in the Senior C
Agreement)), cash taxes paid, interest expenseer(dttan payment-ikind), principal payments made
Indebtedness (other than with respect to Revolwamk), and Distributions made, in each case datednio
such period; provided that principal payments maitle respect to the Enhanced Indebtedness duringiike
2013 in an amount not exceeding $150,000 shalbeadncluded in the calculation of the Fixed Chatgwerag
Ratio.”

“ Subordinated Debt Indebtedness incurred by Borrower that (i) isjscbto a subordination agreem
between Agent and the holder of such Indebtedmedsrm and substance satisfactory to Agent, whashpn(
other things, expressly subordinates and makesrjuniright of payment to the payment in full instaof al
Obligations, and (ii) is on terms (including matyyriinterest, fees, repayment, covenants, and dirmiron
satisfactory to Agent.”

@) Section 2.4(a) is hereby amended by replacing 9. Abith “4.25%".
(b) Section 6.1(a)(ii) is hereby amended and restaddlws:

(ii) as soon as practicable after the end of eachtim and in any event within twel-five (25) days thereafter



balance sheet of the Borrower as of the end of suatith, a monthly aging report for accounts redas/anc
accounts payable showing aging, wiutés, and reserves, a copy of the most recent wamg base certifica
delivered in connection with the Senior Indebtednasstatement of income and a statement of cagis Bbf the
Borrower for such month and for the fiscal yead#te, including a comparison to plan figures farhsperioc
prepared in accordance with GAAP consistently &gp{except as noted therein);

(© Section 7.18 is hereby amended and restated asvioll

Section 7.18 Minimum EBITDA Permit its EBITDA for the three (3) months endioig the last day of ea
month set forth below to be less than the corredipgnamount set forth below for such period:

Three Month Period Ende Minimum EBITDA
February 28, 201 $176,963*
March 31, 201« ($212,190
April 30, 2014 ($116,215)
May 31, 2014 $170,247
June 30, 201 $543,17¢
July 31, 201« $748,637
August 31, 201 $315,93¢
September 30, 201 $183,75€
October 31, 201 $95,992
November 30, 201 $94,682
December 31, 201 ($11,955)
January 31, 201 ($140,955
February 28, 201 ($189,015
March 31, 201¢ ($75,812)
April 30, 2015 $68,80C
May 31, 201t $190,88C
June 30, 201 $317,601
July 31, 201¢ $392,527
August 31, 201! $461,03E
September 30, 201 $497,861
October 31, 201 $460,861
November 30, 201 $383,64z
December 31, 201 $274,211
January 31, 201 $253,74%
February 28, 201 $342,064
March 31, 201¢ $504,15¢
April 30, 2016 $722,28C
May 31, 201¢ $850,91C
June 30, 201 $1,018,721
July 31, 201¢ $1,100,352
August 31, 201¢ $1,205,18(
September 30, 201 $1,277,16¢
October 31, 201 $1,289,091
November 30, 201 $1,119,63

(*) For purposes of the February 2014 minimum EBA Balculation the Borrower will be permitted
addback to EBITDA the amount of $236,737 which représe portion of the Note Receivable to C
Lynn Sosebee and Chemical Design, Corporation ddesd14, 2013 in the amount of $515,708.69
Amended on February 14, 2014 in the amount of 347840 which the Borrower elected to res
$236,737 as of December 31, 2013.

(d) Section 7.19 is hereby amended and restated asvio



“Section 7.1¢Fixed Charge Coverage Ra. Permit its Fixed Charge Coverage Ratio for thelwe (12) montt
ending on the last day of each calendar month tedsethan (i) 0.90 to 1.0 for the periods endeddd®er 3
2013, January 31, 2014, February 28, 2014, May314, June 30, 2014, (ii) 0.80 to 1.0 for the pdsiende
March 31, 2014 and April 30, 2014 and (iii) 1.0 X® for the periods ended July 31, 2014 and thtxe
provided that, if Borrower fails to maintain suctkxéd Charge Coverage Ratio as of any date of datetiar
but, on or before the date Borrower is requiredrtavide to Agent its monthly financial statememsccordanc
with Section 6.1(ahereof for the month ending as of such date ofrgdetation, Borrower incurs additior
Subordinated Debt (up to the aggregate limit of 3800 set forth in the definition of Fixed Chargev€rag
Ratio) that, when included in the determinatior-ixied Charge Coverage Ratio as of such date ofrdetatior
would prevent a breach of this covenant, then Beeroshall be deemed to have satisfied this coveasrd
such date of determination and no Default shalehascurred as a result thereof.”

(e) Section 7.20 is hereby amended and restated asvioll

Section 7.20 Minimum Liquidity Permit its Liquidity to be less than $500,000.

