
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549
 

FORM 8-K
CURRENT REPORT

Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported): November 8, 2007
 

Luna Innovations Incorporated
(Exact name of registrant as specified in its charter)

 
Delaware  000-52008  54-1560050

(State or other jurisdiction
of incorporation)  

(Commission File Number)
 

(IRS Employer
Identification No.)

1 Riverside Circle, Suite 400
Roanoke, Virginia 24016

(Address of principal executive offices, including zip code)

540-769-8400
(Registrant’s telephone number, including area code)

 

1703 South Jefferson Street, SW
Roanoke, Virginia 24016

(Former name or former address, if changed since last report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following
provisions (see General Instruction A.2. below):
 
☐ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
 
☐ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
 
☐ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
 
☐ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

 



Item 2.02. Results of Operation and Financial Condition.

On November 8, 2007, Luna Innovations Incorporated (“Luna”) issued a press release announcing financial results for the three and nine month periods ended
September 30, 2007. The press release is attached hereto as Exhibit 99.1 and incorporated by reference herein. Also, on November 8, 2007, Luna held a
conference call to discuss financial results for the three and nine month periods ended September 30, 2007. The transcript of the conference call is attached hereto
as Exhibit 99.2 and incorporated by reference herein.

The information in this Current Report on Form 8-K and the exhibits attached hereto shall not be deemed “filed” for purposes of Section 18 of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by reference in
any filing under the Securities Act of 1933, as amended, or the Exchange Act, regardless of any general incorporation language in such filing.
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99.1   Press Release dated November 8, 2007 by Luna Innovations Incorporated

99.2   Transcript of conference call of Luna Innovations Incorporated, held on November 8, 2007



SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 

Luna Innovations Incorporated

By:  /s/ Dale E. Messick
 Dale E. Messick
 Chief Financial Officer

Date: November 13, 2007



EXHIBIT INDEX
 
Exhibit No.  Description

99.1   Press Release dated November 8, 2007 by Luna Innovations Incorporated

99.2   Transcript of conference call of Luna Innovations Incorporated, held on November 8, 2007



Exhibit 99.1
 

  

Press
Release

 
Media Contact:   Investor Contact:
Karin Clark   Sally Beerbower
Luna Innovations Incorporated   Qorvis Communications
Email: kclark@lunainnovations.com   Email: ir@lunainnovations.com
Phone: 1.540.769.8400   Phone: 1.703.744.7800

Luna Innovations Reports Third Quarter 2007 Financial Results

Company Achieves 46% Revenue Growth for the Third Quarter 2007;
Product and License Revenue Growth of 146% Continues to Drive Gross Margin Expansion;

Company Revises Full-year Guidance to Reflect Strong Results

ROANOKE, VA, November 8, 2007 — Luna Innovations Incorporated (NASDAQ: LUNA) today announced its financial results for its third quarter ended
September 30, 2007.

As compared to the same quarter last year, revenues grew by 46%, from $6.0 million to $8.8 million, gross profit increased from $1.9 million to $3.5 million, and
the loss per share declined from $0.20 to $0.18.

Kent Murphy, Chairman and Chief Executive Officer, provided this overview of Luna’s results: “Our strong financial results, including increasing revenues,
improving margins and more efficient cash usage, continue to validate our investment in the product side of our business and are in line with our long-term
business model. The high-growth, higher-margin product and license revenues are a larger percentage of our total revenues, increasing from 19% of total
revenues in the third quarter of 2006 to 33% in this year’s third quarter. Product and license sales increased year-over-year by 146%, from $1.2 million to $2.9
million, driving gross profit as a percentage of revenue from 32% in the third quarter of 2006 to 40% in our most recent quarter.”

Murphy added, “We have also achieved important operational milestones, including our recently announced agreement with Terumo Cardiovascular Systems
(CVS), the world’s leading supplier of products for cardiopulmonary bypass. Luna and Terumo CVS will market Luna’s EDAC™ (Emboli Detection and
Classification) QUANTIFIER for clinical use in the United States.”



“Consistent with our business model, which focuses on the commercialization of our proprietary technologies and IP, the relationship with Terumo CVS extends
our presence in the medical devices market and advances our goal of making EDAC™ a global standard for care during cardiopulmonary bypass surgery.”

Murphy further remarked, “The technology development side of our business continues to be a source of promising innovation. Early results from the studies we
have been conducting using our exclusive TRIMETASPHERE® carbon nanomaterial as a contrast agent are very encouraging. We have completed numerous in
vitro studies and found our proprietary materials to be a robust platform. If our findings are confirmed in further animal and human testing, the discovery could
become an important contribution to the advancement of medical diagnosis technology. The Trimetasphere could become a fundamental building block for a
portfolio of novel agents intended to reveal diagnostic information specific for different diseases.”

