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STATEMENT REGARDING FORWARD-LOOKING INFORMATION  

This Quarterly Report on Form 10-Q, or Report, contains forward-looking statements that are based on our management’s belief and
assumptions and on information currently available to our management. Although we believe that the expectations reflected in these forward-
looking statements are reasonable, these statements relate to future events or our future financial performance, and involve known and
unknown risks, uncertainties and other factors that may cause our actual results, levels of activity, performance or achievements to be
materially different from any future results, levels of activity, performance or achievements expressed or implied by these forward-looking
statements.

In some cases, you can identify forward-looking statements by terminology such as “may,” “will,” “should,” “expects,” “intends,” “plans,”
“anticipates,” “believes,” “estimates,” “predicts,” “potential,” “continue” or the negative of these terms or other comparable terminology. You
should not place undue reliance on forward-looking statements because they involve known and unknown risks, uncertainties and other
factors, which are, in some cases, beyond our control and which could materially affect our results. Factors that may cause actual results to
differ materially from current expectations include, among other things, those listed in the section entitled “Risk Factors” in our Annual Report
on Form 10-K for the fiscal year ended December 31, 2019, and in this Report on Form 10-Q. If one or more of these risks or uncertainties
occur, or if our underlying assumptions prove to be incorrect, actual events or results may vary significantly from those implied or projected by
the forward-looking statements. No forward-looking statement is a guarantee of future performance. You should read this Report and the
documents that we reference in this Report and have filed with the Securities and Exchange Commission, or the SEC, as exhibits to this
Report, completely and with the understanding that our actual future results may be materially different from any future results expressed or
implied by these forward-looking statements.

In particular, forward-looking statements in this Report include statements about:
· our ability to generate sufficient cash flows and obtain the additional financing we need in order to continue as a going concern;
· our ability to generate additional revenue or secure additional external financing when, or if, required, in order to continue our current

operations;
· our ability to manufacture our products on a timely basis and at a competitive cost;
· our ability to successfully remediate manufacturing issues that have resulted in production delays and successfully integrate new

equipment on our manufacturing line;
· our ability to achieve our yield improvement initiatives;
· our ability to meet our obligations as they become due over the next twelve months;
· our needs for additional financing, as well as our ability to obtain such additional financing on reasonable terms and the interest rate

and expense we incur on any debt financing;
· the potential for forgiveness of the Paycheck Protection Program (“PPP”) loan under the terms of the PPP and the possible impact of

any audit related to the PPP Note;
· our anticipated cash needs and our estimates regarding our capital requirements;
· our ability to maintain our relationships with customers and vendors;
· our ability to protect our intellectual property;
· our ability to successfully develop and market our products to customers;  
· our ability to generate customer demand for our products in our target markets;
· the development of our target markets and market opportunities, including the consumer market;
· technological developments in our target markets and the development of alternate, competing technologies in them;
· the rate of acceptance of AR/VR systems and products in the consumer and commercial marketplace;
· our potential exposure to product liability claims;
· our ability to meet customers’ delivery schedules;
· market pricing for our products and for competing products;
· the concentration of a significant ownership percentage in our Company in a relatively small number of stockholders and the ability of

one or more of such stockholders to exert substantial control over our affairs;
· changes in demand by original equipment manufacturer (“OEM”)  customers for advanced microdisplays, limited availability of

suppliers and foundries, high costs of raw materials, pricing pressure brought by the marketplace or governmental customers and
other factors that impact the commercial, military and consumer markets in which we operate;

· increasing competition;
· provisions in certain of our organizational documents, commercial agreements and our military contracts that may prevent or delay an

acquisition of, partnership with, or investment in, our Company and our ability to develop original equipment manufacturer and mass
production partnerships;

· our ability to maintain our operations as a result of potential employee, customer and supplier disruptions caused by the Covid-19
pandemic or any resurgences and quarantine restrictions ; and

· our efforts to settle purchase commitments remaining from our consumer night vision business.
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The forward-looking statements in this Report represent our views as of the date of this Report. We anticipate that subsequent events and
developments may cause our views to change. However, while we may elect to update these forward-looking statements at some point in the
future, we have no current intention of doing so except to the extent required by applicable law. Therefore, these forward-looking statements
do not represent our views as of any date other than the date of this Report.

In this Report, references to “eMagin Corporation,” “eMagin,” “the Company,” “we,” “us,” and “our company” refer to eMagin Corporation and
our wholly owned subsidiary, Virtual Vision, Inc. References to “Consumer Night Vision Business” refers to our consumer night vision products
business.

eMagin® is a registered trademark of eMagin Corporation. dPd TM is an unregistered trademark of eMagin. All rights reserved. All other
trademarks used in this Report are the property of their respective owners.
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 ITEM 1.  Financial Statements 
eMAGIN CORPORATION 

CONDENSED CONSOLIDATED BALANCE SHEETS 
(In thousands, except share data)

(unaudited) 


      
 June 30,  December 31,

 2020  2019

ASSETS       
Current assets:       
Cash and cash equivalents  $ 5,447  $ 3,515 

Accounts receivable, net   6,085   3,966 

Unbilled accounts receivable   16   155 

Inventories   8,470   8,832 

Prepaid expenses and other current assets   1,389   1,130 

Total current assets   21,407   17,598 

Equipment, furniture and leasehold improvements, net   7,817   8,100 

Operating lease right - of - use assets   3,358   3,729 

Intangibles and other assets   130   160 

Total assets  $ 32,712  $ 29,587 

      
LIABILITIES AND SHAREHOLDERS’ EQUITY       
Current liabilities:       
Accounts payable  $ 1,809  $ 1,302 

Accrued compensation   1,914   1,778 

Paycheck Protection Program loan - current   496    —

Revolving credit facility, net   420   2,891 

Common stock warrant liability   1,524   23 

Other accrued expenses   1,598   1,401 

Deferred revenue   289   277 

Operating lease liability - current   809   775 

Other current liabilities   508   342 

Total current liabilities   9,367   8,789 

Finance lease liability - long term   16   24 

Paycheck Protection Program - Long Term payable   1,467    —

Deferred Income - Government awards - long term   2,263    —

Operating lease liability - long term   2,654   3,067 

Total liabilities   15,767   11,880 

      
Commitments and contingencies (Note 8)       

      
Shareholders’ equity:       
Preferred stock, $.001 par value: authorized 10,000,000 shares:       
Series B Convertible Preferred stock, (liquidation preference of $5,659) stated value $1,000 per share, $.001 par value: 10,000
shares designated and 5,659 issued and outstanding as of June 30, 2020 and December 31, 2019.    —   —
Common stock, $.001 par value: authorized 200,000,000 shares, issued 61,407,331 shares, outstanding 61,245,265 shares as
of June 30, 2020 and issued 50,250,378 shares, outstanding 50,088,312 shares as of December 31, 2019.   61   50 

Additional paid-in capital   262,194   258,767 

Accumulated deficit   (244,810)  (240,610)

Treasury stock, 162,066 shares as of June 30, 2020 and December 31, 2019.   (500)  (500)

Total shareholders’ equity   16,945   17,707 

Total liabilities and shareholders’ equity  $ 32,712  $ 29,587 

See notes to Condensed Consolidated Financial Statements.
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eMAGIN CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 
(In thousands, except share and per share data) 

(unaudited) 



            
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  2020  2019

Revenues:             
            

Product  $ 6,260  $ 4,958  $ 11,894  $ 10,465 
Contract   1,440   403   2,537   1,008 
Total revenues, net   7,700   5,361   14,431   11,473 

            
Cost of revenues:             

            
Product   4,978   4,898   9,768   9,324 
Contract   746   238   1,253   588 
Total cost of revenues   5,724   5,136   11,021   9,912 

            
Gross profit   1,976   225   3,410   1,561 

            
Operating expenses:             

            
Research and development   1,599   1,300   2,579   2,897 
Selling, general and administrative   1,712   1,777   3,510   3,716 
Total operating expenses   3,311   3,077   6,089   6,613 

            
Loss from operations   (1,335)  (2,852)  (2,679)  (5,052)

            
Other income (expense):             
Change in fair value of common stock warrant liability   (1,481)  536   (1,501)  1,330 
Interest expense, net   (18)  (21)  (35)  (55)
Other income, net   3    —   15    —
Total other (expense) income   (1,496)  515   (1,521)  1,275 
Loss before provision for income taxes   (2,831)  (2,337)  (4,200)  (3,777)
Income taxes    —    —    —    —
Net loss  $ (2,831) $ (2,337) $ (4,200) $ (3,777)

            
Loss per share, basic and diluted  $ (0.05) $ (0.05) $ (0.08) $ (0.08)

            
Weighted average number of shares outstanding:             

            
Basic and Diluted   56,754,867   48,817,940   54,196,732   46,979,505 



 
See notes to Condensed Consolidated Financial Statements.
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eMAGIN CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDER’S EQUITY
(In thousands, except share data) 

(unaudited) 

                        

 Preferred
Shares

 Preferred
Stock

 Common
Shares

 Common
Stock

 
Additional

Paid-in
Capital

 Accumulated
Deficit  

Treasury
Stock

 
Total

Shareholders’
Equity

Balance, December 31, 2019   5,659  $  —   50,250,378  $ 50  $ 258,767  $ (240,610)  $ (500) $ 17,707 
Stock based compensation    —    —    —    —   43    —    —   43 
Public offering of common
shares, net of offering costs    —    —   3,730,540   4   1,548    —    —   1,552 
Net loss    —    —    —    —    —   (1,369)   —   (1,369)
Balance, March 31, 2020   5,659  $  —   53,980,918  $ 54  $ 260,358  $ (241,979)  $ (500)  $ 17,933 
Stock based compensation    —    —    —    —   44    —    —   44 
Public offering of common
shares, net of offering costs    —    —   3,408,913   3   1,756    —    —   1,759 
Exercise of common stock
warrants         4,017,500   4   36         40 
Net loss    —    —    —    —    —   (2,831)    —   (2,831)
Balance, June 30, 2020   5,659  $  —   61,407,331  $ 61  $ 262,194  $ (244,810)  $ (500)  $ 16,945 

                        
                        
  

 Preferred
Shares

 Preferred
Stock

 Common
Shares

 Common
Stock

 
Additional

Paid-in
Capital

 Accumulated
Deficit  

Treasury
Stock

 
Total

Shareholders’
Equity

Balance, December 31, 2018   5,659  $  —   45,323,339  $ 45  $ 254,736  $ (236,312)  $ (500) $ 17,969 
Stock based compensation    —    —    —    —   193    —    —   193 
Net loss    —    —    —    —    —   (1,439)   —   (1,439)
Balance, March 31, 2019   5,659  $  —   45,323,339  $ 45  $ 254,929  $ (237,751)  $ (500)  $ 16,723 
Stock based compensation    —    —    —    —   97    —    —   97 
Public offering of common
shares, net of offering costs    —    —   4,000,000   4   3,299    —    —   3,303 
Exercise of common stock
options    —    —   12,500    —   8    —    —   8 
Net loss    —    —    —    —    —   (2,337)   —   (2,337)
Balance, June 30, 2019   5,659  $  —   49,335,839  $ 49  $ 258,333  $ (240,088)  $ (500)  $ 17,794 
 

See notes to Condensed Consolidated Financial Statements
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eMAGIN CORPORATION 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In thousands) 

(unaudited)

Six Months Ended
June 30,

2020 2019
Cash flows from operating activities:
Net loss $ (4,200) $ (3,777)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 963 988 
Change in fair value of common stock warrant liability 1,501 (1,330)
Stock-based compensation 87 290 
Amortization of operating lease right-of-use assets 371 314 
Changes in operating assets and liabilities:
Accounts receivable 144 453 
Unbilled accounts receivable 139 203 
Inventories 362 214 
Prepaid expenses and other current assets (259) (72)
Deferred revenues 12 96 
Operating lease liabilities (387) (291)
Accounts payable, accrued expenses, and other current liabilities 1,032 (242)
Net cash used in operating activities (235) (3,154)
Cash flows from investing activities:
Purchase of equipment (676) (833)
Net cash used in investing activities (676) (833)
Cash flows from financing activities:
Repayments (borrowings) under revolving line of credit, net (2,471) 1,022 
Proceeds from public offering, net 3,311 3,303 
Proceeds from Paycheck Protection Program loan 1,963  —
Proceeds from warrant exercise, net 40  —
Proceeds from exercise of stock options  — 8 
Net cash provided by financing activities 2,843 4,333 
Net increase in cash and cash equivalents 1,932 346 
Cash and cash equivalents, beginning of period 3,515 3,359 
Cash and cash equivalents, end of period $ 5,447 $ 3,705 

Cash paid for interest $ 40 $ 32 

Cash paid for income taxes $  — $  —
 

See notes to Condensed Consolidated Financial Statements.
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eMAGIN CORPORATION 

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
 

 

Note 1 – Description of the Business and Summary of Significant Accounting Policies 

The Business 

eMagin Corporation (the “Company”) designs, develops, manufactures and markets Active Matrix OLED (organic light emitting diode)   -on-
silicon microdisplays used in military and commercial AR/VR devices and other near-eye imaging products which utilize OLED microdisplays.
The Company’s products are sold mainly in North America, Asia, and Europe.

Basis of Presentation 

In the opinion of management, the accompanying unaudited interim condensed consolidated financial statements of eMagin Corporation and
its subsidiary reflect all adjustments, including normal recurring accruals, necessary for a fair presentation. All significant intercompany
balances and transactions have been eliminated in consolidation. Certain information and footnote disclosure normally included in annual
financial statements prepared in accordance with accounting principles generally accepted in the United States of America have been
condensed or omitted pursuant to instructions, rules and regulations prescribed by the SEC. The Company believes that the disclosures
provided herein are adequate to make the information presented not misleading when these unaudited consolidated financial statements are
read in conjunction with the audited consolidated financial statements contained in the Company’s Annual Report on Form 10-K for the year
ended December 31, 2019. The results of operations for the periods ended June 30, 2020 are not necessarily indicative of the results to be
expected for the full year. The consolidated financial statements as of December 31, 2019 are derived from audited financial statements
included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2019.