2. Amendment to Amendment No. 1Amendment No. 1 is hereby amended as of April 8420 revise the fir
date referenced to be April 8, 2014 and to delsesecond sentence of Section 6.

3. Loan Documents Generally All references to the Note Purchase Agreementen_tban Documents and ¢
other documents evidencing, securing or otherwe$ating to the credit extended by Purchasers iorfay Borrowe
shall mean the Note Purchase Agreement and as igtbdi€reby and this Amendment shall itself contditai Loal
Document.

4, Representations and Warranties The Borrower hereby represents and warrants t@tinehasers that:

€)) No Default or Event of Default will exist after gng pro forma effect to this Amendment, the con
contained herein and the transactions contemplateshd consented to in this Amendment;

(b) Giving effect to this Amendment, the representatiand warranties set forth in the Note Purc
Agreement are, subject to the limitations set fdintrein, true and correct in all material respest®f the date here
(except for those which expressly relate to aniexadate) andeach of such representations and warranties (exc
the extent such representations and warrantiesessipr relate to an earlier date) together with eaththe
representations and warranties contained in thise#dment shall be true and correct on and as ofd#die o
consummation of the transactions contemplated blycansented to in this Amendment, as if such reptasions an
warranties were made on such date ;

(c) The Borrower has the organizational power and aitjhtmw execute and deliver this Amendment
to perform its obligations hereunder and has takiémecessary organizational action to authorize élecutior
delivery and performance by it of this Amendmenij a

(d) The Borrower has duly executed and delivered thmeeAdment, and this Amendment constitute
legal, valid and binding obligation enforceableaotordance with its terms.

5. Amendment; No Implied Waiver . This Amendment shall be limited precisely astentand shall not oper:
as a consent to any other action or inaction byBibreower, or as a waiver or amendment of any rigbwver, or remec
of the Purchasers under the Note Purchase Agreeonght other Loan Documents nor constitute a gunte an!
action or inaction, or a waiver or amendment of priwision contained in the Note Purchase Agreeraadtthe othe
Loan Documents except as specifically providedihere

6. Reaffirmation of Borrower Obligations; Other Acknow ledgement and ConsentsThe Borrower hereby:

(@) Agrees that it is truly and justly indebted to ferchasers for all of the Borrowsrobligations und:
the Note Purchase Agreement and the other Loan rdects without defense, offset or counterclaim of &md
whatsoever and reaffirms and admits the validitd anbrceability of the Note Purchase Agreement andLiber
Documents to which it is a party and the liens upod security interests in the collateral whichewgranted pursue
to the Loan Documents to which it is a pa



(b) Consents to the execution and delivery of this Admeent by the Borrower and to the terms
conditions set forth herein and any other waivesssents or amendments which the Purchasers degmuopaate;

(c) Agrees to be bound by the terms and conditionshefNote Purchase Agreement as amend
modified by this Amendment;

(d) Acknowledges and agrees that all obligations ofBbeower under the Note Purchase Agreemel
amended and modified by this Amendment, and therdtban Documents pursuant to which the Borrowanty an
security to the Purchasers, are secured pursudm tooan Documents and all references in the [@acuments to tf
secured obligations or language of similar measimgl hereafter be deemed to include the Borrasvebligations t
the Purchasers under the Note Purchase Agreementodified by this Amendment and the other instmis
documents and agreements executed and deliversdgmirhereto or in connection herewith; and

(e) Notwithstanding any prior disregard of any of teents of the Note Purchase Agreement or any
Loan Documents, agrees that the terms of the NotehBse Agreement and each of the Loan Documeatk =
strictly adhered to on and after the date hereatoordance with the terms hereof.

7. Effectiveness. This Agreement shall become effective as of e det forth on the first page hereof at :
time as each of the following conditions is sagidfi

(@) RepresentationsThe representations and warranties containedrhanel in all other Loan Docume
shall be true and correct as of the date hereibfraade on the date hereof.

(b) Default. No Default or Event of Default shall have occdreand be continuing.

(© This Agreement Agent shall have received counterparts of thiseAdment, duly executed
Borrower and each Purchaser, and acknowledgmehisofAgreement from each Guarantor.

(d) Kurtz Loan. Agent shall have received evidence that RichandtZshall have made an additic
subordinated loan to Borrower in the amount oflass than $250,000 and Agent shall have receiwedand comple
copies of all documents, instruments, and agreesnevitlencing or otherwise related to the additicddordinate
loan from Richard Kurtz to Borrower.

(e) Kurtz Documents Agent shall have received an amendment to thiédineSubordination Agreeme
dated as of December 10, 2013, among Borrower, tAgar Richard Kurtz, in form and substance satisfg tc
Agent. Agent shall have received an amendmentabdértain Guaranty Agreement, dated as of Decerte?01<
Richard Kurtz in favor of Agent, in form and substa satisfactory to Agent.

