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KATY INDUSTRIES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
AS OF JULY 1, 2016 AND DECEMBER 31, 2015
(Amounts in Thousands)

(Unaudited)
July 1, December 31,
2016 2015
Assets
Current Assets:
Cash $75 $ 53
Accounts receivable, net 14,352 12,211
Inventories, net 15,313 19,267
Other current assets 2,333 2,164
Total current assets 32,073 33,695
Other Assets:
Goodwill 8,377 8,377
Intangibles, net 20,339 20,877
Other 1,804 1,747
Total other assets 30,520 31,001
Property and Equipment:
Land and improvements 535 535
Buildings and improvements 6,859 6,269
Machinery and equipment 46,418 44,617

53,812 51,421
Less - Accumulated depreciation  (37,631) (36,646 )

Property and equipment, net 16,181 14,775
Total assets $78,774 $ 79,471

See Notes to Condensed Consolidated Financial Statements.
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KATY INDUSTRIES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
AS OF JULY 1, 2016 AND DECEMBER 31, 2015
(Amounts in Thousands, Except Share Data)
(Unaudited)

Liabilities and Stockholders' Deficit
Current Liabilities:

Accounts payable

Book overdraft

Accrued compensation

Accrued expenses

Deferred revenue

Current maturities of long-term debt
Revolving credit agreement

Total current liabilities

Payable to Related Party
Long-Term Debt

Other Liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (Note 9)
Stockholders' Deficit

15% Convertible preferred stock, $100 par value; authorized 1,200,000 shares; issued and

outstanding 1,131,551 shares; liquidation value $113,155

Common stock, $1 par value; authorized 35,000,000 shares; issued 9,822,304 shares

Additional paid-in capital

Accumulated other comprehensive loss
Accumulated deficit

Treasury stock, at cost, 1,871,128 shares
Total stockholders' deficit

Total liabilities and stockholders' deficit

See Notes to Condensed Consolidated Financial Statements.
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July 1,
2016

$23,084
588
1,130
7,809
41
2,263
22,981
57,896
4,564
20,934
7,331
90,725

108,256
9,822
27,110
(1,617 )
(134,085)
(21,437 )
(11,951 )
$78,774

December 31,
2015

$ 20,440
918
1,149
7,142
130
1,143
23,969
54,891
4,268
21,435
7,615
88,209

108,256
9,822
27,110
(1,631
(130,858
(21,437
(8,738

$ 79,471

~— N
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KATY INDUSTRIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
FOR THE THREE AND SIX MONTHS ENDED JULY 1, 2016 AND JUNE 26, 2015

(Amounts in Thousands, Except Per Share Data)

(Unaudited)
EESC;MOchS Six Months Ended
July 1, June 26, July 1, June 26,
2016 2015 2016 2015
Net sales $30,138 $31,344 $58,532 $52,654
Cost of goods sold 26,723 26,152 50,497 44,257
Gross profit 3,415 5,192 8,035 8,397
Selling, general and administrative expenses 3,879 4,374 7,834 7,626
Severance, restructuring and related charges 235 537 761 2,137
Operating (loss) income (699 ) 281 (560 ) (1,366)
Interest expense (1,324) (1,291) (2,716) (1,500)
Other, net 34 37 64 65
Loss before income tax expense (1,989) (973 ) (3,212) (2,801)
Income tax expense 9 ) (7 )y (15 ) (A5 )
Net loss $(1,998 ) $(980 ) $(3,227) $(2,816)
Other comprehensive (loss) income:
Foreign currency translation 9 ) 26 ) 14 &4 )
Total comprehensive loss $(2,007 ) $(1,006) $(3,213) $(2,900)

Loss per share of common stock - Basic & Diluted  $(0.25 ) $(0.12 ) $(0.41 ) $(0.35 )

Weighted average common shares outstanding:
Basic 7,951 7,951 7,951 7,951
Diluted 7,951 7,951 7,951 7,951

See Notes to Condensed Consolidated Financial Statements.
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KATY INDUSTRIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE SIX MONTHS ENDED JULY 1, 2016 AND JUNE 26, 2015
(Amounts in Thousands)

(Unaudited)
Six Months Ended
July 1,  June 26,
2016 2015
Cash flows from operating activities:
Net loss $(3,227) $(2,816 )
Depreciation 1,040 1,301
Amortization of intangible assets 537 242
Amortization of debt issuance costs 74 114
Stock-based compensation 24 63
Payment In Kind interest expense 564 227
Other 20 ) -

(1,008) (869 )
Changes in operating assets and liabilities:

Accounts receivable (2,158) (1,886 )
Inventories 3,920 (2,049 )
Other assets (155 ) @349 )
Accounts payable 1,960 4,250
Accrued expenses 652 421
Payable to related party 250 337
Deferred revenue 89 ) (89 )
Other liabilities (628 ) 1,215

3,752 1,850
Net cash provided by operations 2,744 981

Cash flows from investing activities:

Payment for acquisition, net of cash received - (23,855)
Capital expenditures (1,348) (1,437 )
Net cash used in investing activities (1,348) (25,292)
Cash flows from financing activities:

Net borrowings on revolving credit facility (988 ) 3,465
Proceeds from term loan facility - 24,000
Payment on capital lease obligation 44 ) -
Decrease in book overdraft (330 ) @406 )
Direct costs associated with debt facilities 94 ) (2,627 )
Net cash (used in) provided by financing activities (1,456) 24,432
Effect of exchange rate changes on cash 82 139 )
Net increase (decrease) in cash 22 (18 )
Cash, beginning of period 53 66

Cash, end of period $75 $48

Supplemental cash flows disclosure:
Interest paid $1,714 $813
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Income taxes paid $21 $30
Supplemental information of non-cash investing and financing activities:

Accrued contingent earnout payment $- $2,000
Capital leases included in accrued expenses and other noncurrent liabilities  $428 $-
Capital expenditures included in accounts payable $621 $526
Collateralized debt fees included in accrued expenses $240 $-

See Notes to Condensed Consolidated Financial Statements.
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KATY INDUSTRIES, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1. SIGNIFICANT ACCOUNTING POLICIES

Consolidation Policy and Basis of Presentation — The condensed consolidated financial statements include the accounts
of Katy Industries, Inc. and subsidiaries in which it has a greater than 50% voting interest or significant influence,
collectively “Katy” or the “Company”. All significant intercompany accounts, profits and transactions have been
eliminated in consolidation. The Condensed Consolidated Balance Sheet at July 1, 2016 and the related Condensed
Consolidated Statements of Operations and Comprehensive Loss for the three and six months ended July 1, 2016 and
June 26, 2015 and Condensed Consolidated Statement of Cash Flows for the six months ended July 1, 2016 and June
26, 2015 have been prepared without audit, pursuant to the rules and regulations of the Securities and Exchange
Commission, and reflect all adjustments (consisting only of normal recurring adjustments) which are, in the opinion of
management, necessary for a fair presentation of the financial condition, results of operations and cash flows of the
Company for the interim periods. Interim results may not be indicative of results to be realized for the entire year.

The condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto, together with management’s discussion and analysis of financial condition and results of
operations, contained in the Company’s Annual Report on Form 10-K for the year ended December 31, 2015. The
Condensed Consolidated Balance Sheet as of December 31, 2015 was derived from audited financial statements, but
does not include all disclosures required by accounting principles generally accepted in the United States (“GAAP”).