Use of estimates

In accordance with accounting principles generally accepted in the United States of America (“GAAP”), management utilizes certain estimates
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. On an on-going basis, management evaluates its estimates and judgments related to,
among others, allowance for doubtful accounts, warranty reserves, inventory reserves, stock-based compensation expense, deferred tax asset
valuation allowances, litigation and other loss contingencies. Management bases its estimates and judgments on historical experience and on
various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results could differ from
those estimates. 

Intangible Assets – Patents

Acquired patents are recorded at purchase price as of the date acquired and amortized over the expected useful life which is generally the
remaining life of the patent.

The total intangible amortization expense was  approximately $2 thousand and approximately $4 thousand and for the three and six months
ended June 30, 2020 and approximately $9 thousand and approximately $14 thousand for the comparable 2019, periods, respectively.

Product warranty

The Company generally offers a one-year product replacement warranty. The standard policy is to repair or replace the defective products.
The Company accrues for estimated returns of defective products at the time revenue is recognized based on historical activity as well as for
specific known product issues. The determination of these accruals requires the Company to make estimates of the frequency and extent of
warranty activity and estimate future costs to replace the products under warranty. If the actual warranty activity and/or repair and replacement
costs differ significantly from these estimates, adjustments to cost of revenue may be required in future periods.
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The following table provides a summary of the activity related to the Company's warranty liability included in other current liabilities, (in
thousands):

            
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  2020  2019

Beginning balance  $ 331  $ 321  $ 300  $ 423 
Warranty accruals and adjustments   21   39   59   (39)
Warranty claims   (1)  (43)  (8)   (67)
Ending balance  $ 351  $ 317  $ 351  $ 317 

Net Loss per Common Share

Basic loss per share is computed using the weighted average number of common shares outstanding during the period, and excludes any
dilutive effects of common stock equivalent shares such as stock options, warrants, and convertible preferred stock. Diluted loss per share is
computed using the weighted average number of common shares outstanding and potentially dilutive common stock equivalent shares
outstanding during the period. Common stock equivalent shares are excluded from the computation if their effect is anti-dilutive. 

The Company’s Series B Convertible Preferred stock (“Preferred Stock – Series B”) is considered a participating security as the preferred
stock participates in dividends with the common stock, which requires the use of the two-class method when computing basic and diluted
earnings per share. The Preferred Stock – Series B is not required to absorb any net loss. Although the Company paid a one-time special
dividend in 2012, the Company does not expect to pay dividends on its common or preferred stock in the near future.

For the three and six months ended June 30, 2020 and 2019, the Company reported a net loss and as a result, basic and diluted loss per
common share are the same. Therefore, in calculating net loss per share amounts, shares underlying the potentially dilutive common stock
equivalents were excluded from the calculation of diluted net income per common share because their effect was anti-dilutive.

The following table sets forth the potentially dilutive common stock equivalents for the three and six months ended June 30, 2020 and 2019
that were not included in diluted EPS as their effect would be anti-dilutive:

        
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  2020  2019

Options  5,058,360  4,832,468  5,058,360  4,832,468 
Warrants  15,265,773  19,295,773  15,265,773  19,295,773 
Convertible preferred stock  7,545,333  7,545,333  7,545,333  7,545,333 
Total potentially dilutive common stock equivalents  27,869,466  31,673,574  27,869,466  31,673,574 

Government Funding

The Company accounts for awards received from the U.S. Government for procurement of capital equipment after analysis of the terms of the
underlying award contract, and in accordance with contract and equipment purchase milestones and accounting principles for grant
accounting. For awards in which the Company will hold title to the underlying equipment, the Company initially records amounts invoiced to
the U.S. Government for equipment progress payments on the accompanying Consolidated Balance Sheets as Deferred Income –
Government Awards – long term and Accounts Receivable. The Company records said progress payments made to capital equipment
vendors in Equipment, Furniture and Leasehold improvements. Amounts recorded in Deferred Income – Government Awards – long term will
be recognized as Other Income on the accompanying Consolidated Statement of Operations on a systematic basis as depreciation and other
expenses are incurred over the useful life of the capital equipment.
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Fair Value of Financial Instruments

Cash, cash equivalents, accounts receivable, short-term investments and accounts payable are stated at cost, which approximates fair value,
due to the short-term nature of these instruments. The asset based lending facility (the “ABL Facility”) is also stated at cost, which
approximates fair value because the interest rate is based on a market based rate plus a margin. The PPP loan is presented on the balance
sheet as current portion of long-term debt, and long-term payables based upon the schedule of repayments and excluding any possible
forgiveness of the loans.

We have categorized our assets and liabilities that are valued at fair value on a recurring basis into a three-level fair value hierarchy in
accordance with GAAP. Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit
price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets and liabilities
(Level 1) and lowest priority to unobservable inputs (Level 3).

 
Assets and liabilities recorded in the balance sheets at fair value are categorized based on a hierarchy of inputs as follows:

 
Level 1 – Unadjusted quoted prices in active markets of identical assets or liabilities.
Level 2 – Quoted prices for similar assets or liabilities in active markets or inputs that are observable for the asset or liability, either

directly or indirectly through market corroboration, for substantially the full term of the financial instrument.
Level 3 – Unobservable inputs for the asset or liability.

The common stock warrant liability is currently the only financial asset or liability recorded at fair value on a recurring basis, and is considered
a Level 3 liability. The fair value of the common stock warrant liability is included in current liabilities on the Condensed Consolidated Balance
Sheets, as the warrants are currently exercisable.

The following table shows the reconciliation of the Level 3 warrant liability measured and recorded at fair value on a recurring basis, using
significant unobservable inputs (in thousands):

   
  Estimated Fair Value
Balance as of January 1, 2020  $ 23 
Fair value of warrants issuance during period    -
Change in fair value of warrant liability, net   1,501 
Balance as of June 30, 2020  $ 1,524 

The fair value of the liability for common stock purchase warrants at issuance and at June 30, 2020 was estimated using the Black Scholes
option pricing model based on the market value of the underlying common stock at the measurement date. Inputs to the model at June 30,
2020 included remaining contractual terms of the warrants ranging from 1.9 to 2.6 years, at risk-free interest rates of 0.3%, with no expected
dividends, and expected volatility of the price of the underlying common stock of 97.9%.

Concentrations

The Company purchases principally all of its silicon wafers, which are a key ingredient in its OLED production process, from two suppliers
located in Taiwan and Korea.

For the three and six months ended June 30, 2020,  five  customers of 17.3%,  14.4%,  10.9%,  10.2%, and 10.0% and three customer of
14.61%,  14.43% and 14.02% accounted for over 10% of net revenues, respectively. As of June 30, 2020, three customers accounted for
38.9%,  11.9%,  and 11.2% of the Company’s consolidated accounts receivable balance , respectively. As of June 30, 2019,  three customers
accounted for 13%, 13%, and 12% of the Company’s consolidated accounts receivable balance , respectively.
 
Liquidity and Going Concern

The accompanying consolidated financial statements have been prepared on a going concern basis, which assumes that the Company will
continue to operate as a going concern and which contemplates the realization of assets and the satisfaction of liabilities and commitments in
the normal course of business. For the six months ended June 30, 2020, the Company incurred a net loss $4.2 million and used cash in
operating activities of $0.2 million. As of June 30, 2020, the Company had $5.4 million of cash, $0.4 million of outstanding indebtedness and
borrowing availability of $3.1 million under its ABL Facility .  In addition, the Company has $1.96 million outstanding under a PPP Loan, which
may be forgiven if the loan is used for eligible expenses and meets PPP criteria for forgiveness .
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The COVID-19 pandemic has significantly increased economic and demand uncertainty. It is likely that the current outbreak and continued
spread of COVID-19 will cause the economic slowdown to continue, and it is possible that it could cause a global recession. There is a
significant degree of uncertainty and lack of visibility as to the extent and duration of the current slowdown or any recession. If either were
prolonged, demand for the Company’s products will be significantly harmed. The Company has experienced delays in product shipments and
is expecting slowing economic conditions may adversely affect its business in the second half of 2020. Given the significant economic
uncertainty and volatility created by the pandemic, it is difficult to predict the nature and extent of the impact on demand for the Company’s
products. These expectations are subject to change without warning and investors are cautioned not to place undue reliance on them.
Unanticipated consequences of the pandemic and resulting economic uncertainty could adversely affect the Company’s liquidity and capital
resources in the future as well as its ability to continue as a going concern.

Due to continuing losses, the COVID-19 pandemic, and uncertainty regarding the Company’s need or ability to borrow under its ABL Facility,
or continue to raise funds under an ATM facility, the Company may not be able to meet its financial obligations as they become due without
additional financing or sources of capital. Therefore, in accordance with applicable accounting guidance, and based on the Company’s current
financial condition and availability of funds, there is substantial doubt about the Company’s ability to continue as a going concern through
twelve months from the date these financial statements were issued.

The Company has taken actions to increase revenues and to reduce expenses and is con sidering financing alternatives. In addition during the
six months ended June 30, 2020, the Company borrowed $1.96 million under the PPP loan program and raised $3.3 million of funds under its
ATM Facility. The Company’s plans with regard to these matters include the following actions: 1) focus production and engineering resources
on improving manufacturing yields and increasing production volumes, 2) continuing a Work Status Reduction program that began in October
2019 wherein senior management work status was reduced by approximately 20%, 3) reduce headcount and not replace departed
employees, subject to PPP loan restrictions, 4) reduce discretionary and other expenses 5) hire a new head of Business Development, and 6)
considering additional financing and/or strategic alternatives.

Subsequent to the end of the second quarter of 2020, the Company used the remaining amount available under its ATM facility to raise an
additional $6.5 million of capital. The Company is reassessing its business plans and forecasts over the next two years. Based on its known
cash needs as of August 2020, and the anticipated availability of its ABL facility, the Company believes it has sufficient liquidity to support its
working capital requirements through the third quarter of 2021. However, there can be no assurance the Company’s plans will be achieved, or
that the Company will be able to continue to borrow under its ABL Facility, mitigate the impacts of COVID-19, continue to raise funds under its
ATM facility, secure additional financing, and/or pursue strategic alternatives on terms acceptable to the Company, or at all.

Recently adopted accounting pronouncements

The Company's accounting policies are the same as those described in Note 1 to the Company's consolidated financial statements in its
Annual Report on Form 10-K for the year ended December 31, 2019.

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820) a guidance that adds, amends, and removes certain
disclosure requirements related to fair value measurements. Among other changes, this standard requires certain additional disclosure
surrounding Level 3 assets, including changes in unrealized gains or losses in other comprehensive income and certain inputs in those
measurements. This new guidance is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2019. The amendments on changes in unrealized gains and losses, the range and weighted average of significant unobservable inputs used
to develop Level 3 fair value measurements, and the narrative description of measurement uncertainty should be applied prospectively for
only the most recent interim or annual period presented in the initial fiscal year of adoption. All other amendments should be applied
retrospectively to all periods presented upon their effective date. The Company adopted the guidance on January 1, 2020, on a prospective
basis and such adoption did not have a material impact on our financial statements.

Recently issued accounting pronouncements

In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740) as part of its initiative to reduce complexity in accounting
standards. This standard simplify the accounting for income taxes. This new guidance is effective for fiscal years, and interim periods within
those fiscal years, beginning after December 15, 2020. This standard may be adopted early, while certain additional disclosure requirements
in this standard can be adopted on its effective date. In addition, certain changes in the standard require retrospective adoption, while other
changes must be adopted prospectively. The Company does not expect the adoption of this ASU to have a significant impact on the
consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326) and subsequently issued amendments.
The guidance affects the Company's accounts receivable, and it requires the measurement of expected credit losses to be based on relevant
information from past events, including historical experiences, current conditions and reasonable and supportable
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forecasts that affect collectability. This new guidance is effective for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2022. Based on the composition of the Company's receivables, current market conditions and historical credit loss activity, the
Company is still evaluating the impact of this ASU on the consolidated financial statements .

Note 2 – Revenue Recognition

All of the Company’s revenues are earned from contracts with customers and are classified as either Product or Contract revenues. Contracts
include R&D activities performed pursuant to written agreements and purchase orders, as well as arrangements that are implied by customary
practices or law.

Product revenue is generated primarily from contracts to produce, ship and deliver OLED microdisplays. eMagin’s performance obligations are
satisfied, control of our products is transferred, and revenue is recognized at a single point in time when control transfers to our customer for
product shipped. Our customary terms are FOB our factory and control is deemed to transfer upon shipment. The Company has elected to
treat shipping and other transportation costs charged to customers as fulfillment activities and are recorded in both revenue and cost of sales
at the time control is transferred to the customer. As customers are invoiced at the time control transfers and the right to consideration is
unconditional at that time, the Company does not maintain contract asset balances for product revenue. Additionally, the Company does not
maintain contract liability balances for product revenues, as performance obligations are satisfied prior to customer payment for product. The
Company generally offers a one-year product warranty, for replacement of product only, and does not allow returns. The Company offers
industry standard payment terms that typically require payment from our customers from 30 to 60 days after title transfers.

The Company also recognizes revenues under the over time method from certain research and development (“R&D”) activities (contract
revenues) under both firm fixed-price contracts and cost-type contracts. Progress and revenues from research and development activities
relating to firm fixed-price contracts and cost-type contracts are generally recognized on an input method of accounting as costs are incurred.
Under the input method, revenue is recognized based on efforts expended to date (e.g., the costs of resources consumed or labor hours
worked, or machine hours used) relative to total efforts intended to be expended. Contract costs include all direct material, labor and
subcontractor costs and an allocation of allowable indirect costs as defined by each contract, as periodically adjusted to reflect revised agreed
upon rates. These rates are subject to audit by the other party. Any changes in estimate related to contract accounting are accounted for
prospectively over the remaining life of the contract. Under the over time method, billings may not correlate directly to the revenue recognized.
Based upon the terms of the specific contract, billings may be in excess of the revenue recognized, in which case the amounts are included in
deferred revenues as a liability on the Condensed Consolidated Balance Sheets. Likewise, revenue recognized may exceed customer billings
in which case the amounts are reported as unbilled receivables. Unbilled revenues are expected to be billed and collected within one year. The
incidental costs related to obtaining product sales contracts are non-recoverable from customers and, accordingly, are expensed as incurred.

