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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ¨  No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ¨  No x

Indicate by check mark whether the issuer (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the past 12 months (or for such shorter period that the registrant was required
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incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
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company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨
Non-accelerated filer ¨ Smaller reporting company x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes ¨ No x

The aggregate market value of the 170,913,943 shares of voting stock held by non-affiliates of the registrant based on
the closing price on the OTC Markets on March 30, 2014 was $5,127,418.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest
practicable date.

Shares
Outstanding

Title of Class December
19, 2014

Common Stock 170,913,943

DOCUMENTS INCORPORATED BY REFERENCE

None.
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Cautionary Note Regarding Forward-Looking Information

This Report on Form 10-K, in particular Part II Item 7 “Management’s Discussion and Analysis of Financial Condition
and Results of Operations,” contains certain “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). These forward-looking statements represent our expectations, beliefs, intentions or
strategies concerning future events, including, but not limited to, any statements regarding our assumptions about
financial performance; the continuation of historical trends; the sufficiency of our cash balances for future liquidity
and capital resource needs; the expected impact of changes in accounting policies on our results of operations,
financial condition or cash flows; anticipated problems and our plans for future operations; and the economy in
general or the future of the defense industry, all of which were subject to various risks and uncertainties.

When used in this Report on Form 10- K and other reports, statements, and information we have filed with the
Securities and Exchange Commission (“Commission” or “SEC”), in our press releases, presentations to securities analysts
or investors, in oral statements made by or with the approval of an executive officer, the words or phrases “believes,”
“may,” “will,” “expects,” “should,” “continue,” “anticipates,” “intends,” “will likely result,” “estimates,” “projects” or similar expressions
and variations thereof are intended to identify such forward-looking statements. However, any statements contained in
this Report on Form 10-K that are not statements of historical fact may be deemed to be forward-looking statements.
We caution that these statements by their nature involve risks and uncertainties, certain of which are beyond our
control, and actual results may differ materially depending on a variety of important factors.

We do not assume the obligation to update any forward-looking statement. You should carefully evaluate such
statements in light of factors described in this prospectus. In this Form 10-K, Optex Systems Holdings, Inc. (“Optex
Systems Holdings”) has identified important factors that could cause actual results to differ from expected or historic
results. You should understand that it is not possible to predict or identify all such factors. Consequently, you should
not consider any such list to be a complete list of all potential risks or uncertainties.

ii
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PART I

Item 1  Description of Business

Background

Prior History - Sustut Exploration, Inc.

Sustut was a Delaware corporation formed on April 11, 2006 to search for available mining properties in North
Central British Columbia. It entered into an option agreement in 2006 to purchase a mineral claim, and the option
expired in May 2008 without any payment being made. Thus, as of May 2008, Sustut was left with no operating
business of which to dispose.

As a result of the reorganization on March 30, 2009, Optex Systems Holdings changed its name from Sustut
Exploration Inc. to Optex Systems Holdings, Inc., and its year end from December 31 to a fiscal year ending on the
Sunday nearest September 30.

Reorganization

On March 30, 2009, a reorganization occurred whereby the then existing shareholders of Optex Systems, Inc., a
private Delaware corporation (“Optex Systems, Inc. (Delaware)”), exchanged their shares of Optex Systems, Inc.
(Delaware) common stock with the shares of common stock of Optex Systems Holdings as follows: (i) the outstanding
85,000,000 shares of Optex Systems, Inc. (Delaware) common stock were exchanged for 113,333,282 shares of Optex
Systems Holdings common stock, (ii) the outstanding 1,027 shares of Optex Systems, Inc. (Delaware) Series A
preferred stock were exchanged for 1,027 shares of Optex Systems Holdings Series A preferred stock and (iii) the
8,131,667 shares of Optex Systems, Inc. (Delaware) common stock purchased in the private placement were
exchanged for 8,131,667 shares of Optex Systems Holdings common stock. Optex Systems, Inc. (Delaware) has
remained a wholly-owned subsidiary of Optex Systems Holdings, and the Optex Systems, Inc. (Delaware)
shareholders are now shareholders of Optex Systems Holdings. As a result of the reorganization, Sileas Corporation, a
former shareholder of Optex Systems, Inc. (Delaware), beneficially owns approximately 84.0% of the issued and
outstanding common stock of Optex Systems Holdings and Alpha Capital Anstalt, a former shareholder of Optex
Systems, Inc. (Delaware) owns 7.0% of the issued and outstanding common stock of Optex Systems Holdings.
Furthermore, at the time of the reorganization, Andrey Oks resigned as the sole officer and director of Optex Systems
Holdings.
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Optex Systems, Inc. (Delaware) manufactures optical sighting systems and assemblies, primarily for Department of
Defense applications. Its products are installed on various types of U.S. military land vehicles, such as the Abrams and
Bradley fighting vehicles, light armored and armored security vehicles and have been selected for installation on the
Stryker family of vehicles. Optex Systems, Inc. (Delaware) also manufactures and delivers numerous periscope
configurations, rifle and surveillance sights and night vision optical assemblies. Optex Systems, Inc. (Delaware)
products consist primarily of build-to-customer print products that are delivered both directly to the armed services
and to other defense prime contractors. Less than 1% of today’s revenue is related to the resale of products
substantially manufactured by others. In this case, the product would likely be a simple replacement part of a larger
system previously produced by Optex Systems, Inc. (Delaware).