Third Quarter Financial Highlights

— Total revenues for the third quarter of 2007 increased 46% compared to the third quarter of 2006.

— Product revenues represented over 33% of total revenues in the third quarter of 2007, compared to 19% in the third quarter of 2006. Product revenues grew
146% to approximately $2.9 million in the third quarter of 2007, compared to $1.2 million in the third quarter of 2006.

— Gross profit for the third quarter of 2007 increased to $3.5 million, or 40% of total revenues, from $1.9 million, or 32% of total revenues, for the
corresponding period of 2006. The improved gross profit was attributed to the higher margins of product and license sales.

— Operating expenses as a percentage of revenue decreased from 68% in the third quarter of 2006, to 62% in the third quarter of 2007, and have remained
consistent at a range of $5.2 million to $5.5 million for each of the past four quarters.

— Loss per share for the third quarter of 2007 was $0.18 per share which is an improvement upon a loss per share of $0.20 for the third quarter of 2006.

— Cash and cash equivalents totaled $12.5 million at September 30, 2007, as compared to $13.9 million at June 30, 2007, and compared to $17.9 million at
December 31, 2006.



Business Highlights

Technology Development

— Delivered sensor interface cards to the prime contractors on its missile defense program contract. Under the multi-year program, announced earlier in the year,
Luna is developing low-cost, common sensor electronics for use in next-generation exoatmospheric interceptor kill vehicles for ballistic missile defense.

Healthcare Products

— Entered into an agreement with Terumo CVS, the world’s leading supplier of products for cardiopulmonary bypass, to market Luna’s EDAC™ (Emboli
Detection and Classification) QUANTIFIER for clinical use in the United States.

Instrumentation, Test & Measurement Products

— Received a 2007 R&D 100 Award for the Luna Technologies division’s Optical Backscatter Reflectometer (OBR™), from the editors of R&D Magazine, as
one of the 100 most technologically significant new products introduced into the marketplace in the last year.

— Expanded the Luna Technologies division’s fiber optic test platform with the release of the Optical Vector Analyzer (OVA) ELp, giving customers an
economical starting point with an upgrade path to a full Optical Vector Analyzer.

Outlook for Fiscal Year 2007

Based on continued strong growth in both its product and technology development divisions, Luna has revised its guidance for the remainder of 2007. For fiscal
year 2007, Luna expects total revenue to be approximately $33.0 million and a net loss in the range of $8.5 million to $9.0 million. For the fourth quarter of 2007,
Luna expects total revenue of approximately $9.3 million and a net loss of $1.8 million to $2.3 million. Luna plans to discuss its fourth quarter and fiscal year
2007 guidance on its investor conference call to be held later today.

Conference Call Information

As previously announced, Luna Innovations will conduct an investor conference call at 5:00 p.m. (EST) today to discuss its third quarter financial results and
expectations for the remainder of 2007. The call can



be accessed by dialing 1.866.362.4829 domestically or 1.617.597.5346 internationally prior to the start of the call. The access code is 28842834. The conference
call will also be webcast live over the Internet. The webcast can be accessed by logging on to the “Investor Relations” section of the Luna Innovations website,
http://www.lunainnovations.com, prior to the event. The webcast will be archived under the “Webcasts and Presentations” section of the Luna Innovations
website for at least 30 days following the conference call.

About Luna Innovations

Luna Innovations Incorporated develops and manufactures new-generation products for the healthcare, telecommunications, energy and defense markets. Our
products are used to measure, monitor, protect and improve critical processes in the markets we serve. Through its disciplined commercialization business model,
Luna has become a recognized leader in transitioning science to solutions. Luna is headquartered in Roanoke, Virginia.

Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

This press release includes information that constitutes “forward-looking statements” made pursuant to the safe harbor provision of the Private Securities
Litigation Reform Act of 1995, including but not limited to statements regarding, (i) Luna’s revenue growth, margins improvement and efficiency of cash use;
(ii) expected realization of a return on investment in the company’s products; (iii) continued expansion of Luna’s technology portfolio; (iv) continued growth in
higher-margin product and license revenues; (v) Luna’s plans to market the EDAC™ QUANTIFIER with Terumo CVS; (vi) Luna’s plans to extend its presence in
medical devices and to make EDAC™ a global standard of care; (vii) potential deployment of the company’s sensor and electronic products in missile defense
programs; (viii) the potential significance of Luna’s OBR™product; (ix) the use of the OVA ELp product to allow customers to upgrade to a full OVA; (x) the
company’s guidance for continued strong growth in both the product and technology development divisions for the remainder of 2007; (xi) revenue and net loss
guidance for the fourth quarter and full year 2007; and (xii) potential applications for the company’s TRIMETASPHERE® carbon nanomaterial. The company
attempts, whenever possible, to identify forward-looking statements by words such as “intends,” “will,” “plans,” “anticipates,” “expects,” “may,” “estimates,”
“believes,” “should,” “projects,” or “continue,” or the negative of those words and other comparable words. Similarly, statements that describe the company’s
business strategy, goals, prospects, opportunities, outlook, objectives, plans or intentions are also forward-looking statements. Actual events or results may differ
materially from the expectations expressed in such forward-looking statements as a result of various factors, including risks and uncertainties, many of which are
beyond the company’s control. Factors that could cause actual results to differ materially from the expectations expressed in such forward-looking statements
include, but are not limited to: the company’s ability to manage its growth effectively; the company’s ability to transition its revenue mix from technology
development revenues to product and licensing revenues; the company’s ability to successfully identify market needs for new products or to develop new
products to meet those needs; the risk that company’s proprietary rights may be insufficient to protect its technologies, including potential claims by third parties
that the company infringes their intellectual property rights; the company’s continued reliance on contract research, including government grants and contracts
available only to small businesses, for a significant portion of its revenue; the risk that the company may become ineligible for small business government grants
and contracts in the future; the effect of competition in the company’s markets and changes in customer demand; the potential impact of federal audits and
investigations; delay in obtaining clearance by the U.S. Food and Drug Administration or meeting other regulatory requirements, and failure to comply fully with
such regulations; the company’s ability to secure third-party reimbursement for its healthcare products; continued difficulty in, or increased costs related to,
hiring, training and retaining skilled employees;



unanticipated manufacturing or supply problems; the potential for the company’s nanotechnology products to be perceived as harmful; a slowdown in the overall
economy; and uncertainty in the global political environment. Additional factors that may affect the future results of the company are set forth in the company’s
annual and quarterly reports on Form 10-K and Form 10-Q, respectively, and other filings with the Securities and Exchange Commission (“SEC”), which are
available at the SEC’s website at http://www.sec.gov , and at Luna Innovations’s website at http://www.lunainnovations.com . These risk factors are updated from
time to time through the filing of periodic reports with the SEC. The statements made in this press release are based on information available to the company as of
the date of this release and Luna Innovations undertakes no obligation to update any of the forward-looking statements herein after the date of this press release.

Luna Innovations Incorporated
Consolidated Statements of Operations

 

   
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
   2007   2006   2007   2006  
   (unaudited)   (unaudited)   (unaudited)   (unaudited)  
Revenues:      

Contract research revenues   $ 5,952,747  $ 4,885,854  $17,091,452  $12,977,066 
Product and license revenues    2,867,453   1,163,663   6,654,200   2,521,403 

    
 

   
 

   
 

   
 

Total revenues    8,820,200   6,049,517   23,745,652   15,498,469 
Cost of revenues:      

Contract research costs    4,008,829   3,587,280   11,929,264   9,600,404 
Product and license costs    1,281,367   520,699   2,670,916   1,194,969 

    
 

   
 

   
 

   
 

Total cost of revenues    5,290,196   4,107,979   14,600,180   10,795,373 
    

 
   

 
   

 
   

 

Gross Profit    3,530,004   1,941,538   9,145,472   4,703,096 
Operating expense    5,511,561   4,110,926   16,182,168   11,805,277 

    
 

   
 

   
 

   
 

Operating loss    (1,981,557)  (2,169,388)  (7,036,696)  (7,102,181)
    

 
   

 
   

 
   

 

Other income (expense)      
Other income    49,515   934   47,904   10,331 
Interest income, net    93,690   232,649   290,571   345,794 

    
 

   
 

   
 

   
 

Total other income    143,205   233,583   338,475   356,125 
    

 
   

 
   

 
   

 

Loss before income taxes    (1,838,352)  (1,935,805)  (6,698,221)  (6,746,056)
Income tax expense    —     12,829   —     12,829 

    
 

   
 

   
 

   
 

Net loss   $ (1,838,352) $(1,948,634) $ (6,698,221) $ (6,758,885)
    

 

   

 

   

 

   

 

Net loss per share:      
Basic   $ (0.18) $ (0.20) $ (0.66) $ (0.87)

    

 

   

 

   

 

   

 