Fiscal Year — The Company operates and reports using a 4-4-5 fiscal year which always ends on December 31. As a
result, December and January do not typically consist of five and four weeks, respectively. The three months ended
July 1, 2016 and June 26, 2015 consisted of 64 and 63 shipping days, respectively. The six months ended July 1, 2016
and June 26, 2015 consisted of 129 and 123 shipping days, respectively.

Use of Estimates — The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Inventories — At July 1, 2016 and December 31, 2015, approximately 58% and 67%, respectively, of Katy’s inventories
were accounted for using the last-in, first-out (“LIFO”) method of costing, while the remaining inventories were
accounted for using the first-in, first-out (“FIFO”’) method. Current cost, as determined using the FIFO method,
exceeded LIFO cost by $3.6 million at July 1, 2016 and December 31, 2015. The components of inventories are as
follows as of July 1, 2016 and December 31, 2015, respectively (amounts in thousands):

July 1, December 31,
2016 2015

Raw materials $9,760 $ 11,262
Finished goods 9,863 12,380
Inventory reserves (687 ) (738 )
LIFO reserve (3,623 ) (3,637 )
$15,313 $ 19,267

Fair Value Measurement and Financial Instruments — Fair value is a market-based measurement, not an entity-specific
measurement, defined as the price that would be received to sell an asset or transfer a liability in an orderly transaction
between market participants at the measurement date. Various valuation techniques exist for measuring fair value,
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including the market approach (comparable market prices), the income approach (present value of future income or
cash flow), and the cost approach (cost to replace the service capacity of an asset or replacement cost). These
valuation techniques are based upon observable and unobservable inputs. Observable inputs reflect market data
obtained from independent sources, while unobservable inputs reflect the Company’s market assumptions. The
authoritative accounting guidance for fair value provides a hierarchy that prioritizes these two inputs to valuation
techniques used to measure fair value into three broad levels.
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The following is a brief description of those three levels:

-Level 1: Observable inputs such as quoted prices for identical assets or liabilities in active markets.

Level 2: Observable inputs other than quoted prices that are directly or indirectly observable for the asset or liability,
including quoted prices for similar assets or liabilities in active markets; quoted prices for similar or identical assets
“or liabilities in markets that are not active; and model-derived valuations whose inputs are observable or whose
significant value drivers are observable.

-Level 3: Unobservable inputs that reflect the reporting entity’s own assumptions.

The Company determines the fair value of its pension assets annually primarily based on the fair value of underlying
investments and market-based inputs (Level 2) and are evaluated by a third-party. The Company does not have any
unobservable inputs (Level 3).

Share-Based Payment — Compensation cost recognized during the three and six months ended July 1, 2016 and June
26, 2015 includes compensation cost for outstanding stock appreciation rights (“SARs”) as of July 1, 2016 and June 26,
2015 based on the July 1, 2016 and the June 26, 2015 fair values, respectively. The Company re-measures the fair
value of SARs each reporting period until the award is settled and compensation expense is recognized each reporting
period for changes in fair value and vesting.

Compensation expense is included in selling, general and administrative expense in the Condensed Consolidated
Statements of Operations. The components of compensation expense are as follows for the three and six months

ended July 1, 2016 and June 26, 2015, respectively (amounts in thousands):

Three Months Ended Six Months Ended

July 1, June 26, July 1, .;%ne
2016 2015 2016 2015

Stock appreciation right (income) expense $ (8 ) $ 43 $ 24 $ 63

The fair value of SARs, a liability award, was estimated at July 1, 2016 and June 26, 2015 using a Black-Scholes
option pricing model. The Company estimated the expected term by averaging the minimum and maximum lives
expected for each award. In addition, the Company estimated volatility by considering its historical stock volatility
over a term comparable to the remaining expected life of each award. The risk-free interest rate is the current yield
available on U.S. treasury issues with a remaining term equal to each award. The Company estimates forfeitures
using historical results. Its estimates of forfeitures will be adjusted over the requisite service period based on the
extent to which actual forfeitures differ, or are expected to differ, from their estimate. The assumptions for expected
term, volatility and risk-free rate are presented in the table below as of July 1, 2016 and June 26, 2015, respectively:

July 1, June 26,

2016 2015
Expected term (years) 0.2 - 5.0 1.2-5.0
Volatility 181.2% - 305.34% 149.8% - 323.0%
Risk-free interest rate 0.2% - 1.0% 0.4% - 1.7%

Accumulated Other Comprehensive Loss — The components of accumulated other comprehensive loss are foreign
currency translation adjustments and pension and other postretirement benefits adjustments. The balance of the

11
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foreign currency translation adjustments account was $1.0 at July 1, 2016 and December 31, 2015. The balance of the
pension and other postretirement benefits adjustments account was $0.7 million at July 1, 2016 and December 31,
2015.

Segment Reporting — Operating segments are components of an enterprise about which separate financial information
is available that is evaluated regularly by the chief decision maker or group in deciding how to allocate resources and
in assessing performance. The Company’s chief decision maker reviews the results of operations and requests for
capital expenditures based on one industry segment: manufacturing, importing, distributing commercial cleaning,
storage, and structural foam products. The Company’s entire revenue is generated through this segment.

8
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Reclassifications — The Company adopted Accounting Standards Update (“ASU”’) 2015-03, Interest-Imputation of
Interest (Subtopic 835-30): Simplifying the Presentation of Debt Issuance Costs (“ASU 2015-03") during the first
quarter of fiscal 2016. As shown in the table below, pursuant to the guidance in ASU 2015-03, we have reclassified
unamortized debt issuance costs associated with our term loan (see Note 4 for detail) in our previously reported
Condensed Consolidated Balance Sheets as of December 31, 2015 to conform to our presentation as of July 1, 2016 as
follows (amounts in thousands):

As As

pDreecS:?rfl:Celr Reclassifications ia)d élcl:iger

31, 2015 31,2015
Other assets $ 3,882 $ (2,135 ) $1,747
Current maturities of long-term debt 1,800 (657 ) 1,143
Long-term debt 22913 (1,478 ) 21,435

As shown in the table below, pursuant to the guidance in ASU 2015-03, we have reclassified unamortized debt
issuance costs associated with our term loan (see Note 4 for detail) in our previously reported Condensed
Consolidated Statements of Cash Flows as of June 26, 2015 to conform to our presentation as of July 1, 2016 as
follows (amounts in thousands):

As As
presented o adjusted
June 26, Reclassifications June 26,
2015 2015
Amortization of debt issuance costs $ 278 $ (164 )$ 114
Accrued expenses 257 164 421

Note 2. RECENT ACCOUNTING PRONOUNCEMENTS

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU” or
“Update”) No. 2014-09, “Revenue from Contracts with Customers." This ASU is a comprehensive new revenue
recognition model that requires a company to recognize revenue to depict the transfer of goods or services to a
customer at an amount that reflects the consideration it expects to receive in exchange for those goods or services.
This ASU is effective for annual reporting periods beginning after December 15, 2016 and early adoption is not
permitted. On July 9, 2015 the FASB voted to defer the effective date of this standard by one year to December 15,
2017 for the interim and annual reporting periods beginning after that date and permitted early adoption of the
standard, but not before the original effective date of December 15, 2016. Companies may use either a full
retrospective or modified retrospective approach to adopt this ASU. We are currently evaluating which transition
approach to use and the full impact this ASU will have on our future financial statements.