Recent Events

Purchase of Applied Optics Products Line

On November 3, 2014, Optex Systems, Inc. entered into a Purchase Agreement with L-3 Communications, Inc. (“L-3”)
pursuant to which Optex purchased from L-3 the assets comprising L-3’s Applied Optics Products Line (“Purchased
Assets”), which is engaged in the production and marketing and sales of precision optical assemblies utilizing thin film
coating capabilities for optical systems and components primarily used for military purposes. The Purchased Assets
consist of personal property, inventory, books and records, contracts, prepaid expenses and deposits, intellectual
property, and governmental contracts and licenses utilized in the business comprised of the Purchased Assets.

1
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The purchase price for the acquisition was $1,013,053, which was paid in full at closing, plus the assumption of
certain liabilities associated with the Purchased Assets in the approximate amount of $271,000. The source of funds
for the acquisition consisted of an advance of $800,000 from accredited investors in a to be consummated private
placement of convertible notes to be issued by Optex Systems Holdings in a transaction exempt from registration
under Section 4(2) of the Securities Act, with the balance of the funds derived directly from its working capital.

In conjunction with the acquisition of the Purchased Assets, Optex Systems assumed the obligations of L-3 pursuant
to this certain Assignment to Lease and Consent of Landlord Agreement (the “Agreement”) dated as of October 30,
2014, between L-3, as tenant, Optex Systems, as assignee, and CABOT II TX1W04, LP, as landlord, with respect to
those certain Leases dated as of August 27, 1996 covering Premises located at 9839 and 9827 Chartwell Drive,
respectively, Dallas, Texas (the “Premises”), as amended by First Amendments dated May 14, 2001, Second
Amendments dated January 9, 2004, Third Amendments dated February 21, 2005 and the Fourth Amendment dated
March 13, 2009 (such Leases as so amended being referred to as the “Lease”). The leased premises under the Lease
consist of approximately 56,633 square feet of space at the premises, with a monthly rental of approximately $32,000
per month. The term of the lease expires September 30, 2016, and there are four renewal options available to the
tenant, and each renewal term is five years in duration.

Issuance of Convertible Notes

On November 17, 2014, Optex Systems Holdings entered into a Subscription Agreement (the “Agreement”) to sell up to
$2.1 million principal amount of convertible promissory notes (“Notes”) with several accredited investors (the “Investors”)
in a private placement pursuant to which the Investors purchased a series of Notes with an aggregate principal amount
of $1.55 million. The Agreement allows for a second closing, to occur no later than 30 days from November 17, 2014,
for the balance of the $2.1 million aggregate amount of the offering.  The Notes bear interest at a rate of 12% per
annum and mature two years after the date of the issuance.   Optex Systems Holdings may pay interest due either in
cash or, at its option, through stock.  The Notes are convertible at the option of the Investors at any time into shares of
Optex Systems Holdings’ common stock, par value $0.001 per share (the “Common Stock”) at a conversion price equal
to $.0025 per share.  All or part of the then remaining principal amount of the Notes may be prepaid at any time at a
price equal to 125% of the sum of the remaining principal amount of the Notes to be prepaid plus all accrued and
unpaid interest thereon.  The Agreement also requires the Optex Systems Holdings to affect a 1:350 reverse split of its
common stock no later than 90 days from November 17, 2014.