Diluted   $ (0.18) $ (0.20) $ (0.66) $ (0.87)
    

 

   

 

   

 

   

 

Weighted average shares:      
Basic    10,293,557   9,842,265   10,134,313   7,743,885 

    

 

   

 

   

 

   

 

Diluted    10,293,557   9,842,265   10,134,313   7,743,885 
    

 
   

 
   

 
   

 



Luna Innovations Incorporated
Consolidated Balance Sheets

 

   
September 30,

2007   
December 31,

2006  
   (unaudited)     
Assets    
Current assets    

Cash and cash equivalents   $ 12,528,394  $17,866,753 
Accounts receivable, net    8,779,631   7,233,406 
Refundable income taxes    396,062   396,062 
Inventory    1,551,020   843,294 
Other current assets    375,958   503,703 

    
 

   
 

Total current assets    23,631,065   26,843,218 
Property and equipment, net    6,029,655   5,730,094 
Intangible assets, net    1,961,815   2,031,489 
Deferred tax asset    600,000   600,000 
Other assets    11,304   12,413 

    
 

   
 

Total assets   $ 32,233,839  $35,217,214 
    

 

   

 

Liabilities and stockholders’ equity    
Current liabilities    

Current portion of capital lease obligation   $ 42,797  $ 85,378 
Current portion of long-term debt obligation    —     214,955 
Accounts payable    2,681,763   2,757,381 
Accrued liabilities    4,774,346   3,627,277 
Deferred credits    1,750,551   874,676 

    
 

   
 

Total current liabilities    9,249,457   7,559,667 
Long-term capital lease obligation    7,418   27,873 
Long-term debt obligation    5,000,000   5,000,000 
Deferred credits and other long term liabilities    604,418   554,418 

    
 

   
 

Total liabilities    14,861,293   13,141,958 
    

 
   

 

Stockholders’ equity:    
Preferred stock, par value $0.001, 5,000,000 shares authorized at September 30, 2007, no shares issued and outstanding    —     —   
Common stock, par value $0.001, 100,000,000 shares authorized, 10,342,565 and 9,911,546 shares issued and

outstanding    10,342   9,912 
Additional paid-in capital    33,580,843   31,585,762 
Accumulated deficit    (16,218,639)  (9,520,418)

    
 

   
 

Total stockholders’ equity    17,372,546   22,075,256 
    

 
   

 

Total liabilities and stockholders’ equity   $ 32,233,839  $35,217,214 
    

 

   

 



Luna Innovations Incorporated
Consolidated Statements of Cash Flows

 

   
Nine months ended

September 30,  
   2007   2006  
   (unaudited)   (unaudited)  
Cash flows used in operating activities    

Net loss   $ (6,698,221) $ (6,758,885)
Adjustments to reconcile net loss to net cash used in operating activities:    

Depreciation and amortization    1,324,155   792,725 
Share-based compensation    1,722,734   1,164,709 

Change in assets and liabilities:    
Accounts receivable    (1,546,224)  (64,536)
Inventory    (707,726)  —   
Other assets    128,853   (405,466)
Accounts payable and accrued expenses    1,071,451   (545,211)
Deferred revenues    925,875   (477,426)

    
 

   
 

Net cash used in operating activities    (3,779,103)  (6,294,090)
    

 
   

 

Cash flows used in investing activities    
Acquisition of property and equipment    (1,233,932)  (1,377,466)
Intangible property costs    (320,110)  (282,840)

    
 

   
 

Net cash used in investing activities    (1,554,042)  (1,660,306)
    

 
   

 

Cash flows from financing activities    
Payments on debt obligations    (214,955)  —   
Payments on capital lease obligations    (63,036)  (74,229)
Proceeds from issuance of common stock, net    —     17,866,241 
Proceeds from the exercise of options and warrants    272,777   89,561 

    
 

   
 

Net cash used in financing activities    (5,214)  17,881,573 
    

 
   

 

Net change in cash    (5,338,359)  9,927,177 
Cash - beginning of period    17,866,753   12,514,839 

    
 

   
 

Cash - end of period   $12,528,394  $22,442,016 
    

 

   

 

###
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Michael Lew

ThinkEquity - Analyst

Glen Yef

Stock Dock Partner - Analyst

PRESENTATION

Operator

Good day, ladies and gentlemen, and welcome to the Third Quarter Luna Innovations Incorporated Earnings Conference Call. My name is Rob and I will be your
coordinator for today. At this time all participants are in a listen-only mode, but we will be facilitating a question and answer session toward the end of this
conference.

(OPERATOR INSTRUCTIONS)

At this time, I’d now like to turn the presentation over to your host for today’s call, Mr. Dale Messick, Chief Financial Officer. You may proceed.

Dale Messick - Luna Innovations, Inc. - CFO

Thank you, Rob. Before we proceed further with our presentation, I would like to remind each of you that statements made by Luna’s executives during this
presentation include information that constitutes forward-looking statements made pursuant to the Safe Harbor provision of the Private Securities Litigation
Reform Act of 1995, including without limitation, statements about Luna’s plans, objectives and strategies and management’s expectations and beliefs about
business results in the future.

Forward-looking statements are subject to many assumptions, risks and uncertainties that may cause future results to differ materially from those anticipated,
including the risks and other factors listed in Luna’s filings with the Securities and Exchange Commission. Such filings include Luna’s quarterly reports on Form
10-Q and its annual report on Form 10-K.

All forward-looking statements are based on information available to Luna as of today’s date. Luna undertakes no obligations to update any forward-looking
statements as a result of any new information, future events, changed expectations or otherwise.

And now, I’d like to turn the call over to Kent Murphy, Chairman, President and Chief Executive Officer of Luna Innovations.

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

Thank you Dale, and welcome to everyone on the call. We appreciate your continued interest and involvement with Luna. As I hope you have already seen from
our earnings release, the third quarter was very successful for us. The strong financial results continued to validate our strategy of investment in the product side
of our business and are in line with our long-term business model.

Our revenues increased 46% from the same quarter of last year. Product and license sales increased year-over-year by 146%, driving gross margins from 32% in
the third quarter of 2006 to 40% in our most recent quarter. With our more efficient cash usage, which was only $1.4
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million during the most recent quarter, and a growing backlog of new research opportunities, we feel we are well positioned for future growth. Dale will go over
quarterly financial results in more detail in a few moments.

I would like to discuss some of what’s been happening from an operational perspective in technology development, product and licensing and commercialization.
In my comments, I will also review what we believe that our achievements are setting the stage for significant opportunities going forward. After our remarks,
we’ll open up the call for your questions.

As most of you are already aware, Luna generates revenue in two ways. The first way is through technology development contracts that we enter into with
government agencies and commercial enterprises that share our strong interest in transitioning science to solutions.

On our technology development side of our business, for example, you may recall that our prior presentations that we believe our TRIMETASPHERE carbon
nanomaterials hold promise as an MRI contrast agent, and have the potential to overcome some of the limitations of the current technology. We continue to work
aggressively on a new approach to enhancing image contrast and allow safety during MRI procedures.

As a quick reminder, since June of last year, the FDA has been reviewing reports about patients who have developed a new disease called Nephrogenic Systemic
Fibrosis, or NSF, after receiving a Gadolinium [kelate-based] contrast agent during an MRI procedure. The cause of this rare and dangerous condition is not fully
understood, but NSF can cause severe joint problems, skin problems, kidney failure or renal failure.

This past May, federal health officials issued a black box warning, the strongest warning that the FDA requires when a drug carries a significant risk of serious or
even life threatening adverse effects, for all Gadolinium kelate-based MRI agents to warn physicians about the risk of NSF in patients with kidney problems since
the patients have more trouble ridding their body of today’s existing contrast agents on a timely basis.

Early results from studies we have been conducting using our exclusive TRIMETASPHERE carbon nanomaterials as a contrast agent are very encouraging.
We’ve completed extensive in-vitro studies and found our proprietary materials are a robust platform. If our findings are confirmed in further animal and human
testing, this development could become an important contribution to medical diagnosis in a couple of ways.

First, our tests continue to indicate the TRIMETASPHERE is a very effective in keeping the Gadolinium safely encapsulated, thereby reducing the risk that the
FDA has recently warned about. Also, the TRIMETASPHERE could potentially be a fundamental building block for a portfolio of novel agents designed to
reveal diagnostic information specific for different diseases.

For example, a new diagnostic could help patients with coronary artery disease, the most common type of heart disease and the condition that causes most heart
attacks and is the leading cause of death in the United States. Technologies that allow medical personnel to better evaluate how much plaque buildup has occurred
could improve the management of patients with this condition.

The goal in the near-term is to develop a partnership with a major player in the diagnostic imaging who will help us bring our technologies through to adoption in
the clinical environment. We’re looking at partners who are experienced and have a keen understanding of the marketplace and who already have a distribution
channel in place ready for the family of products based on our TRIMETASPHERE.

In addition to health solutions, there are other exciting things happening in our Danville nanoWorks facility. A major barrier to creating high-efficiency solar cells
is low solar energy conversion efficiencies. To remedy that, our scientists along with collaborators at three prominent universities are making remarkable progress
in the area of organic photovoltaics research, or OPVs.

Luna’s focus is develop OPVs with an increased efficiency rates beyond what has currently been achieved using our exclusive TRIMETASPHERE carbon
nanomaterial. We have a patent for use of TRIMETASPHEREs in solar cell research for several years. We are continuing to build our patent portfolio with new
developments through funded research with recent testing showing excellent results.

We are working vigorously to make our devices exceed the overall efficiency of state-of-the-art OPVs by using the improvements that TRIMETASPHEREs have
to offer. Once again, our goal here is to design our proprietary compound to enhance someone else’s solar energy products and not to be manufacturer of solar cell
products ourselves.

As you’ve just heard, it’s been an exciting quarter for our groups, working hard on nano-based products. We have realized some significant developments in a
number of different areas of application of our nanomaterials, and continue to receive new funding awards to continue progress towards the opportunities that
we’ve just described.
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In other updates, you may remember earlier in the year, we announced a multi-year program to develop a low-cost common, sensor electronics for ballistic
missile defense. The technology Luna is developing for the military will go into vehicles that are designed to intercept incoming ballistic missile warheads outside
the earth’s atmosphere and destroy them by means of high-speed collision, a practice commonly referred to as hit-to-kill. This past quarter, we delivered our first
sensor interface cards to the prime contractors on the kill vehicle program.

Now, let’s turn to another segment of our business, the sale of commercial products and licensing of our technology, primarily for the healthcare
telecommunications energy and defense markets. Starting with healthcare products, in the second quarter, we received the FDA clearance letter for our EDAC
QUANTIFIER for use in clinical settings in the United States. In Q3, we received the engineering test lab, or ETL mark certifying the EDAC meets safety
standards in the United States and Canada.

You may remember that we said that best means for realizing the value of this product was through a strategic marketing agreement with one of the major players
in the medical device market. We recently announced just such an agreement with Terumo Cardiovascular Systems, the world’s leading supplier of products for
cardiopulmonary bypass. Luna and Terumo are arranging for clinical trials with key opinion leaders. We seeking clearance on the device beyond the North
American market and investigating international partnerships.

We continue to make progress in our relationship of Intuitive Surgical, the world leader in robotic-assisted minimally invasive surgery. We are meeting or
exceeding expectations on their development track for incorporating our fiber optic-based shaped sensing and position tracking system for possible integration
into Intuitive Surgical’s products, which include the da Vinci Surgical System.

Turning to our instrumentation and test and measurement products. Luna Technology announced the expansion of its fiber optic test platform with the release of
the Optical Vector Analyzer, ELp. This new instrument in the OVA family is designed to characterize the polarization properties of fiber optic components for
high-speed optical networks. Using the industry standard for measuring polarization mode dispersion, the OVA ELp is a fast, economical tool. It provides
industry-leading accuracy and resolution in a single sweep of a tunable laser and offers a dynamic range in excess of 50 dB.

This additional model of our award-winning OVA device gives our customers an economical starting point with an upgrade path to a full vector analyzer, because
it allows those who already own a scanning laser the opportunity to use our OVA ELp rather than having to purchase the scanning laser that typically
accompanies our device.

Our partnership with JDSU in the development of new products aimed at the field deployable, or handheld platforms for installation and maintenance testing of
modern fiber optic networks is moving forward. We had hoped to launch this platform in the beginning of the year, but recent delays from subcontractors have put
us on track for later in the first half of 2008.

As we have discussed in prior quarters, our optical technology platform is the basis of our test and measurement gear, as well as the Intuitive Surgical shaped
sensing product and has many other potential applications. We have recently engaged in the industry-based feasibility studies using the platform in the areas of
intrusion detection and power generation and distribution platforms.

Overall, I’m feeling very positive about the trends in our business segments. Product sales are growing. We are continuing to sign new partnerships with world-
class entities and have a very strong pipeline of opportunities for our future.

Now, I’d like to turn the call over to Dale.

Dale Messick - Luna Innovations, Inc. - CFO

Thanks, Kent. For the third quarter of 2007, the Company earned revenues of $8.8 million, reflecting an increase of 46% compared to revenues of $6 million in
the third quarter of 2006. Technology development revenues increased to nearly $6 million for the most recent quarter, from $4.9 million in the year ago quarter
as we continue to successfully grow this segment of our business through winning new research opportunities and recruiting highly skilled employees.

A single new research program with a large value that we had expected to initiate in the third quarter was actually just signed in October. So we should expect to
see continued revenue growth into the fourth quarter in our technology development segment. In our product and license segment revenue increase 146% from
$1.2 million in the third quarter of 2006, to $2.9 million in the most recent quarter.
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Sales of our fiber optic test and measurement equipment were $1.5 million in the Q3 of 2007, compared to $0.9 million in the same quarter of last year. Third
quarter revenues from other product sales, product development and licensing activities grew to $1.3 million in 2007 third quarter, compared to $0.2 million in the
same quarter of 2006.

Our overall gross margin increased to 40% in the third quarter of 2007, compared to a 32% gross margin in the same quarter last year. Improvement year-over-
year can be mostly attributed to the continued shift in our revenue mix. Our higher margin product and license sales represented nearly 33% of total revenues in
the most recent quarter, versus 19% of total revenues in third quarter of last year.

Looking within business segments, the gross margin for our technology development line of business increased to 33% in Q3 of 2007 from 27% in the same
quarter of last year. Gross margins in our product and license business segment remained constant at 55%. Our total gross profit of $3.5 million for the third
quarter represents an 82% increase over the third quarter of last year.

Operating expenses were $5.5 million for the quarter this year, compared to $4.1 million in the third quarter of 2006. We noted on our call last quarter that
operating expenses had remained consistently in the range of $5.2 million to $5.4 million since the fourth quarter of 2006. Our expenses in the third quarter of
2007 are slightly above that range, due to the incremental costs were incurring and expect to continue to incur with respect to our outstanding litigation matters.
Accordingly, we do expect our operating expenses to continue to be at this level in the fourth quarter as well.

Our net loss was $1.8 million or $0.18 per share for the quarter, compared to a loss of $1.9 million or $0.20 per share in the third quarter of 2006. Overall, the
operating results for the third quarter are consistent with the trends we’ve seen in earlier quarters. For the first nine months of 2007, revenues have increased 53%
including 164% increase in product and license revenues.

Our overall gross margin percentage increased to 37% compared to 30% for the first nine months of last year, and our net loss for the first three quarters of this
year improved to $6.7 million or $0.66 per share, from $6.8 million or $0.87 per share in the first three quarters of 2006.

We ended the third quarter with a cash balance of $12.5 million, reflecting a net cash usage during the quarter of approximately $1.4 million. Cash used in
operations for the quarter were $1.2 million, principally reflecting our net loss of $1.8 million, offset by non-cash charges for depreciation and amortization of
$0.4 million, and share base compensation of $0.6 million, recognized in the third quarter, as well as various changes in working capital accounts during the
quarter.

This rate of cash used in operations of $1.2 million in the most recent quarter, compares very favorably to cash used in operations of $3.6 million in the third
quarter of last year. We used $0.2 million in cash in investing activities, representing our acquisition of fixed assets during the quarter of $0.1 million and
capitalized costs associated with our intellectual property of $0.1 million, as well. And cash flows from financing activities were insignificant during the quarter.

Looking forward to the fourth quarter of this year, we currently expect revenues to be approximately $9.3 million. Accordingly, we now expect our full year 2007
revenues to be approximately $33 million, rather than our earlier guidance of $30 million to $32 million for the year. We expect our net loss for the year to be in
the range of $8.5 million to $9 million, compared to our earlier guidance of $9 million to $9.5 million.

Moving ahead to 2008, we’ve not yet finalized and approved our budget for next year, at this time, and therefore, I’m not prepared to give bottom line guidance at
this point. However, I will tell you based on the work that we’ve done thus far in the business plan for next year, I currently believe the range of $41 million to
$42 million in total revenues for the year appears to be a reasonable expectation.

And with that, I’ll turn the call back over to Kent.

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

Thank you, Dale. I’m excited about the progress we are making, and we’re ready to receive any questions you may have. I’ll turn the call back over to Rob.
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QUESTION AND ANSWER

Operator

Thank you, sir.

(OPERATOR INSTRUCTIONS)

And your first question comes from the line of Michael Lew of ThinkEquity.

Michael Lew - ThinkEquity - Analyst

Hi, guys, Kent and Dale. Nice progress on the quarter.

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

Thank you, Michael.

Michael Lew - ThinkEquity - Analyst

Yes, the question I have is could you elaborate on the [marketing release through put for] Terumo? I mean, how many leads or potential opportunities has it
generated so far? And also, what are the terms and also the contract durations? How long is the agreement in place before it’s up for review?

Dale Messick - Luna Innovations, Inc. - CFO

Well, as you know, we actually didn’t file that agreement, but all I can tell you about it is that it is a marketing agreement. It is for them to provide leads to us as
they go out and meet with their customers. They are going to help us to develop the clinical trials that we believe are necessary to move this product forward. And
as far as duration goes, it’s not a long-term agreement. It’s more of an annual agreement and gives both sides the opportunity to exit if we don’t believe that the
right traction is there.

Michael Lew - ThinkEquity - Analyst

Okay. And then also, with regards to TRIMETASPHERE, which we talked before about keeping the [Gad] in the bag. Could you discuss — I mean how many
discussions have you had with potential partners? Like, how long do you expect discussions to progress or proceed before we can expect another step taken
forward?

Dale Messick - Luna Innovations, Inc. - CFO

Yes, we’re in discussions with a couple of different potential partners. I think that we should expect that it will take a while for us to actually get to an agreement.
These are very large entities that we’re dealing with, and we certainly need to go through the right processes with them internally. This is a big deal for us and we
want to make sure that we get signed up with the right entity that’s going to really help us move it forward successfully.

Michael Lew - ThinkEquity - - Analyst

Okay. On the partners, are they both domestic and international, that you’re talking with?

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

We’re talking to a half dozens different organizations as possible partners there and they are crossing international.

Michael Lew - ThinkEquity - Analyst

Okay. Thank you.
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Dale Messick - Luna Innovations, Inc. - CFO

Thanks, Michael.

Operator

And you’re next question is from the line of [Glen Yef] of [Stock Dock Partners].

Glen Yef - Stock Dock Partner - Analyst

Thank you very much. One of the challenges with understanding your company is that you cross so many different areas, medical and technology. And while I
hope I can appreciate the medical applications and their significance, I’m totally ignorant on the high-tech and energy side.

And I was just wondering, given all the interest that we’ve seen in solar cell related companies in the stock market over the past month, if you could kind of give
a dummy-downed explanation of exactly what it is that your efforts are geared towards, and if they have any relationship whether someone uses silicone or not as
the basis for their solar cell. And, over what period of time might we see some data pertaining to your efforts there? Thank you so much.

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

The silicone world certainly dominates this solar cell world today. Organic solar cells are up and coming. They have a very small percentage of the total market
share today in solar cells. Their efficiencies are reported around 5% efficient. To really be commercially viable, they really are shooting to get efficiencies up
above 10%, and then that opens up some very, very large markets.

We currently are using our TRIMETASPHEREs to help improve those efficiencies. We believe that data will be forthcoming in the next two quarters, maybe
sooner, that will show significant improvements in the efficiencies of organic solar cells. And we don’t intend to go into the organic solar cell business. We would
sell the material that enhances their performance for someone else.

Glen Yef - Stock Dock Partner - Analyst

Great. Thank you very much.

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

You’re welcome.

Operator

(OPERATOR INSTRUCTIONS)

And we have a follow-up from the line of Michael Lew.

Michael Lew - ThinkEquity - Analyst

Yes, also on the military front, you talk about delivering the first sensor interface cards. What’s the status or feedback, and when do you expect to deliver more
products to the military?
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Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

We’ve got tremendously positive feedback on our delivering and demonstration from the military customer, as well as the defense contractors that we’re working
with in that space. We’re waiting for the next phase, which is hopefully a significant order for those parts.

Michael Lew - - ThinkEquity - Analyst

And the next stage, you think would be near-term, within six months, maybe, or — ?

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

We believe it will.

Michael Lew - ThinkEquity - Analyst

Okay. Thanks. Thank you.

Operator

And once again, ladies and gentlemen — we have no questions in queue. So, I’d like to turn the call back over to management for closing remarks.

Kent Murphy - Luna Innovations, Inc. - Chairman, President and CEO

Thank you again for your interest in Luna and your participation on the call today. We look forward to speaking with you again on our fourth quarter earnings
call.

Operator

Ladies and gentlemen, thank you for your participation in today’s event. This concludes the presentation. You may now safely disconnect at any time, and have a
great day.

DISCLAIMER

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE COMPANY’S
CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO PROVIDE AN ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS,
OMISSIONS, OR INACCURACIES IN THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. IN NO WAY DOES THOMSON
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY RESPONSIBILITY FOR ANY INVESTMENT OR
OTHER DECISIONS MADE BASED UPON THE INFORMATION PROVIDED ON THIS WEB SITE OR IN ANY EVENT TRANSCRIPT. USERS ARE
ADVISED TO REVIEW THE APPLICABLE COMPANY’S CONFERENCE CALL ITSELF AND THE APPLICABLE COMPANY’S SEC FILINGS
BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS.
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