Disaggregation of Revenue

The Company sells products directly to military contractors and OEM’s and they use our displays in a diverse range of applications
encompassing the military and commercial, including medical and industrial, market sectors. Revenues are classified as either military,
commercial, consumer or multiple based on management’s knowledge of the customer’s products and markets served by displays or the R&D
contract work. Revenues classified as multiple are for sales to customers that incorporate the Company’s displays in products that could be
used for either military or commercial applications. R&D activities are performed for both military customers and U.S. Government defense
related agencies and consumer companies. Product and contract revenues are disclosed on the Consolidated Statements of Operations.

Additional disaggregated revenue information for the three and six months ended June 30, 2020 and 2019 were as follows (in  thousands):

               
 Three Months Ended   Six Months Ended
 June 30,   June 30,
 2020   2019   2020   2019

North and South America  $ 4,177   $ 2,855   $ 7,717   $ 6,253 
Europe, Middle East, and Africa   2,221    2,152    4,922    4,479 
Asia Pacific   1,302    354    1,792    741 
Total  $ 7,700   $ 5,361   $ 14,431   $ 11,473 
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 Three Months Ended   Six Months Ended
 June 30,   June 30,
 2020   2019    2020    2019

Military  $ 4,952   $ 3,199   $ 9,751   $ 7,646 
Commercial, including industrial and medical   409    776    722    1,112 
Consumer   1,335    324    2,023    746 
Multiple   1,004    1,062    1,935    1,969 
Total  $ 7,700   $ 5,361   $ 14,431   $ 11,473 

Accounts Receivable from Customers

Accounts receivable, net of allowances, were $6.1 million and $4.0 million as of June 30, 2020 and December 31, 2019. Accounts
receivable associated with revenue from customers were $3.7 million and the receivable under the IBAS award was $2.4 million as of
June 30, 2020, as described in Note 12  - Government Funding.

Contract Assets and Liabilities

Unbilled Accounts Receivables (Contract Assets) - Pursuant to the over time revenue recognition model, revenue may be recognized prior to
the customer being invoiced. An unbilled accounts receivable is recorded to reflect revenue that is recognized when the cost based input
method is applied and such revenue exceeds the amount invoiced to the customer. Unbilled receivables are disclosed on the Condensed
Consolidated Balance Sheet.

Customer Advances and Deposits (Contract Liabilities) -  The Company recognizes a contract liability when it has billed and received
consideration from the customer pursuant to the terms of a contract but has not yet recognized the related revenue. These billings in excess
of revenue are classified as deferred revenue on the Condensed Consolidated Statements of Operations.

Total contract assets and liabilities consisted of the following amounts (in  thousands):

21 June 30, December 31,
2020 2019

Unbilled Receivables (contract assets) $ 16 $ 155 

Deferred Revenue (contract liabilities) $ (289) $ (277)

For the three and six months ended June 30, 2020 the Company recognized $3 thousand and $33 thousand of revenue related to its contract
liabilities that existed at December 31, 2019. For the three and six months ended June 30, 2019 the Company recognized no revenue and
$38 thousand of revenue related to its contract liabilities that existed at December 31, 2018.

Remaining Performance Obligations

The Company has elected the practical expedient, which allows disclosure of remaining performance obligations only for contracts with an
original duration of greater than one year. Such remaining performance obligations primarily relate to engineering and design services. As of
June 30, 2020, the aggregate amount of the transaction price allocated to remaining performance obligations was $0.9 million. The Company
expects to recognize revenue on all of its remaining performance obligations over the next 12 months.
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Note 3 – Accounts Receivable

The majority of the Company’s commercial accounts receivable are due from OEM’s. Credit is extended based on an evaluation of a
customer’s financial condition and, generally, collateral is not required.

Accounts receivable consisted of the following (in  thousands):

      
 June 30,  December 31,
 2020  2019

Accounts receivable (1)  $ 6,224  $ 4,105 
Less allowance for doubtful accounts   (139)   (139)
Accounts receivable, net  $ 6,085  $ 3,966 

(1) Accounts receivable associated with revenu e from customers were $3.7 million and receivable due to the Company from an IBAS award was
$2.4 million as of June 30, 2020, as described in Note 12 - Government Funding.

Note 4 – Inventories, net

The components of inventories are as follows (in thousands):

      
 June 30,  December 31,
 2020  2019

Raw materials  $ 2,853  $ 2,788 
Work in process   1,610   1,561 
Finished goods   4,946   5,248 
Total inventories   9,409   9,597 
Less inventory reserve   (939)  (765)
Total inventories, net  $ 8,470  $ 8,832 
 
Note 5 – Line of Credit / Loan Payable

Revolving Credit Facility

      
 June 30,  December 31,

(in thousands)  2020  2019
Revolving credit facility  $ 420  $ 2,891 

On December 21, 2016, the Company entered into the ABL Facility with a lender that provides for up to a maximum amount of $5 million
based on a borrowing base equivalent to 85% of eligible accounts receivable plus the lesser of $2 million or 50% of eligible inventory. The
interest on the ABL Facility is equal to the Prime Rate plus 3% but may not be less than 6.5% with a minimum monthly interest payment of
$2 thousand. The Company is also obligated to pay the lender a monthly administrative fee of $1 thousand and an annual facility fee equal to
1% of the maximum amount borrowable under the facility.

The ABL Facility will automatically renew on December 31, 2020 for a one-year term unless written notice to terminate the agreement is
provided by either party. 

The ABL Facility is secured by a lien on all receivables, property and the proceeds thereof, credit insurance policies and other insurance
relating to the collateral, books, records and other general intangibles, inventory and equipment, proceeds of the collateral and accounts,
instruments, chattel paper, and documents. Collections received on accounts receivable are directly used to pay down the outstanding
borrowings on the credit facility.

The ABL Facility contains customary representations and warranties, affirmative and negative covenants and events of default. The Company
is required to maintain a minimum tangible net worth of $13 million and a minimum working capital balance of $4 million at all times. As of
June 30, 2020, the Company had $0.4 million in borrowings outstanding, had unused borrowing availability of $3.1 million and was in
compliance with all financial debt covenants.
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Promissory Note under the Paycheck Protection Program

On June 8, 2020, the Company received a loan under the U.S. Small Business Administration’s Paycheck Protection Program from KeyBank
National Association related to the COVID-19 crisis in the amount of $1.96 million. Under the PPP loan, the loan has a fixed interest rate of
1% per annum, a maturity date two years from the date of the funding of the loan, and deferral of payments for six months.  Pursuant to the
terms of the PPP loan, the Company may apply for forgiveness of the loan in an amount equal to the sum of the following costs incurred by
the Company during period beginning on the date of first disbursement of the loan and ending on the earlier of (a) the date that is 24 weeks
after the date of funding or b) December 31, 2020: payroll costs, any payment of interest on a covered mortgage obligation, payment on a
covered rent obligation, and any covered utility payment. The amount of PPP loan forgiveness shall be calculated in accordance with the
requirements of the Paycheck Protection Program, including the provisions of Section 1106 of the Coronavirus Aid, Relief, and Economic
Security Act (CARES Act), although no more than 40% of the amount forgiven can be attributable to non-payroll costs. The Company intends
to use the proceeds for purposes consistent with the PPP. Future annual minimum loan payments as of June 30, 2020 were $1.0 million for
2021 and 2022, respectively.

Note 6 – Stock Compensation 

The Company uses the fair value method of accounting for share-based compensation arrangements. The fair value of stock options is
estimated at the date of grant using the Black-Scholes option valuation model. Stock-based compensation expense is reduced for estimated
forfeitures and is amortized over the vesting period using the straight-line method. 

The following table summarizes the allocation of non-cash stock-based compensation to our expense categories for the three and six months
ended June 30, 2020 and 2019 (in thousands): 

            
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  2020  2019

Cost of revenues  $ 6  $ 6  $ 12  $ 14 
Research and development   18   21   35   45 
Selling, general and administrative   20   70   40   231 
Total stock compensation expense  $ 44  $ 97  $ 87  $ 290 

A t June 30, 2020, total unrecognized compensation costs related to stock options was approximately $20 thousand, net of estimated
forfeitures. Total unrecognized compensation cost will be adjusted for future changes in estimated forfeitures and is expected to be recognized
over a weighted average period of approximately 0.3 years.

The following key assumptions were used in the Black-Scholes option pricing model to determine the fair value of stock options granted: 

      
Six Months Ended

June 30,
2020  2019

Dividend yield  0  %  0  %
Risk free interest rates  2.48  %  2.48  %
Expected volatility  41.7 to 49.2 %  41.7 to 49.2 %
Expected term (in years)  3.5 to 4.8  3.5 to 4.0 

The Company does not expect to pay dividends in the near future. Therefore, the Company used an expected dividend yield of 0%. The risk-
free interest rate used in the Black-Scholes option pricing model is based on applicable yield available at the date of the option grant on U.S.
Treasury securities with an equivalent term. Expected volatility is based on the weighted average historical volatility of the Company’s
common stock for the equivalent term. The expected term of the options represents the period that the Company’s stock-based awards are
expected to be outstanding and was determined based on historical experience and vesting schedules of similar awards. 
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A summary of the Company’s stock option activity for the six months ended June 30, 2020, presented in the following table (unaudited):

            
            

 
Number of

Shares  

Weighted
Average
Exercise

Price  

Weighted
Average

Remaining
Contractual

Life (In Years)  

Aggregate
Intrinsic

Value
Outstanding at December 31, 2019   5,404,985  $ 2.40       
Options granted    —    —       
Options exercised    —    —       
Options forfeited    —    —       
Options cancelled or expired   (346,625)   3.54       
Outstanding at June 30, 2020   5,058,360  $ 2.40   3.04  $  —

Vested or expected to vest at June 30, 2020 (1)   5,055,131  $ 2.40   3.04  $  —

Exercisable at June 30, 2020   4,896,954  $ 2.32   3.03  $  —

(1) The expected to vest options are the result of applying the pre-vesting forfeiture rate assumptions to total unvested options.

The aggregate intrinsic value in the table above represents the difference between the exercise price of the underlying options and the quoted
price of the Company’s common stock. The aggregate intrinsic value of options exercised was zero for the three and six months ended
June 30, 2020. The Company issues new shares of common stock upon exercise of stock options.
 
Note 7 – Income Taxes

The Company’s effective tax rate is calculated quarterly based upon current assumptions relating to the full year’s estimated operating results
and various tax-related items. The Company’s effective tax rate was 0% for the three months ended June 30, 2020 and 2019.  The difference
between the effective tax rate of 0% and the U.S. federal statutory rate of 21% for the three months ended June 30, 2020 and 2019 was
primarily due to recognizing a full valuation allowance on deferred tax assets.

The Company determined that, based on all available evidence, both positive and negative, including the Company’s latest forecasts and
cumulative losses in recent years, it was more likely than not that none of its deferred tax assets would be realized and therefore it continued
to record a full valuation allowance as of June 30, 2020.

The Company’s net operating loss carry-forward amounts expire through 2037 and are subject to certain limitations that may occur due to a
change in the ownership provisions under Section 382 of the Internal Revenue Code and similar state provisions.

Due to the Company’s operating loss carry-forwards, all tax years remain open to examination by the major taxing jurisdictions to which the
Company is subject. In the event that the Company is assessed interest or penalties at some point in the future, it will be classified in the
financial statements as tax expense.

On March 27, 2020, the President of the United States signed the Coronavirus Aid Relief and Economic Security Act ( “CARES Act”). The
CARES Act provides several provisions that effect businesses from an income tax perspective. Due to the history of the tax losses, most of
the CARES Act provisions have no current benefit to the Company. The Company can, however, benefit from one provision which allows for
the immediate refund of the Alternative Minimum Tax Credit (“AMT Credit”). The Company has filed an amendment to claim the AMT Credit
and is anticipating a refund of $212 thousand.  This tax receivable was recorded during 2017,  and is reflected in Prepaid Expenses and Other
Current Assets on the condensed consolidated balance sheet as of June 30, 2020.
 
Note 8 – Commitments and Contingencies 

Equipment Purchase Commitments 

The Company has committed to equipment purchases of approximately $0.1 million at June 30, 2020.

Litigation

From time to time, the Company may become subject to various legal proceedings that are incidental to the ordinary conduct of is business. In
March 2019, the Company received a demand letter seeking payment of $0.9 million of outstanding invoices relating to
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purchased inventory from Suga Electronics Limited, (“Suga”), a contract manufacturer located in China, which manufactured product sold by
our consumer night vision business. The Company has responded to the demand letter, and requested that Suga provide substantiation of
purchased inventory. On August 1, 2019 the Company was notified by Suga that they intend to pursue arbitration. During September and
October, 2019, Company held preliminary discussions with Suga to attempt to reach a settlement, however in November 2019 the Company
received a formal request for arbitration which Suga filed with the International Chamber of Commerce (“ ICC”). The Company retained local
counsel in Hong Kong to represent it before the ICC and in December 2019 filed an answer to Suga’s request for arbitration including a
counterclaim seeking repayment of amounts previously paid to Suga. An arbitrator has been appointed and arbitral proceedings for the
consideration of the claims and counterclaims are expected to run through the first quarter of 2021. The parties are permitted to settle at any
point during the arbitration proceedings.

As disclosed in the financial statements of our Annual Report on Form 10-K for the year ended December 31, 2019, during the quarter ended
June 30, 2018, the Company made a decision to exit the Consumer Night Vision Business and accrued approximately $1.0 million related to
invoices received for inventory purchased by Suga in anticipation of future production. While the Company believes that it has adequately
accrued for the losses and is in discussions to resolve related claims by the contract manufacturers, there is the risk that additional losses or
litigation related expenses may be incurred above the amounts accrued for as of June 30, 2020 if the Company fails to resolve these claims in
a timely and/or favorable manner.