The Notes contain certain customary negative covenants and events of default, including, but not limited to, Optex
Systems Holdings’ failure to pay principal and interest, material defaults under the other transaction documents,
bankruptcy, and Optex Systems Holdings’ failure to deliver Common Stock certificates after a conversion date.  

The conversion price of the Notes is subject to “full ratchet” anti-dilution adjustment for subsequent lower price
issuances by Optex Systems Holdings, as well as customary adjustments provisions for stock splits, stock dividends,
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recapitalizations and the like.

Pursuant to a Registration Rights Agreement, of even date, between the Company and the Investors, Optex Systems
Holdings is obligated to file a registration statement with the Securities and Exchange Commission (“SEC”) registering
the shares underlying the Notes for public resale by January 17, 2015 and cause such registration statement to be
effective by March 17, 2015.  The Company is subject to certain liquidated damages in the event it does not satisfy
such obligations and other obligations under such Registration Rights Agreement.

Sileas Corp., the controlling shareholder of Optex Systems Holdings, also entered into a Make Whole Agreement, of
even date, with the Investors and the Company, pursuant to which, unless and until Optex Systems Holdings’ common
stock is listed on the NASDAQ Capital Market, it will make payment to the Investors of interest on the Notes, on any
date on which interest is due and payable under the Notes, from the date of payment until the maturity date of the
Notes.

The securities sold to the Investors were not registered under the Securities Act of 1933, as amended (the “Securities
Act”), or the securities laws of any state, and were offered and sold in reliance on the exemption from registration
afforded by Section 4(a)(2) under the Securities Act and/or Regulation D promulgated thereunder and corresponding

2
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provisions of state securities laws, which exempt transactions by an issuer not involving any public offering. The
Investors are “accredited investors” as such term is defined in Regulation D promulgated under the Securities Act.  

Appointment of Chief Financial Officer, Resignation and Appointment of Chairman and Director

Effective November 19, 2014, Karen Hawkins, the Vice President of Finance and Controller of Optex Systems
Holdings, was appointed as its Chief Financial Officer.  

Also effective November 19, 2014, Merrick Okamoto resigned as its Chairman of the Board and as a Director. In
recognition of his service, all of his unvested stock options were deemed to vest immediately, and the termination date
of all of his stock options was extended to December 31, 2018.  

Also effective November 19, 2014, Peter Benz was appointed as a Director of Optex Systems Holdings by its Board
of Directors and was also elected as the Optex Systems Holdings’ Chairman of the Board of Directors.  

Since 2001, Mr. Benz has served as Chairman and Chief Executive Officer of Viking Asset Management, LLC and is
a member of the Investment Committee. His responsibilities include assuring a steady flow of candidate deals, making
asset allocation and risk management decisions and overseeing all business and investment operations. He has more
than 25 years of experience specializing in investment banking and corporate advisory services for small growth
companies in the areas of financing, merger/acquisition, funding strategy and general corporate development. Prior to
founding Viking in 2001, Mr. Benz founded Bi Coastal Consulting Company where he advised hundreds of
companies regarding private placements, initial public offerings, secondary public offerings and acquisitions. Mr.
Benz currently serves as a director for usell.com, Inc , Starboard Resources, and Embark Holdings. Prior to founding
Bi Coastal Consulting, Mr. Benz was responsible for private placements and investment banking activities at Gilford
Securities in New York, NY. Mr. Benz is a graduate of Notre Dame University.

Products

Optex Systems Holdings’ products are installed on various types of U.S. military land vehicles, such as the Abrams
and Bradley, and Stryker families of fighting vehicles, as well as light armored and armored security vehicles. Optex
Systems Holdings also manufactures and delivers numerous periscope configurations, rifle and surveillance sights and
night vision optical assemblies. Optex Systems Holdings delivers its products both directly to the federal government
and to prime contractors.
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Optex Systems Holdings delivers high volume products, under multi-year contracts, to large defense contractors and
government customers. Increased emphasis in the past twelve months has been on new opportunities to promote and
deliver Optex products in foreign military sales, where U.S.-manufactured, combat and wheeled vehicles, are supplied
(and upgraded) in cooperation with the U.S. Department of Defense. We have a reputation for quality and credibility
with our customers as a strategic supplier. We also anticipate the opportunity to integrate some of our night vision and
optical sights products into commercial applications.

