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Chief Executive Officer

1420 Presidential Drive

Richardson, TX 75081

(972) 764-5700

(Name, address, including zip code, and telephone number,

including area code, of agent for service)

with copies to:

Jolie Kahn, Esq. Joseph A. Smith
2 Liberty Place, Suite 3401 Ellenoff Grossman & Schole, LLP
Philadelphia, PA 19102 1345 Avenue of the Americas

New York, New York 10105
Telephone (215) 253-6645 Telephone (212) 370-1300

Approximate Date of Commencement of Proposed Sale to the Public: As soon as practicable after the effective
date hereof.

If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box. x

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
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offering. ¨

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

Large accelerated filer o Accelerated filer o
Non-accelerated filer o Smaller reporting company x
(Do not check if a smaller reporting company)

CALCULATION OF REGISTRATION FEE

Title of each class of securities

to be registered

Proposed maximum
aggregate

offering price(1)

Amount of
registration fee

Common stock, $.001 par value (2)(3) $ 10,000,000 $ 1,162
Warrants to purchase common stock(2) — (4) — (5)
Shares of common stock underlying warrants (2)(3) $ — $ —
Representative's warrants — — (6)
Shares of common stock underlying Representative's
warrants (3) $ — $ —

Total $ $

(1) Estimated solely for the purpose of calculating the registration fee under Rule 457(o) of the Securities Act.

(2)

Includes ______ shares of common stock and warrants to purchase up to ______ shares of common stock which
may be issued upon exercise of a 45-day option granted to the underwriter to cover over-allotments, if any. The
over-allotment option may be used to purchase commons stock, warrants or any combination thereof as determined
by the underwriters.

(3)
Pursuant to Rule 416 under the Securities Act, the securities being registered hereunder include such indeterminate
number of additional shares of common stock as may be issued after the date hereof as a result of stock splits, stock
dividends or similar transactions.

(4)
For purposes of the calculation of the Registration Fee, the warrants to be issued to investors hereunder are
included in the price of the common stock above. The actual public offering price shall be allocated $_____ to the
common stock and $_____ to each portion of a warrant representing a warrant shares.

Edgar Filing: Optex Systems Holdings Inc - Form S-1

3



(5)No separate registration fee is required pursuant to Rule 457(g) promulgated under the Securities Act.

(6)Assumes the underwriter’s over-allotment is fully exercised for the maximum amount of common stock and
warrants.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT
SHALL FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS
REGISTRATION STATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE
WITH SECTION 8(a) OF THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION
STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION, ACTING
PURSUANT TO SECTION 8(a), MAY DETERMINE.
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INFORMATION CONTAINED HEREIN IS SUBJECT TO COMPLETION OR AMENDMENT. A
REGISTRATION STATEMENT RELATING TO THESE SECURITIES HAS BEEN FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION. THESE SECURITIES MAY NOT BE SOLD UNTIL THE
REGISTRATION STATEMENT BECOMES EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER TO
SELL AND IS NOT A SOLICITATION OF AN OFFER TO BUY IN ANY STATE IN WHICH AN OFFER,
SOLICITATION OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION, DATED JUNE 15, 2015

PRELIMINARY PROSPECTUS

____________________________ SHARES OF COMMON STOCK AND

WARRANTS TO PURCHASE ___________ SHARES OF COMMON STOCK

OPTEX SYSTEMS HOLDINGS, INC.

We are offering ___________ shares of our common stock, $.001 par value per share, together with warrants to
purchase ___________ shares of our common stock. Each warrant being immediately exercisable for one share of
common stock at an exercise price of $___ per share and will expire __ months after the issuance date. The common
stock and warrants will be separately issued.

Dealer Prospectus Delivery Obligation

Until ______ __, 2015, all dealers that effect transactions in these securities, whether or not participating in this
offering, may be required to deliver a prospectus. This is in addition to the dealers' obligation to deliver a prospectus
when acting as underwriters and with respect to their unsold allotments or subscriptions.

Our common stock is currently traded on the OTCQB Marketplace, operated by OTC Markets Group, under the
symbol “OPXS”. We are applying to list our common stock and warrants on The NASDAQ Capital Market under the
symbols “OPXS” and “OPXSW”, respectively. No assurance can be given that our application will be approved. On June
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9, 2015, the last reported sales price for our common stock was $0.0089 per share. On June __, 2015, 20 calendar days
passed since the mailing to our shareholders of the Definitive Schedule 14C regarding the approval by our Board of
Directors and shareholders of a reverse stock split of our common stock, in a ratio to be determined by our board of
directors, of not less than 1-for-400 nor more than 1-for-600. All warrant, option, share and per share information in
this prospectus gives retroactive effect for a 1-for-__ split1.

INVESTING IN THE OFFERED SECURITIES INVOLVES RISKS, INCLUDING THOSE SET FORTH IN
THE “RISK FACTORS” SECTION OF THIS PROSPECTUS BEGINNING ON PAGE 9. INVESTORS
SHOULD ONLY CONSIDER AN INVESTMENT IN THESE SECURITIES IF THEY CAN AFFORD THE
LOSS OF THEIR ENTIRE INVESTMENT.

1 To be effected by pre-effective amendment.
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NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR PASSED UPON THE
ADEQUACY OR ACCURACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY
IS A CRIMINAL OFFENSE.

Per Share Per Warrant Total
Public offering price $ $ $ 10,000,000
Underwriting discounts and commissions (1) $ $ $ 1,000,000
Proceeds, before expenses, to us $ $ $ 9,000,000

(1)

In addition to the underwriting discount, we have agreed to pay up to $____________ of the fees and expenses of
the representative of the underwriters in connection with this offering, which includes the fees and expenses of the
underwriter’s counsel. We have agreed to issue warrants to the underwriter and to reimburse the underwriter for
certain expenses. See “Underwriting” on page 9 of this prospectus for a description of these arrangements.

We have granted the underwriter a 45-day option to purchase up to _______ additional shares of common stock
and/or additional warrants to purchase up to ______ additional shares of common stock from us at the offering price
for each security, less underwriting discounts and commissions, to cover over-allotments, if any. The over-allotment
option may be used to purchase common stock, warrants, or any combination thereof, as determined by the
representative of the underwriters. The shares and/or warrants issuable upon exercise of the over-allotment option are
identical to those offered by this prospectus. If the underwriters exercise this option in full, the total underwriting
discounts and commissions payable by us will be $_______________, and the total proceeds to us, before expenses,
will be $__________________. We estimate the total expenses of this offering, excluding underwriting commissions
and discounts, to be approximately $___________.

The underwriters are offering the shares and warrants as set forth under the heading “Underwriting” beginning on page
S-10. The underwriter expects to deliver our securities, against payment, on or about ______ __, 201_.

[Sole Book Running Manager

Chardan Capital Markets LLC]

The date of this prospectus is __________, 2015.
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You should rely only on the information contained in this prospectus and any related free writing prospectus that we
may provide to you in connection with this offering. We have not, and the underwriter has not, authorized any other
person to provide you with different information. If anyone provides you with different or inconsistent information,
you should not rely on it. We are not, and the underwriter is not, making an offer to sell these securities in any
jurisdiction where the offer or sale is not permitted. You should assume that the information appearing in this
prospectus is accurate only as of the date on the front cover of this prospectus. Our business, financial condition,
results of operations and prospects may have changed since that date.

For investors outside the United States: neither we nor the underwriter have done anything that would permit this
offering or possession or distribution of this prospectus or any free writing prospectus we may provide to you in
connection with this offering in any jurisdiction where action for that purpose is required, other than in the United
States. You are required to inform yourselves about and to observe any restrictions relating to this offering and the
distribution of this prospectus and any such free writing prospectus outside of the United States.
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PROSPECTUS SUMMARY

This summary highlights important information about this offering and our business. It does not include all
information you should consider before investing in our common stock. Please review this prospectus in its entirety,
including the risk factors and our financial statements and the related notes, before you decide to invest.

References in this prospectus to “we,” “us,” and “our” refer to Optex Systems Holdings, Inc. and its subsidiaries.

Our Company

Our wholly owned subsidiary, Optex Systems, Inc., manufactures optical sighting systems and assemblies, primarily
for Department of Defense applications. Our products are installed on various types of U.S. military land vehicles,
such as the Abrams and Bradley fighting vehicles, light armored and armored security vehicles and have been selected
for installation on the Stryker family of vehicles. Optex Systems, Inc. also manufactures and delivers numerous
periscope configurations, rifle and surveillance sights and night vision optical assemblies.  Optex Systems, Inc.
products consist primarily of build-to-customer print products that are delivered both directly to the armed services
and to other defense prime contractors. As a result of our fourth quarter 2014 acquisition of AOC, we also
manufacture highly specialized thin film coatings, primarily for use in the defense industry but also with potential
commercial applications. Less than 1% of our current revenue is related to the resale of products substantially
manufactured by others.  In this case, the product would likely be a simple replacement part of a larger system
previously produced by our predecessor, Optex Systems, Inc. (Texas).

Some of our contracts allow for government contract financing in the form of contract progress payments pursuant to
Federal Acquisition Regulation 52.232-16, “Progress Payments”.  As a small business, and subject to certain limitations,
this clause provides for government payment of up to 90% of incurred program costs prior to product delivery.  To the
extent our contracts allow for progress payments, we intend to utilize this benefit, thereby minimizing the working
capital impact on us for materials and labor required to complete the contracts.

Our contracts allow for Federal Acquisition Regulation 52.243-1 which entitles the contractor to an "equitable
adjustment" to the contract if the contract changes result in a change in contract costs or time of performance.  In
essence, an equitable price adjustment request is a request for a contract price modification (generally an increase)
which provides for the contractor to be "made whole" for additional costs incurred which were necessitated by some
modification of the contract effort.  This modification may come from an overt change in U.S. Government
requirements or scope, or it may come from a change in the conditions surrounding the contract (e.g., differing site
conditions or late delivery of U.S. Government-furnished property) which result in statement of work additions,
deletions, part substitutions, schedule or other changes to the contract which impact the contractor's overall cost to
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complete. We have requested an equitable adjustment on a previously completed Howitzer program due to significant
design issues that impacted the manufacturability of the product. As there is no guarantee that the request will be
granted in part or in full, we realized the entire loss in fiscal year 2010. The requested equitable adjustment claim was
formally rejected by the contracting agency on May 31, 2012; however, we have appealed the decision with the
Armed Services Board of Contract Appeals. In November 2014, the judge in this matter issued a decision in favor of
Optex Systems, Inc. against the government agency asserted position for a waiver of the claim. As of the date of this
prospectus, we are awaiting a decision by the agency on their position in respect to the judge’s ruling for the next phase
of the appeal process. While we remain optimistic that we have a justifiable claim, we cannot predict the outcome of
the appeal will be successful. In the event we are unsuccessful in obtaining an equitable adjustment settlement, there
will be no future margin impact for on these programs as the losses have been previously recognized through the
completion of the program.  To the extent we are able to recover increased costs (losses) against the program; we
expect the settlement would have a positive impact on working capital.

We also anticipate the opportunity to integrate some of our night vision and optical sights products into commercial
applications.

5
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Recent Events

Purchase of Applied Optics Products Line

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

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

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

Issuance of Convertible Notes and Conversion to Series B Preferred Stock

On November 17, 2014, we entered into a Subscription Agreement to sell up to $2.1 million principal amount of
convertible promissory notes with several accredited investors in a private placement pursuant to which the investors
purchased a series of notes with an aggregate principal amount of $1.55 million.
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On March 26, 2015, we filed a Certificate of Designation with respect to its Certificate of Incorporation to authorize a
series of preferred stock known as “Series B Preferred Stock” under Article FOURTH thereof, with 1010 shares of
Series B preferred stock issuable thereunder. The amendment was approved by our Board of Directors under Article
FOURTH of its Certificate of Incorporation, as amended.  The stated value of each share of Series B preferred stock is
$1,629.16, and each share of Series B preferred stock is convertible into shares of our common stock at a conversion
price of $.0025. Holders of the Series B preferred stock receive preferential rights in the event of liquidation to other
classes of preferred and common stock other than our Series A preferred stock. Additionally, the holders of the Series
B preferred stock are entitled to vote together with the common stock and the Series A preferred stock on an
“as-converted” basis.