Note 9 – Warrants

The Company accounts for common stock warrants pursuant to applicable accounting guidance contained in ASC 815, "Derivatives and
Hedging - Contracts in Entity's Own Equity" and makes a determination as to their treatment as either equity instruments or a warrant liability
based on an analysis of the underlying warrant agreements.

            
 Issued  Outstanding  Exercise Price  Expire

2015 Warrant Issuance   383,500   383,500   2.05   Jun 2021
2016 Warrant Issuance   2,947,949   2,947,949   2.60   Feb 2022
2017 Warrant Issuance (1)   100,000   100,000   2.25   Mar 2022
2017 Warrant Issuance (2)   1,650,000   1,650,000   2.45   Nov 2022
2018 Warrant Issuance (2)   4,004,324   3,974,324   1.55   Jul 2023
2019 Warrant Issuance   240,000   210,000   0.55   Apr 2024
2019 Warrant Issuance (3)   6,000,000   6,000,000   0.78   Oct 2024

     15,265,773       

(1) Issued in conjunction with an unsecured line of credit.
(2) Warrants are subject to liability accounting.
(3) Private Placement unregistered warrants exercisable six months following issuance.

Equity classified warrants

The 2015, 2016, and 2019 warrants share similar terms, and the exercise price of the Warrant Shares are subject to adjustment in the event of
any stock dividends and splits, reverse stock splits, stock dividends, recapitalizations, reorganizations or similar transactions. The Warrants will
be exercisable on a “cashless” basis in certain circumstances, including in the event a registration statement is not in effect at time of exercise.
The warrant agreements contain a clause specifying that in the event there is no effective registration in effect for the underlying warrant
shares to be issued at time of exercise, in no circumstance will the Company be required to net cash settle the warrants.

Based on the Company’s analysis of the terms and conditions of the warrants, the Company has concluded that they meet the conditions
outlined in applicable accounting guidance to be classified as equity instruments. As a result, the Company has accounted for the exercise
price paid by investors for purchase of the pre-funded warrants as additional paid in capital on the accompanying Balance Sheets.

Liability classified warrants

The 2017 and 2018 warrants have alternative settlement provisions that, at the option of the holder, provide for physical settlement or if, at the
time of settlement there is no effective registration statement, a cashless exercise as defined in the warrant agreement.

Based on analysis of the underlying warrant agreement and applicable accounting guidance, the Company concluded that these registered
warrants require the issuance of registered securities upon exercise and do not sufficiently preclude an implied right to net cash settlement.
Accordingly, these warrants were classified in the accompanying Consolidated Balance Sheet as a current liability
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upon issuance and will be revalued at each subsequent balance sheet date.

The fair value of the liability for common stock purchase warrants is estimated using the Black Scholes option pricing model based on the
market value of the underlying common stock at the measurement date, the contractual term of the warrant, risk-free interest rates, expected
dividends and expected volatility of the price of the underlying common stock.

Based on the Black Sholes method the fair value of the Company’s warrants are as follows (in thousands):

      
 June 30,  December 31,
 2020  2019

2018 January and February Issuance   
Fair Value  $ 1,216  $ 22 

      
2017 May issuance       
Fair Value   308   1 

 $ 1,524  $ 23 

            
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  2020  2019

Change in Fair Value of common stock warrant liability (1)  $ (1,481) $ 536  $ (1,501)  1,330 

(1) The combined changes in fair value is reflected as income from change in the fair market value of common stock warrant liability.
 
During the quarter ended June 30, 2020,  4,000,000 of pre-funded warrants were exercised (with cash exercise price of $0.01 per share) in
exchange for 4,000,000 shares of the Company’s common stock. On June 12, 2020, 30,000 warrants were exercised on a cashless basis in
exchange for 17,500 shares of the Company’s common stock.

Note 10 – Leases

The Company leases office and manufacturing facilities in Hopewell Junction, NY under a non-cancelable operating lease agreement. The
lease for these facilities, as amended, expires in May 2024 and does not contain a renewal option. The lease agreement does not contain any
residual value guarantees, or material restrictive covenants.

The Company also leases an office facility for its design group in Santa Clara, California. During the fourth quarter of 2019, the Company
signed a two-year extension of this lease that expires on October 31, 2021. The lease agreement does not contai n any residual value
guarantees or material restrictive covenants.

The Company's operating leases generally do not provide an implicit rate, and therefore the Company uses its incremental borrowing rate as
the discount rate when measuring operating lease liabilities. The incremental borrowing rate represents an estimate of the interest rate the
Company would incur at lease commencement to borrow an amount equal to the lease payments on a collateralized basis over the term of a
lease within a particular currency environment. The Company used incremental borrowing rates as of January 1, 2019 for operating leases that
commenced prior to that date.
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The components of lease expense were as follows (in  thousands):

            
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  2020  2019

Finance Lease Cost:             
Amortization of right-of-use assets  $ 4  $ 3  $ 8  $ 3 
Interest on lease liabilities   1   1   2   1 

Operating lease cost   246   246   493   503 
Short-term lease cost   15   14   31   28 
Total Lease Cost  $ 266  $ 264  $ 534  $ 535 

            
Cash paid for amounts included in the measurement lease
liabilities:             

Operating cash flows from operating leases  $ 266  $ 251  $ 531  $ 501 
Financing cash flows from finance leases  $ 5  $ 2  $ 10  $ 2 

Right-of-use assets obtained in exchange for new finance lease
liabilities  $  -  $ 50  $  -  $ 550 
Right-of-use assets obtained in exchange for new operating
lease liabilities  $  -  $  -  $  -  $  -

      
 June 30, 2020  December 31, 2019

Finance lease right-of-use assets  $ 32  $ 40 
Operating lease right-of-use assets  $ 3,358  $ 3,729 
Finance lease liability, current  $ 18  $ 16 
Finance lease liability, non-current  $ 16  $ 24 
Operating lease liabilities, current  $ 809  $ 775 
Operating lease liabilities, non-current  $ 2,654  $ 3,067 
Weighted average remaining lease terms - finance leases   1.83 years  2.33 years
Weighted average remaining lease terms - operating leases   3.92 years  4.42 years
Weighted average discount rate - finance leases   10.91%   10.91% 
Weighted average discount rate - operating leases   8.48%   8.48% 

Future annual minimum lease payments and finance lease commitments as of June 30, 2020 were as follows (in  thousands):

      
 Operating Leases  Finance Leases

2020 (excluding the six months ended June 30, 2020)  $ 532  $ 9 
2021   1,054   20 
2022   1,014   8 
2023   1,022    -
2024   426    -
Total undiscounted future minimum lease payments   4,048   37 
Less imputed interest   585   3 

Lease liability  $ 3,463  $ 34 

Note 11 – Shareholders’ Equity

Equity Raises

On June 10, 2020, the Company filed a prospectus supplement to update and amend the aggregate amount of shares it may sell pursuant to
the Company’s At The Market Offering Agreement, dated November 22, 2019 and amended February 13, 2020, between the Company and
H.C. Wainwright & Co., LLC, to $7.29 million.  The Company intends to use the net proceeds from sales made under the ATM offering for
working capital and other general corporate purposes. As of June 30, 2020, the Company raised $3.3 million, net of offering expenses,
through the sale of shares under the ATM facility.
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Note 12 – Government Funding

On June 11, 2020 the Company announced that it was awarded $5.5 million under the US Department of Defense (“DoD”), IBAS Program for
OLED Supply Chain Assurance. These funds are for procurement and installation of capital equipment in eMagin’s NY-based manufacturing
facility.

The capital funding of $5.5 million provided during this program will be used to procure key equipment and tooling, and reimburse the
Company for certain labor and material costs, which the Company believes will improve all aspects of eMagin’s OLED microdisplay
production, including increased throughput and capacity. The IBAS agreement indicated that additional awards might be available, and were
subsequently received by the Company as described in Note 13 – Subsequent events.

The Company will recognize the IBAS award as deferred income – government awards as program milestones are invoiced, and will recognize
other income as depreciation and other expenditures are incurred over the useful life of the capital equipment. As of June 30, 2020, the
Company has invoiced the DOD program for $2.4 million for initial deposits required by capital equipment vendors under this IBAS award.
Amounts related to this initial invoice to the DOD are presented on the balance sheet in accounts receivable, other current liability, and
deferred income – Government awards – long term. The Company expects to receive the $2.4 million invoiced in August 2020, and place the
related down payments to vendors. Additional amounts remaining under this $5.5 million award will be recorded in a similar fashion and will
coincide with the progress payments required under the various capital equipment purchase terms.

Note 13 – Subsequent Events

On July 28 2020, the Company announced that it has been awarded a $33.6 million contract over the next thirty-three months from the DoD to
sustain and enhance U.S. domestic capability for high resolution, high brightness OLED microdisplays that will be based on the Company’s
proprietary direct patterning technology (“dPdTM”). This investment is in addition to the $5.5 million award announced on June 11, 2020, under
the IBAS Program for OLED Supply Chain Assurance and will be used to increase capacity and sustain operations at eMagin’s Hopewell
Junction, New York, headquarters.

During July 2020, the Company realized net proceeds of $6.5 million under its ATM facility. The Company intends to use the funds for working
capital and other general corporate purposes.
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ITEM 2.   Management’s Discussion and Analysis of Financial Condition and Results of Operations 

The following discussion should be read in conjunction with our financial statements and notes thereto. Our fiscal year ends December 31.
This Report contains certain forward‑looking statements including, among others, anticipated trends in our financial condition and results of
operations and our business strategy. These forward‑looking statements are based largely on our current expectations and are subject to a
number of risks and uncertainties. Please see "Statement Regarding Forward-Looking Information" and Part II, Item 1A, "Risk Factors". Actual
results could differ materially from these forward‑looking statements. Important factors to consider in evaluating such forward ‑looking
statements include changes in external factors or in our internal budgeting process which might impact trends in our results of operations,
unanticipated working capital or other cash requirements, changes in our business strategy or an inability to execute our strategy due to
unanticipated changes in the industries in which we operate, and various competitive market factors that may prevent us from competing
successfully in the marketplace. Forward-looking statements do not represent our views as of any date other than the date of this Report.

Business

We design, develop, manufacture and market organic light emitting diode, or OLED miniature displays, which we refer to as OLED-on silicon
microdisplays, virtual imaging products that utilize OLED microdisplays, and related products. We also perform research in the OLED field. Our
virtual imaging products integrate OLED technology with silicon chips to produce high-resolution microdisplays which, when viewed through a
magnifying headset, create virtual images that appear comparable in size to that of a computer monitor or a large‑screen television. Our
products enable our original equipment manufacturer, or OEM, customers in the military and commercial markets to develop and market
improved or new electronic products.

We believe that our OLED microdisplays offer a number of significant advantages over comparable liquid crystal microdisplays, including
higher contrast, greater power efficiency, less weight, more compact size, and negligible image smearing. Using our active matrix OLED
technology, many computer and electronic system functions can be built directly into the OLED microdisplays silicon backplane, resulting in
compact, high resolution and power efficient systems. Already proven in military and commercial systems, our product portfolio of OLED
microdisplays deliver high‑resolution, virtual images that perform effectively even in extreme temperatures and high‑vibration conditions.

We have been deemed to be an essential business in New York State and have continued to produce and ship products during the COVID-19
pandemic. We have implemented employee health and safety measures per Centers for Disease Control and Prevention, or CDC, guidelines,
including mandating use of personal protective equipment, employee temperature checking, daily location tracking and employee surveys,
observing social distancing guidelines and enhanced facility cleaning. We continue to supply products to our customers as well as maintain
continuity in our supply chain and expect to continue our operations throughout the duration of the pandemic and beyond. To date we have
experienced disruptions in supply, had two employees test positive for the COVID-19 virus and had to close our facilities for cleaning
purposes. There is no assurance that our operations will not be disrupted in the future by additional impacts of the COVID-19 virus or
resurgences, on either our internal operations or those of our suppliers or customers , including the possible impact on state or international
quarantine requirements on shipments and delivery personnel. In addition, please review the various risk factors relating to the COVID-19
pandemic discussed in Part II, Item 1A of this Report. 

During the fourth quarter of 2018, equipment issues led to lower yields and decreased production volumes, which resulted in a lower gross
margin and reduced display revenues. Although we began implementing remedial production measures during the fourth quarter of 2018,
manufacturing issues continued into the second quarter of 2019, resulting in shipments for the second quarter of fiscal 2019 that were less
than forecast and yields and production volumes that were below pre-fourth quarter 2018 levels. As a result, early in the third quarter of 2019
we began accelerating the implementation of remedial measures. There can be no assurance as to the ongoing effectiveness of any remedial
measures we have implemented or that yields and production volumes will return to the levels previously achieved.

During the fourth quarter of 2019, we also implemented spending reductions and controls to reduce our overall cost structure. These measures
lowered our overall spending as evidenced by the reduction during the first half of fiscal 2020 of our research and development, or R&D, and
Selling, General and Administrative,  or SG&A, expenses as compared to the first half of fiscal 2019 . These measures included a work status
reduction, or Work Status Reduction, with the objective of reducing expenses and saving cash. Pursuant to the Work Status Reduction, the
work status of each of our executive officers was reduced by twenty percent (20%) and the work status of certain of our vice presidents was
reduced by either twenty percent (20%) or ten percent (10%). We also negotiated reductions in service fees, which are expected to further
reduce our expenses going forward.

We are continually making improvements in production processes. Our manufacturing line and production equipment have been running
without major issues. We are in the process of implementing some of the processes from our yield improvement efforts and we have initiated
an effort to explore an overall productivity improvement in the operations area that we believe has the potential to
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significantly impact the bottom line.  Our backlog at June 30, 2020 was $13.3 million compared to backlog of $11.7 million at December 31,
2019 reflecting increased bookings during the quarter.

During the quarter, we continued to ship a significant amount of product for the ENVG-B program and continued to produce displays for the F-
35 program. We received bookings for additional design work under the F-35 program, additional US Government and international programs
and some medical follow on orders. Our USA-based design and manufacturing, combined with in-house advanced backplane design, and the
promise of our Direct Patterning Display (dPdTM) technology continues to give us a competitive advantage more than ever before in these
markets. Our direct patterning equipment is operational. We have fabricated full color displays using the newly upgraded and installed dPd tool
in the second quarter and we plan to ship in small quantities to customers in the third quarter 2020.