() Corporate Documentation Agent shall have received (i) a secretary cediB certifying th
resolutions of the board of directors of Borroweth@arizing the execution of this Amendment andAngendment Nc
1 and (ii) an opinion of counsel for the Borrowarform and substance satisfactory to Agent witlpees to thi
Amendment and Amendment No. 1

(9) Fees and Expense#\gent shall have received reimbursement for alsanding fees and expense
the Agent.
8. Further Assurances. The Borrower will execute such additional documergt&re reasonably requested by

Purchasers to reflect the terms and conditionshisf Amendment and will cause to be delivered sugpteement:
certificates, legal opinions and other documen@@raseasonably required by the Purchasers.

9. Counterparts/Telecopy.This Amendment may be executed by the parties tcnémeteveral counterparts, e
of which shall be deemed to be original and allwbiich shall constitute together but one and theesagreemer
Delivery of executed counterparts of this Amendni®ntelecopy shall be effective as an original ahdll constitute
representation that an original shall be delivered.

10. Governing Law/Consent to Jurisdiction/Waiver of Jury Trial . THIS AMENDMENT SHALL BE
DEEMED TO BE A CONTRACT MADE UNDER AND GOVERNED BY THE INTERNAL LAWS OF THE
STATE OF NEW YORK AND THE PARTIES HERETO HEREBY CON SENT TO THE JURISDICTION OF
THE COURTS OF THE STATE OF NEW YORK SITTING IN NEW YORK COUNTY AND OF THE UNITED




STATES DISTRICT COURT OF THE 2 NP CIRCUIT, AND ANY APPELLATE COURT FROM ANY

THEREOF, IN ANY ACTION BROUGHT TO ENFORCE ANY RIGHT S UNDER THIS AGREEMENT AND
ANY RELATED DOCUMENT OR INSTRUMENT. EACH OF THE PAR TIES HERETO HEREBY WAIVES
THE RIGHT TO TRIAL BY JURY IN ANY ACTION, SUIT, COU NTERCLAIM OR PROCEEDING ARISING

OUT OF OR RELATED TO THIS AMENDMENT

11. Survival. All warranties, representations and covenants rbgdgorrower herein, or in any agreement refe
to herein or in any certificate, document or otimstrument delivered by it or on its behalf undas tAmendment, sh:
be considered to have been relied upon by the Bsech. All statements in any such certificate beoinstrument shz
constitute warranties and representations by Bardwreunder. All warranties, representations,cavenants made
Borrower hereunder or under any other agreemeimisttument shall be deemed continuing until thenpaxyt in full, ir
cash, and indefeasible satisfaction of all oblmadi and any other obligations of Purchasers andcanymitment c
Purchasers to extend credit to Borrower shall e irrevocably terminated.

[Signatures are on the following page]



IN WITNESS WHEREOF, the Borrower and the other parties listed belowehzaused this Amendment to be
duly executed as of the day and year first aboveenr

BORROWER:
LAPOLLA INDUSTRIES, INC.

By: /s/ Michael T. Adams, EVP
Michael T. Adams, Executive Vice President

AS AGENT FOR PURCHASER AND AS PURCHASER:

ENHANCED CREDIT SUPPORTED LOAN FUND, LP
By: Enhanced CSLF GP, LLC, its general partner

By: /s/ Douglas Cruishank
Name: Douglas Cruikshank
Title: Manager

PURCHASER:
ENHANCED JOBS FOR TEXAS FUND, LLC
By: /s/ Michael A.G. Korengold

Name: Michael A.G. Korengold
Title: President and CEO




RATIFICATION, ACKNOWLEDGMENT AND CONSENT OF GUARANT ORS

Each of the undersigned Guarantors hereby (i) agletyes that such Guarantor has read the preceding
Amendment No. 2 to Note Purchase Agreement (thedise Amendment”) dated as of November 14, 2014 &etw
LaPolla Industries, Inc., Enhanced Credit Suppolieeh Fund, LP, and the other parties theret9.réaffirms and
ratifies such Guarantor’s obligations under GuamastGuaranty made by such Guarantor as of Decefhe2013 to
and for the benefit of Agent (as defined thereitogether with all amendments, supplements, exhdmtsmodification
thereto, each a “Guaranty”) , and (iii) acknowleslghat Guarantor’s obligations pursuant to ther@ug are
enforceable without defense, offset or counterclaim

IN WITNESS WHEREOF, each Guarantor hereby exedhissnstrument as of November 14, 2014.