On March 29, 2015, the holders of our $1,560,000 principal amount of convertible promissory notes, issued on or
about November 17, 2014, converted the entire principal amount thereof and all accrued and unpaid interest thereon,
into 1,000 shares of our Series B preferred stock.

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

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

6
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Also effective November 19, 2014, Merrick Okamoto resigned as its Chairman of the Board and as a Director. In
recognition of his service, all of his unvested stock options were deemed to vest immediately, and the termination date
of all of his stock options was extended to December 31, 2018.

Also effective November 19, 2014, Peter Benz was appointed as a Director to our Board of Directors and was also
elected as our Chairman of the Board of Directors.

New Product Development

During the first six months of 2015, we released a new digital spotting scope called Red Tail (patent pending).  This
device is targeted towards long range observation and image recording used by military, border patrol, and select
consumer/commercial applications.  The device is designed to deliver high definition images with military grade
resolution, but at commercial off the shelf pricing.  Using high grade optics to deliver a 45X magnified image onto a 5
megapixel CMOS sensor, the Red Tail device then transmits this image via Wi-Fi to the user’s smartphone or tablet. 
Digital still images or videos can then be captured and/or emailed using a custom Red Tail app available for either Ios
or Android devices.  We are presently in negotiations to make this device available via General Services
Administration schedules for government personnel and through commercial websites for non-government
procurement.  We demonstrated this device in April 2015 at the Border Security Expo in Phoenix, Arizona and
received positive feedback from U.S. border agents, police officers, and other Expo attendees.

AOC Contracts

On May 26, 2015, and effective as of May 21, 2015, we entered into a supply agreement with Nightforce Optics, Inc.
for supply by us to Nightforce of certain critical optical assemblies through our recently acquired Applied Optics
Center Division. The production rate and delivery schedule shall be agreed upon by the parties and are subject to
aggregate annual minimum order values of $3,000,000 in 2015 and $3,900,000 in 2016. The initial term of the
agreement is two years, and can be extended by Nightforce for an additional year which continues the forecasted
volumes for three years. We are the premium supplier of the covered products to Nightforce, and we agree to work
exclusively with Nightforce on its markets of interest in commercial sporting optics and select military optics;
however, our existing business arrangements with certain Department of Defense manufacturers are not subject to this
exclusivity covenant.

On June 8, 2015, we announced that we have been awarded a purchase order from a customer for 11,200 ACOG Laser
Filter units valued at $1.3 million through our AOC division. This award also includes an option quantity up to an
additional 11,200 units for up to an additional $1.3 million.
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Risk Factors

Investing in our common stock is a speculative proposition, and we encourage you to review our Risk Factors section
commencing on p. 9 of this prospectus.

These risks include, but are not limited to, the following:

·our lack of market saturation for our products and our ability to achieve full commercialization of our product ahead
of our competitors;

· our ability to achieve market acceptance and to become profitable;
· our ability to engage and retain key personnel, for which we do not carry key man insurance; and

·the dilutive nature of this offering and the potential need to raise further capital in the future, which will have a
further dilutive effect on our shareholders.

7
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Corporate Information

On March 30, 2009, Optex Systems Holdings, Inc. (formerly known as Sustut Exploration, Inc.), a Delaware
corporation , along with Optex Systems, Inc., a privately held Delaware corporation, which is now our wholly-owned
subsidiary, entered into a reorganization agreement, pursuant to which Optex Systems, Inc. was acquired by Optex
Systems Holdings in a share exchange transaction. Optex Systems Holdings became the surviving corporation. At the
closing, there was a name change from Sustut Exploration, Inc. to Optex Systems Holdings, Inc., and its year end
changed from December 31 to a fiscal year ending on the Sunday nearest September 30.

Our principal executive office is located at 1420 Presidential Drive, Richardson, TX 75081. Our telephone number is
(972) 764-5700. Our website is www.optexsys.com. Our website and the information contained on, or that can be
accessed through, our website will not be deemed to be incorporated by reference in, and are not considered part of,
this prospectus. You should not rely on our website or any such information in making your decision whether to
purchase our common stock.

We do not intend the use or display of other companies’ trademarks and trade names to imply a relationship with, or
endorsement or sponsorship of us by, any other companies.

Summary of the Offering

Securities offered:

_____ shares of our common stock together with warrants to purchase ____ shares of our
common stock at an exercise price of $[*] per share.  The warrants will be immediately
exercisable and will expire ____ months after the issuance date.

Common stock
outstanding before the
offering (1):

174,913,943 shares.

Common stock to be
 outstanding after the
offering (1):

__________ shares (or ____________ shares if the underwriters exercise their option to
purchase additional shares in full).

Underwriters option
We have granted to the underwriters an option for a period of 45 days from the date of this
prospectus supplement to purchase up to ____________ additional shares and/or warrants
to purchase up to _____________ additional shares to cover over-allotments.

Estimate of Proceeds: $10,000,000 based on the closing price of our stock on June 9, 2015 of $0.0089.
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Use of proceeds: We intend to use a portion of the net proceeds from this offering for the following
purposes:

Proceeds:
Gross Proceeds $10,000,000
Fees and Expenses (1,200,000 )
Net Proceeds $8,800,000

Uses:
Working Capital & Operating Expenses 2,800,000
Sales, Marketing & Business Development 1,000,000
Acquisitions 5,000,000
Total Uses $8,800,000

8
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Risk
Factors:

Investing in our securities involves substantial risks.  You should carefully review and consider the “Risk
Factors” section of this prospectus beginning on page 9 and the other information in this prospectus for a
discussion of the factors you should consider before you decide to invest in this offering.

Reverse
Split:

All warrant, option, share and per share information in this prospectus gives retroactive effect for a
1-for-__ split2.

(1)The total number of shares of our common stock outstanding after this offering is based on 174,913,943 shares
outstanding as of June 9, 2015 and excludes as of that date, the following:

·1,000,000 shares of common stock issuable upon exercise of the warrants issued in conjunction with the AvidBank
Credit Facility with an exercise price of $0.10 per share.

·40,265,149 shares of common stock issuable upon the exercise of vested options outstanding as of June 3, 2015, at a
weighted average exercise price of $0.02 per share;

·34,734,851 shares of common stock reserved for future grant or issuance as of June 3, 2015 under all of our 2009
Stock Option Plan;

·___________ shares of common stock issuable upon exercise of the warrants issued to the public in connection with
this offering; and

·___________ shares of common stock issuable upon exercise of the warrants to be received by the underwriter in
connection with this offering.

Except as otherwise indicated herein, all information in this prospectus assumes the underwriter does not sell any
common stock or warrants contained in the over-allotment option and the warrants offered hereby are not exercised.

RISK FACTORS

Investing in our common stock involves a high degree of risk. Prospective investors should carefully consider the
risks described below, together with all of the other information included or referred to in this annual report, before
purchasing shares of our common stock. There are numerous and varied risks, known and unknown, that may prevent
us from achieving our goals. The risks described below are not the only risks we will face. If any of these risks
actually occurs, our business, financial condition or results of operations may be materially adversely affected. In such
case, the trading price of our common stock could decline and investors in our common stock could lose all or part of
their investment. The risks and uncertainties described below are not exclusive and are intended to reflect the material
risks that are specific to us, material risks related to our industry and material risks related to companies that undertake
a public offering or seek to maintain a class of securities that is registered or traded on any exchange or
over-the-counter market.

Risks Related to our Business
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We expect that we may need to raise additional capital in the future beyond any cash flow from our existing
business; additional funds may not be available on terms that are acceptable to us, or at all.

We anticipate we may have to raise additional capital in the future to service our debt and to finance our future
working capital needs. We cannot assure you that any additional capital will be available on a timely basis, on
acceptable terms, or at all. Future equity or debt financings may be difficult to obtain. If we are not able to obtain
additional capital as may be required, our business, financial condition and results of operations could be materially
and adversely affected.

We anticipate that our capital requirements will depend on many factors, including:

• our ability to fulfill backlog;

2 To be added by pre-effective amendment.

9
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• our ability to procure additional production contracts;

• our ability to control costs;

•the timing of payments and reimbursements from government and other contracts, including but not limited to
changes in federal government military spending and the federal government procurement process;

• increased sales and marketing expenses;

• technological advancements and competitors’ response to our products;

• capital improvements to new and existing facilities;

• our relationships with customers and suppliers; and

•general economic conditions including the effects of future economic slowdowns, acts of war or terrorism and the
current international conflicts.

Even if available, financings may involve significant costs and expenses, such as legal and accounting fees, diversion
of management’s time and efforts, and substantial transaction costs. If adequate funds are not available on acceptable
terms, or at all, we may be unable to finance our operations, develop or enhance our products, expand our sales and
marketing programs, take advantage of future opportunities or respond to competitive pressures.

Current economic conditions may adversely affect our ability to continue operations.

Current economic conditions may continue to cause a decline in business and consumer spending and capital market
performance, which could adversely affect our business and financial performance. Our ability to raise funds, upon
which we are fully dependent to continue to expand our operations, may be adversely affected by current and future
economic conditions, such as a reduction in the availability of credit, financial market volatility and economic
recession.

Our ability to fulfill our backlog may have an effect on our long term ability to procure contracts and fulfill current
contracts.
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Our ability to fulfill our backlog may be limited by our ability to devote sufficient financial and human capital
resources and limited by available material supplies. If we do not fulfill our backlog in a timely manner, we may
experience delays in product delivery which would postpone receipt of revenue from those delayed deliveries.
Additionally, if we are consistently unable to fulfill our backlog, this may be a disincentive to customers to award
large contracts to us in the future until they are comfortable that we can effectively manage our backlog.

Our historical operations depend on government contracts and subcontracts. We face risks related to contracting
with the federal government, including federal budget issues and fixed price contracts.

Future general political and economic conditions, which cannot be accurately predicted, may directly and indirectly
affect the quantity and allocation of expenditures by federal agencies. Even the timing of incremental funding
commitments to existing, but partially funded, contracts can be affected by these factors. Therefore, cutbacks or
re-allocations in the federal budget could have a material adverse impact on our results of operations. Given the
continued adverse economic conditions, the federal government has slowed its pace with regard to the release of
orders for the U.S. military. Since we depend on orders for equipment for the U.S. military for a significant portion of
our revenues, this slower release of orders will continue to have a material adverse impact on our results of operations.
Obtaining government contracts may also involve long purchase and payment cycles, competitive bidding,
qualification requirements, delays or changes in funding, budgetary constraints, political agendas, extensive
specification development, price negotiations and milestone requirements. In addition, our government contracts are
primarily fixed price contracts, which may prevent us from recovering costs incurred in excess of budgeted costs.
Fixed price contracts require us to estimate the total project cost based on preliminary projections of the project’s
requirements. The financial viability of any given project depends in large part on our ability to estimate such costs
accurately and complete the project on a timely basis. Some of those contracts are for products that are new to our
business and are thus subject to unanticipated impacts to manufacturing costs. Given the current economic conditions,
it is also possible that even if our estimates are reasonable at the time made, that prices of materials are subject to
unanticipated adverse fluctuation. In the event our actual costs exceed fixed contractual costs of our product contracts,
we will not be able to recover the excess costs which could have a material adverse effect on our business and results
of operations. We examine these contracts on a regular basis and accrue for anticipated losses on these contracts, if
necessary. As of September 28, 2014, we had a loss provision of $11 thousand accrued as a result of cost overruns on
a contract that completed in the first quarter of fiscal year 2015.

10
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Approximately 95% of our contracts contain contract termination clauses for convenience. In the event these clauses
should be invoked by our customer, future revenues against these contracts could be affected, however these clauses
allow for a full recovery of any incurred contract costs plus a reasonable fee up through and as a result of the contract
termination. We are currently unaware of any pending terminations on our existing contracts.

In some cases, contract awards may be issued that are subject to renegotiation at a date (up to 180 days) subsequent to
the initial award date. Generally, these subsequent negotiations have had an immaterial impact (zero to 5%) on the
contract price of the affected contracts. Currently, none of our awarded contracts are subject to renegotiation.