Because of the significant opportunities related to dPd and the progress that we have been making, we increased our R&D activities and
expenditures during the quarter.

We received a significant affirmation of the strength of our products and technology in the quarter from the U.S. government. In the past two
months, we received two Department of Defense awards totaling $39.1 million.  eMagin is the only US manufacturer of OLED microdisplays
and our displays are used in many important U.S. Military programs.

Consumer, medical, and military customers are increasingly turning to eMagin because of our technological leadership in display brightness
and resolution. This leadership in brightness is further demonstrated by our proprietary dPdTM capability. Unlike traditional OLEDs that produce
colors by using a white source with filters that eliminate about 80% of the emitted light, with dPdTM, we make full color displays by directly
depositing each of the primary color materials (RGB) on respective sub-pixels, without the use of filters. This advanced technology gives us an
increase in brightness of over 10X versus the competition and we are on track to achieve 10,000 cd/m2 by Q4 2020, and expect to achieve a
brightness level of over 28,000 cd/m2  ready for mass production of full color displays by 2023. We achieved the highest monochrome
brightness levels in the market years ago and are continuing our leadership with color displays. Display brightness is critical for AR/VR devices
because of optics inefficiency and the need to eliminate motion artifacts. This is especially important for Heads Up Display’s (HUDs) used in
bright, daylight environments.

Liquidity and Going Concern

As explained below under Liquidity and Capital Resources, the accompanying consolidated financial statements have been prepared on the
going concern basis, which assumes we will continue to operate as a going concern and which contemplates the realization of assets and the
satisfaction of liabilities and commitments in the normal course of business. However due to continuing losses, uncertainty regarding the
COVID-19 pandemic, our financial position, and uncertainty regarding our ability to borrow under the ABL Facility, or continue to raise funds
under our at the market facility, or ATM, facility, we may not be able to meet our financial obligations as they become due without additional
financing or sources of capital.

The COVID-19 pandemic has significantly increased economic and demand uncertainty. It is likely that the current outbreak and continued
spread or recurrence of COVID-19 will cause the economic slowdown to continue, and it is possible that it could cause a global recession.
There is a significant degree of uncertainty and lack of visibility as to the extent and duration of the current slowdown or any recession. If either
were prolonged, demand for our products will be significantly harmed. We are currently seeing delays in product shipments and are expecting
slowing economic conditions may adversely affect our business in the second half of 2020. Given the significant economic uncertainty and
volatility created by the pandemic, it is difficult to predict the nature and extent of the impact on demand for our products. These expectations
are subject to change without warning and investors are cautioned not to place undue reliance on them. Unanticipated consequences of the
pandemic and resulting economic uncertainty could adversely affect our liquidity and capital resources in the future as well as our ability to
continue as a going concern.

Our common stock is listed on the NYSE American, and we are subject to its continued listing requirements, including maintaining certain
share prices and a minimum amount of shareholder’s equity. If we are unable to comply with the NYSE American continued listing
requirements, including its trading price requirements, our common stock may be suspended from trading on and/or delisted from the NYSE
American.
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Critical Accounting Policies

Please refer to the information provided under the heading "Critical Accounting Policies and Estimates" included in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2019, filed with the SEC on March 11, 2020, for a discussion of our critical accounting
policies. There were no material changes to such policies in the first six months of June 30, 2020. New accounting policies adopted during the
quarter, including accounting for Government funding are described in Note 1, "Summary of Significant Accounting Policies," to our unaudited
consolidated financial statements included in this Report.
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Results of Operations 
 

Comparative results of operations for the three and six months ended June 30, 2020 and 2019 (in thousands):

Revenues 

                  
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  Change  2020  2019  Change

Product  $ 6,260  $ 4,958  $ 1,302  $ 11,894  $ 10,465  $ 1,429 
Contract   1,440  $ 403   1,037   2,537   1,008   1,529 
Total revenue, net  $ 7,700  $ 5,361  $ 2,339  $ 14,431  $ 11,473  $ 2,958 

Revenues for the three and six months ended June 30, 2020 were $7.7 million and $14.4 million, respectively, as compared to revenues of
$5.4 million and $11.5 million, respectively for the three and six months ended June 30, 2019.

Product revenue is comprised primarily of sales of displays as well as sales of other hardware. For the three and six months ended June 30,
2020 product revenue increased by $1.3 million and $1.4 million, respectively, from the comparable prior year periods. The increase in display
revenues during the three months ended June 30, 2020 was primarily due increases in demand from military customers and displays shipped
at higher average selling prices, as compared to the three months ended June 30, 2019. The increase in display revenues during the six
months ended June 30, 2020 also reflected increases in volume of displays shipped at higher average selling prices, as compared to the six
months ended June 30, 2019. Revenues in 2019 were impacted by manufacturing challenges that began in the fourth quarter of 2018 and
continued through the second quarter of 2019, which affected yields and throughput and resulted in lower than planned shipments during the
first six months of 2019.

Contract revenue is comprised of revenue from R&D and non-recurring engineering contracts. For the three and six months ended June 30,
2020, contract revenue increased by $1.0 million and $1.5 million, respectively, reflecting the contribution from contract R&D work for the
consumer market, as compared to the prior year period.

Cost of Revenues

                  
 Three Months Ended  Six Months Ended
 June 30,  June 30,
 2020  2019  Change  2020  2019  Change

Product  $ 4,978  $ 4,898  $ 80  $ 9,768  $ 9,324  $ 444 
Contract   746   238   508   1,253  $ 588   665 
Total cost of revenues  $ 5,724  $ 5,136  $ 588  $ 11,021  $ 9,912  $ 1,109 

Total cost of revenues is comprised of costs of product and contract revenues. Cost of product revenue includes materials, labor and
manufacturing overhead, warranty costs and depreciation related to our products. Total cost of revenues for the three and six months ended
June 30, 2020 increased by $0.6 million and $1.1 million, respectively, from the comparable prior year periods due to increased revenues.

The following table outlines product and contract total gross profit and related gross margins for the three and six months ended June 30, 2020
and 2019 (dollars in thousands): 

                
  Three Months Ended  Six Months Ended
 June 30,  June 30,
  2020  2019  2020  2019

Product revenues gross profit   $ 1,282   $ 60   $ 2,126   $ 1,141  
Product revenues gross margin    20 %   1 %   18 %   11 % 
Contract revenues gross profit   $ 694    $ 165   $ 1,284    $ 420  
Contract revenues gross margin    48 %   41 %   51 %   42 % 
Total gross profit   $ 1,976    $ 225   $ 3,410    $ 1,561  
Total gross margin    26 %   4 %   24 %   14 % 
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Total gross profit is a function of revenues less cost of revenues. Gross profit for the three months ended June 30, 2020 of $2.0 million
increased $1.8 million, from the comparable prior year period primarily reflecting both increases in product and contract revenues. Gross profit
for the six months ended June 30, 2020, of $3.4 million also increased $1.8 million as compared to the prior year period and also benefit ted
from increases in product and contract revenues. Total gross margin was 26% and 24% for the three and six months ended June 30, 2020
compared to 4% and 14% for the comparable 2019 periods, respectively.

The product gross profit of $1.3 million and $2.1 million for the three and six months ended June 30, 2020, respectively, increased from the
comparable prior year primarily due to increased shipments of displays  in the three and six months ended June 30, 2020 compared to the
prior year period, and improvements in yield in the first half of 2020 compared to the first half of 2019 . The increase in product gross margins
was impacted by the higher average selling prices for the three and six months ended June 30, 2020 as compared to lower throughput due to
manufacturing challenges from the comparable prior year periods.

Contract gross margin is dependent upon the mix of internal versus external third party costs and materials, with the external third party costs
and materials causing a lower gross margin and reducing the contract gross profit. For the three and six months ended June 30, 2020,
contract revenue gross profit was $0.7 million and $1.3 million, compared to $0.2 million and $0.4 million, respectively, for the prior year
periods. Increased contract revenue gross profit in the three and six months ended June 30, 2020 reflects favorable margins on contract
revenues for the consumer market.

Operating Expenses 

                       
 Three Months Ended   Six Months Ended
 June 30,   June 30,
 2020  2019  Change   2020  2019  Change

Research and development expense  $ 1,599   $ 1,300   $ 299   $ 2,579   $ 2,897   $ (318)
Percentage of net revenue   21 %   24 %       18 %   25 %   
Selling, general and administrative
expense  $ 1,712   $ 1,777   $ (65)  $ 3,510   $ 3,716   $ (206)
Percentage of net revenue   22 %   33 %       24 %   32 %   
Total operating expenses  $ 3,311   $ 3,077   $ 234   $ 6,089   $ 6,613   $ (524)
Percentage of net revenue   43 %   57 %       42 %   58 %   

Research and Development

R&D expenses are Company funded and are primarily compromised of salaries and related benefits, development materials and other costs
specifically allocated to the development of new technologies, microdisplay products, OLED technologies and production processes. R&D
related costs associated with fulfilling contracts are categorized as contract cost of revenues. R&D expenses were $1.6 million and $2.6 million
for the three and six months ended June 30, 2020 and increased by $0.3 million and decreased $0.3 million, respectively, compared to prior
year periods, which on a percentage basis was 21% and 18% of revenues, respectively. The change in R&D costs in the current year periods
reflects focus on R&D projects related to dPd technology and XLE display development, partially offset by costs charged to contract R&D work
for the consumer market. 

Selling, General and Administrative  

SG&A expenses consist primarily of personnel expenses, professional services fees, as well as other marketing, general corporate and
administrative expenses. SG&A expenses for the three and six months ended June 30, 2020, decreased $0.1 million and $0.2 million,
respectively, compared to the prior year periods. The decrease was primarily due to lower spending  on salaries resulting from a 20% work
status reduction implemented in October 2019, reductions in non-cash compensation for the Board of Directors that took effect in December
2019,  and lower travel and other discretionary expenses.

Other Income (Expense)

Other income (expense), net consists of changes in the fair value of warrant liability as well as interest income earned on cash balances.
Income or expenses related to the change in fair value of warrant liability were $1.5 million, for the three and six months ended June 30,
2020, respectively. This non-cash income or expense is associated with changes in the liability related to registered warrants issued in May
2017 and January 2018. We are required to revalue warrants classified on our balance sheet as a liability at the end of each reporting period
and reflect a gain or loss from the change in fair value in the period in which the change occurred. We calculate the fair value of the warrants
outstanding using the Black-Scholes model.
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Liquidity and Capital Resources

As of June 30, 2020, we had $5.4 million in cash, working capital of $12.0 million and borrowings outstanding and borrowing availability under
the ABL Facility of $0.4 million and $3.1 million, respectively. In addition, the Company has $1.96 million outstanding under a PPP Loan, which
may be forgiven if the loan is used for eligible expenses and meets PPP criteria for forgiveness. This is in comparison with $3.5 million in
cash, working capital $8.8 million and borrowings outstanding and borrowing availability under the ABL Facility of $2.9 million and $1.2 million ,
respectively, at December 31, 2019.

On June 11, 2020, the Company was granted a $5.5  million award from the Department of Defense Industrial Base Analysis (“IBAS”) and
Sustainment program for Organic Light Emitting Diode (OLED) Supply Chain Assurance. The Company received these funds for procurement
and installation of capital equipment in our NY-based manufacturing facility. This IBAS award will be managed under the Cornerstone Other
Transaction Authority (“Cornerstone OTA”) and fully funds Phase I of a three-phase agreement. The IBAS Cornerstone OTA was created to
focus on strengthening the U.S. Manufacturing and Defense Industrial Base. The funds will be released to the Company beginning in August
2020 in accordance with down payments and progress payment schedules of the various capital equipment vendors.

On June 8, 2020, the Company received a PPP loan from KeyBank National Association related to the COVID-19 crisis in the amount of
$1.96 million.  The PPP loan has a fixed interest rate of 1% per annum, a maturity date two years from the date of the funding of the loan, and
deferral of payments for first six months. Pursuant to the terms of the loan, the Company may apply for forgiveness for  an amount equal to the
sum of the following costs incurred by the Company during period beginning on the date of first disbursement of the loan and ending on the
earlier of (a) the date that is 24 weeks after the date of funding or b) December 31, 2020: payroll costs, any payment of interest on a covered
mortgage obligation, payment on a covered rent obligation, and any covered utility payment. The amount of loan forgiveness shall be
calculated in accordance with the requirements of the PPP, including the provisions of Section 1106 of the Coronavirus Aid, Relief, and
Economic Security Act (“CARES Act”), although no more than 40% of the amount forgiven can be attributable to non-payroll costs. The
Company intends to use the proceeds for purposes consistent with the PPP. While the Company currently believes that its use of the loan
proceeds will meet the conditions for forgiveness of the loan, we cannot assure you that we will not take actions that could cause the
Company to be ineligible for forgiveness of the loan, in whole or in part.

On July 28 2020, the Company announced that it has been awarded a $33.6 million contract over the next thirty three months from the DoD to
sustain and enhance U.S. domestic capability for high resolution, high brightness OLED microdisplays that will be based on the Company’s
proprietary direct patterning technology (“dPdTM”). This investment is in addition to the $5.5 million award announced on June 11, 2020, under
the IBAS Program for OLED Supply Chain Assurance and will be used to increase capacity and sustain operations at eMagin’s Hopewell
Junction, New York, headquarters.

For the six months ended June 30, 2020 cash used in operating activities, were $0.2 million, which was attributable to a net loss of $4.2 million
and changes in operating assets and liabilities of $1.0 million and non-cash income and expenses of $2.9 million. Cash used in operating
activities for the six months ended June 30, 2019 was $3.2 million.
 
For the six months ended June 30, 2020 cash used in investing activities was $0.7 million related to equipment purchases primarily to improve
manufacturing yields and production capacity and to advance the Company’s dPdTM technology. As of June 30, 2020, we had outstanding
commitments to purchase approximately $0.1 million in capital expenditures, and expect to make additional capital expenditures during 2020
to improve our manufacturing and R&D capabilities. These commitments exclude amounts to be purchased and funded by the Department of
Defense, as described above. Cash used in investing activities during the six months ended June 30, 2019 was $0.8 million for equipment
purchases.