FOREST HILL TERRACE ASSOCIATES, L.P.
BY: FOREST HILL TERRACE ASSOCIATES, GP, LLC, its Geral Partner

By /s/ Richard J. Kurtz
Name: Richard J. Kurtz
Title:

FOREST HILL TERRACE ASSOCIATES, GP, LLC

By /s/ Richard J. Kurtz
Name: Richard J. Kurtz
Title:

Richard J. Kurtz
/s/ Richard J. Kurtz




Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

I, Douglas J. Kramer, certify that:
1. | have reviewed this quarterly report on Forn-Q of Lapolla Industries, Inc

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,aher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrang other certifying officer(s) and | are responsitileestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in the Exchange .
Rules 13-15(f) and 15-15(f)) for the registrant and we hay

(a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbg tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidghsubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financial réipgr or caused such internal control over finaho&porting to be design
under our supervision, to provide reasonable amsaraegarding the reliability of financial repodirand the preparation
financial statements for external purposes in ataace with generally accepted accounting princij

(c) Evaluated the effectiveness of the registgadisclosure controls and procedures and pres@mteds report our conclusions ab
the effectiveness of the disclosure controls armteutures, as of the end of the period covered tsyréport based on st
evaluation; an

(d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registrarfourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrans other certifying officers and | have disclosedsdd on our most recent evaluation of internalrobmver financie
reporting, to the registrant’s auditors and theitacommittee of registrand’ board of directors (or persons performing thevedent
functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal contro¢iofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a s@gmifrole in the registramst’
internal control over financial reportin

Date: November 17, 2014 LAPOLLA INDUSTRIES, INC.

/sl Douglas J. Kramer, CEO

Douglas J. Krame
Principal Executive Office




Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

I, Charles A. Zajaczkowski, certify that:
1. | have reviewed this quarterly report on Forn-Q of Lapolla Industries, Inc

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,aher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrang other certifying officer(s) and | are responsitileestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in the Exchange .
Rules 13-15(f) and 15-15(f)) for the registrant and we hay

(a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbg tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidghsubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financial réipgr or caused such internal control over finaho&porting to be design
under our supervision, to provide reasonable amsaraegarding the reliability of financial repodirand the preparation
financial statements for external purposes in ataace with generally accepted accounting princij

(c) Evaluated the effectiveness of the registgadisclosure controls and procedures and pres@mteds report our conclusions ab
the effectiveness of the disclosure controls armteutures, as of the end of the period covered tsyréport based on st
evaluation; an

(d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter (the registrarfourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrans other certifying officers and | have disclosedsdd on our most recent evaluation of internalrobmver financie
reporting, to the registrant’s auditors and theitacommittee of registrand’ board of directors (or persons performing thevedent
functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal contro¢iofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a s@gmifrole in the registramst’
internal control over financial reportin

Date: November 17, 2014 LAPOLLA INDUSTRIES, INC.

/sl Charles A. Zajaczkowski, CFO

Charles A. Zajaczkowsl
Principal Financial Office




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 furnishededp to accompany the Report pursuant to 18 U.§.€350 and in accordance w
SEC Release No. 33-8238. These certifications sloalbe deemed “filedfor purposes of Section 18 of the Securities Exgbafact of 1934, ¢
amended, nor shall they be incorporated by referémany filing of the Company under the Securifdes of 1933, as amended, whether n
before or after the date hereof, regardless ofg@meral incorporation language in such filing.

Certification of Principal Executive Officer

Pursuant to 18 U.S.C. 8 1350, as created by Seefiénof the Sarbaneédxley Act of 2002, the undersigned officer of Ldp
Industries, Inc., a Delaware corporation (the “Camy), hereby certifies, to his knowledge, that:

0] the accompanying Quarterly Report on Form 18f@he Company for the period ended September @04 Zthe “Report)
fully complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of the SeasiExchange Act of 19:
as amended; ar

(i) the information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operatic
of the Company

Date: November 17, 2014 LAPOLLA INDUSTRIES, INC.

/sl Douglas J. Kramer, CEO

Douglas J. Krame
Principal Executive Office

A signed original of this written statement reqditey Section 906 has been provided to Lapolla Itréiss Inc. and will be retained
Lapolla Industries, Inc. and furnished to the Siimsrand Exchange Commission or its staff upomest

Certification of Principal Financial Officer

Pursuant to 18 U.S.C. § 1350, as created by Seefiénof the Sarbanedxley Act of 2002, the undersigned officer of Ldp
Industries, Inc., a Delaware corporation (the “Camy), hereby certifies, to his knowledge, that:

0] the accompanying Quarterly Report on Form 18f@he Company for the period ended September @03 Zthe “Report)
fully complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of the SeasiExchange Act of 19:
as amended; ar

(i) the information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operatic
of the Company

Date: November 17, 2014 LAPOLLA INDUSTRIES, INC.

/sl Charles A. Zajaczkowski, CFO

Charles A. Zajaczkowsl
Principal Financial Office

A signed original of this written statement reqditey Section 906 has been provided to Lapolla Itréiss Inc. and will be retained
Lapolla Industries, Inc. and furnished to the Siiesrand Exchange Commission or its staff upomest