In July 2015, the FASB issued ASU 2015-11, “Inventory (Topic 330),” authoritative guidance to simplify the
subsequent measurement of inventory. Under this new standard, an entity should measure inventory at the lower of
cost or net realizable value. Net realizable value is the estimated selling price in the ordinary course of business, less
reasonably predictable costs of completion, disposal, and transportation. The guidance is effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2016. The amendments in this guidance
should be applied prospectively with earlier application permitted as of the beginning of an interim or annual reporting
period. The Company does not believe this will have any material impact on its financial statements.

In November 2015, the FASB issued ASU No. 2015-17, “Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes,” which simplifies the reporting of deferred tax positions, requiring deferred tax assets and liabilities to

13
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be classified as noncurrent in the Consolidated Balance Sheets, as opposed to current and noncurrent classification
under current GAAP. This guidance is effective for fiscal years beginning after December 15, 2016, with early
adoption permitted. The Company does not believe this will have any material impact on its financial statements.

In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842),” which requires lessees to recognize a
right-of-use asset and lease liability for all leases with terms of more than 12 months. Recognition, measurement and
presentation of expenses will depend on classification as a finance or operating lease. This guidance is effective for
fiscal years beginning after December 15, 2018, with early adoption permitted. The Company is currently evaluating
the impact to its future financial statements.

9
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Note 3. LOSS PER SHARE

The condensed consolidated financial statements include basic and diluted loss per share. Diluted per share
information is calculated by considering the impact of potential common stock on the weighted average shares
outstanding. Potential common stock consists of (a) incremental shares that would be available for issuance upon the
assumed exercise of stock options “in the money” based on the average stock price for the respective period and (b)
convertible preferred shares (see Note 8), accounted for using the “if converted” basis, which assumes their conversion
to common stock at a ratio of 16.6:1.

As of July 1, 2016 and June 26, 2015, all options had expired. At July 1, 2016 and June 26, 2015, 1,131,551
convertible preferred shares were outstanding, which are in total, convertible into 18,859,183 shares of the Company’s
common stock. Convertible preferred shares were not included in the calculation of diluted loss per share for the three
and six months ended July 1, 2016 and June 26, 2015 because of their anti-dilutive impact as a result of the Company’s
net loss position.

Note 4. DEBT
Long-term debt consists of the following as of July 1, 2016 and December 31, 2015 (amounts in thousands):

July 1, December 31,

2016 2015

Revolving loans payable $22,981 $ 23,969
Second Lien term loan 25,231 24,713

Debt issuance costs (2,034 ) (2,135 )
Total debt 46,178 46,547

Less revolving loans payable, classified as current ~ (22,981) (23,969 )
Less current maturities (3,000 ) (1,800 )
Less current debt issuance costs 737 657
Long-term debt $20,934 $ 21,435

First Lien Credit Agreement

On February 19, 2014, the Company and BMO Harris Bank N.A. (“BMO”) entered into a Credit and Security
Agreement (the “Original BMO Credit Agreement or, as subsequently amended, the “BMO Credit Agreement”), which
provided the Company a $27.0 million revolving credit facility, including a $3.0 million sub-limit for letters of credit.
The proceeds of the Company’s initial borrowing under the BMO Credit Agreement were used to repay the Company’s
prior credit facility, finance the acquisition of FT'W Holdings, Inc., and pay certain fees and expenses related to the
negotiation and consummation of the Original BMO Credit Agreement. All extensions of credit under the BMO

Credit Agreement are collateralized by a first priority security interest in and lien upon substantially all present and
future assets and properties of the Company.

On April 7, 2015, the Company, Continental Commercial Products, LLC, a Delaware limited liability company,
2155735 Ontario Inc., an Ontario corporation, CCP Canada Inc., an Ontario corporation, FTW Holdings, Inc., a
Delaware corporation, and Fort Wayne Plastics, Inc., an Indiana corporation, wholly owned direct or indirect
subsidiaries of the Company (the foregoing, including the Company, the “Borrowers”), and BMO, as lender entered into
Amendment No. 1 to the Original BMO Credit Agreement (‘“Amendment No. 1”°) to amend the Original BMO Credit
Agreement and to obtain the consent of BMO for the acquisition of a manufacturing facility in Tiffin, Ohio.

15
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Pursuant to Amendment No. 1, the revolving credit facility under the Original BMO Credit Agreement was increased
from an amount not to exceed $27.0 million to an amount not to exceed $33.0 million. The revolving credit facility
under the BMO Credit Agreement continues to include a $3.0 million sub-limit for letters of credit. The proceeds
advanced under the BMO Credit Agreement on April 7, 2015 were used to pay certain fees and expenses related to the
negotiation and consummation of Amendment No. 1 and the acquisition of our Tiffin, Ohio manufacturing facility (as
described in Note 10). Subject to the terms of an Intercreditor and Subordination Agreement, dated as of April 7,

2015 (the “Intercreditor Agreement”), between BMO and the SL Agent (as defined below), all extensions of credit under
the BMO Credit Agreement are collateralized by a first priority security interest in and lien upon substantially all

present and future assets and properties of the Borrowers.

10
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The Original BMO Credit Agreement was further amended pursuant to Amendment No. 1 to extend the maturity date
of the credit facility from February 17, 2017 to April 7, 2018. The borrowing base continues to be determined by
eligible inventory, accounts receivable, machinery and equipment and owned real estate amounting to $24.8 million at
July 1, 2016 and $27.3 million at December 31, 2015, respectively. The borrowing base under the BMO Credit
Agreement is reduced by the outstanding amount of standby and commercial letters of credit. Currently, the
Company’s largest letters of credit relate to its casualty insurance programs. Total outstanding letters of credit were
$1.6 million and $1.1 million at July 1, 2016 and December 31, 2015, respectively.

Borrowings under the BMO Credit Agreement continue to bear interest at a per annum rate equal to, at the Borrower’s
option, (a) the Base Rate plus applicable Base Rate Margin, which varies from 0.50% to 1.00% based on average
excess availability, or (b) reserve adjusted Eurodollar Rate plus the applicable Eurodollar Rate Margin, which varies
from 1.50% to 2.00% based on average excess availability. The Base Rate is the greatest of (i) BMO Harris’ prime
commercial rate as in effect on such day, (ii) the sum of the Fed Funds rate for such day plus 0.5%, and (iii) the
Eurodollar Rate for one month plus 1.50%. The Eurodollar Rate is the British Bankers Association LIBOR Rate, as
published by Reuters (or other commercially available source) with a term equivalent to the applicable one, two, three
or six month interest period. An unused commitment fee of 25 basis points per annum is payable quarterly on the
average unused amount under the BMO Credit Agreement.

Amendment No. 1 amended the consolidated fixed charge coverage ratio under the Original BMO Credit Agreement
and added a maximum annual capital expenditures, minimum consolidated EBITDA, minimum availability and a
leverage ratio covenant. Amendment No. 1 also amended the Original BMO Credit Agreement to permit the secured
second lien credit facility described below.

On December 15, 2015, the Company entered into Amendment No. 2 to the Credit and Security Agreement to amend
the BMO Credit Agreement to redefine the definition of EBITDA to exclude certain non-recurring expenses
associated with the Company’s former Bridgeton, Missouri facility.