For the six months ended June 30, 2020, cash provided by financing activities was $2.8 million, from equity financing with net proceeds of
$3.3 million and proceeds of the PPP loan of $2.0 million offset by net repayments of $2.5 million under our credit facility. Net cash provided by
financing activities during the six months ended June 30, 2019 was $4.3 million.

Going concern

The accompanying consolidated financial statements have been prepared on a going concern basis, which assumes that the Company will
continue to operate as a going concern and which contemplates the realization of assets and the satisfaction of liabilities and commitments in
the normal course of business.

The COVID-19 pandemic has significantly increased economic and demand uncertainty. It is likely that the current outbreak and continued
spread of COVID-19 will cause the economic slowdown to continue, and it is possible that it could cause a global recession. There is a
significant degree of uncertainty and lack of visibility as to the extent and duration of the current slowdown or any recession. If either were
prolonged, demand for the Company’s products will be significantly harmed. The Company has experienced delays in
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product shipments and is expecting slowing economic conditions may adversely affect its business in the second half of 2020. Given the
significant economic uncertainty and volatility created by the pandemic, it is difficult to predict the nature and extent of the impact on demand
for the Company’s products. These expectations are subject to change without warning and investors are cautioned not to place undue
reliance on them. Unanticipated consequences of the pandemic and resulting economic uncertainty could adversely affect the Company’s
liquidity and capital resources in the future as well as its ability to continue as a going concern.

Due to continuing losses, the COVID-19 pandemic, and uncertainty regarding the Company’s need or ability to borrow under its ABL Facility,
or continue to raise funds under an ATM facility, the Company may not be able to meet its financial obligations as they become due without
additional financing or sources of capital. Therefore, in accordance with applicable accounting guidance, and based on the Company’s current
financial condition and availability of funds, there is substantial doubt about the Company’s ability to continue as a going concern through
twelve months from the date these financial statements were issued.

The Company has taken actions to increase revenues and to reduce expenses and is considering financing alternatives. In addition, during
the six months ended June 30, 2020, the Company borrowed $1.96 million under the PPP loan program and raised $3.3 million of funds under
its ATM Facility. The Company’s plans with regard to these matters include the following actions: 1) focus production and engineering
resources on improving manufacturing yields and increasing production volumes, 2) continuing a Work Status Reduction program that began
in October 2019 wherein senior management work status was reduced by approximately 20%, 3) reduce headcount and not replace departed
employees, subject to PPP loan restrictions, 4) reduce discretionary and other expenses 5) hire a new head of Business Development, and 6)
considering additional financing and/or strategic alternatives.

Subsequent to the end of the second quarter of 2020, the Company used the remaining amount available under its ATM facility to raise an
additional $6.5 million of capital. The Company is reassessing its business plans and forecasts over the next two years. Based on its known
cash needs as of August 2020, and the anticipated availability of its ABL facility, the Company believes it has sufficient liquidity to support its
working capital requirements through the third quarter of 2021. However, there can be no assurance the Company’s plans will be achieved, or
that the Company will be able to continue to borrow under its ABL Facility, mitigate the impacts of COVID-19, continue to raise funds under its
ATM facility, secure additional financing, and/or pursue strategic alternatives on terms acceptable to the Company, or at all.

In addition, even if we successfully generate additional funds through the sale of additional equity securities, borrowings or alternative
financing, there can be no assurances that the revenue or capital infusion will be sufficient to enable the Company to develop its business to a
level where it will be profitable or generate positive cash flow. If we raise additional funds through the issuance of equity or convertible debt
securities, the percentage ownership of our stockholders could be significantly diluted, and these newly issued securities may have rights,
preferences or privileges senior to those of existing stockholders. If we incur additional debt, a substantial portion of its operating cash flow
may be dedicated to the payment of principal and interest on such indebtedness, thus limiting funds available for our operational business
activities. The terms of any debt securities issued could also impose significant restrictions on our operations. In addition, broad market and
industry factors may seriously harm the market price of our common stock, regardless of its operating performance, and may adversely impact
its ability to raise additional funds.

Equity Raises

On June 10, 2020, the Company filed a prospectus supplement to update and amend the aggregate amount of shares it may sell pursuant to
the Company’s ATM Offering Agreement, dated November 22, 2019 and amended February 13, 2020, between the Company and H.C.
Wainwright & Co., LLC, to $7.29 million.  The Company intends to use the net proceeds from sales made under the ATM offering for working
capital and other general corporate purposes. As of June 30, 2020, the Company raised $3.3 million, net of offering expenses, through the
sale of shares under the ATM facility.

During July 2020, the Company utilized the amount remaining under its ATM facility and realized net proceeds of $6.5 million. The Company
intends to use the funds for working capital and other general corporate purposes.

ABL Facility

On December 21, 2016, we entered into an asset based revolving credit facility with a lender that provides for up to a maximum amount of
$5 million based on a borrowing base equivalent of 85% of eligible accounts receivable plus the lesser of $2 million or 50% of eligible
inventory. The interest on the ABL Facility is equal to the Prime Rate plus 3% but may not be less than 6.5% with a minimum monthly interest
payment of $2,000. We are obligated to pay the lender a monthly administrative fee of $1,000 and an annual facility fee equal to 1% of the
maximum amount borrowable under the facility. The ABL Facility will automatically renew on December 31, 2020 for a one-year term unless
written notice to terminate the Financing Agreement is provided by either party.
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The ABL Facility is secured by a lien on all receivables, property and the proceeds thereof, credit insurance policies and other insurance
relating to the collateral, books, records and other general intangibles, inventory and equipment, proceeds of the collateral and accounts,
instruments, chattel paper, and documents. The ABL Facility contains customary representations and warranties, affirmative and negative
covenants and events of default, including a provision that we maintain a minimum tangible net worth of $13 million and a minimum working
capital balance of $4 million. As of June 30, 2020, we had $0.4  million in borrowings, had unused borrowing availability of $3.1 million and
were in compliance with all financial debt covenants.

Off-Balance Sheet Arrangements 

We have no off balance sheet arrangements that are reasonably likely to have a current or future effect on our financial condition, revenues,
results of operations, liquidity or capital expenditures. 
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ITEM 3.   Quantitative and Qualitative Disclosures About Market Risk 

Not applicable.

ITEM 4.   Controls and Procedures 

Evaluation of Disclosure Controls and Procedures 
 

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our
disclosure controls and procedures as defined in Rule 13a-15 under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)
as of the end of the period covered by this Report on Form 10-Q.

Our disclosure controls and procedures are designed to provide reasonable, not absolute, assurance that the objectives of our disclosure
control system are met. Because of inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues, if any, within a company have been detected. Based on our evaluation, our Chief Executive Officer and Chief Financial Officer
have concluded that, as of the end of the period covered by this Report, our disclosure controls and procedures were effective.

Changes in Internal Control Over Financial Reporting

During the quarter ended June 30, 2020, there were no changes in our internal control over financial reporting that have materially affected, or
are reasonably likely to materially affect, our internal control over financial reporting. As a result of the COVID-19 pandemic, the majority of our
finance and administrative workforce began working remotely in March 2020. These changes to the working environment did not have a
material effect on our internal controls over financial reporting during the most recent quarter. We are continually monitoring and assessing the
COVID-19 pandemic on our internal controls to minimize the impact on their design and operating effectiveness.

PART II - OTHER INFORMATION
 

ITEM 1.   Legal Proceedings

From time to time, we may become subject to various legal proceedings that are incidental to the ordinary conduct of our business. In March
2019, we received a demand letter seeking payment of $0.9 million of outstanding invoices relating to purchased inventory from Suga
Electronics Limited, or Suga, a contract manufacturer located in China, which manufactured product sold by our consumer night vision
business. We have responded to the demand letter, and requested that Suga provide substantiation of purchased inventory. On August 1,
2019 we were notified by Suga that they intend to pursue arbitration. During September and October, 2019, we held preliminary discussions
with Suga to attempt to reach a settlement, however in November 2019 we received a formal request for arbitration which Suga filed with the
International Chamber of Commerce or ICC. We retained local counsel in Hong Kong to represent it before the ICC and in December 2019
filed an answer to Suga’s request for arbitration including a counterclaim seeking repayment of amounts previously paid to Suga. An arbitrator
has been appointed and arbitral proceedings for the consideration of the claims and counterclaims are expected to run through the first quarter
of 2021. The parties are permitted to settle at any point during the arbitration proceedings.

As disclosed in the financial statements in our Annual Report on Form 10-K for the year ended December 31, 2019, during the quarter ended
June 30, 2018, we made a decision to exit the consumer night vision business and accrued approximately $1.0 million related to invoices
received for inventory purchased by Suga in anticipation of future production. While we believe that we have adequately accrued for the losses
and are in discussions to resolve related claims by the contract manufacturers, there is the risk that additional losses or litigation related
expenses may be incurred above the amounts accrued for as of June 30, 2020, if we fail to resolve these claims in a timely and/or favorable
manner
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ITEM 1A.   Risk Factors
 
We operate in a rapidly changing environment that involves a number of risks that could materially affect our business, financial condition or
future results, some of which are beyond our control. In addition to the other information set forth in this Report and the risks discussed below,
you should carefully consider the factors discussed in Part I, “Item 1A. Risk Factors” in our 2019 Form 10-K. In addition to our discussion in
the MD&A, and other sections of this report, to address effects of the COVID-19 pandemic, we have provided an additional risk factor
regarding COVID-19 below. The impact of COVID-19 can also exacerbate other risks discussed in the “Risk Factors” sections of our 2019
Form 10-K and this Report, which could in turn have a material adverse effect on us. The “Risk Factors” section in our 2019 Form 10-K
otherwise remains current in all material respects. The risks discussed below and in the “Risk Factors” section in our 2019 Form 10-K do not
identify all risks that we face—our operations could also be affected by factors that are not presently known to us or that we currently consider
to be immaterial to our operations. Due to risks and uncertainties, known and unknown, our past financial results may not be a reliable indicator
of future performance and historical trends should not be used to anticipate results or trends in future periods.

The COVID-19 pandemic has affected our business and could materially adversely affect our financial condition and results of
operations and ability to continue as a going concern.

The novel strain of the coronavirus identified in China in late 2019 (COVID-19) has globally spread throughout Asia, Europe, the Middle East,
and North America and has resulted in authorities imposing, and businesses and individuals implementing, numerous unprecedented
measures to try to contain the virus, such as travel bans and restrictions, quarantines, shelter-in-place/stay-at-home and social distancing
orders, and shutdowns. These measures have impacted and may further impact our workforce and operations, the operations of our
customers, and those of our respective vendors, suppliers, and partners.

The COVID-19 pandemic has impacted our business. We experienced closures of sections of our plant that lasted between one and two weeks
after two of our employees tested positive for COVID-19. During the closures, we were unable to complete certain manufacturing stages and
unable to ship some of our products. We have also experienced production disruptions related to the unwillingness or inability of certain of our
equipment repair vendors to travel to our facility, the temporary loss of services of employees quarantined due to COVID-19 and delays in the
supply of raw materials caused by disruptions due to COVID-19 at one of our vendors. Any period of interrupted access to our manufacturing
facilities or our workforce, or similar limitations for our vendors and suppliers, can impact our ability to meet customer demand and could have
a material adverse effect on our financial condition and results of operations, particularly if prolonged. In addition, if we are unable to continue
regularly scheduled maintenance of our manufacturing equipment, our manufacturing capabilities may be negatively impacted and we may
experience further unscheduled closures and/or production disruptions, which could have a material adverse effect on our financial condition
and results of operations.

Due to the measures implemented to contain the COVID-19 outbreak, our suppliers, located both inside and outside of the United States, may
have limited supplies of, or may be unable to produce, the components we use to manufacture our products. Any significant disruption in the
supply of such components could impair our ability to satisfy customer orders, which could have a material adverse effect on our financial
condition and results of operations. In addition, there has been an increase in demand, both inside and outside of the United States, for the
personal protective equipment, or PPE, we use in our manufacturing facilities in order to maintain a safe working environment. If we are
unable to obtain the required PPE, we may have to temporarily close certain sectors of our facilities until the needed supplies are obtained,
which could have a material adverse effect on our financial condition and results of operations.

Certain of our customers have experienced, and may continue to experience, disruptions in their operations and supply chains, which can
result in delayed, reduced, or canceled orders, or collection risks, and which may adversely affect our results of operations. We have been
notified that certain of our customers are requesting delays in product deliveries due to plant closures related to COVID-19. In April, the US
Defense Department announced a three-month slowdown in equipment procurement related to COVID-19. Due to shelter-in-place and similar
measures, which restrict, and in some cases prohibit, elective medical procedures, in the future we may also experience delayed, reduced or
canceled orders from our customers in the medical market sector. Any existing or future delays, reductions or cancellation of orders from our
customers military, commercial or consumer market customers may adversely affect our results of operations.

Escalating trade tensions between the U.S. and China have led to increased tariffs and trade restrictions and have affected customer ordering
patterns. The U.S. has imposed restrictions on the export of U.S.-regulated products and technology to our international customers, including
those located in China. As a result of the COVID-19 pandemic, we believe there is a risk that U.S. laws and regulations governing the export
of goods and technology, including the EAR and ITAR, may be revised to impose even tighter restrictions, which could negatively impact our
ability to successfully market and sell our non-military products to customers located in China. Existing and future restrictions could also
potentially interfere with our ability to pursue manufacturing in China and our efforts to partner with consumer companies who might seek to
build displays using our technology at high volume manufacturing facilities located in China.
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The spread of COVID-19 has caused us to modify our business practices (including employee travel, employee work locations, cancellation of
physical participation in meetings, events and conferences, and social distancing measures), and we may take further actions as may be
required by government authorities or that we determine are in the best interests of our employees, customers, partners, vendors, and
suppliers. Work-from-home and other measures introduce additional operational risks, including cybersecurity risks, and have affected the way
we conduct our activities, which could have an adverse effect on our operations. Due to the increase in employees working from home and
accessing our network and systems remotely, we face increased risk of security breaches and other disruptions which could compromise our
information technology systems, and expose to liability, theft of sensitive data or damage to our reputation. There is no certainty that such
measures will be sufficient to mitigate the risks posed by the virus, and future employee virus or workforce disruptions could lead to
unavailability of key personnel and harm our ability to perform critical functions. In addition, our ability to attract, recruit and retain highly skilled
and qualified technical and consulting personnel or other employees may be impacted by COVID-19 travel restrictions, and other COVID-19
health concerns related to relocation on the part of potential employees and their families.

The pandemic has significantly increased economic and demand uncertainty. It is likely that the current outbreak and continued spread
of COVID-19 or any resurgence will cause the economic slowdown to continue, and it is possible that it could cause a global recession. There
is a significant degree of uncertainty and lack of visibility as to the extent and duration of the current slowdown or any recession. If either were
prolonged, demand for our products will be significantly harmed. We are currently seeing delays in product shipments. There is no assurance
that our operations will not be disrupted in the future by additional impacts of the COVID-19 virus or resurgences, on either our internal
operations or those of our suppliers or customers, including the possible impact on state or international quarantine requirements on
shipments and delivery personnel. Slowing economic conditions could adversely affect our business in the second half of 2020. Given the
significant economic uncertainty and volatility created by the pandemic, it is difficult to predict the nature and extent of the impact on demand
for our products. These expectations are subject to change without warning and investors are cautioned not to place undue reliance on them.
Unanticipated consequences of the pandemic and resulting economic uncertainty could adversely affect our liquidity and capital resources in
the future as well as our ability to continue as a going concern.

ITEM 2.   Unregistered Sales of Equity Securities and Use of Proceeds

None.

ITEM 3.   Defaults Upon Senior Securities  

None. 

ITEM 4.   Mine Safety Disclosures 

Not applicable. 

ITEM 5.   Other Information 

None. 
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ITEM 6.   Exhibits  

3.1 Amended and Restated Certificate of Incorporation (incorporated by reference to an appendix to the Company’s Definitive
Proxy Statement filed on September 21, 2006).
 

3.2 Certificate of Amendment of Amended and Restated Certificate of Incorporation (incorporated by reference to an appendix to
the Company’s Definitive Proxy Statement filed on October 26, 2010).
 

3.3 Bylaws of the Company (incorporated by reference to exhibit 99.3 to the Company’s Definitive Proxy Statement filed on
June 14, 2001).
 

4.1 Form of Common Stock Purchase Warrant (incorporated by reference to Exhibit 4.1 of the Registrant’s current report on Form
8-K filed on December 23, 2008).
 

4.2 Form of Letter Agreement (incorporated by reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K filed on
August 24, 2016).
 

4.3 Form of common Stock Purchase Warrant (incorporated by reference to Exhibit 4.1 to the Registrant’s current report on Form
8-K filed on December 18, 2015).
 

4.4 Form of Common Stock Purchase Warrant issued to the Warrant Holders in the Transaction (incorporated by reference to
Exhibit 4.2 to the Company’s Current Report on Form 8-K filed on August 24, 2016).
 

4.5 Common Stock Purchase Warrant issued on March 24, 2017 to the holder of an unsecured line of credit (incorporated by
reference to exhibit 4.5 to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2017 filed on
November 9, 2017). 
 

4.6 Form of Common Stock Purchase Warrant issued to the Warrant Holders in conjunction with an issuance of common shares
on May 19, 2017 (incorporated by reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K filed on May 24,
2017).
 

4.8 Description of Registrants Securities.
 

10.1 At Market Offering Agreement, between eMagin Corporation and H.C. Wainwright & Co., LLC (the Company’s Current Report
on Form 8-K filed on June 10, 2020). 
 

10.2 Department of Defense Industrial Base Analysis and Sustainment program for Organic Light Emitting Diode (OLED) Supply
Chain Assurance award (incorporated by reference to exhibit 99.1 of the Registrant’s Current Report on Form 8-K filed on
June 11, 2020).
 

10.3 Prototype Project Agreement for Organic Light Emitting Diode (OLED) Micro-Displays, dated June 8, 2020, by and between
the Company and the United States of America.  (1)
 

10.4 U.S. Small Business Administration’s Paycheck Protection Program (“SBA Loan”) loan received (the Company’s Current
Report on Form 8-K filed on June 12, 2020).
 

31.1 Certification by Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.  (1)
 

31.2 Certification by Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.   (1)
 

32.1 Certification by Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.  (2)
 

32.2 Certification by Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.  (2)
 

101.INS XBRL Instance Document (1)
101.SCH XBRL Taxonomy Extension Schema Document (1)
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document (1)
101.DEF XBRL Taxonomy Extension Definition Linkbase Document (1)
101.LAB XBRL Taxonomy Extension Label Linkbase Document (1)
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document (1)

 
(1)  Filed herewith.
(2)  Furnished herewith.
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http://www.sec.gov/Archives/edgar/data/1046995/000101376206001946/form14a.htm
http://www.sec.gov/Archives/edgar/data/1046995/000101376206001946/form14a.htm
http://www.sec.gov/Archives/edgar/data/1046995/000101376210002508/def14a.htm
http://www.sec.gov/Archives/edgar/data/1046995/000101376210002508/def14a.htm
http://www.sec.gov/Archives/edgar/data/1046995/000112528201500893/b311989_ex99-3.txt
http://www.sec.gov/Archives/edgar/data/1046995/000112528201500893/b311989_ex99-3.txt
http://www.sec.gov/Archives/edgar/data/1046995/000101376208002668/ex41.htm
http://www.sec.gov/Archives/edgar/data/1046995/000101376208002668/ex41.htm
http://www.sec.gov/Archives/edgar/data/1046995/000121390016016379/f8k081916ex4i_emagincorp.htm
http://www.sec.gov/Archives/edgar/data/1046995/000121390016016379/f8k081916ex4i_emagincorp.htm
http://www.sec.gov/Archives/edgar/data/1046995/000101376215001183/f8k121815ex4iv_emagincorp.htm
http://www.sec.gov/Archives/edgar/data/1046995/000101376215001183/f8k121815ex4iv_emagincorp.htm
http://www.sec.gov/Archives/edgar/data/1046995/000121390016016379/f8k081916ex4ii_emagincorp.htm
http://www.sec.gov/Archives/edgar/data/1046995/000121390016016379/f8k081916ex4ii_emagincorp.htm
http://www.sec.gov/Archives/edgar/data/1046995/000156276217000177/eman-20170930xex4_5.htm
http://www.sec.gov/Archives/edgar/data/1046995/000156276217000177/eman-20170930xex4_5.htm
http://www.sec.gov/Archives/edgar/data/1046995/000110465917034859/a17-14056_1ex4d1.htm
http://www.sec.gov/Archives/edgar/data/1046995/000110465917034859/a17-14056_1ex4d1.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000022/eman-20191231xex4_8.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000022/eman-20191231xex4_8.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000035/eman-20200610x8k.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000035/eman-20200610x8k.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000038/eman-20200611xex99_1.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000038/eman-20200611xex99_1.htm
eman-20200630xex10_3.htm
eman-20200630xex10_3.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000041/eman-20200612x8k.htm
http://www.sec.gov/Archives/edgar/data/1046995/000104699520000041/eman-20200612x8k.htm
eman-20200630xex31_1.htm
eman-20200630xex31_1.htm
eman-20200630xex31_2.htm
eman-20200630xex31_2.htm
eman-20200630xex32_1.htm
eman-20200630xex32_1.htm
eman-20200630xex32_2.htm
eman-20200630xex32_2.htm


 
SIGNATURES 
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized. 
 
Date: August 13, 2020

  
eMAGIN CORPORATION
  
By: /s/ Andrew G. Sculley
 Andrew G. Sculley
 Chief Executive Officer
 Principal Executive Officer
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Exhibit 10.3
 
CERTAIN IDENTIFIED INFORMATION HAS BEEN EXCLUDED (INDICATED BY: [***]) FROM THE
EXHIBIT BECAUSE IT IS BOTH (I) NOT MATERIAL AND (II) WOULD LIKELY CAUSE COMPETITIVE
HARM IF PUBLICLY DISCLOSED.

Prototype Project Agreement

FOR

Organic Light Emitting Diode (OLED) Micro-Displays

BETWEEN

the United States of America

AND

eMagin Corporation

UNDER

[***]

Agreement Number: [***]

Agreement Type: Fixed Amount

Total Amount:

Phase Amount Status Description Total Funded
Amount

Phase I $ 5,455,685.58 Funded Base $5,455,685.58
[***] $ [***] [***] [***] $ [***]
[***] $  [***] [***] [***] $ [***]
[***] $[***] - - $5,455,685.58

Government Share: $[***]

Contractor Share: $0

Authority: 10 U.S.C. § 2371b Effective Date: 8

June 2020

I. Authority

This agreement is an "Other Transaction" pursuant to 10 U.S.C. § 2371b. This agreement is not a
procurement contract, cooperative agreement or grant agreement for purposes of Federal Acquisition
Regulation (FAR) Subsection 31.205- 18 or any other purpose. The provisions of the FAR, Department
of Defense Federal Acquisition Regulation Supplement and Army Federal Acquisition Regulation
Supplement do not apply, unless explicitly included in this agreement.
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

II. Overview

A. The United States Government, hereinafter referred to as the “Government”, and eMagin
Corporation, agree to assess and improve the existing industrial base production capacity and
capability of OLED micro-displays that meet military requirements. This effort shall be performed in
accordance with the contents in this agreement, as well as Prototype Obligation Agreement
[***] and its corresponding attachments.

B. This is a fixed amount OTA Prototype Project Agreement. eMagin will be paid a  fixed amount for
each payable milestone accomplished in accordance with Payable Milestones and Deliverables
set forth in Section VII.

C. To meet 10 U.S.C. § 2371b, eMagin Corporation is a small business contractor.

III. Objective

The primary objective of this agreement is to assess and improve the existing industrial base
production capacity and capability of OLED micro-displays to meet military requirements.

IV. Responsibilities

A. The Agreements Officer (AO) will use reasonable efforts to:

i. Provide agreement support and management.
ii. Provide technical support in the performance of contractor efforts.
iii. Perform efforts as agreed upon.
iv. Make mutual changes to requirement/timeline when necessary.

B. The Contractor will use reasonable efforts to:

i. Manage the agreement and potential subcontractors.
ii. Manage the intellectual property and technical design packages.
iii. Perform efforts as agreed upon by both parties.

V. Tasks

The Contractor shall be responsible for executing all requirements of each executed Phase
encompassed by the Statement of Work (SOW) – Organic Light Emitting Diode (OLED) Supply Chain
Resiliency dated March 5, 2020. [***].
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

VI. Metrics for Successful Completion
Contractor shall demonstrate improvements in yield of the OLED micro-display against a baseline yield
of [***]. Improvements shall be [***] (threshold) and [***] (objective) over the baseline yield.

VII. Payable Milestones and Deliverables

Milestone payments will be made in accordance with this section. Each deliverable shall demonstrate
progress towards meeting objectives of this initiative. Deliverable reports shall be submitted to the AO,
Agreements Officer Representative (AOR), Program Manager, and Agreements Specialist found at
the bottom of this agreement. Prior to invoicing, the Contractor must receive Government approval of
each deliverable item. Further detail can be found in section VIII, Financial Obligations.

Within 10 calendar days after the completion of each milestone, the Contractor will provide the
Government with a milestone status report that provides, as applicable: updates on progress to meet
the requirements of the SOW, questions or concerns related to the overall status of the program, a
breakdown of any information or status updates needed from the Government, and a breakdown of the
planned activities in the follow-on reporting period. In addition to providing a milestone status report, the
Contractor will hold monthly teleconference calls with the Government to present the reporting
deliverables and cooperatively develop and redirect project plans on an as- needed basis.

The following are the Payable Milestones for the Base Award for Phase I of the Primary
Prototype Tasks, along with the agreed upon milestones for the Phase II and III Options. For the
options, contract award refers to the modification to fund those options:

Milestone Deliverable Schedule

Task #
 
Milestone

 
Deliverable

 
Total

Months After
Contract Award

 
3.1

 
 
Baseline Assessment

Risk Baseline assessment &
mitigation tasks ; Baseline
briefing/report

0 1 

 
 

3.2

Government Milestone
Decision Point Baseline
Review

 
 
Provide copy of Government
notification along with invoice

 
 
 

$ 2,402,668.77

1 

3.3
Risk Mitigation Task
Execution

 
Task Reports

 
$ 1,102,667.17

3 

3.3
Risk Mitigation Task
Execution

 
Task Reports

 
$ 946,853.72

6 

 

3
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

   254,358.88  

3.3
Risk Mitigation Task
Execution

 
Task Reports

 
$ 254,358.88

9 

3.3
Risk Mitigation Task
Execution

 
Task Reports

 
$ 203,568.48

12 

 
 

3.4

 
 
Production Capability
Verification

 
 
Samples (15), Test Data and
Report

 
 
 

$ -

Reports
15,18,21: No
Milestone
Payments

3.5
 
Project Close

Final Report & Briefing
Materials

 
$ 545,568.56

24 

Total Phase I $ 5,455,685.58  

[***]
 
[***]
 

VIII.Financial Obligations

A. Government Obligation

i. The Government will provide $5,455,685.58 to fund the Phase I Primary Prototype Tasks
for this effort, as described in Section VII.

B. Basis of Payment

i. The basis of payment for this effort will be in accordance with Section VII. The milestones
represent meaningful efforts that are an integral and necessary part of performance. Each
milestone shall be tracked on an integrated master schedule. For each milestone, the
Contractor shall provide a status report detailing the completion of each specific Contract Line
Item Number (CLIN). No specific format is required for the milestone status report. Initial
submission of the milestone report submitted to the AO, AOR, and Agreements Specialist.

ii. Acceptance criteria for each milestone will be approved/disapproved by the AOR within 14
calendar days of receipt from the Contractor. Once the Government has determined the
milestone has been successfully completed and provided notification of approval, the
Contractor may invoice through Wide Area Work Flow (WAWF) as outlined in paragraph
D below.

C. Use of Funds and Comptroller General Access

i. All funds are to be used only for costs that a reasonable and prudent person would incur in
carrying out this prototype project.
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

ii. To the extent required by 10 U.S.C. § 2371b(c), the Comptroller General shall be permitted to
examine the records of any party to this agreement.

D. WAWF

i. Payments will be made by the Defense Finance and Accounting Services, as indicated below,
within 30 calendar days of an accepted invoice in WAWF.

ii. The Contractor is required to utilize the WAWF system when processing invoices and receiving
reports under this agreement. The Contractor shall (i) ensure an electronic business point of
contact is designated in System for Award Management (SAM) at [***].

iii. The Contractor shall use the "2-in-1" Combo format when submitting invoices. The following
inputs shall be included on each invoice submitted in WAWF:

a.  Pay Official:[***]

b.  Issue By:[***]

c.  Admin:[***]

d.  Inspect By:[***]

e.  Ship To:[***]

f.  Service Acceptor: [***]

g.  Ship From, Service Approver, and Local Processing Office fields shall be left blank unless otherwise
directed by the AO.

iv. The following guidance is provided for invoicing processed under this agreement
through WAWF:

a. The Contractor shall attach the AOR’s approval of each milestone with each invoice
in WAWF.

b. The Contractor, when entering invoices in WAWF shall utilize the CLINs associated with
each payable milestone. The description of the CLIN shall include reference to the
associated milestone number along with other necessary descriptive information. The
Contractor agrees that the Government may reject invoices not submitted in accordance
with this provision.
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

c. The AOR will formally inspect and accept all deliverables/payable milestones. The AOR will
review the invoices in WAWF and either accept or reject them.

E. Payment by Electronic Funds Transfer: All payments by the Government under this contract, shall
be made by electronic funds transfer (EFT). The Government will make payment to the Contractor
using the EFT information contained in the SAM. In the event that the EFT information changes,
the Contractor shall be responsible for providing the updated information to the SAM.

IX. Clauses

A. Government Property: No Government property is being furnished under this agreement.

B. Follow-on Contract: The potential for follow-on production for projects awarded from this CIR will be
in accordance with 10 U.S.C. 2371b(f). Upon determination that the competitively awarded
prototype project has been successfully completed, the requiring office may determine to award a
follow-on production contract or transaction without the use of competitive procedures.

C. Freedom of Information Act (FOIA): Any sensitive documents or other proprietary data submitted by
non-Government parties to this agreement shall be marked with a restrictive legend. The
Government will follow its FOIA procedures, including submitter notice, in the event that any person
requests sensitive or proprietary data which belongs to a non-Government party.

D. Limitation of Government Liability: Claims for damages of any nature whatsoever pursued under
this agreement shall be limited to direct damages only up to the aggregate amount of Government
funding disbursed as of the time the dispute arises. In no event shall the Government be liable for
claims for consequential, punitive, special and incidental damages, claims for lost profits, or other
indirect damages.

E. Depreciation of Assets: Contractor agrees to exclude the depreciation of assets acquired under this
Agreement in future proposals to support DoD requirements.

F. Industrial Capacity: Contractor agrees to keep the current manufacturing capacity open and ready
to produce for the Government and their prime contractors during the performance of this
Agreement. Execution of this Agreement does not relieve the Contractor of any existing delivery
requirements under DoD contracts and subcontracts. In the event the Contractor proposes to sell
or otherwise transfer any intellectual property or assets acquired or
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

developed under this Agreement, the Government shall have the right of first refusal of the
aforementioned intellectual property and assets.

G. Recoupment Clause: Upon successful completion of this Agreement, the Contractor will
reimburse the Government a calculated percentage of the
Government’s investment under this Agreement if the Contractor fails to keep the manufacturing
capacity developed under this Agreement operational for five years after completion of the
Agreement. The following table represents the pro- rate recoupment amount due from the
Contractor to the Government depending on the time when the line closes or the equipment ceases
to be in an operational condition:

Period Recovery Percentage
Less than 1 year 85% of Government Investment
1 year through less than 2 years 70% of Government Investment
2 years through less than 3 years 55% of Government Investment
3 years through less than 4 years 40% of Government Investment
4 years through less than 5 years 25% of Government Investment
5 years and later No Recoupment

X. Intellectual Property/Data Rights

The Government will retain Government Purpose Rights to all technical data for the manufacturing
processes for OLED applications, including the processes and procedures necessary to maintain
those capabilities as determined by the Government. Technical data includes, but is not limited to, all
process records, descriptions of manufacture, operating and inspection procedures, quality
performance and test procedures, maintenance procedures and records, material and component
purchase descriptions, software, and software applications.

Government purpose rights involves the right to use, modify, reproduce, release, perform, display, or
disclose the data within the Government without restriction; and release or disclose technical data
outside the Government only for Government purposes. Technical data will be provided to the
Government at the end of the contract performance period in its most current form; i.e., current as of
the last date of its use.
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8 June 2020 Prototype Project Agreement:
Organic Light Emitting Diode (OLED) Micro-Displays

eMagin Corporation
 

Technical data delivered with Government Purpose Rights will automatically revert to Unlimited
Rights five years after the end of the contract performance period.

XI. Modifications

A. All modifications, except for minor or administrative corrections, shall be made by mutual agreement
of the parties and be subject to negotiations. Minor or administrative agreement corrections (e.g.,
changes in the paying office or appropriation data, changes to Government or the Contractor
personnel identified in the agreement, etc.) may be made unilaterally by the Government.

B. Any modification to this agreement shall be executed, in writing, and signed by an authorized
representative of the Government and the Contractor. Modification of this agreement does not
modify the terms of the [***].

C. The Government will be responsible for executing all modifications to this agreement. There is no
modification unless there is a formal written modification to the agreement by the AO.

D. In the event of a material breach of any term of this agreement, the aggrieved party shall provide
notice to the other party in accordance with the Disputes section of this agreement. Willful failure to
perform a material term of this agreement, unless excused by circumstances beyond that party’s
control, will be considered a breach of this agreement. The aggrieved party shall have all
contractual remedies available under Federal law, including specific performance and other
equitable relief.

E. If one party desires the termination of this agreement for its convenience, the parties agree to
negotiate in good faith for a mutual resolution of any settlement issues, including payment of costs
incurred and a reasonable allowance for profit on work performed, data rights, and deliveries of
prototype items and data. Upon receiving notice that one party desires a convenience termination of
this agreement, all parties will take reasonable efforts to minimize additional costs while the
settlement is negotiated. In the event that a settlement cannot be reached, the Disputes section of
this agreement will be utilized to reach a final determination.

XII. Disputes

A. Whenever disputes, disagreements, or misunderstandings arise, the Parties shall attempt to resolve
the issue(s) involved by discussion and mutual agreement as soon as practicable. The Parties are
committed to an open and forthright
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handling of disputes, with a good faith attempt to resolve such issues at the lowest level
possible.

B. In the event of a dispute, the aggrieved party shall document the factual issues in a concise written
format, and provide a copy to the other party for review. Within 10 calendar days, the other party
shall respond in writing to the issues raised, and both parties will attempt to resolve the issues. If a
dispute remains after this point, the issue shall be elevated to the contractor point of contact listed in
Section XVIII of this document, and the Government AO, for resolution. In the event that this senior
level of discussion does not settle the issue, the Senior Contracting Official (SCO) for Army
Contracting Command - Rock Island (ACC- RI), shall review the issue and provide a final decision
in writing within 20 calendar days. The SCO’s resolution of the issue shall be considered final and
binding unless the Contractor appeals or files a suit as provided in the Tucker Act, 28 U.S.C.
§ 1491.

XIII.Accounting System Requirements

A. The Contractor shall ensure that appropriate arrangements have been made for receiving,
distributing and accounting for Federal funds under this agreement. Consistent with this
stipulation, an acceptable accounting system will be one in which all cash receipts and
disbursements are controlled and documented properly and which is capable of generating a cost
element summary.

XIV. Security, Safety, Environmental

A. SECURITY

i. The Security level is unclassified. No Controlled Unclassified Information (CUI) or
information covered by International Traffic in Arms Regulation (ITAR) is expected to be
generated during this contract.

B. SAFETY:

i. The Contractor shall comply with all Federal, State, and Local safety laws and regulations in
order to maintain a safe and non-hazardous occupational environment during execution of
this agreement.

ii. Accident/Incident Report: The contractor shall report immediately any major accident/incident
(including fire) resulting in any one or more of the following: causing one or more fatalities or one
or more disabling injuries; damage of Government property exceeding $10,000; affecting
program planning or production schedules; degrading the safety of equipment under contract,
such as personnel injury or property damage may be involved; identifying a
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potential hazard requiring corrective action. The contractor shall prepare the report in
accordance with Data Item Description (DID) DI-SAFT-81563 for each incident (all DIDs
referenced in this SOW can be found at https://quicksearch.dla.mil/qssearch.aspx).

C. ENVIRONMENTAL: The contractor shall adhere with Federal, State, and local environmental laws
and regulations, Executive Orders, treaties, and agreements. The contractor shall consider
alternate materials and processes in order to eliminate, reduce or minimize the generation of
hazardous waste while minimizing item cost and risk/degradation to system performance.

XV. Foreign Participation:

A. FOREIGN INVOLVEMENT:  For the entirety of this agreement, keeping with the [***] of
"Strengthen the force posture of the US Defense Industrial Base (DIB)," and in accordance with
the 2018 Unclassified National Defense Strategy (NDS) which articulates the threat from foreign
predatory economics and inter-state strategic competitions that are the primary threats to US
security, [***] will restrict foreign participation, access and transfers. Any proposed foreign
participation, access or transfer will require government notification and concurrence on a case-
by-case basis prior to initiating any work effort.

B. NON-US RESEARCH PROGRAMS: For the entirety of this agreement, keeping with  the [***] of
"Strengthen the force posture of the US Defense Industrial Base (DIB)," and the intent of protecting
tax-payer investments and intellectual property, [***] will restrict direct or indirect participation,
collaboration, communication or acceptance of funding with non-US research programs, such as
the Thousand Talent Program (TTP), even in the case the activity is conducted with and/or through
a US citizen, entity or company. Any proposed non-US research program involvement will require
government notification and concurrence on a case-by-case basis prior to initiating any work effort.

C. FOREIGN ACQUISITIONS AND MERGERS: For the entirety of this agreement, the [***] Member
shall notify the Government within three business days of entering any discussions regarding
potential foreign acquisition or merger, for itself or any business unit of the [***] Member. Said
notification will include all relevant details of the potential merger or acquisition. Per the “Foreign
Involvement” clause, above, the Government retains the right to consent to any foreign acquisition
or merger, considering whether or not the merger/acquisition is consistent with the best interests of
the Government.

XVI. Non-Government Personnel
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This OTA will utilize non-Government personnel to function as technical advisors to the
Government. These Non-Government personnel will have access to the information submitted
under this OTA and will provide technical expertise and/or advice as required. All non-Government
personnel have Non-Disclosure Agreements on file with the Government and are required to
protect information to the same standards as Government personnel.

XVII. PERFORMANCE

A. PLACE OF PERFORMANCE: Contractor Facilities

B. PERIOD OF PERFORMANCE (PoP): The PoP for the base effort is two years, with option
periods totaling three years, for a potential total PoP of five years.

XVIII. POINTS OF CONTACT

The following personnel are designated as the Points of Contact between the Parties in the
performance of this Prototype Project Agreement:

[***]

[***]

[***]

[***]

[***]
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By: /s/  Andrew G. Sculley
Andrew G. Sculley
Chief Executive Officer
(Principal Executive Officer)

  EXHIBIT 31.1 
 

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE 

SARBANES-OXLEY ACT OF 2002 
  

I, Andrew G. Sculley, certify that: 
  
1.    I have reviewed this quarterly report on Form 10-Q of eMagin Corporation. 
  
2.    Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to
the period covered by this report; 

  
3.    Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material

respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 
  
4.     The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have: 
 

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

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

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

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

 
5.    The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
function): 

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

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

    
  

Dated:  August 13, 2020
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By: /s/ Mark A. Koch
Mark A. Koch
Acting Chief Financial Officer       
(Principal Accounting and Financial
Officer)

EXHIBIT 31.2 
 

CERTIFICATION OF PRINCIPAL FINANCIAL AND ACCOUNTING OFFICER 
PURSUANT TO SECTION 302 OF THE 

SARBANES-OXLEY ACT OF 2002 
  

I, Mark A. Koch, certify that: 
  
1.    I have reviewed this quarterly report on Form 10-Q of eMagin Corporation. 
  
2.    Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to
the period covered by this report; 

  
3.    Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in

all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
report; 

  
4.    The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have: 
 

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

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

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

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

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

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

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

 

Dated:  August 13, 2020
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By: /s/ Andrew G. Sculley
Andrew G. Sculley
Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 32.1 
 
 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 
In connection with the Quarterly Report of eMagin Corporation (the “Company”) on Form 10-Q for the quarter ended June 30, 2020,

as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Andrew G. Sculley, Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

 
 

(1)The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

 
The foregoing certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. section 1350 and is not being filed for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and is not to be incorporated by reference into any filing of the
Company, whether made before or after the date hereof, regardless of any general incorporation language in such filing. 
 

 Dated:  August 13, 2020
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By:   /s/ Mark A. Koch
Mark A. Koch
Acting Chief Financial Officer
 (Principal Accounting and Financial
Officer)

EXHIBIT 32.2 
CERTIFICATION PURSUANT TO 

18 U.S.C. SECTION 1350, 
AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
 

In connection with the Quarterly Report of eMagin Corporation (the “Company”) on Form 10-Q for the quarter ended June 30, 2020,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Mark A. Koch,  Acting Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

 
 

(1)The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

The foregoing certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. section 1350 and is not being filed for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and is not to be incorporated by reference into any filing of the
Company, whether made before or after the date hereof, regardless of any general incorporation language in such filing. 

Dated: August 13, 2020
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