We have sought to mitigate the adverse impact on our results of operations from U.S. military orders by seeking to
obtain foreign military orders. In fiscal year 2012, we won a significant bid in securing an $8.0 million five year
contact with a foreign military contractor and in the first quarter of fiscal year 2014, we received a quantity add on for
and additional $1.0 million to the original contract; however, we do not expect this contract win and our other

efforts to completely mitigate the negative impact that the slower pace of U.S. military orders has had on our results
from operations.

There is further uncertainty which arises from the sequestration in early 2013 which may continue to affect
business opportunities at the federal government level.

Military spending has been negatively impacted by the Budget Control Act of 2011 (BCA), which was passed in
August 2011. The Budget Act mandated a $917.0 billion reduction in discretionary spending over the next decade,
and $1.2 trillion in automatic spending cuts over a nine-year period to be split between defense and non-defense
programs beginning in January 2013.

In December, 2013, the Bipartisan Budget Act (BBA) of 2013, scaled back mandated reductions in fiscal 2014 and
2015 (the budget year beginning October 1). Federal spending would thus be larger in these two years, but would be
less in subsequent years until 2023.  At BCA/BBA levels, the fourth brigade set of the Striker would not be funded,
resulting in a significant decrease in plastic periscopes sold to GD-Canada starting in fiscal year 2016. The BCA cuts
would potentially slow or stop the development of the follow-on Amphibious Combat Vehicle program to replace the
40-year old legacy Amphibious Assault Vehicles scheduled to start in fiscal year 2016.

On December 12, 2014 Congress passed the National Defense Authorization Act for fiscal year 2015, which is the
comprehensive legislation to authorize the budget authority of the Department of Defense and the national security
programs of the Department of Energy. The bill authorizes $584.2 billion in defense funding for fiscal year 2015, a
decrease of 4% from the fiscal year 2014 authorized funding of $607 billion. Further, many of the funding and
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program provisions in the measure last only for one year, pushing long-term decisions off to the current Congressional
Session. As the effect of the mandated budget reductions are scheduled to resume at an increased level starting in
fiscal year 2016, the continued uncertainty surrounding the reductions have resulted in further reductions, delays or
cancellations of these programs, which could have a further material adverse effect on our business, financial
condition and results of operations.

If we fail to scale our operations appropriately in response to growth and changes in demand, we may be unable to
meet competitive challenges or exploit potential market opportunities, and our business could be materially and
adversely affected.
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Our past growth has placed, and any future growth in our historical business is expected to continue to place, a
significant strain on our management personnel, infrastructure and resources. To implement our current business and
product plans, we will need to continue to expand, train, manage and motivate our workforce, and expand our
operational and financial systems, as well as our manufacturing and service capabilities. All of these endeavors will
require substantial management effort and additional capital. If we are unable to effectively manage our expanding
operations, we may be unable to scale our business quickly enough to meet competitive challenges or exploit potential
market opportunities, and our current or future business could be materially and adversely affected.

We do not have employment agreements with our key personnel, other than our Chief Executive Officer, and our
management has very minor equity ownership in us. If we are not able to retain our key personnel or attract
additional key personnel as required, we may not be able to implement our business plan and our results of
operations could be materially and adversely affected.

We depend to a large extent on the abilities and continued participation of our executive officers and other key
employees. The loss of any key employee could have a material adverse effect on our business. We currently have
only one employment agreement, with our Chief Executive Officer which renews on an annual basis and currently
expires on December 1, 2015, and we do not presently maintain “key man” insurance on any key employees. Our
management also has minimal unencumbered ownership interest in us, thus limiting their direct stake in our outcome.
We believe that as our activities increase and change in character, additional, experienced personnel will be required
to implement our business plan. Competition for such personnel is intense, and we cannot assure you that they will be
available when required, or that we will have the ability to attract and retain them. In addition, due to our small size,
we do not presently have depth of staffing in our executive, operational and financial management areas in order to
have an effective succession plan should the need arise. Thus, in the event of the loss of one or more of our
management employees, our results of operations could be vulnerable to challenges associated with recruiting
additional key personnel, if such recruiting efforts are not successful in a timely manner.

Certain of our products are dependent on specialized sources of supply that are potentially subject to disruption
which could have a material, adverse impact on our business.

We have selectively single-sourced some of our material components in order to mitigate excess procurement costs
associated with significant tooling and startup costs. Furthermore, because of the nature of government contracts, we
are often required to purchase selected items from U.S. government approved suppliers, which may further limit our
ability to utilize multiple supply sources for these key components.

To the extent any of these single sourced or government approved suppliers should have disruptions in deliveries due
to production, quality, or other issues, we may also experience related production delays or unfavorable cost increases
associated with retooling and qualifying alternate suppliers. The impact of delays resulting from disruptions in supply
for these items could negatively impact our revenue, our customer reputation, and our results of operations. In
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addition, significant price increases from single-source suppliers could have a negative impact on our profitability to
the extent that we are unable to recover these cost increases on our fixed price contracts.

Each contract has a specific quantity of material which needs to be purchased, assembled, and finally shipped. Prior to
bidding a contract, our contacts potential sources of material and receives qualified quotations for this material. In
some cases, the entire volume is given to a single supplier and in other cases; the volume might be split between
several suppliers. If a contract has a single source supplier and that supplier fails to meet their obligations (e.g.,
quality, delivery), then we would find an alternate supplier and bring this information back to the final customer.
Contractual deliverables would then be re-negotiated (e.g., specifications, delivery, price). As of June 9, 2015,
approximately 75% of the costs of our material requirements are single-sourced across four suppliers representing
approximately 11% of our active supplier orders.  The percentage of single sourced materials increased significantly
over prior periods due lower overall purchase order commitments, combined with a change in product mix with a
higher percentage of purchase orders in support of the Digital Day and Night program and a lower percentage in
support of periscopes. Single-sourced component requirements span across all of our major product lines. The vast
majority of these single-sourced components could be provided by another supplier with minimal interruption in
schedule (supply delay of 3 months or less) or increased costs. We do not believe these single sourced materials to
pose any significant risk to us as other suppliers are capable of satisfying the purchase requirements in a reasonable
time period with minimal increases in cost. Of these single sourced components, we have contracts (purchase orders)
with firm pricing and delivery schedules in place with each of the suppliers to supply parts in satisfaction of our
current contractual needs.
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We consider only those specialized single source suppliers where a disruption in the supply chain would result in a
period of three months or longer for us to identify and qualify a suitable replacement to present a material financial or
schedule risk. In the table below, we identify only those specialized single source suppliers and the product lines
supported by those materials utilized by us as of June 9, 2015.

Product

Line
Supplier

Supply

Item
Risk Purchase Orders

M36
DDAN

Raytheon EO
Innovations

Digital camera
system

Alternative source
would take in excess
of six months to
qualify

Current firm fixed price & quantity purchase
orders are in place with the supplier to meet
all contractual requirements. Supplier is on
schedule.

Periscopes
PolyOne Designed
Structures and
Solutions LLC

Cast acrylic

Alternative source
would take in excess
of six months to
qualify

Current firm fixed price & quantity purchase
orders are in place with the supplier to meet
all contractual requirements. Supplier is on
schedule.

Vision
Blocks Lanzen Fab, Inc.

Steel cases for
M88A2
Hercules VB

Alternative source
would take in excess
of six months to
qualify

Current firm fixed price & quantity purchase
orders are in place with the supplier to meet
all contractual requirements. Supplier is on
schedule.

Periscopes Harbor Castings Steel castings

Alternative source
would take in excess
of six months to
qualify

Current firm fixed price & quantity purchase
orders are in place with the supplier to meet
all contractual requirements.

The defense technology supply industry is subject to technological change and if we are not able to keep up with
our competitors and/or they develop advanced technology as response to our products, we may be at a competitive
disadvantage.

The market for our products is generally characterized by technological developments, evolving industry standards,
changes in customer requirements, frequent new product introductions and enhancements, short product life cycles
and severe price competition. Our competitors could also develop new, more advanced technologies in reaction to our
products. Currently accepted industry standards may change. Our success depends substantially on our ability, on a
cost-effective and timely basis, to continue to enhance our existing products and to develop and introduce new
products that take advantage of technological advances and adhere to evolving industry standards. An unexpected
change in one or more of the technologies related to our products, in market demand for products based on a particular
technology or of accepted industry standards could materially and adversely affect our business. We may or may not
be able to develop new products in a timely and satisfactory manner to address new industry standards and
technological changes, or to respond to new product announcements by others. In addition, new products may or may
not achieve market acceptance.
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As a result of our November 2014 acquisition of the Applied Optics Center Business from L-3 Communications, we
believe we have incurred the following additional risks, which may have a material adverse effect on our business
results as we integrate the operations.

As a result of the purchase and integration of the AOC business with our traditional business lines, the combined
businesses are subject to some accretive risks which were not formerly present.

•

AOC has a substantial fixed cost base that is inflexible in the short term to changes in market conditions. This is due
to the highly skilled and specialized workforce with established benefits for severance and vacation accruals that may
exceed 6 months.  In the short term, we may not be able to generate sufficient business to cover these costs, so there
may be additional increased pressure for current cash flow needs that exceeds available cash and would entail our
raising additional funds to cover cash flow.

13
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•

The manufacturing process entails use of coating equipment chambers which require utilization of higher than
expected amounts of electrical power and are thus highly sensitive to changes in energy costs.  Current energy rates
are locked in for 18 months; however should energy costs increase significantly; it would have a material impact on
future financials if AOC were unable to successfully incorporate the increases into priced contracts.

•

Above and beyond the normal risks to retain skilled personnel, there may be an inability to retain the specialized “work
force” of AOC as a result of the changed corporate climate and the difference in corporate values of L-3 and Optex
Systems Holdings. A failure to retain such personnel could result in a material adverse ability to produce the
traditional AOC products or cause delays and additional costs as Optex would need to train new personnel.

Unexpected warranty and product liability claims could adversely affect our business and results of operations.

The possibility of future product failures could cause us to incur substantial expense to repair or replace defective
products. Some of our customers require that we warrant the quality of our products to meet customer requirements
and be free of defects for twelve to fifteen months subsequent to delivery. Approximately 80% of our current (as of
September 28, 2014) contract deliveries are covered by these warranty clauses. We establish reserves for warranty
claims based on our historical rate of less than one percent of returned shipments against these contracts. There can be
no assurance that this reserve will be sufficient if we were to experience an unexpectedly high incidence of problems
with our products. Significant increases in the incidence of such claims may adversely affect our sales and our
reputation with consumers. Costs associated with warranty and product liability claims could materially affect our
financial condition and results of operations.

We derive almost all of our revenue from three customers and the loss of any of these customers could have a
material adverse effect on our revenues.

For the year ended September 28, 2014, we derived approximately 83% of our gross business revenue from three
customers: 44% from General Dynamics Land Systems Divisions, 32% from the U.S. Government (primarily
DLA/Warren), and 7% from BAE Systems.  Procuring new customers and contracts may partially mitigate this
risk. In particular, a decision by either General Dynamics Land System Division or DLA/Warren to cease issuing
contracts to us could have a significant material impact on our business and results of operations given that they
represent 76% of our gross business revenue. There can be no assurance that we could replace these customers on a
timely basis or at all.

We have approximately 75 discrete contracts with General Dynamics Land System Division and the U.S. Government
(primarily DLA/Warren), and other prime contractors. If they choose to terminate these contracts, Optex Systems
Holdings is entitled to fully recover all contractual costs and reasonable profits incurred up to or as a result of the
terminated contract.
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We only possess two patents and rely primarily on trade secrets to protect our intellectual property.

We utilize several highly specialized and unique processes in the manufacture of our products, for which we rely
solely on trade secrets to protect our innovations. We cannot assure you that we will be able to maintain the
confidentiality of our trade secrets or that our non-disclosure agreements will provide meaningful protection of our
trade secrets, know-how or other proprietary information in the event of any unauthorized use, misappropriation or
other disclosure. The confidentiality agreements that are designed to protect our trade secrets could be breached, and
we might not have adequate remedies for the breach.
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It is also possible that our trade secrets will otherwise become known or independently developed by our competitors,
many of which have substantially greater resources, and these competitors may have applied for or obtained, or may
in the future apply for or obtain, patents that will prevent, limit or interfere with our ability to make and sell some of
our products. Although based upon our general knowledge (and we have not conducted exhaustive patent searches),
we believe that our products do not infringe on the patents or other proprietary rights of third parties; however, we
cannot assure you that third parties will not assert infringement claims against us or that such claims will not be
successful.

We have two outstanding patent applications in the United States and foreign countries. While we are optimistic that
our applications will be approved, we cannot guarantee that these patent applications will ever result in actual patents
being awarded.  The claims were based on technology which is believed to be unique; however, there are many
companies and many patents already awarded in this space.  Further, the time frame for the US Patent and Trademark
Office to review the patent application and engage in negotiations cannot be guaranteed.

In the future, we may look to acquire other businesses in our industry and the acquisitions will require us to use
substantial resources, among other things.

At some time in the future, we may decide to pursue acquisitions of other businesses in our industry. In order to
successfully acquire other businesses, we would be forced to spend significant resources in both acquisition and
transactional costs, which could divert substantial resources in terms of both financial and personnel capital from our
current operations. Additionally, we might assume liabilities of the acquired business, and the repayment of those
liabilities could have a material adverse impact on our cash flow. Furthermore, when a new business is integrated into
our ongoing business, it is possible that there would be a period of integration and adjustment required which could
divert resources from ongoing business operations.

Conversion of our Series A and Series B preferred stock could cause substantial dilution to our existing common
stock holders, and certain other rights of the preferred stock holders present other risks to our existing common
stock holders.

As of June 9, 2015, we had 174,913,943 shares of our common stock issued and outstanding. The outstanding shares
of Series A preferred stock are currently convertible into 2,748,227,672 shares of our common stock, and the
outstanding shares of Series B preferred stock are currently convertible into 647,664,000 shares of our common stock,
which represents 95.1% of our outstanding common stock assuming a full conversion of the Series A and Series B
preferred stock into shares of our common stock.  This would greatly dilute the holdings of our existing common
stockholders. In addition, the preferred shareholders vote on a one-to-one basis with our common shareholders on an
as converted basis.
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Furthermore, in the event of liquidation, the holders of our Series A preferred stock and Series B preferred stock
would receive priority liquidation payments before payments to common shareholders equal to the amount of the
stated value of the preferred stock before any distributions would be made to our common shareholders. The total
stated value of our preferred stock is $8,489,729, so the preferred shareholders would be entitled to receive that
amount before any distributions could be made to common shareholders. The liabilities on our balance sheet exceed
the liquidation value of our assets; therefore, upon liquidation, there would be no assets remaining for distribution to
common shareholders.

The preferred shareholders also have the right, by majority vote of the shares of preferred stock, to generally approve
any issuances by us of equity and/or indebtedness, which is not ordinary course of trade indebtedness. Therefore, the
preferred shareholders can effectively prevent us from entering into a transaction which they feel is not in their best
interests, even if the transaction might otherwise be in the best interests of us and its common shareholders.

Risks Relating to the Majority Ownership Control

One of our directors, who is also one of our executive officers, beneficially owns a substantial percentage of our
outstanding common stock, which gives him control over certain major decisions on which Our stockholders may
vote, which may discourage an acquisition of us.
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As a result of the reorganization, Sileas Corp., which is owned by our three officers (two of which are also directors of
us), beneficially owns in the aggregate, 73.2% of our outstanding common stock. One director who is also an
executive officer, Stanley Hirschman, owns the majority equity interest in Sileas. The interests of our management
may differ from the interests of other stockholders. As Our executive management has the right and ability to control
virtually all corporate actions requiring stockholder approval, irrespective of how our other stockholders may vote,
including the following actions:

• confirming or defeating the election of directors;

• amending or preventing amendment of Our certificate of incorporation or bylaws;

• effecting or preventing a reorganization, sale of assets or other corporate transaction; and

• controlling the outcome of any other matter submitted to the stockholders for vote.

Our management’s beneficial stock ownership may discourage a potential acquirer from seeking to acquire shares of
our common stock or otherwise attempting to obtain control of us, which in turn could reduce the stock price or
prevent our stockholders from realizing a premium over our stock price.

The Financial Industry Regulatory Authority, or FINRA, has adopted sales practice requirements which may also
limit a shareholder’s ability to buy and sell our stock.

FINRA has adopted rules that require that in recommending an investment to a customer, a broker-dealer must have
reasonable grounds for believing that the investment is suitable for that customer. Prior to recommending speculative
low priced securities to their non-institutional customers, broker-dealers must make reasonable efforts to obtain
information about the customer’s financial status, tax status, investment objectives and other information. Under
interpretations of these rules, FINRA believes that there is a high probability that speculative low priced securities will
not be suitable for at least some customers. FINRA requirements make it more difficult for broker-dealers to
recommend that their customers buy our common stock, which may limit your ability to buy and sell our stock and
have an adverse effect on the market for its shares.

Risks Relating to our Common Stock

Our stock price may be volatile.
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The market price of our common stock is likely to be highly volatile and could fluctuate widely in price in response to
various factors, many of which are beyond our control, including the following:

• additions or departures of key personnel;

•limited “public float” following the reorganization, in the hands of a small number of persons whose sales or lack of
sales could result in positive or negative pricing pressure on the market price for the common stock;

• operating results that fall below expectations;

• economic and other external factors, including but not limited to changes in federal government military
spending and the federal government procurement process; and

• Period-to-period fluctuations in our financial results.

In addition, the securities markets have from time to time experienced significant price and volume fluctuations that
are unrelated to the operating performance of particular companies. These market fluctuations may also materially and
adversely affect the market price of our common stock.
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There is currently no liquid trading market for our common stock, and we cannot ensure that one will ever develop
or be sustained.

Our common stock is currently approved for quotation on the OTC Markets OTCQB trading under the symbol OPXS.
However, there is limited trading activity and not currently a liquid trading market. There is no assurance as to when
or whether a liquid trading market will develop, and if such a market does develop, there is no assurance that it will be
maintained. Furthermore, for companies whose securities are quoted on the OTC markets, it is more difficult (1) to
obtain accurate quotations, (2) to obtain coverage for significant news events because major wire services generally do
not publish press releases about such companies, and (3) to raise needed capital. As a result, purchasers of our
common stock may have difficulty selling their shares in the public market, and the market price may be subject to
significant volatility.

The elimination of monetary liability against our directors, officers and employees under Delaware law and the
existence of indemnification rights to our directors, officers and employees may result in substantial expenditures
by us and may discourage lawsuits against our directors, officers and employees.

We provide indemnification to our directors and officers to the extent provided by Delaware law. The foregoing
indemnification obligation could result in our incurring substantial expenditures to cover the cost of settlement or
damage awards against directors and officers, which we may be unable to recoup. These provisions and resultant costs
may also discourage us from bringing a lawsuit against directors and officers for breaches of their fiduciary duties and
may similarly discourage the filing of derivative litigation by our stockholders against our directors and officers even
though such actions, if successful, might otherwise benefit us and our stockholders.

RISKS RELATED TO THIS OFFERING

We may allocate net proceeds from this offering in ways which differ from our estimates based on our current
plans and assumptions discussed in the section entitled “Use of Proceeds” and with which you may not agree.

The allocation of net proceeds of the offering set forth in the “Use of Proceeds” section below represents our estimates
based upon our current plans and assumptions regarding industry and general economic conditions, our future
revenues and expenditures. The amounts and timing of our actual expenditures will depend on numerous factors,
including market conditions, cash generated by our operations, business developments and related rate of growth. We
may find it necessary or advisable to use portions of the proceeds from this offering for other purposes. Circumstances
that may give rise to a change in the use of proceeds and the alternate purposes for which the proceeds may be used
are discussed in the section entitled “Use of Proceeds” below. You may not have an opportunity to evaluate the
economic, financial or other information on which we base our decisions on how to use our proceeds. As a result, you
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and other stockholders may not agree with our decisions. See “Use of Proceeds” section for additional information.

You will experience immediate and substantial dilution as a result of this offering and may experience additional
dilution in the future.
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You will incur immediate and substantial dilution as a result of this offering. After giving effect to the sale by us of up
to ______ shares of common stock and corresponding warrants offered in this offering at a public offering price of
$___ per share, and after deducting underwriter commissions and estimated offering expenses payable by us, investors
in this offering can expect an immediate dilution of $___ per share, or ___%, at the public offering price, assuming no
exercise of the warrants. In addition, in the past, we issued options and warrants to acquire shares of common stock
and may need to do so in the future to support our operations. To the extent these options and/or warrants are
ultimately exercised, you will sustain future dilution.

Holders of warrants will have no rights as common stockholders until such holders exercise their warrants and
acquire our common stock.

Until holders of warrants acquire shares of our common stock upon exercise of the warrants, holders of warrants will
have no rights with respect to the shares of our common stock underlying such warrants. Upon exercise of the
warrants, the holders will be entitled to exercise the rights of a common stockholder only as to matters for which the
record date occurs after the exercise date.

RISKS RELATED TO OUR COMMON STOCK

We have issued a large number of shares of preferred stock, warrants and options, which if exercised would
substantially increase the number of common shares outstanding.

On June 9, 2015, we had 174,913,943 shares of common stock outstanding, and (a) we have warrants outstanding that,
if fully exercised, would generate proceeds of $100,000, and cause us to issue up to an additional 1,000,000 shares of
common stock, and (b) we have options outstanding to purchase common stock that, if fully exercised, would generate
proceeds of $750,922 and result in the issuance of an additional 40,265,149 shares of common stock, and (c) we have
 1001 shares of Series A preferred stock and 994 of Series B preferred stock that, if fully exercised, would result in the
issuance of an additional 3,395,891,672 shares of common stock. Future sales after this offering of our common stock,
warrants, options and Series A and Series B preferred stock may also adversely affect our stock price and our ability
to raise funds in new offerings.

As a key component of our growth strategy we have provided and intend to continue offering compensation packages
to our management and employees that emphasize equity-based compensation and would thus cause further dilution.
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Historically, we have not paid dividends on our common stock, and we do not anticipate paying any cash dividends
in the foreseeable future.

We have never paid cash dividends on our common stock. We intend to retain our future earnings, if any, to fund
operational and capital expenditure needs of our business, and we do not anticipate paying any cash dividends in the
foreseeable future. Furthermore, future financing instruments may do the same. As a result, capital appreciation, if
any, of our common stock will be the sole source of gain for our common stockholders in the foreseeable future.

Our stock price is speculative and there is a risk of litigation.

The trading price of our common stock has in the past and may in the future be subject to wide fluctuations in
response to factors such as the following:

•revenue or results of operations in any quarter failing to meet the expectations, published or otherwise, of the
investment community;

• reduced investor confidence in equity markets, due in part to corporate collapses in recent years;

• speculation in the press or analyst community;

• wide fluctuations in stock prices, particularly with respect to the stock prices for other technology companies;

18

Edgar Filing: Optex Systems Holdings Inc - Form S-1

37



• announcements of technological innovations by us or our competitors;

• new products or the acquisition of significant customers by us or our competitors;

• changes in interest rates;

• changes in investors’ beliefs as to the appropriate price-earnings ratios for us and our competitors;

•changes in recommendations or financial estimates by securities analysts who track our common stock or the stock of
other battery companies;

• changes in management;

• sales of common stock by directors and executive officers;

•rumors or dissemination of false or misleading information, particularly through Internet chat rooms, instant
messaging, and other rapid-dissemination methods;

• conditions and trends in the battery industry generally;

• the announcement of acquisitions or other significant transactions by us or our competitors;

• adoption of new accounting standards affecting our industry;

• general market conditions;

• domestic or international terrorism and other factors; and

• the other factors described in this section.

Fluctuations in the price of our common stock may expose us to the risk of securities class action lawsuits. Although
no such lawsuits are currently pending against us and we are not aware that any such lawsuit is threatened to be filed
in the future, there is no assurance that we will not be sued based on fluctuations in the price of our common stock.
Defending against such suits could result in substantial cost and divert management’s attention and resources. In
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addition, any settlement or adverse determination of such lawsuits could subject us to significant liability.

Future sales of our common stock could depress our stock price.

Sales of a large number of shares of our common stock, or the availability of a large number for sale, could materially
adversely affect the per share market price of our common stock and could impair our ability to raise funds in addition
offering of our debt or equity securities. In the event that we propose to register shares of common stock under the
Securities Act for our own account, certain shareholders are entitled to receive notice of that registration to include
their shares in the registration, subject to limitations described in the agreements granting these rights.

We are applying for listing of our common stock and the warrants issued in this offering on the NASDAQ Capital
Market in connection with this offering. If we fail to comply with the continuing listing standards of The NASDAQ
Capital Market, our securities could be delisted.

We expect that our common stock will be eligible to be quoted on the NASDAQ Capital Market. For our common
stock to be listed on the NASDAQ Capital Market, we must meet the current NASDAQ Capital Market listing
requirements. If we were unable to meet these requirements, including but not limited to requirements to obtain
shareholder approval of a transaction other than a public offering involving the sale or issuance equal to 20% or more
of our common stock, our common stock could be delisted from the NASDAQ Capital Market. If our common stock
were to be delisted from the NASDAQ Capital Market, our common stock could continue to trade on the
over-the-counter bulletin board following any delisting from the NASDAQ Capital Market, or on the Pink Sheets, as
the case may be. Any such delisting of our common stock could have an adverse effect on the market price of, and the
efficiency of the trading market for, our common stock, not only in terms of the number of shares that can be bought
and sold at a given price, but also through delays in the timing of transactions and less coverage of us by securities
analysts, if any. Also, if in the future we were to determine that we need to seek additional equity capital, it could have
an adverse effect on our ability to raise capital in the public or private equity markets.
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Risks Associated with Our Reverse Stock Split

On ________ __, 2015, we effected a one-for-___ reverse stock split. However, the reverse stock split may not result
in a proportionate increase in the price of our common stock, in which case we may not be able to list our common
stock and the warrants sold in this offering on The NASDAQ Capital Market, in which case this offering will not
be completed.

We expect that the one-for-_____ reverse stock split of our outstanding common stock will increase the market price
of our common stock so that we will be able to meet the minimum bid price requirement of the listing rules of The
NASDAQ Capital Market. However, the effect of a reverse stock split upon the market price of our common stock
cannot be predicted with certainty, and the results of reverse stock splits by companies in similar circumstances have
been varied. It is possible that the market price of our common stock following the reverse stock split will not increase
sufficiently for us to be in compliance with the minimum bid price requirement. If we are unable meet the minimum
bid price requirement, we may be unable to list our shares on The NASDAQ Capital Market, in which case this
offering will not be completed.

Even if the reverse stock split achieves the requisite increase in the market price of our common stock, we cannot
assure you that we will be able to continue to comply with the minimum bid price requirement of The NASDAQ
Capital Market.

Even if the reverse stock split achieves the requisite increase in the market price of our common stock to be in
compliance with the minimum bid price of The NASDAQ Capital Market, there can be no assurance that the market
price of our common stock following the reverse stock split will remain at the level required for continuing
compliance with that requirement. It is not uncommon for the market price of a company’s common stock to decline in
the period following a reverse stock split. If the market price of our common stock declines following the effectuation
of the reverse stock split, the percentage decline may be greater than would occur in the absence of a reverse stock
split. In any event, other factors unrelated to the number of shares of our common stock outstanding, such as negative
financial or operational results, could adversely affect the market price of our common stock and jeopardize our ability
to meet or maintain The NASDAQ Capital Market’s minimum bid price requirement.

Even if the reverse stock split increases the market price of our common stock, there can be no assurance that we
will be able to comply with other continued listing standards of The NASDAQ Capital Market.

Even if the market price of our common stock increases sufficiently so that we comply with the minimum bid price
requirement, we cannot assure you that we will be able to comply with the other standards that we are required to
meet in order to maintain a listing of our common stock and/or warrants sold in this offering on The NASDAQ
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Capital Market. Our failure to meet these requirements may result in our common stock and/or warrants sold in this
offering being delisted from The NASDAQ Capital Market, irrespective of our compliance with the minimum bid
price requirement.

The reverse stock split may decrease the liquidity of the shares of our common stock.

The liquidity of the shares of our common stock may be affected adversely by the reverse stock split given the
reduced number of shares that will be outstanding following the reverse stock split, especially if the market price of
our common stock does not increase as a result of the reverse stock split. In addition, the reverse stock split may
increase the number of stockholders who own odd lots (less than 100 shares) of our common stock, creating the
potential for such stockholders to experience an increase in the cost of selling their shares and greater difficulty
effecting such sales.
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Following the reverse stock split, the resulting market price of our common stock may not attract new investors,
including institutional investors, and may not satisfy the investing requirements of those investors. Consequently,
the trading liquidity of our common stock may not improve.

Although we believe that a higher market price of our common stock may help generate greater or broader investor
interest, there can be no assurance that the reverse stock split will result in a share price that will attract new investors,
including institutional investors. In addition, there can be no assurance that the market price of our common stock will
satisfy the investing requirements of those investors. As a result, the trading liquidity of our common stock may not
necessarily improve.

Cautionary Note Regarding Forward-Looking Information

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

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

USE OF PROCEEDS

We estimate that we will receive up to $10,000,000 in net proceeds from the sale of common stock and corresponding
warrant in this offering, based on a price of $___ per share of common stock, which is the closing price of our
common stock on ____ __, 2015, and corresponding warrant and after deducting estimated underwriter fees and
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estimated offering expenses payable by us. If all of the warrants issued in this offering are exercised for cash, then we
will receive an additional $___ of proceeds. It is possible that the warrants may be exercised on a cashless basis or
expire prior to being exercised, in which case we will not receive any additional proceeds. If the underwriters exercise
their over-allotment option in full, we estimate that the net proceeds from this offering will be approximately
$8,800,000 million, excluding the proceeds, if any, from the exercise of any warrants issued in the over-allotment
option. We cannot predict when or if any of the warrants will be exercised.

We intend to use the net proceeds from this offering for the following purposes:

Proceeds:
Gross Proceeds $10,000,000
Fees and Expenses (1,200,000 )
Net Proceeds $8,800,000

Uses:
Working Capital & Operating Expenses 2,800,000
Sales, Marketing & Business Development 1,000,000
Acquisitions 5,000,000
Total Uses $8,800,000
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The allocation of the net proceeds of the offering set forth above represents our estimates based upon our current plans
and assumptions regarding industry and general economic conditions, our future revenues and expenditures.

The amounts and timing of our actual expenditures will depend upon numerous factors, including market conditions,
cash generated by our operations, business developments and related rate of growth. We may find it necessary or
advisable to use portions of the proceeds from this offering for other purposes.

Circumstances that may give rise to a change in the use of proceeds and the alternate purposes for which the proceeds
may be used include:

•the existence of other opportunities or the need to take advantage of changes in timing of our existing activities;

•the need or desire on our part to accelerate, increase or eliminate existing initiatives due to, among other things,
changing market conditions and competitive developments; and/or

•if strategic opportunities of which we are not currently aware present themselves (including acquisitions, joint
ventures, licensing and other similar transactions).

From time to time, we evaluate these and other factors and we anticipate continuing to make such evaluations to
determine if the existing allocation of resources, including the proceeds of this offering, is being optimized. Pending
such uses, we intend to invest the net proceeds of this offering in direct and guaranteed obligations of the United
States, interest-bearing, investment-grade instruments or certificates of deposit.

DILUTION

If you purchase securities in this offering, your interest will be diluted immediately to the extent of the difference
between the public offering price of $___ per share, based upon the closing price of our common stock on ____ __,
2015 of $__, and corresponding warrants and the as adjusted net tangible book value per share of our common stock
immediately following this offering.

Our net tangible book value as of March 29, 2015 was $8,126 thousand, or approximately $0.05 per share. Net
tangible book value per share represents our total tangible assets less total liabilities, divided by the number of shares
of common stock outstanding as of March 29, 2015.
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Net tangible book value dilution per share of common stock to new investors represents the difference between the
amount per share paid by purchasers in this offering and the as adjusted net tangible book value per share of common
stock immediately after completion of this offering. After giving effect to our sale of _____ shares in this offering at a
public offering price of $___ per share, and after deducting the underwriter commissions and estimated offering
expenses, our as-adjusted net tangible book value as of March 29, 2015 would have been $___ million, or $___ per
share. This represents an immediate increase in net tangible book value of $___ per share to existing stockholders and
an immediate dilution in net tangible book value of $___ per share to purchasers of shares in this offering, as
illustrated in the following table:

Public offering price per share $
Net tangible book value per share as of March 29, 2015 $0.05
Increase in net tangible book value per share attributable to new investors $
Adjusted net tangible book value per share as of March 29, 2015, after giving effect to the offering $
Dilution per share to new investors in the offering $

The above discussion and tables do not include the following:

·2,748,227,672 shares of common stock issuable upon exercise of our Series A preferred stock;
·647,664,000 shares of common stock issuable upon exercise of our Series B preferred stock;

·1,000,000 shares of common stock issuable upon exercise of the warrants issued in conjunction with the AvidBank
Credit Facility with an exercise price of $0.10 per share.
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·40,265,149 shares of common stock issuable upon the exercise of vested options outstanding as of June 3, 2015, at a
weighted average exercise price of $0.02 per share;

·34,734,851 shares of common stock reserved for future grant or issuance as of June 3, 2015 under all of our 2009
Stock Option Plan;

·___________ shares of common stock issuable upon exercise of the warrants issued to the public in connection with
this offering; and

·___________ shares of common stock issuable upon exercise of the warrants to be received by the underwriter in
connection with this offering.

Except as otherwise indicated herein, all information in this prospectus assumes the underwriter does not sell any
common stock contained in the over-allotment option and the warrants offered hereby are not exercised.

DIVIDEND POLICY

We have never declared or paid any cash dividends on our common stock. We currently anticipate that we will retain
all future earnings for the expansion and operation of our business and do not anticipate paying cash dividends in the
foreseeable future. Otherwise, the payment of dividends on common stock, if any, in the future is within the discretion
of our Board and will depend on its earnings, capital requirements and financial condition and other relevant facts.

CAPITALIZATION

The following table sets forth our cash and cash equivalents and our capitalization as of March 29, 2015:

·on an actual basis; and

·
on a pro forma basis, based upon an offering price of $___ per share of common stock and corresponding warrant, to
give effect to the sale of _________ shares of common stock and _________ warrants in this offering, after
deducting the estimated underwriting discounts and commissions and estimated offering expenses payable by us.

Based on the offering price of $___ per share of common stock and corresponding warrant, which is based upon the
closing price of our common stock on ____ __, 2015, we allocated the $10 million aggregate consideration to
common stock.  The pro forma information below is only for illustrative purposes and our capitalization following the
completion of this offering will be adjusted based on the actual offering price and other terms of this offering
determined at pricing. The pro forma information below is only for illustrative purposes and our capitalization
following the completion of this offering will be adjusted based on the actual offering price and other terms of this
offering determined at pricing. You should read this table in conjunction with “Use of Proceeds” above as well as our
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“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and financial statements and
the related notes appearing elsewhere in this prospectus.

March 29, 2015

Unaudited
Actual

Unaudited
Pro
Forma

(in thousands except share
amounts)

Assets:
Cash & Cash Equivalents $ 1,115 $ 9,915

Liabilities:
Credit Facility 550 550
Total Liabilities $ 550 550- 

Stockholders’ Equity:
Optex Systems Holdings, Inc.  Preferred Stock Series A ($0.001 par 5,000
authorized,  1,001 and 1001 series A preferred shares issued and outstanding,
respectively)

- -

Optex Systems Holdings, Inc.  Preferred Stock Series B ($0.001 par 1,010
authorized,  1,000 and zero series B preferred shares issued and outstanding,
respectively)

- -

Optex Systems Holdings, Inc. – (par $0.001, 2,000,000,000 authorized,
170,913,943 and 170,913,943 shares issued and outstanding, respectively) 171 171

Additional Paid-in-capital 26,174 34,974
Retained Earnings (Deficit) (17,913 ) (17,913 )
Optex Systems Holdings, Inc.  Preferred Stock Series A ($0.001 par 5,000
authorized,  1,001 and 1001 series A preferred shares issued and outstanding,
respectively)

- -

Total Stockholders’ Equity 8,432 17,232
Capitalization $ 8,982 $ 17,782
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The above discussion and table do not include the following:

(1)The total number of shares of our common stock outstanding after this offering is based on 174,913,943 shares
outstanding as of June 3, 2015 and excludes as of that date, the following:

· 2,748,227,672 shares of common stock issuable upon exercise of our Series A preferred stock;
· 647,664,000 shares of common stock issuable upon exercise of our Series B preferred stock;

·1,000,000 shares of common stock issuable upon exercise of the warrants issued in conjunction with the AvidBank
Credit Facility with an exercise price of $0.10 per share.

·40,265,149 shares of common stock issuable upon the exercise of vested options outstanding as of June 3, 2015, at a
weighted average exercise price of $0.02 per share;

·34,734,851 shares of common stock reserved for future grant or issuance as of June 3, 2015 under all of our 2009
Stock Option Plan;

·___________ shares of common stock issuable upon exercise of the warrants issued to the public in connection with
this offering; and

·___________ shares of common stock issuable upon exercise of the warrants to be received by the underwriter in
connection with this offering.

Except as otherwise indicated herein, all information in this prospectus assumes the underwriter does not sell any
common stock contained in the over-allotment option and the warrants offered hereby are not exercised.

A $1.00 increase (decrease) in the offering price of $___ per share of common stock and corresponding warrant would
increase (decrease) cash and cash equivalents and total stockholders’ equity by $___ million, assuming that the number
of shares and corresponding warrants offered by us, as set forth on the cover page of this prospectus, remains the
same, and after deducting the estimated underwriting commissions and estimated offering expenses payable by us.

MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Market information

Our common stock trades on the OTCQB under the symbol “OPXS”.  Trading in our common stock has historically
lacked consistent volume, and the market price has been volatile. We are applying to The NASDAQ Capital Market to
list our common stock and warrants under the symbols “OPXS” and “OPXSW”, respectively.
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The following table shows the range of high and low bid prices for our common stock as reported by the OTCQB. The
quotations reflect inter-dealer prices, without retail markup, markdown or commission and may not represent actual
transactions. All share and per share information in the table below reflects the one-for-___ reverse stock split which
was effected on ______ __, 2015. Our shares of common stock did not trade on a post-adjusted basis until the opening
of the market on ____ __, 2015.
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Period High Low

First Quarter 2013 $0.014 $0.005

Second Quarter 2013 $0.06 $0.0061

Third Quarter 2013 $0.018 $0.0075

Fourth Quarter 2013 $0.02 $0.008

First Quarter 2014 $0.009 $0.008

Second Quarter 2014 $0.03 $0.03

Third Quarter 2014 $0.01 $0.01

Fourth Quarter 2014 $0.02 $0.01

First Quarter 2015 $0.02 $.0.009

Second Quarter 2015 $0.03 $0.008

On June 9, 2015, the closing price for our common stock as reported on the OTCQB was $0.0089 per share.

Securities outstanding and holders of record

On June 9, 2015, there were approximately 79 shareholders of record for our common stock and 174,913,943 shares
of our common stock outstanding.

Dividends

We have never paid dividends. We currently anticipate that we will retain all future earnings for the expansion and
operation of our business and do not anticipate paying cash dividends in the foreseeable future.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

The Management’s Discussion and Analysis of Financial Condition and Results of Operations for the period ended
September 28, 2014 is hereby incorporated by reference in their entirety from our Form 10-K for the year ended
September 28, 2014, filed with the SEC on December 23, 20143. The Management’s Discussion and Analysis of
Financial Condition and Results of Operations for the period ended March 29, 2015 is hereby incorporated by
reference in their entirety from our Form 10-Q for the quarter ended March 29, 2015, filed with the SEC on May 13,
2015.

FINANCIAL STATEMENTS FOR THE YEAR ENDED SEPTEMBER 28, 2014 AND THE QUARTER
ENDED MARCH 29, 2015

Our audited financial statements for the years ended September 28, 2014 and September 29, 2013, and the quarters
ended December 28, 2014 and December 29, 2013, respectively, are hereby incorporated by reference in their entirety
from our Form 10-K for the year ended September 28, 2014, filed with the SEC on December 23, 2014 and our Form
10-Q for the quarter ended March 29, 2015, filed with the SEC on May 13, 2015.

BUSINESS

Background

Prior History - Sustut Exploration, Inc.

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

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

Reorganization

On March 30, 2009, a reorganization occurred whereby the then existing shareholders of Optex Systems, Inc., a
private Delaware corporation (“Optex Systems, Inc. (Delaware)”), exchanged their shares of Optex Systems, Inc.
(Delaware) common stock with the shares of common stock of us as follows: (i) the outstanding 85,000,000 shares of
Optex Systems, Inc. (Delaware) common stock were exchanged for 113,333,282 shares of us common stock, (ii) the
outstanding 1,027 shares of Optex Systems, Inc. (Delaware) Series A preferred stock were exchanged for 1,027 shares
of us Series A preferred stock and (iii) the 8,131,667 shares of Optex Systems, Inc. (Delaware) common stock
purchased in the private placement were exchanged for 8,131,667 shares of us common stock. Optex Systems, Inc.
(Delaware) has remained a wholly-owned subsidiary of us, and the Optex Systems, Inc. (Delaware) shareholders are
now shareholders of us. As a result of the reorganization, Sileas Corporation, a former shareholder of Optex Systems,
Inc. (Delaware), beneficially owns approximately 84.0% of the issued and outstanding common stock of us and Alpha
Capital Anstalt, a former shareholder of Optex Systems, Inc. (Delaware) owns 7.0% of the issued and outstanding
common stock of us. Furthermore, at the time of the reorganization, Andrey Oks resigned as the sole officer and
director of us.

3 The Company is eligible to incorporate by reference under General Instruction VII of Form S-1. Specifically, the
Company notes that it has met the requirements of paragraphs A. – D. of General Instruction VII, and that it has not
been, during the past three years, a registrant for an offering of “penny stock” as defined in Rule 3a51-1 as under Rule
3a51-1.g.1., it has had average revenue of more than $6 million in all three of its last fiscal years as set forth in its
balance sheets for the years ended September 28, 2014, September 29, 2013 and September 30, 2012 (as reported in
the Forms 10-K of the Company for the years ended September 28, 2014, September 29, 2013 and September 30,
2012, respectively.
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Optex Systems, Inc. (Delaware) manufactures optical sighting systems and assemblies, primarily for Department of
Defense applications. Its products are installed on various types of U.S. military land vehicles, such as the Abrams and
Bradley fighting vehicles, light armored and armored security vehicles and have been selected for installation on the
Stryker family of vehicles. Optex Systems, Inc. (Delaware) also manufactures and delivers numerous periscope
configurations, rifle and surveillance sights and night vision optical assemblies. Optex Systems, Inc. (Delaware)
products consist primarily of build-to-customer print products that are delivered both directly to the armed services
and to other defense prime contractors. Less than 1% of today’s revenue is related to the resale of products
substantially manufactured by others. In this case, the product would likely be a simple replacement part of a larger
system previously produced by Optex Systems, Inc. (Delaware).

Recent Events

Purchase of Applied Optics Products Line

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

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

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

On November 17, 2014, we entered into a Subscription Agreement to sell up to $2.1 million principal amount of
convertible promissory notes with several accredited investors (the in a private placement pursuant to which the
investors purchased a series of notes with an aggregate principal amount of $1.55 million.

On March 26, 2015, we filed a Certificate of Designation with respect to its Certificate of Incorporation to authorize a
series of preferred stock known as “Series B preferred stock” under Article FOURTH thereof, with 1010 shares of Series
B preferred stock issuable thereunder. The amendment was approved by our Board of Directors under Article
FOURTH of its Certificate of Incorporation, as amended.  The stated value of each share of Series B preferred stock is
$1,629.16, and each share of Series B preferred stock is convertible into shares of our common stock at a conversion
price of $.0025. Holders of the Series B preferred stock receive preferential rights in the event of liquidation to other
classes of preferred and common stock other than our Series A preferred stock. Additionally, the holders of the Series
B preferred stock are entitled to vote together with the common stock and the Series A preferred stock on an
“as-converted” basis.
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On March 29, 2015, the holders of our $1,560,000 principal amount of convertible promissory notes, issued on or
about November 17, 2014, converted the entire principal amount thereof and all accrued and unpaid interest thereon,
into 1,000 shares of our Series B preferred stock.

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

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

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

Also effective November 19, 2014, Peter Benz was appointed as a Director to our Board of Directors and was also
elected as our Chairman of the Board of Directors.

New Product Development

During the first six months of 2015, we released a new digital spotting scope called Red Tail (patent pending).  This
device is targeted towards long range observation and image recording used by military, border patrol, and select
consumer/commercial applications.  The device is designed to deliver high definition images with military grade
resolution, but at commercial off the shelf pricing.  Using high grade optics to deliver a 45X magnified image onto a 5
megapixel CMOS sensor, the Red Tail device then transmits this image via Wi-Fi to the user’s smartphone or tablet. 
Digital still images or videos can then be captured and/or emailed using a custom Red Tail app available for either
IOS or Android devices.  We are presently in negotiations to make this device available via Government Services
Administration schedules for government personnel and through commercial websites for non-government
procurement.  We demonstrated this device in April 2015 at the Border Security Expo in Phoenix, Arizona and
received positive feedback from U.S. border agents, police officers, and other Expo attendees. 

AOC Contracts
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On May 26, 2015, and effective as of May 21, 2015, we entered into a supply agreement with Nightforce Optics, Inc.
for supply by us to Nightforce of certain critical optical assemblies through our recently acquired Applied Optics
Center Division. The production rate and delivery schedule shall be agreed upon by the parties and are subject to
aggregate annual minimum order values of $3,000,000 in 2015 and $3,900,000 in 2016. The initial term of the
agreement is two years, and can be extended by Nightforce for an additional year which continues the forecasted
volumes for three years. We are the premium supplier of the covered products to Nightforce, and we agree to work
exclusively with Nightforce on its markets of interest in commercial sporting optics and select military optics;
however, our existing business arrangements with certain Department of Defense manufacturers are not subject to this
exclusivity covenant.

On June 8, 2015, we announced that we have been awarded a purchase order from a customer for 11,200 ACOG Laser
Filter units valued at $1.3 million through our AOC division. This award also includes an option quantity up to an
additional 11,200 units for up to an additional $1.3 million.

Products

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

Specific product categories include:

•Electronic sighting systems

•Mechanical sighting systems

•Laser protected plastic and glass periscopes

•Non-laser protected plastic and glass periscopes

•Howitzer sighting systems

•M36 Thermal Day / Night Periscopes

•M17 Day / Thermal Periscopes

•Ship binoculars

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

Product Line Product Category

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

Sighting
Systems

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

Howitzers M137 Telescope, M187 Mount, M119 Aiming Device
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Other Muzzle Reference Systems (MRS), Binoculars, Collimators, Optical Lenses & Elements, Filters,
Windows

Location and Facility

We are located in Richardson, TX in an approximately 49,000 square foot facility, and as of March 29, 2015, we had
77 full time equivalent employees. We operate with a single shift, and capacity could be expanded by adding a second
shift. Our proprietary processes and methodologies provide barriers to entry for other competing suppliers. In many
cases, we are the sole source provider or one of only two providers of a product. We have capabilities which include
machining, bonding, painting, tracking, engraving and assembly and can perform both optical and environmental
testing in-house.

We lease our facility. Effective as of December 10, 2013, and executed on December 10, 2013, we renewed our
Richardson, TX lease. Under the terms of the amendment:

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

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

•A $0.35 million HVAC improvement allowance is included.
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In November 2014, we also acquired a new business unit from L-3 Communications, Inc., which is described herein
below under “Recent Events — Acquisition”. The acquisition, Applied Optics Center, is located in Dallas, Texas with
leased premises consisting of approximately 56,633 square feet of space, As of December, 19, 2014, Applied Optics
Center operates with 27 full time equivalent employees in a single shift operation.

Contracts

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

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

Regulation Summary

Federal
Acquisition
Regulation

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

International
Traffic in Arms
Regulations

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

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

We are responsible for full compliance with the Federal Acquisition Regulation. Upon award, the contract may
identify certain regulations that we need to meet. For example, a contract may allow progress billing pursuant to
specific Federal Acquisition Regulation clauses incorporated into the contract. Other contracts may call for specific
first article acceptance and testing requirements. The Federal Acquisition Regulation will identify the specific
regulations that we must follow based on the type of contract awarded. The Federal Acquisition Regulation also
contains guidelines and regulations for managing a contract after award, including conditions under which contracts
may be terminated, in whole or in part, at the government’s convenience or for default. These regulations also subject
us to financial audits and other reviews by the government of our costs, performance, accounting and general business
practices relating to our government contracts, which may result in adjustment of our contract-related costs and fees
and, among other things and impose accounting rules that define allowable and unallowable costs governing our right
to reimbursement under certain contracts.
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First Article Testing and Acceptance requirements consist of specific steps. For example, the first article testing
associated with Howitzer-type product is comprehensive and time consuming. The dimensions and material
specifications of each piece of the assembly must be verified, and each product has in excess of 100 piece parts. Once
the individual piece parts are verified to be compliant to the specification, the assembly processes are documented and
verified. A sample of the production (typically three units) is verified to meet final performance specifications. Once
the units meet the final performance specification, they are then subjected to accelerated life testing, a series of tests
which simulate the lifetime use of the product in the field. This consists of exposing the units to thermal extremes,
humidity, mechanical shock, vibration, and other physical exposure tests. Once completed, the units undergo a final
verification process to ensure that no damage has occurred as a result of the testing and that they continue to meet the
performance specification. All of the information and data is recorded into a final first article inspection and test report
and submitted to the customer along with the test units for final approval. First Article Acceptance and Testing is
generally required on new contracts/product awards but may also be required on existing products or contracts where
there has been a significant gap in production, or where the product has undergone significant manufacturing process,
material, tooling, equipment or product configuration changes.

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

The aforementioned licenses are valid for 48 months from date that each such license is issued as set forth on the table
below (updated as of June 9, 2015).

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

50310470 7/7/2011 7/7/2015
50309527 7/12/2011 7/12/2015
50313126 7/14/2011 7/14/2015
50314547 8/11/2011 8/11/2015
50324632 9/8/2011 9/8/2015
50323843 9/23/2011 9/23/2015
50343236 12/7/2011 12/7/2015
50343846 12/5/2011 12/5/2015
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50343382 12/21/2011 12/21/2015
50343483 12/28/2011 12/28/2015
50355614 2/1/2012 2/1/2016
50355650 1/31/2012 1/31/2016
50346638 2/13/2012 2/13/2016
50362079 2/29/2012 2/29/2016
50362307 3/19/2012 3/19/2016
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50362221 3/19/2012 3/19/2016
50360195 3/23/2012 3/23/2016
(TA-0018-12B) 50374118 4/18/2012 4/18/2016
50381011 5/24/2012 5/24/2016
50382421 5/31/2012 5/31/2016
50386018 7/12/2012 7/12/2016
50397890 8/8/2012 8/8/2016
50398181 8/10/2012 8/10/2016
50398178 8/10/2012 8/10/2016
50402338 8/29/2012 8/29/2016
50403055 9/6/2012 9/6/2016
50399603 9/18/2012 9/18/2016
50401835 9/12/2012 9/12/2016
50430589 1/25/2013 1/23/2017
50435218 3/7/2013 3/6/2017
50435219 3/7/2013 3/6/2017
50439431 3/7/2013 11/5/2013
50455029 6/10/2013 6/9/2017
50459204 6/28/2013 6/27/2017
50468553 7/29/2013 7/29/2017
50468550 8/30/2013 8/29/2017
50470855 9/9/2013 9/9/2017
50486913 11/20/2013 11/20/2017
50486760 12/5/2013 12/5/2017
50486727 12/6/2013 12/6/2017
50490381 12/11/2013 12/11/2017
50490628 1/3/2014 1/3/2018
50490371 1/14/2014 1/14/2018
50497324 2/1/2014 2/1/2018
50497307 2/12/2014 2/12/2018
50497324 2/20/2014 2/20/2018
50497162 2/20/2014 2/20/2018
50501481 2/26/2014 2/26/2018
50504795 3/27/2014 3/27/2018
50511388 4/21/2014 4/21/2018
50510061 5/19/2014 5/19/2018
50521562 6/27/2014 6/27/2018
50521680 7/7/2014 7/7/2018
50521706 7/15/2014 7/15/2018
50521673 7/15/2014 7/15/2018
50521555 7/17/2014 7/17/2018
50530555 9/22/2014 9/22/2018
50537697 10/30/2014 10/30/2018
50539610 11/14/2014 11/14/2018
50486913 11/20/2014 11/20/2018
50537673 11/25/2014 11/25/2018
50546222 1/9/2015 1/9/2019
50549789 2/18/2015 2/18/2019
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50549846 2/23/2015 2/23/2019
50549534 2/25/2015 2/25/2019
50549933 2/27/2015 2/27/2019
50549843 3/23/2015 3/23/2019
50553876 3/27/2015 3/27/2019
50553879 3/23/2015 3/23/2019
50560846 5/21/2015 5/21/2019
50560953 5/29/2015 5/29/2019
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DSP – 73 Licenses Date Issued Expiration Date
(48 months of issue)

730033471 9/16/2011 9/16/2015
730033903 9/23/2011 9/23/2015
730038566 6/26/2012 6/26/2016
730038918 8/13/2012 8/13/2016

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

Our contracts may also be governed by the Truth in Negotiation Act requirements where certain of our contracts or
proposals exceed the $700,000 threshold and/or are deemed as sole source, or non- competitive awards, covered under
this act. For these contracts, we must provide a vast array of cost and pricing data in addition to certification that our
pricing data and disclosure materials are current, accurate and complete upon conclusion of the negotiation. Due to the
additional disclosure and certification requirements, if a post contract award audit were to uncover that the pricing
data provided was in any way not current, accurate or complete as of the certification date, we could be subjected to a
defective pricing claim adjustment with accrued interest. Currently, we do not have any pending defective pricing
claim adjustments. Additionally, as a result of this requirement, contract price negotiations may span from two to six
months and can result in undefinitized or not to exceed ceiling priced contracts subject to future downward
negotiations and price adjustments. Currently, we do not have any undefinitized contracts subject to further price
negotiation.

Our failure to comply with applicable regulations, rules and approvals or misconduct by any of our employees could
result in the imposition of fines and penalties, the loss of security clearances, the loss of our U.S. government
contracts or our suspension or debarment from contracting with the U.S. government generally, any of which could
have a material adverse effect our business, financial condition, results of operations and cash flows. We are currently
in compliance with all applicable regulations and do not have any pending claims as a result of noncompliance.

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

Total Progress
/Milestone Order Remaining

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

GDLS -
Canada (4)

Subcontract PO
35334144

Firm Fixed Price
and Fixed Quantity
Purchase Order

$8,621,296 Yes N/A $4,627,094  Mid 2012 -
Dec 2016
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GDLS -
Canada (5)

Subcontract PO
35419634

Firm Fixed Price
and Fixed Quantity
Purchase Order

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

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

(2)

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

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

(4)
Contract was awarded on October 24, 2011 but effective November 3, 2011 as the date on which approved for
disclosure by contractor.  This contract provides for milestone billing, in part. Total award value includes all
statement of work change orders through December 12, 2014.
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(5) New contract award quantity added on December 3, 2013 as a follow on quantity to the original PO 35334144.

Market Opportunity — U.S. Military

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

Source: Government Printing Office, U.S. Budget Historical Tables, FY 2014, Table 3.2 Outlays by function and
subfunction, 1962-2019
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The following factors are important to the U.S. military:

•Product reliability — failure can cost lives

•Speed to delivery and adherence to schedule

•System life cycle extension

•Low cost/best value

•Visual aids for successful execution of mission objectives

•Mission critical products specifically related to soldier safety.

Optex Systems Holdings focuses on delivering products that satisfy these factors and believes it is well positioned to
continue to service U.S. and foreign military needs.

Market Opportunity — Foreign Military

Despite the downturn in U.S. military spending, foreign military sales funding for products built in the United States
for selected foreign militaries, has held to peak funding levels. Thus, Optex Systems Holdings has increased efforts to
promote its proven military products, as well as newly improved product solutions directly to foreign military
representatives. In April 2014, we completed the first shipments of M17 Day / Thermal Periscope (NSN
6650-01-619-6545) to a country in South America. This direct transaction allows us to directly serve South America
customers and affect influence into their future procurements. Additionally, shipment of the new M17 Day / Thermal
Periscope validates our efforts to upgrade existing platforms with new technology. The M17 Day / Thermal Periscope
is a cost effective upgrade to existing systems in that it provides both day and thermal views specifically designed for
driving armored vehicles. It can be installed in vehicles which were originally designed without this technology may
be used as a backup to existing systems. We anticipate our efforts in South America will culminate in new orders for
this technology in the near term. We are now bidding on several substantial government contracts to expand sales and
production beyond the current production and backlog. For example, we are supporting General Dynamics Land
Systems in their efforts related to the production of the Israeli Namer Armored Personnel Carrier (aka Merkava APC).
In this opportunity, General Dynamics Land Systems is contracting for the production of 386 vehicles which contain a
“Periscope Kit” which could be supplied by us. This kit would contain seven periscopes and sixteen additional
supporting part numbers. We will continue to pursue international opportunities through direct sales (e.g., General
Dynamics Land Systems — Canada) and through existing customers (e.g., General Dynamics Land Systems — Israeli

Edgar Filing: Optex Systems Holdings Inc - Form S-1

68



Namer Project).  

We are also exploring possibilities to adapt some of our products for commercial use in those markets that
demonstrate potential for solid revenue growth, both domestically and internationally.

Market Opportunity — Commercial

Our products are currently sold to military and related government markets. We believe there may be opportunities to
commercialize various products we presently manufacture to address other markets. Our initial focus will be directed
in four product areas.

•

Big Eye Binoculars — While the military application we produce is based on mature military designs, we own all
castings, tooling and glass technology. These large fixed mount binoculars could be sold to cruise ships, personal
yachts and cities/municipalities. The binoculars are also applicable to fixed, land based outposts for private
commercial security as well as border patrols and regional law enforcement.

•Night Vision Sight — We have manufactured the optical system for the NL-61 Night Vision Sight for the Ministry of
Defense of Israel. This technology could be implemented for commercial applications.

•

Infrared Imaging Equipment — We manufacture and assemble infrared imaging equipment and components for
Raytheon’s Thermal Imaging M36 Mount product and has recently added a low-cost, uncooled, thin film, thermal
imager through its partnership with selective suppliers. This combined equipment and technology has potential
applications with the border patrol, police and governmental or commercial security agencies.
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•

Thin Film Coatings —  The acquisition of AOC also creates a new sector of opportunity for commercial products for
us. Globally, commercial optical products use thin film coatings to create product differentiation.  These coatings can
be used for redirecting light (mirrors), blocking light (laser protection), absorbing select light (desired wavelengths),
and many other combinations.  They are used in telescopes, rifle scopes, binoculars, microscopes, range finders,
protective eyewear, photography, etc.  Given this broad potential, the commercial applications are a key opportunity
going forward.

Customer Base

We serve customers in three primary categories: as prime contractor (TACOM Life Cycle Command, DLA (Defense
Logistics Agency) Warren, U.S. Army, Navy and Marine Corps), as subcontractor (General Dynamics, BAE, and
NorcaTec) and also as a supplier to foreign governments (Israel, Australia and NAMSA). Although we do serve all
three of these categories, for the twelve months ended September 28, 2014, we derived approximately 89% of our
gross business revenue from three customers: 47% from General Dynamics Land Systems Divisions, 30% from the
U.S. Government (primarily DLA), and 12% from BAE Systems (with which we have approximately 75 discrete
contracts for items that are utilized in vehicles, product lines and spare parts). Given the size of General Dynamics
Land System Division, DLA and BAE as well as the fact that there are multiple contracts with each entity, which are
not interdependent, we are of the opinion that this provides us with a fairly well diversified revenue pool.

Marketing Plan

Potential Entrants — Low Risk to us. In order to enter this market, potential competitors must overcome several barriers
to entry. The first hurdle is that an entrant would need to prove to the government agency in question the existence of
a government approved accounting system for larger contracts. Second, the entrant would need to develop the
processes required to produce the product. Third, the entrant would then need to produce the product and then submit
successful test requirements (many of which require lengthy government consultation for completion). Finally, in
many cases, the customer has an immediate need and therefore cannot wait for this qualification cycle and therefore
must issue the contracts to existing suppliers.
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Historically, we competed with two other companies in different spaces. First, we previously competed with
Miller-Holzwarth in the plastic periscope business. In July 2012, Miller-Holzwarth, Inc. ceased operations apparently
as a result of an inability to meet its financial obligations combined with a decline in defense market conditions.
Second, we currently compete with Seiler Instruments for fire control products. These contracts are higher value
products, but lower quantities. Given the expense of development and qualification testing, the barrier to entry is high
for new competitors. During the last four years, overall plastic periscope demand quantities have declined, while
competition on the lower level periscope products has significantly increased as new contractors aggressively compete
for market share amongst the existing customer base and quantities.

Buyers — Medium Risk to us. In most cases the buyers (usually government agencies or defense contractors) have two
fairly strong suppliers. It is in their best interest to keep at least two, and therefore, in some cases, the contracts are
split between suppliers. In the case of larger contracts, the customer can request an open book policy on costs and
expects a reasonable margin to have been applied.

Substitutes — Low Risk to us. We have both new vehicle contracts and replacement part contracts for the exact same
product. The U.S. government has declared that the Abrams/Bradley base vehicles will be the ground vehicle of
choice through 2040. The Bradley vehicle has been in service for 28 years, the Abrams for 27 years. In February 2008,
the U.S. Army signed a multiyear third party contract for the delivery of improved Abrams and Bradleys. The contract
is for up to 435 tanks and 540 Bradley vehicles. These are the only production tanks currently in production by the
government. This, in conjunction with the 30 year life span, supports their continued use through 2040. The Abrams is
the principal battle tank of the United States Army and Marine Corps, and the armies of Egypt, Kuwait, Saudi Arabia,
and since 2007, Australia. The new contract terms allow efficiencies within the supply chain and a very long return on
investment on new vehicle proposals. There is a new Ground Combat Vehicle in development that will ultimately
supplement or replace the Bradley vehicles. The U.S. Army is waiting to receive prototype vehicles from different
bidders to begin testing. The U.S. Army intends to replace about 40 percent of the Bradleys in its heavy combat
brigades with new Ground Combat Vehicles and has an initial acquisition goal of 1,874 vehicles with the production
of the vehicle anticipated to start in 2018.

Suppliers — Low to Medium Risk to Optex Systems Holdings. The suppliers of standard processes (e.g., casting,
machining and plating) need to be very competitive to gain and /or maintain contracts. Those suppliers of products
that use top secret clearance processes are slightly better off; however, there continues to be multiple avenues of
supply and therefore only moderate power.

Consistent with our marketing plan and business model, the AOC acquisition strengthened our overall position by
decreasing the bargaining power of their suppliers through the backwards integration of a key supplier and created
additional barriers of entry of potential competitors.  Overall, the customer base and the competition have seen the
acquisition as creating a stronger company.
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The second model is a two by two matrix for products and customers.

New Products

TACOM - Binoculars Chile -     M17 Day/Thermal
Brazil -    M17 Day/Thermal

GDLS -      DDAN Israel -    M17 Day/Thermal
Commercial - Optical Lens Commercial - Optical Lens

Existing
Products

TACOM - Periscopes, Back Up Sights,

Binoculars, Vision Blocks Marines - Sighting Systems

GDLS -     Periscopes, Collimators Commercial - Optical Lens
BAE -       Periscopes
DLA -       Optical Elements

Existing Customers New Customers
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This product/customer matrix sets forth our four basic approaches:

1)Sell existing products to existing customers.

2)Sell existing products to new customers.

3)Develop new products to meet the needs of our existing customers.

4)Develop new products to meet the needs of new customers.

The product categories described in the above matrix are associated with the product lines set forth below:

Product Line Product Category

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

Sighting
Systems

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

Howitzers M137 Telescope, M187 Mount, M119 Aiming Device

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

Operations Plan

Our operations plan can be broken down into three distinct areas: material management, manufacturing space
planning and efficiencies associated with economies of scale.

Materials Management—

The largest portion of our costs is materials. We have completed the following activities in order to demonstrate
continuous improvement:
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-Successful completion of annual surveillance audit for ISO9001:2008 certificate, with no major nonconformance
issues

-Weekly cycle counts on inventory items

-Weekly material review board meeting on non-moving piece parts

-Kanban kitting on products with consistent ship weekly ship quantities

-Daily cross functional floor meetings focused on delivery, yields and labor savings

-Redesigned floor layout using tenant improvement funds

-Daily review of yields and product velocity

-Bill of material reviews prior to work order release

Future continuous improvement opportunities include installation and training of shop floor control module within the
ERP system and organizational efficiencies of common procurement techniques among buyers.
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Manufacturing Space Planning

We currently lease approximately 49,000 square feet of manufacturing space (see “Location and Facility”), and we have
leased additional space in conjunction with our recent acquisition as described under “Recent Events”. Our current
facility is sufficient to meet our immediate production needs without excess capacity. As our processes are primarily
labor driven, we are able to easily adapt to changes in customer demand by adjusting headcounts, overtime schedules
and shifts in line with production needs. In the event additional floor space is required to accommodate new contracts,
Optex has the option to lease adjacent floor space at the current negotiated lease cost per square foot. As part of our
lease agreement renewed December 10, 2013, effective December 10, 2013, we were able to negotiate additional
HVAC leasehold improvements of $0.35 million paid by the landlord. These funds are primarily earmarked for
replacement and improvements of old outdated HVAC systems throughout the facility. Consistent with the space
planning, we will drive economies of scale to reduce support costs on a percentage of sales basis. These cost
reductions can then be either passed through directly to the bottom line or used for business investment.

Our manufacturing process is driven by the use of six sigma techniques and process standardization. Initial activities
in this area have been the successful six sigma projects in several production areas which have led to improved output
and customer approval on the aesthetics of the work environment. In addition, we use many tools including 5S
programs, six sigma processes, and define, measure, analyze, improve, control (DMAIC) problem solving techniques
to identify bottlenecks within the process flow, reduce cost and improve product yields. Successful results can then be
replicated across the production floor and drive operational improvements.

Economies of Scale

Plant efficiencies fluctuate as a function of program longevity, complexity and overall production volume. Our
internal processes are primarily direct labor intensive and can be more easily adapted to meet fluctuations in customer
demand; however, our material purchases, subcontracted operations and manufacturing support costs are extremely
sensitive to changes in volume. As our volume increases, our support labor, material and scrap costs decline as a
percentage of revenue as we are able to obtain better material pricing, and scrap, start up and support labor (fixed)
costs and they are spread across a higher volume base. On the contrary, as production volumes decline, our labor and
material costs per unit of production generally increase. Additional factors that contribute to economies of scale relate
to the longevity of the program. Long running, less complex programs (e.g., periscopes) do not experience as
significant of an impact on labor costs as production volumes change, as the associated workforce is generally less
skilled and can be ramped quickly as headcounts shift. Our more complex Howitzer and thermal day/night programs
are more significantly impacted by volume changes as they require a more highly-skilled workforce and ramp time is
longer as the training is more complex. We continually monitor customer demand over a rolling twelve month
window and in order to anticipate any changes in necessary manpower and material which allows us to capitalize on
any benefits associated with increased volume and minimize any negative impact associated with potential declines in
product quantities.
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Intellectual Property

We utilize several highly specialized and unique processes in the manufacture of our products. While we believe that
these trade secrets have value, it is probable that our future success will depend primarily on the innovation, technical
expertise, manufacturing and marketing abilities of our personnel. We cannot assure you that we will be able to
maintain the confidentiality of our trade secrets or that our non-disclosure agreements will provide meaningful
protection of our trade secrets, know-how or other proprietary information in the event of any unauthorized use,
misappropriation or other disclosure. The confidentiality agreements that are designed to protect our trade secrets
could be breached, and we might not have adequate remedies for the breach. Additionally, our trade secrets and
proprietary know-how might otherwise become known or be independently discovered by others. We possess two
patents and have applied for two others in the US and in foreign countries. While we are optimistic that our
applications will be approved, we cannot guarantee that these patent applications will ever transpire into an awarded
patent.  The claims were based on technology which is believed to be unique; however, there are many companies and
many patents already awarded in this space.  Further, the time frame for the US Patent and Trademark Office to
review the patent application and engage in negotiations cannot be guaranteed.
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Our competitors, many of which have substantially greater resources, may have applied for or obtained, or may in the
future apply for and obtain, patents that will prevent, limit or interfere with our ability to make and sell some of our
products. Although we believe that our products do not infringe on the patents or other proprietary rights of third
parties, we cannot assure you that third parties will not assert infringement claims against us or that such claims will
not be successful.

In December 2013 Optex Systems, Inc. was issued U.S. Patent No. 13,357,802 titled "Multiple Spectral Single Image
Sighting System Using Single Objective Lens Set." The technology platform, designed for our DDAN program, is
applicable to all ground combat vehicles used by the US and foreign militaries. This invention presents a single image
to both day and night sensors using precision optics, which in turn allows the user to individually observe day, night,
or day and night simultaneously. In addition, it has proven to be especially useful in light transition points experienced
at dusk and dawn. We are in production and currently delivering sighting systems with this advanced technology, a
significant upgrade in the goal of supporting our customers as they modernize the worldwide inventory of aging
armored vehicles. This technology is applicable to many sighting systems, and it has already been designed for
implementation on the Light Armored Vehicles, the Armored Security Vehicle, the Amphibious Assault Vehicle, and
the M60 Main Battle Tank.  Digital Day and Night technology has advanced the capabilities of these installed weapon
systems and is the first in a series of patents we have applied for to protect our Intellectual Property portfolio in
support of the warfighters who use these systems.

In May 2015, we announced the issuance to us of U.S. Patent No.13,792,297 titled "ICWS Periscope". This invention
improves previously accepted levels of periscope performance that, in turn, improve soldier's safety.

In May 2012, we purchased a perpetual, non-exclusive license, with a single up front license fee of $200 thousand to
use Patent 7,880,792 “Optical and Infrared Periscope with Display Monitor” owned by Synergy International Optronics,
LLC. We believe the purchase of the license agreement may allow us to extend and expand our market potential for
theM113APC vehicle type which has the highest number of commonly used armored vehicles in the world. The
current estimated active M113 APC worldwide inventory is over 80,000 units. This licensing of this patent allows us
to develop additional products for this vehicle type, including the M17 Day/Thermal and M17 Day/Night periscopes. 
We are actively marketing the new periscopes internationally and completed our first international shipment utilizing
this technology in March 2014. We continue to prototype these products and demonstrate them to potential
customers. 

Competition

The markets for our products are competitive. We compete primarily on the basis of our ability to design and engineer
products to meet performance specifications set by our customers. Our customers include military and government
end users as well as prime contractors that purchase component parts or subassemblies, which they incorporate into
their end products. Product pricing, quality, customer support, experience, reputation and financial stability are also
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important competitive factors.

There are a limited number of competitors in each of the markets for the various types of products that we design,
manufacture and sell. At this time, we consider our primary competitors to be Seiler Instruments, Kent Periscopes and
Synergy International Optronics, LLC.

Our competitors are often well entrenched, particularly in the defense markets. Some of these competitors have
substantially greater resources than we do. While we believe that the quality of our technologies and product offerings
provides us with a competitive advantage over certain manufacturers, some of our competitors have significantly more
financial and other resources than we do to spend on the research and development of their technologies and for
funding the construction and operation of commercial scale plants.

We expect our competitors to continue to improve the design and performance of their products. We cannot assure
investors that our competitors will not develop enhancements to, or future generations of, competitive products that
will offer superior price or performance features, or that new technology or processes will not emerge that render our
products less competitive or obsolete. Increased competitive pressure could lead to lower prices for our products,
thereby adversely affecting our business, financial condition and results of operations. Also, competitive pressures
may force us to implement new technologies at a substantial cost, and we may not be able to successfully develop or
expend the financial resources necessary to acquire new technology. We cannot assure you that we will be able to
compete successfully in the future.
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Employees
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