On March 30, 2016, the Company entered into Amendment No. 3 to the Credit and Security Agreement and Waiver
(“Amendment No. 3”) to amend the BMO Credit Agreement to provide the Borrowers with additional flexibility under
certain financial covenants in future periods ending in 2016 and waive certain covenant defaults for the quarter ended
December 31, 2015. Further, Amendment No. 3 replaces the consolidated fixed charge coverage ratio covenant for the
test period for the fiscal quarters ending on or closest to March 31, 2016, June 30, 2016, September 30, 2016 and
December 31, 2016 and provides for monthly testing of the minimum consolidated EBITDA and leverage ratio
financial covenants for the monthly period ending on or closest to the last day of each month from March 2016
through September 2016 in lieu of quarterly testing during such period.

Amendment No. 3 provides that a termination fee shall be payable in the event that the revolving credit commitment
under the BMO Credit Agreement is terminated prior to the revolving credit maturity date. The termination fee is
equal to 2% of the revolving credit commitment of $33.0 million if the revolving credit commitment is terminated on
or before the first anniversary of Amendment No. 3 or 1% if the revolving credit commitment is thereafter terminated
prior to the revolving credit maturity date under the BMO Credit Agreement.

The BMO Credit Agreement continues to require a lockbox agreement which provides receipts (subject to certain
exceptions) to be swept daily to reduce borrowings outstanding. This provision in the BMO Credit Agreement causes
the BMO Credit Agreement to be classified as a current liability, per guidance in the Accounting Standards
Codification established by the Financial Accounting Standards Board. The BMO Credit Agreement does not expire
or have a maturity date within one year, but rather has a final maturity date of April 7, 2018.

On August 11, 2016, the Company entered into Amendment No. 4 and Forbearance Agreement (the “Forbearance
Agreement”), further amending the BMO Credit Agreement (see Note 12). Pursuant to the Forbearance Agreement,

17



Edgar Filing: KATY INDUSTRIES INC - Form 10-Q

BMO agreed, among other things, to forbear from exercising its rights and remedies under the BMO Credit
Agreement in respect of existing defaults and certain other anticipated defaults for a period of up to six months.

Second Lien Credit Facility

On April 7, 2015, the Company, Continental Commercial Products, LLC, a Delaware limited liability company, FTW
Holdings, Inc., a Delaware corporation, and Fort Wayne Plastics, Inc., an Indiana corporation, as borrowers (the “SL
Borrowers”) and 2155735 Ontario Inc., an Ontario corporation, and CCP Canada Inc., an Ontario corporation, as
guarantors (the “Guarantors,” together with the SL Borrowers, the “SL Obligors”) entered into a Second Lien Credit and
Security Agreement, dated as of April 7, 2015, among the SL Obligors, Victory Park Management, LLC, as Agent

(the “SL Agent”), and the lenders party thereto (the “Second Lien Credit Agreement”).

11
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The Second Lien Credit Agreement provides the SL Borrowers with a $24.0 million term loan. The proceeds of the
term loan were used to pay certain fees and expenses related to the negotiation and consummation of the credit facility
and the acquisition of our Tiffin, Ohio manufacturing facility (see Note 10). Subject to the terms of the Intercreditor
Agreement, all extensions of credit under the Second Lien Credit Agreement are collateralized by a second priority
security interest in and lien upon substantially all present and future assets and properties of the SL. Obligors.

The term loan under the Second Lien Credit Agreement originally bore interest (i) at a cash interest rate of the LIBOR
(One Month) Rate then in effect plus 9.5% per annum and (ii) a Payment in Kind (“PIK”) interest rate equal to 4.00%
per annum. The PIK interest is added to long-term debt per the Second Lien Credit Agreement as it is not due until
maturity. The interest rate was modified pursuant to the Fourth Amendment to the Second Lien Credit and Security
Agreement, as described in Note 12. The maturity date of the credit facility under the Second Lien Credit Agreement
is April 6, 2019.

Pursuant to the Second Lien Credit Agreement, the SL. Borrowers are required to make quarterly amortization
payments and annual excess cash flow prepayments equal to 25% of annual excess cash flow as defined in the
agreement. The Second Lien Credit Agreement includes the following financial covenants: a consolidated fixed
charge coverage ratio, a maximum annual capital expenditures, a minimum consolidated EBITDA, a minimum
availability under the BMO Credit Agreement and a leverage ratio.

On December 15, 2015, the Company entered into Amendment No. 1 to the Second Lien Credit Agreement to amend
the Second Lien Credit Agreement to redefine the definition of EBITDA to exclude certain non-recurring expenses
associated with the Company’s former Bridgeton, Missouri facility.

On March 30, 2016, the SL Obligors entered into a Limited Waiver and Amendment to the Second Lien Credit
Agreement (the “Second Lien Amendment No. 2”) to further amend the Second Lien Credit Agreement. The Second
Lien Amendment No. 2 provides the SL Borrowers with additional flexibility under certain financial covenants in
future periods ending in 2016 and waives certain covenant defaults for the quarter ended December 31, 2015. Further,
the Second Lien Amendment No. 2 replaces the consolidated fixed charge coverage ratio covenant for the test period
for the fiscal quarters ending on or closest to March 31, 2016, June 30, 2016, September 30, 2016 and December 31,
2016 and provides for monthly testing of the minimum consolidated EBITDA and leverage ratio financial covenants
for the monthly period ending on or closest to the last day of each month from March 2016 through September 2016
in lieu of quarterly testing during such period.

On July 22, 2016, the Company entered into Amendment No. 3 to the Second Lien Credit Agreement (the “Third
Amendment”), pursuant to which the SL Agent extended an additional $750,000 term loan to the Company (see Note
12). The Third Amendment did not materially modify the terms of the Second Lien Credit Agreement.

On August 11, 2016, the Company entered into the Fourth Amendment to the Second Lien Credit and Security
Agreement, which further amended the Second Lien Credit Agreement (see Note 12).

For the three and six months ended July 1, 2016, the Company had amortization of debt issuance costs, included
within interest expense, of $0.2 million and $0.4 million, respectively. For the three and six months ended June 26,
2015, the Company had amortization of debt issuance costs, included within interest expense, of $0.2 million and $0.3
million, respectively.

12
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Capital [ease

In February 2016, the Company entered into a capital lease agreement to acquire certain manufacturing equipment.
The Company is obligated to make sixty monthly payments of $8,818. At the inception of the lease, the Company
recorded an asset and a capital lease obligation equal to the present value of minimum lease payments equal to
approximately $0.5 million. At July 1, 2016, the current and long term capital lease obligation of $0.1 million and
$0.3 million were recorded in accrued expenses and other noncurrent liabilities on the Condensed Consolidated
Balance Sheets. Aggregate remaining scheduled maturities of the capital lease obligation as of July 1, 2016 are as
follows (amounts in thousands):

Six months ended December 31, 2016  $44

Year ended December 31, 2017 106
Year ended December 31, 2018 106
Year ended December 31, 2019 106
Year ended December 31, 2020 106
Thereafter 7
Amount representing interest payments (47 )
Total capital lease obligation $428

Note 5. RETIREMENT BENEFIT PLANS

Certain subsidiaries have frozen pension plans covering substantially all of their employees. These plans are
noncontributory, defined benefit pension plans. The benefits to be paid under these plans are generally based on
employees’ retirement age and years of service. The Company’s funding policies, subject to the minimum funding

requirements of employee benefit and tax laws and as determined on an actuarial basis, provide the plans with assets

sufficient to meet the benefit obligations. Plan assets consist primarily of fixed income investments, corporate
equities and government securities. The Company also provides certain health care and life insurance benefits for
some of its retired employees. The postretirement health plans are unfunded.

Information regarding the Company’s net periodic benefit cost for pension and other postretirement benefit plans for

the three and six months ended July 1, 2016 and June 26, 2015 is as follows (amounts in thousands):

Three Months Ended Six Months Ended

July 1, June 26, July 1, élgne
2016 2015 2016 2015
Components of net periodic benefit cost:
Interest cost $ 14 $ 14 $ 29 $ 29
Expected return on plan assets (16 ) a7z )y 32 ) 33 )
Amortization of net loss 10 12 20 24
Net periodic benefit cost $ 8 $9 $ 17 $ 20
Other Benefits
Three Months
Ended Six Months Ended
July

1, June 26, July 1, June 26,
2016 2015 2016 2015
Components of net periodic benefit cost:
Interest cost $12 § 13 $ 25 $ 25
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Amortization of net loss 5 9 10 17
Net periodic benefit cost $17 $ 22 $ 35 $ 42

During the six months ended July 1, 2016, the Company made contributions of $31,000 to the pension plans. The
Company expects to contribute an additional $30,000 to pension plans throughout the remainder of 2016. The
Company uses a December 31 measurement date for its pension and other postretirement benefit plans. The fair value
of plan assets was determined by inputs to the valuation which include quoted prices for similar assets in active
markets that are observable either directly or indirectly (Level 2 inputs). The Company utilized a third-party to
evaluate the fair value of the plan assets and reviews all applicable inputs and calculations for purposes of valuing the
plan’s assets.

Note 6. STOCK INCENTIVE PLANS

The Company has various stock incentive plans that provide for the granting of stock options, nonqualified stock
options, SARs, restricted stock, performance units or shares and other incentive awards to certain employees and
directors. SARs entitle the holder to receive cash, upon vesting, equal to the excess of the fair market value of a share
of the Company’s common stock on the date of exercise over the fair market value of such share on the date granted.
SARs have been granted at or above the market price of the Company’s stock at the date of grant, typically vest over
periods up to three years, and expire ten years from the date of issue. No more than 50% of the cumulative number of
vested SARs held by an employee can be exercised in any one calendar year.

13
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As of July 1, 2016 there were 41,000 outstanding SARs. For the three and six months ended July 1, 2016, 6,000 SARs
were issued. At July 1, 2016 and December 31, 2015, the aggregate liability related to SARs was $56,000 and
$32,000, respectively, and is included in accrued expenses in the Condensed Consolidated Balance Sheets.

Note 7. INCOME TAXES

The Company and its subsidiaries file income tax returns in the U.S. federal jurisdiction, various states and foreign
jurisdictions. The Company and its subsidiaries are generally no longer subject to U.S. federal, state and local
examinations by tax authorities for years before 2011.

As of July 1, 2016, the Company had deferred tax assets, net of deferred tax liabilities, of $81.3 million subject to a
valuation allowance of $81.4 million. As of December 31, 2015, the Company had deferred tax assets, net of deferred
tax liabilities, of $80.1 million subject to a valuation allowance of $80.2 million. Domestic net operating loss (“NOL”)
carry forwards comprised $65.6 million and $64.4 million of the deferred tax assets as of July 1, 2016 and December
31, 2015, respectively. Katy’s history of operating losses in many of its taxing jurisdictions provides significant
negative evidence with respect to the Company’s ability to generate future taxable income. The valuation allowance
relates to federal, state and foreign net operating loss carry-forwards, foreign and domestic tax credits, and certain
other deferred tax assets to the extent they exceed deferred tax liabilities.

Note 8. RELATED PARTY TRANSACTIONS

For each of the three and six months ended July 1, 2016 and June 26, 2015, Kohlberg & Co., L.L.C. (the “Kohlberg
Manager”), whose affiliate held all 1,131,551 shares of the Company’s Convertible Preferred Stock at July 1, 2016,
provided ongoing management oversight and advisory services to the Company. At July 1, 2016 and December 31,
2015, the Company owed the Kohlberg Manager $4.0 million and $3.8 million, respectively, for these services, which
is recorded in noncurrent liabilities on the Condensed Consolidated Balance Sheets. The Company incurred expense
of $0.5 million per year for these services. For each of the three and six months ended July 1, 2016 and June 26, 2015,
$0.3 million is recorded in selling, general and administrative expenses in the Condensed Consolidated Statements of
Operations and Comprehensive Loss for these services.

In February 2014, loans of $0.1 million each were received from two directors of the Company, and a loan of $0.2
million was received from the Kohlberg Manager. In connection with these loans, the Company entered into
subordinated promissory notes with these individuals and the Kohlberg Manager, respectively. These notes were used
to finance the acquisition of FTW Holdings, Inc. and were amended in the year ended December 31, 2015 to mature
on December 31, 2019. The notes accrue interest at a rate of 15% per year, which will be paid by capitalizing such
interest and adding such capitalized interest to the principal amount of the subordinated notes. PIK interest was $0.2
million as of July 1, 2016 and $0.1 million as of December 31, 2015. The loans and PIK interest are recorded in
noncurrent liabilities on the Condensed Consolidated Balances Sheets.

On August 11, 2016, the Kohlberg Manager’s ongoing management oversight and advisory services were terminated
upon the consummation of the transactions contemplated by the SPA (as defined in Note 12), and all amounts owed to
the Kohlberg Manager (other than limited indemnification rights) were waived in connection with the mutual release
described in Note 12.

Note 9. COMMITMENTS AND CONTINGENCIES

General Environmental Claims

The Company and certain of its current and former direct and indirect corporate predecessors, subsidiaries and
divisions are involved in remedial activities at certain present and former locations and have been identified by the
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United States Environmental Protection Agency (“EPA”), state environmental agencies and private parties as potentially
responsible parties (“PRPs”) at a number of hazardous waste disposal sites under the Comprehensive Environmental
Response, Compensation and Liability Act (“Superfund”) or equivalent state laws and, as such, may be liable for the
cost of cleanup and other remedial activities at these sites. Responsibility for cleanup and other remedial activities at
a Superfund site is typically shared among PRPs based on an allocation formula. Under the federal Superfund statute,
parties could be held jointly and severally liable, thus subjecting them to potential individual liability for the entire
cost of cleanup at the site. Based on its estimate of allocation of liability among PRPs, the probability that other
PRPs, many of whom are large, solvent, public companies, will fully pay the costs apportioned to them, currently
available information concerning the scope of contamination, estimated remediation costs, estimated legal fees and
other factors, the Company has recorded and accrued for environmental liabilities in amounts that it deems reasonable
and believes that any liability with respect to these matters in excess of the accruals will not be material. The ultimate
costs will depend on a number of factors and the amount currently accrued represents management’s best current
estimate on an undiscounted basis of the total costs to be incurred. The Company expects this amount to be
substantially paid over the next five to ten years.

14
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Other Claims

There are a number of product liability, asbestos and workers’ compensation claims pending against the Company and
its subsidiaries. Many of these claims are proceeding through the litigation process and the final outcome will not be
known until a settlement is reached with the claimant or the case is adjudicated. The Company estimates that it can
take up to ten years from the date of the injury to reach a final outcome on certain claims. With respect to the product
liability, asbestos and workers’ compensation claims, the Company has provided for its share of expected losses
beyond the applicable insurance coverage, including those incurred but not reported to the Company or its insurance
providers, which are developed using actuarial techniques. Such accruals are developed using currently available
claim information, and represent management’s best estimates, including estimated legal fees, on an undiscounted
basis. The ultimate cost of any individual claim can vary based upon, among other factors, the nature of the injury,
the duration of the disability period, the length of the claim period, the jurisdiction of the claim and the nature of the
final outcome.

Although management believes that the actions specified above in this section individually and in the aggregate are
not likely to have outcomes that will have a material adverse effect on the Company’s financial position, results of
operations or cash flow, further costs could be significant and will be recorded as a charge to operations when, and if,
current information dictates a change in management’s estimates.

Note 10. BUSINESS ACQUISITIONS

On April 7, 2015, Continental Commercial Products (“CCP”), a Delaware limited liability company, and a wholly
owned subsidiary the Company, completed the acquisition of substantially all of the assets and business operations
related to the plastics shelving and cabinet business of Centrex Plastics, LLC, an Ohio limited liability company
(“Centrex”) and T.R. Plastics, LLC, an Ohio limited liability company (“TR Plastics”) for $23.9 million in cash at closing,
plus certain post-closing earnout payments of not less than $2.0 million over three years, as described in the Asset
Purchase Agreement dated April 7, 2015 (the “Purchase Agreement”) by and between CCP, Centrex, TR Plastics, and
Terrence L. Reinhart, the majority member of Centrex and the sole member of TR Plastics. The acquisition of the
Tiffin, Ohio manufacturing facility brings a breadth of shelving and storage cabinet solutions to the Katy consumer
storage product line which we believe are highly complementary to our current products. On August 11, 2016,
additional terms regarding the earnout payments were agreed upon in the Fourth Amendment to the Second Lien
Credit and Security Agreement (see Note 12).

The accompanying Condensed Consolidated Statements of Income for the three and six months ended June 26, 2015
do not include any revenues or expenses related to the acquisition prior to the closing date. The following unaudited
pro forma condensed consolidated financial information is presented as if the Tiffin, Ohio acquisition had occurred at
the beginning of the period presented. In addition, this unaudited pro forma financial information is provided for
illustrative purposes only and should not be relied upon as necessarily being indicative of the historical results that
would have been obtained if the acquisition had actually occurred during those periods, or the results that may be
obtained in the future as a result of the acquisition.

Three Six
Months Months
Ended Ended
June 26, June 26,

2015 2015
Net Sales $32,127 $59,383
Gross profit 5,392 10,170
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Net income

Average common shares outstanding - Basic
Dilutive effect of convertible preferred stock
Average common shares outstanding - Diluted

Loss per share of common stock - Basic
Loss per share of common stock - Diluted

(780 ) (940 )

7,951 7,951

7,951 7,951

$(0.10 ) $(0.12 )
$(0.10 ) $(0.12 )
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Note 11. SEVERANCE, RESTRUCTURING AND RELATED CHARGES

In the first quarter of 2015, the Company committed to a plan to move its manufacturing facility from Bridgeton,
Missouri to Jefferson City, Missouri. The resulting severance, restructuring and related charges were $6.4 million, of
which $1.6 million was for contract termination costs, $0.7 million was for severance costs and $4.1 million was for
other relocation associated costs. The relocation was completed in the second quarter of 2016. The charges for the
three and six months ended and total charges incurred to date are outlined in the below table (amounts in thousands):

Three Six

Months Months Charges
Ended Ended incurred
July 1, July 1, to Date

2016 2016
Contract termination costs $ - $ - $ 1,600
Severance costs - - 651
Other associated costs 235 761 4,103

Total restructuring costs ~ $ 235 $ 761 $ 6,354

The restructuring charges accrued for at July 1, 2016 are outlined in the below table (amounts in thousands):

Contract Severance Other

Termination Costs Associated Total

Costs Costs
Restructuring liabilities at January 1,2016 $ - $ 112 $ 663 $775
Additions - - 761 761
Payments - (112 ) (1,149 ) (1,261)
Other - - - -
Restructuring liabilities at July 1, 2016 $ - $ - $ 275 $275

Note 12. SUBSEQUENT EVENTS

On August 11, 2016, the Company entered into each of the agreements described below. Management is reviewing
the financial effects of these agreements and the impact to the Company’s financial statements cannot be fully
estimated at this time.

Stock Purchase Agreement and Mutual Release Agreement

On August 11, 2016, the Company, KKTY Holding Company, L.L.C. (“KKTY Holding”), Kohlberg & Company,

L.L.C. (the “Kohlberg Manager”), certain funds affiliated with the Kohlberg Manager (the “Kohlberg Funds” and, together
with the Kohlberg Manager, “Kohlberg”) and VPC SBIC I, LP (the “VPC SBIC Fund”) entered into a stock purchase
agreement (the “SPA”) whereby KKTY Holding sold all of its 1,131,551 shares of convertible preferred stock of the
Company (the “Preferred Stock™), to the VPC SBIC Fund, in exchange for nominal cash consideration and the execution
of a mutual release (the “Acquisition”). The Preferred Stock is convertible into an aggregate of 18,859,183 shares of the
Company’s common stock, which, if converted in full, would represent 70.3% of our outstanding common stock, as of
September [2], 2016 (after giving effect to such conversion). The closing of the Acquisition (the “Closing”) took place
concurrently with the execution of the SPA.

In connection with the Closing, and pursuant to the SPA, Charles Asfour, a partner of Victory Park Capital Advisors,
LLC (“Victory Park Capital Advisors”), the VPC SBIC Fund’s investment manager, was appointed as a director of the
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Company and all of the then-serving directors of the Company, other than its Chief Executive Officer, resigned as of
the Closing. On August 30, 2016, Mr. Asfour was appointed as Chairman of the Board. Two additional directors
designated by the VPC SBIC Fund were appointed to the Company’s board of directors (the “Board”) effective as of
September 12, 2016. The Company has also agreed, in connection with any annual or special meeting of its
stockholders at which directors are to be elected, to take all reasonably necessary action within its control and use its
reasonable best efforts to cause an individual designated by the VPC SBIC Fund to be nominated for election (or
re-election, as the case may be) to the Board, to recommend that such individual be elected to the Board, and to solicit
proxies on behalf of such director nominee.
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Pursuant to the mutual release, and as a condition to Victory Park Capital Advisors’ willingness to provide the New
Second Lien Financing (as defined below), Kohlberg agreed to release the Company, Victory Park Capital Advisors,
the VPC SBIC Fund and Victory Park Management, LLC (“Victory Park Management”) from potential claims, other
than potential claims for indemnification under the management agreement, dated June 28, 2001, between the
Company and the Kohlberg Manager (the “Management Agreement”). In accordance with the SPA, such Management
Agreement, together with any other similar advisory agreements between any of KKTY Holding, the Kohlberg
Manager, the Kohlberg Funds and the Company, were terminated as of August 11, 2016. In addition, Victory Park
Capital Advisors, Victory Park Management and the VPC SBIC Fund, on behalf of themselves and certain of their
affiliates, agreed to release Kohlberg and the current and former officers and directors of the Company from claims
and potential claims, other than those arising under the SPA. In accordance with the SPA, the Company also provided
a general release in favor of Kohlberg, certain of its affiliates and members of the Board appointed by Kohlberg.

Second Lien Credit Facility

Contemporaneously with the Closing, Victory Park Capital Advisors, on behalf of entities for which it acts as
investment manager, agreed to provide the Company with new senior secured second lien financing in the amount of
$5,750,000 (the “New Second Lien Financing”). In connection with the New Second Lien Financing and the Closing,
the Company, the SL. Borrowers, Victory Park Management, as agent, and the lenders party thereto, entered into the
Fourth Amendment to the Second Lien Credit and Security Agreement (the “Fourth Amendment”), to amend that certain
Second Lien Credit and Security Agreement, dated as of April 7, 2015, among the SL Borrowers, Victory Park
Management and the lenders party thereto (as previously amended, the “Prior Second Lien Credit Agreement” and as
amended by the Fourth Amendment, the “Second Lien Credit Facility”). Previously, on July 22, 2016, the parties to the
Prior Second Lien Credit Agreement entered into the Third Amendment to such credit facility, pursuant to which the
lenders extended an additional $750,000 term loan to the SL Borrowers. The Third Amendment did not materially
modify the terms of the credit facility.

Pursuant to the Fourth Amendment, the lenders agreed to a further extension of credit in the amount of $5,750,000.
The Fourth Amendment also provides Victory Park Management the option to convert, in whole or in part, the
outstanding principal amount of, and accrued but unpaid interest on, existing term loans (the “Term Loans”) made
pursuant to the Second Lien Credit Facility (not including the new term loans made pursuant to the Third Amendment
and Fourth Amendment) into a number of shares of common stock equal to the amount of outstanding principal and
accrued but unpaid interest under the Term Loans being converted, divided by approximately $0.0697 (as such
amount is proportionately adjusted for stock splits, reverse stock splits, stock combinations, stock dividends and other
distributions and recapitalizations affecting the capital stock of the Company). As of the Closing, the Term Loans
would have been convertible into up to 370,748,441 shares of common stock. The funds for the extension of credit
contemplated by the Fourth Amendment were provided by the lenders party to the Second Lien Credit Agreement,
including the VPC SBIC Fund. Any shares issued upon conversion of the Term Loans are required to be issued to the
lenders party to the Second Lien Credit Facility pro rata in accordance with their respective commitments under the
Term Loans.

The number of shares issuable upon conversion of the Term Loans exceeds the number of unissued and unreserved
shares of common stock that the Company is authorized to issue, and the conversion price per share is less than the
current par value per share of the common stock. The SPA provides that, upon request of the VPC SBIC Fund, the
Company will take all corporate action necessary, and use reasonable best efforts, (i) to increase the number of shares
that the Company is authorized to issue and to reserve a sufficient number of shares to allow Victory Park
Management to exercise its conversion rights under the Second Lien Credit Facility in full; and (ii) to decrease the par
value per share of common stock to nothing or to a par value equal to, or less than, the per share conversion price
under the Second Lien Credit Facility.
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Pursuant to the Fourth Amendment, all borrowings under the Second Lien Credit Facility bear interest at a rate equal
to 12.00% per annum, payable in kind (“PIK”). The PIK interest is added to long-term debt per the Second Lien Credit
Agreement as it is not due until maturity. The maturity date of the Term Loans remains April 6, 2019. The maturity
date of the new term loans made pursuant to the Third Amendment and the Fourth Amendment is August 11, 2017;
however, the term will be automatically extended by one year as of August 11, 2017, unless notice of cancellation is
provided by Victory Park Management prior to such date.

In connection with the Fourth Amendment, Centrex, TR Plastics and Terrence L. Reinhart (the “Seller”’) agreed that any
earnout payment in connection with the acquisition described in Note 10 would be subordinated to payment in full of
borrowings under the BMO Credit Agreement and the Second Lien Credit Facility. In addition, the Seller agreed that,
to the extent that Victory Park Management exercises its right to convert all of the Term Loans into common stock,

the value of the earnout payment would be calculated as of the date of such conversion and would be satisfied in full

by payment in shares of common stock based upon the relative value of the earnout payment and the value of the

Term Loans being converted.
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First Lien Credit Agreement

On August 11, 2016, the Company entered into Amendment No. 4 and Forbearance Agreement (the “Forbearance
Agreement”), further amending the BMO Credit Agreement. Pursuant to the Forbearance Agreement, BMO agreed,
among other things, to forbear from exercising its rights and remedies under the BMO Credit Agreement in respect of
existing defaults and certain other anticipated defaults for a period of up to six months (the “forbearance period”). BMO
may terminate the forbearance period (i) if the VPC SBIC Fund or its affiliates assign or grant a participation in any
portion of the term notes or Second Lien Credit Facility, (ii) upon a bankruptcy filing or commencement of another
insolvency proceeding by or against any Borrower or guarantor or (iii) the occurrence of any additional event of

default under the BMO Credit Agreement.

As part of the Forbearance Agreement, the Company has retained a chief restructuring officer (the “CRO”) for the
duration of the forbearance period. The Company has authorized the CRO to meet with BMO and its advisors and
provide to BMO such information and reports with respect to the Company and its financial condition, businesses,
assets, liabilities and prospects, as BMO may request from time to time.

At all times during the forbearance period, the Company is required to diligently pursue in good faith the
consummation of the refinancing of the obligations to BMO under the BMO Credit Agreement in their entirety by
February 5, 2017. The Company agreed to pay BMO the following fees in the event that all borrowings under the
BMO Credit Agreement have not been paid in full on or before the following dates.

October 4, 2016 $50,000

November 3, 2016 $100,000
December 3, 2016 $150,000
January 2, 2017 $200,000
February 5, 2017 $200,000

Each thirty day interval after February 5, 2017  $200,000

Under the Forbearance Agreement, the Centrex earnout payments (see Note 10) may not be satisfied until the
obligations to BMO under the BMO Credit Agreement are paid in full. In addition, the Company may not make any
cash payments in respect of indebtedness under the Second Lien Credit Facility or any other subordinated
indebtedness consisting of principal or interest, until all borrowings under the BMO Credit Agreement have been paid
in full.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Forward-Looking Statements

This report and the information incorporated by reference in this report contain various “forward-looking statements” as
defined in Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as
amended. The forward-looking statements are based on the beliefs of our management, as well as assumptions made
by, and information currently available to, our management. We have based these forward-looking statements on
current expectations and projections about future events and trends affecting the financial condition of our business.
Additional information concerning these and other risks and uncertainties is included in Part I, Item 1A under the
caption “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2015, and updates to those
Risk Factors included in Part II, Item 1A of this Quarterly Report on Form 10-Q. Words and phrases such as
“anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,” “projects,” “may,” “should,” “will,” “continue,” “is subje
are intended to identify forward-looking statements. The results referred to in forward-looking statements may differ
materially from actual results because they involve estimates, assumptions and uncertainties. Forward-looking
statements included herein are as of the date hereof and we undertake no obligation to revise or update such

statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.
All forward-looking statements should be viewed with caution. These forward-looking statements are subject to risks
and uncertainties that may lead to results that differ materially from those expressed in any forward-looking statement
made by us or on our behalf, including, among other things:

EEINT3 9 ¢ 29 ¢

Increases in the cost of, or in some cases continuation of, the current price levels of thermoplastic resins,
paper board packaging, corn, cotton and other raw materials.

Our inability to realize anticipated cost savings from the move of our manufacturing facility from Bridgeton,
Missouri to Jefferson City, Missouri.

-Our inability to reduce product costs, including manufacturing, sourcing, freight, and other product costs.

-Our inability to protect our intellectual property rights adequately.

-Our inability to expand our customer base and increase corresponding revenues.

-Our inability to achieve product price increases, especially as they relate to potentially higher raw material costs.

Unfavorable economic or business conditions, as well as our exposure to the credit risks of our customers and
distributors, which may reduce our sales or make it difficult to collect accounts receivable.

-Competition from foreign and domestic competitors.

The potential impact of rising interest rates on our debt outstanding under our debt
agreements.

Our inability to meet covenants associated with our debt
agreements.

Our inability to access funds under our current loan agreements or refinance our loan agreements given the current
instability in the credit markets.
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Our failure to identify, and promptly and effectively remediate, any material weaknesses or significant deficiencies in
our internal control over financial reporting.

-The potential impact of rising costs for insurance for properties and various forms of liabilities.
Labor issues, including union activities that require an increase in production costs or lead to a strike, thus impairing
-production and decreasing sales, and labor relations issues at entities involved in our supply chain, including both

suppliers and those involved in transportation and shipping.

Changes in significant laws and government regulations affecting environmental compliance and
income taxes.
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OVERVIEW

We are a manufacturer, importer and distributor of commercial cleaning and storage products and a contract
manufacturer of structural foam products. Our commercial cleaning products are sold primarily to industrial,
janitorial/sanitary maintenance and foodservice distributors that supply end users such as restaurants, hotels,
healthcare facilities and schools. Our storage products are primarily sold through major home improvement and mass
market retail outlets. Our contract manufactured structural foam services are primarily sold through the automotive
aftermarket and material handling markets.

RESULTS OF OPERATIONS

Three Months Ended July 1. 2016 Versus Three Months Ended June 26. 2015

Net sales decreased 3.8% from $31.3 million during the three months ended June 26, 2015 to $30.1 million during the
three months ended July 1, 2016. The decrease was a result of an inability to meet orders due to manufacturing
inefficiencies resulting from the relocation of our Bridgeton, Missouri facility to Jefferson City, Missouri. Gross
margin was 11.3% for the three months ended July 1, 2016, a decrease of 520 basis points from the same period a year
ago. The decrease was primarily a result of operational and freight inefficiencies associated with the relocation of our
Bridgeton, Missouri facility to Jefferson City, Missouri. As a result of the decrease in sales and a decrease in gross
margin, our gross profit decreased $1.8 million from $5.2 million to $3.4 million.

Selling, general and administrative expenses decreased $0.5 million to $3.9 million for the three months ended July 1,
2016 from $4.4 million for the same period a year ago. The decrease was primarily due to the acquisition costs related
to the Tiffin, Ohio which increased selling, general and administrative expenses for the three months ended June 26,
2015.

Severance, restructuring and related charges decreased $0.3 million to $0.2 million for the three months ended July 1,
2016 as compared to $0.5 million for the three months ended June 26, 2015 due to the relocation of our Bridgeton,
Missouri facility to Jefferson City, Missouri.

Operating income was $0.3 million during the three months ended June 26, 2015, compared to an operating loss of
$0.7 million during the three months ended July 1, 2016. The decrease was primarily due to the decreased gross profit.

Interest expense increased by $33,000 during the three months ended July 1, 2016 as compared to the three months
ended June 26, 2015 due to increased borrowings under the Second Lien Credit Agreement offset by decreased
borrowings under the BMO Credit Agreement.

Overall, we reported a net loss of $2.0 million, or $0.25 per basic and diluted share, for the three months ended July 1,
2016, as compared to a net loss of $1.0 million, or $0.12 per basic and diluted share, for the three months ended June
26, 2015.

Six Months Ended July 1. 2016 Versus Six Months Ended June 26, 2015

Net sales increased 11.2% from $52.7 million during the six months ended June 26, 2015 to $58.5 million during the
six months ended July 1, 2016. The increase was a result of the Tiffin, Ohio business acquisition, which contributed
$13.1 million in net sales for the six months ended July 1, 2016 versus net sales of $4.9 million for the six months
ended June 26, 2015. Gross margin was 13.7% for the six months ended July 1, 2016, a decrease of 220 basis points
from the same period a year ago. The decrease was primarily a result of operational and freight inefficiencies
associated with the relocation of our Bridgeton, Missouri facility to Jefferson City, Missouri. The increase in sales and
decrease in gross margin resulted in a decrease in gross profit of $0.4 million from $8.4 million to $8.0 million.
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Selling, general and administrative expenses increased $0.2 million to $7.8 million for the six months ended July 1,
2016 from $7.6 million for the same period a year ago. The increase was primarily due to the derecognition of a
deferred lease obligation no longer owed as a result of our termination of the lease for our Bridgeton, Missouri facility
during the six months ended June 26, 2015. The increase was partially offset by one-time acquisition costs related to
the Tiffin, Ohio in the prior year.

Severance, restructuring and related charges decreased $1.3 million to $0.8 million for the six months ended July 1,
2016 as compared to $2.1 million for the six months ended June 26, 2015 due to the relocation of our Bridgeton,
Missouri facility to Jefferson City, Missouri.
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Operating loss decreased from $1.4 million during the six months ended June 26, 2015 to $0.6 million during the six
months ended July 1, 2016 primarily due to the reduction of severance, restructuring and related charges, partially
offset by decreased gross profit.

Interest expense increased by $1.2 million during the six months ended July 1, 2016 as compared to the six months
ended June 26, 2015 as a result of the increased borrowings under the Second Lien Credit Agreement (see Note 4)
which was entered into in the second quarter of 2015.

Overall, we reported a net loss of $3.2 million, or $0.41 per basic and diluted share, for the six months ended July 1,
2016, as compared to a net loss of $2.8 million, or $0.35 per basic and diluted share, for the six months ended June 26,
2015.

LIQUIDITY AND CAPITAL RESOURCES

We require funding for working capital needs and capital expenditures. As of July 1, 2016, we had cash of $0.1
million and outstanding checks of $0.6 million as compared to cash of $0.1 million and outstanding checks of $0.9
million at December 31, 2015. Our unused borrowing availability at July 1, 2016 under the BMO Credit Agreement
was $0.2 million. As of December 31, 2015, we had unused borrowing availability of $2.2 million.

First Lien Credit Agreement

On February 19, 2014, the Company and BMO Harris Bank N.A. (“BMO”) entered into a Credit and Security
Agreement (the “Original BMO Credit Agreement” or, as subsequently amended, the “BMO Credit Agreement”), which
provided the Company a $27.0 million revolving credit facility, including a $3.0 million sub-limit for letters of credit.
The proceeds of the Company’s initial borrowing under the BMO Credit Agreement were used to repay the Company’s
prior credit facility, finance the acquisition of FT'W Holdings, Inc., and pay certain fees and expenses related to the
negotiation and consummation of the Original BMO Credit Agreement. All extensions of credit under the BMO

Credit Agreement are collateralized by a first priority security interest in and lien upon substantially all present and
future assets and properties of the Company.

On April 7, 2015, the Company, Continental Commercial Products, LLC, a Delaware limited liability company,
2155735 Ontario Inc., an Ontario corporation, CCP Canada Inc., an Ontario corporation, FTW Holdings, