THE
INRAD OPTICS
MISSION

We improve the
world’s safety,
security
and scientific
understanding
by transforming
challenging
requirements

into optical
realities.

As | review and reflect on our performance in 2016 two things
are clear - we made significant improvements that produced
positive results in key areas, and we continue to face a
challenging path ahead.

Sales closed at $9.8M for the year, a decrease of 6.9% over
2015, mostly attributable to significantly reduced demand from
two major customers. The total decrease in revenue from
these two customers was $1.1M compared to the same
customers’ sales in 2015.

More positively, our sales team delivered a 13.7% increase in
bookings, from $9.5 in 2015 to $10.8 in 2016. This activity drove
a healthy increase in our backlog, totaling $6.3M on December
31, 2016, compared to $5.2M at the close of 2015. | am also
pleased to report that demand from both customers
mentioned above has returned in Q1 2017 and the forecasts
for the year are robust.

We were able to maintain our gross margins at close to 2015
levels, despite lower revenue in 2016. Gross profit margin was
20%, down slightly from 21.3% in 2015. We continue to make
year over year improvements to our SG&A expenses, reducing
them by another 3.6% to $2.45M, a 27% reduction over the past
five years.

Despite reduced production and SG&A expenses, we
recorded a net loss of $605K for the year. Lower sales levels in
2016 impacted our ability to improve over last year’s loss of
$474K.

During 2016, our management team worked hard at improving
our cash position while executing on tactical investments and
productivity improvements. As a result, our 2016 year end cash
on hand was $973K, up from $674K at the close of 2015.

As the chart to the right demonstrates, our progress is slow, but
deliberate. In 2014, we integrated our Florida operations into
our NJ facility to re-calibrate and optimize the business. That
decision has produced significant cost savings.
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While our path is still an uphill climb, we persist. We continue to explore ways to reduce
operating costs across the business. We have implemented several engineering and process
control improvements that impact efficiency and enhance value to our customers.

Production of Scintinel™ stilbene, our proprietary neutron detection material, now yields larger
crystal boules of 5 x 7 inches under shortened growth cycle times. While commercial adoption
of the material has progressed slowly, the material is in active use in government and industrial
facilities, and we are working with partners in industry and the government to facilitate
adoption. Scintinel has proven to be a best in class, highly discriminating special nuclear
materials detector.

We are a recognized leader in the area of x-ray monochromator technology. In 2016, we
broadened that expertise and secured several R&D contracts for novel material
monochromators in emerging applications. Recently, we successfully completed a Phase |
SBIR contract for soft x-ray applications, and have been invited to apply for a much larger
Phase Il $1M contract.

In 2016, we focused on building our ability to offer concurrent engineering services to shrink
development cycle time and optimize our customer’s design for manufacturability. Our
success on this initiative allowed us to win a development contract for a large, complex opto-
mechatronic sub-assembly for a U.S. defense prime contractor.

Our focus on high barrier to entry and niche optical technologies fills an unmet need in the
optical components and sub-systems marketplace. We believe this strategy will position Inrad
Optics to reach a higher level of profitability. | appreciate your support and engagement as
we approach that summit and set our sights on future peaks.

Amy Eskilson
President and CEO
May 20, 2017
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