Specific product categories include:

•Electronic sighting systems

•Mechanical sighting systems

•Laser protected plastic and glass periscopes

•Non-laser protected plastic and glass periscopes

•Howitzer sighting systems

•M36 Thermal Day / Night Periscopes

•M17 Day / Thermal Periscopes

3
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•Ship binoculars

•Replacement optics (e.g. filters, mirrors)

Product Line Product Category

Periscopes Laser & Non Laser Protected Plastic & Glass Periscopes, Electronic M17 Day/Thermal Periscopes,
Vision Blocks

Sighting
Systems

Back Up Sights, Digital Day and Night Sighting Systems (DDAN), M36 Thermal Periscope, Unity
Mirrors

Howitzers M137 Telescope, M187 Mount, M119 Aiming Device

Other Muzzle Reference Systems (MRS), Binoculars, Collimators, Optical Lenses & Elements, Filters,
Windows

Location and Facility

We are located in Richardson, TX in an approximately 49,000 square foot facility, and as of December 19, 2014, we
had 53 full time equivalent employees. We operate with a single shift, and capacity could be expanded by adding a
second shift. Our proprietary processes and methodologies provide barriers to entry for other competing suppliers. In
many cases, we are the sole source provider or one of only two providers of a product. We have capabilities which
include machining, bonding, painting, tracking, engraving and assembly and can perform both optical and
environmental testing in-house.

We lease our facility. Effective as of December 10, 2013, and executed on December 10, 2013, Optex Systems
Holdings, Inc. renewed its Richardson, TX lease. Under the terms of the amendment:

•The lease term is extended until March 31, 2021.

•
The annual base rent rate is as follows: from 1/1/14 -3/31/14, $0.00 per square foot; from 4/1/2010 – 3/31/2018, $5.45
per square foot; from 4/1/2018 – 3/31/2019, $5.65 per square foot; from 4/1/2019 – 3/31/2020, $5.85 per square foot;
and from 4/1/2020 – 3/31/2021, $6.05 per square foot.

•A $0.35 million HVAC improvement allowance is included.

In November 2014, we also acquired a new business unit from L-3 Communications, Inc., which is described herein
below under “Recent Events — Acquisition”. The acquisition, Applied Optics Center (AOC), is located in Dallas, Texas
with leased premises consisting of approximately 56,633 square feet of space, As of December, 19, 2014, Applied
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Optics Center operates with 27 full time equivalent employees in a single shift operation.

Contracts

Each contract with Optex Systems Holdings’ customers has specific quantities of material that need to be purchased,
assembled, and then shipped. Prior to bidding a contract, Optex Systems Holdings contacts potential sources of
material and receives qualified quotations for this material. In some cases, the entire volume is given to a single
supplier and in other cases, the volume might be split between several suppliers. If a contract has a single source
supplier and that supplier fails to meet their obligations (e.g., quality, delivery), then Optex Systems Holdings would
attempt to find an acceptable alternate supplier, and if successful, it would then renegotiate contractual deliverables
(e.g., specifications, delivery, price). As of December 12, 2014, approximately 75% of the costs of our material
requirements are single-sourced across four suppliers representing approximately 11% of our active supplier
orders.  The percentage of single sourced materials increased significantly over prior periods due to lower overall
purchase order commitments, combined with a change in product mix with a higher percentage of purchase orders in
support of the DDAN program and a lower percentage in support of periscopes. Single-sourced component
requirements span across all of our major product lines. Of these single sourced components, we have material
contracts (purchase orders) with firm pricing and delivery schedules in place with each of the suppliers to supply the
parts necessary to satisfy our current contractual needs.

4
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We are subject to, and must comply with, various governmental regulations that impact, among other things, our
revenue, operating costs, profit margins and the internal organization and operation of our business. The material
regulations affecting our U.S. government business are summarized in the table below.

Regulation Summary

Federal
Acquisition
Regulation

The principal set of rules in the Federal Acquisition Regulation System (“FAR”). This system consists
of sets of regulations issued by agencies of the federal government of the United States to govern
what is called the “acquisition process,” which is the process through which the government acquires
goods and services. That process consists of three phases: (1) need recognition and acquisition
planning, (2) contract formation, and (3) contract administration. The FAR System regulates the
activities of government personnel in carrying out that process. It does not regulate the purchasing
activities of private sector firms, except to the extent that those activities involve government
solicitations and contracts by reference.

International
Traffic in Arms
Regulations

United States government regulations that control the export and import of defense-related articles
and services on the United States Munitions List. These regulations implement the provisions of the
Arms Export Control Act.

Truth in
Negotiations Act

A public law enacted for the purpose of providing for full and fair disclosure by contractors in the
conduct of negotiations with the government. The most significant provision included is the
requirement that contractors submit certified cost and pricing data for negotiated procurements
above a defined threshold of $700,000 as October 1, 2010.  It requires contractors to provide the
government with an extremely broad range of cost or pricing information relevant to the expected
costs of contract performance, and it requires contractors and subcontractors to submit cost or
pricing data to the government and to certify that, to the best of their knowledge and belief, the data
are current, accurate, and complete.

Optex Systems Holdings is responsible for full compliance with the Federal Acquisition Regulation. Upon award, the
contract may identify certain regulations that Optex Systems Holdings needs to meet. For example, a contract may
allow progress billing pursuant to specific Federal Acquisition Regulation clauses incorporated into the contract.
Other contracts may call for specific first article acceptance and testing requirements. The Federal Acquisition
Regulation will identify the specific regulations that Optex Systems Holdings must follow based on the type of
contract awarded. The Federal Acquisition Regulation also contains guidelines and regulations for managing a
contract after award, including conditions under which contracts may be terminated, in whole or in part, at the
government’s convenience or for default. These regulations also subject us to financial audits and other reviews by the
government of our costs, performance, accounting and general business practices relating to our government contracts,
which may result in adjustment of our contract-related costs and fees and, among other things and impose accounting
rules that define allowable and unallowable costs governing our right to reimbursement under certain contracts.

First Article Testing and Acceptance requirements consist of specific steps. For example, the first article testing
associated with Howitzer-type product is comprehensive and time consuming. The dimensions and material
specifications of each piece of the assembly must be verified, and each product has in excess of 100 piece parts. Once
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the individual piece parts are verified to be compliant to the specification, the assembly processes are documented and
verified. A sample of the production (typically three units) is verified to meet final performance specifications. Once
the units meet the final performance specification, they are then subjected to accelerated life testing, a series of tests
which simulate the lifetime use of the product in the field. This consists of exposing the units to thermal extremes,
humidity, mechanical shock, vibration, and other physical exposure tests. Once completed, the units undergo a final
verification process to ensure that no damage has occurred as a result of the testing and that they continue to meet the
performance specification. All of the information and data is recorded into a final first article inspection and test report
and submitted to the customer along with the test units for final approval. First Article Acceptance and Testing is
generally required on new contracts/product awards but may also be required on

5
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existing products or contracts where there has been a significant gap in production, or where the product has
undergone significant manufacturing process, material, tooling, equipment or product configuration changes.

Optex Systems Holdings, Inc. is also subject to laws, regulations and executive orders restricting the use and
dissemination of information deemed classified for national security purposes and the exportation of certain products
and technical data as covered by the International Traffic in Arms Regulation. In order to import or export items listed
on the U.S. Munitions List, we are required to be registered with the Directorate of Defense Trade Controls office.
The registration is valid for one year, and the registration fees are established based on the number of license
applications submitted the previous year. Optex Systems Holdings currently has an approved and current registration
on file with the Directorate of Defense Trade Controls office. Once the registration is approved, each import/export
license must be filed separately. License approval requires the company to provide proof of need, such as a valid
contract or purchase order requirement for the specific product or technical data requested on the license and requires
a detailed listing of the items requested for export/import, the end-user, the end-user statement, the value of the items,
consignees/freight forwarders and a copy of a valid contract or purchase order from the end-user. The approval
process for the license can vary from several weeks to six months or more. The licenses Optex Systems Holdings
currently uses are the DSP-5 (permanent export), DSP-6 (license revisions) and DSP-73 (temporary export).

The aforementioned licenses are valid for 48 months from date that each such license is issued as set forth on the table
below (updated as of December 13, 2014).

DSP – 5 licenses Issue Date Expiration Date
(48 months of issue)

50269333 1/7/2011 1/7/2015
50274142 1/5/2011 1/5/2015
50275888 2/28/2011 2/28/2015
50284334 3/1/2011 3/1/2015
50290287 4/13/2011 4/13/2015
50290963 5/2/2011 5/2/2015
50302078 5/27/2011 5/27/2015
50303894 6/1/2011 6/1/2015
5029802 6/6/2011 6/6/2015
50310470 7/7/2011 7/7/2015
50309527 7/12/2011 7/12/2015
50313126 7/14/2011 7/14/2015
50314547 8/11/2011 8/11/2015
50324632 9/8/2011 9/8/2015
50323843 9/23/2011 9/23/2015
50343236 12/7/2011 12/7/2015
50343846 12/5/2011 12/5/2015
50343382 12/21/2011 12/21/2015
50343483 12/28/2011 12/28/2015
50355614 2/1/2012 2/1/2016
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50355650 1/31/2012 1/31/2016
50346638 2/13/2012 2/13/2016
50362079 2/29/2012 2/29/2016
50362307 3/19/2012 3/19/2016
50362221 3/19/2012 3/19/2016
50360195 3/23/2012 3/23/2016
(TA-0018-12B) 50374118 4/18/2012 4/18/2016
50381011 5/24/2012 5/24/2016
50382421 5/31/2012 5/31/2016
50386018 7/12/2012 7/12/2016
50397890 8/8/2012 8/8/2016
50398181 8/10/2012 8/10/2016
50398178 8/10/2012 8/10/2016

6
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50402338 8/29/2012 8/29/2016
50403055 9/6/2012 9/6/2016
50399603 9/18/2012 9/18/2016
50401835 9/12/2012 9/12/2016
50430589 1/25/2013 1/23/2017
50435218 3/7/2013 3/6/2017

DSP – 6 Licenses Date Issued Expiration Date
(48 months of issue)

60026731 12/1/2011 12/1/2015
60024989 8/30/2011 3/1/2015

DSP – 73 Licenses Date Issued Expiration Date
(48 months of issue)

730030429 2/22/2011 2/22/2015
730031574 6/15/2011 6/15/2015
730033471 9/16/2011 9/16/2015
730033903 9/23/2011 9/23/2015
730038566 6/26/2012 6/26/2016
730038918 8/13/2012 8/13/2016

Licenses are subject to termination if a licensee is found to be in violation of the Arms Export Control Act or the
International Traffic in Arms Regulations requirements. If a licensee is found to be in violation, in addition to a
termination of its licenses, it can be subject to fines and penalties by the government.

Optex Systems Holdings’ contracts may also be governed by the Truth in Negotiation Act requirements where certain
of our contracts or proposals exceed the $700,000 threshold and/or are deemed as sole source, or non- competitive
awards, covered under this act. For these contracts, Optex Systems Holdings must provide a vast array of cost and
pricing data in addition to certification that our pricing data and disclosure materials are current, accurate and
complete upon conclusion of the negotiation. Due to the additional disclosure and certification requirements, if a post
contract award audit were to uncover that the pricing data provided was in any way not current, accurate or complete
as of the certification date, Optex Systems Holdings could be subjected to a defective pricing claim adjustment with
accrued interest. Currently, Optex Systems Holdings does not have any pending defective pricing claim adjustments.
Additionally, as a result of this requirement, contract price negotiations may span from two to six months and can
result in undefinitized or not to exceed ceiling priced contracts subject to future downward negotiations and price
adjustments. Currently, Optex Systems Holdings does not have any undefinitized contracts subject to further price
negotiation.
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Our failure to comply with applicable regulations, rules and approvals or misconduct by any of our employees could
result in the imposition of fines and penalties, the loss of security clearances, the loss of our U.S. government
contracts or our suspension or debarment from contracting with the U.S. government generally, any of which could
have a material adverse effect our business, financial condition, results of operations and cash flows. We are currently
in compliance with all applicable regulations and do not have any pending claims as a result of noncompliance.

The terms of our material contracts are as follows (updated as of December 12, 2014):

Total Progress
/Milestone Order Remaining

Customer Contract Award Billable Period Value Delivery
Customer PO/Contract Type Value (2) (1) Expiration (3) Period

GDLS -
Canada (4)

Subcontract PO
35334144

Firm Fixed Price and
Fixed Quantity
Purchase Order

$8,621,296 Yes N/A $4,627,094
Mid 2012
- Dec
2016

GDLS -
Canada (5)

Subcontract PO
35419634

Firm Fixed Price and
Fixed Quantity
Purchase Order

$1,018,512 No N/A $1,018,512
Apr 2016
- Jun
2016

7
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(1)Payment terms on shipments are net 30 days.

(2)

“Total Award Value” as included in the table represents the total value of all delivery orders against the prime
contract that have already been awarded to Optex. The total award value represents already awarded delivery
order contracts. Based on Optex’s historical experience with these contracts and other similar contracts, the
amount awarded has directly correlated to the amount received.

(3)
The “Remaining Value” depicts the open undelivered values remaining to be delivered against the contract
awards as of September 28, 2014. Only these undelivered values of the contracts may be subject to the contract
termination clause. It has been the experience of Optex Systems that these clauses are rarely invoked.

(4)
Contract was awarded on October 24, 2011 but effective November 3, 2011 as the date on which approved for
disclosure by contractor.  This contract provides for milestone billing, in part. Total award value includes all
statement of work change orders through December 12, 2014.

(5)New contract award quantity added on December 3, 2013 as a follow on quantity to the original PO 35334144.

Organizational History

On October 14, 2008, in a transaction that was consummated via public auction, Optex Systems, Inc. (Delaware)
purchased all of the assets of Optex Systems, Inc. (Texas) in exchange for $15 million of Irvine Sensors Corporation
debt and the assumption of approximately $3.8 million of certain liabilities of Optex Systems, Inc. (Texas). Optex
Systems, Inc. (Delaware) was formed by the Longview Fund, LP and Alpha Capital Antstalt, former secured creditors
of Irvine Sensors Corporation, to consummate the transaction with Optex Systems Holdings, and subsequently, on
February 20, 2009, Longview Fund conveyed its ownership interest in Optex Systems Holdings to Sileas Corporation,
an entity owned by three of Optex Systems Holdings’ officers (one of whom is also one of Optex Systems Holdings’
three directors). On March 30, 2009, a reorganization occurred whereby Optex Systems, Inc. (Delaware) became a
wholly-owned subsidiary of Optex Systems Holdings.

Market Opportunity — U.S. Military

The impact of the U.S. congressionally mandated defense spending reductions is reflected in the lower annual sales of
Optex Systems Holdings and based on the most recent U.S. Budget projections, the projected spending will
approximate or decline slightly from the current reduced spending levels through fiscal year 2019. The chart below
was derived from public government spending sources and depicts total U.S. military spending from 2004 through
2013 and forecasted spending through 2019. It is difficult to directly tie this spending to any specific military vehicles;
however, Optex Systems Holdings serves the U.S. armed forces, active duty and reserves, plus various state national
guards. The purpose of including this chart is to provide the reader with actual trend data showing U.S. military
defense and procurement spending from 2004 through 2013. The total military spending increased from $436.4 billion
in 2004 and peaked at $678.1 billion in 2011 representing a total increase in military spending of 55.4% during that
period. As of fiscal year 2014 the total projected military spending has declined by 12.5% from the peak 2011 level.
However, the military procurement budget depicts a more significant decline of 31.2% to $91.2 billion from its peak
level of $133.6 billion in 2010. The U.S. government spending reductions have had a significant impact on our
product lines as our products directly support various types of U.S. military land vehicle procurements. As a direct
result of lower U.S. defense procurement spending, Optex Systems Holdings has experienced reduced revenues of
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37.1% from fiscal years 2011 through fiscal year 2014. Given the reductions in U.S. military spending in recent years
and the budget uncertainty in the coming years, Optex Systems Holdings continues to aggressively pursue
international and commercial opportunities in addition to maintaining its current footprint with U.S. vehicle
manufactures, with existing as well as new product lines.
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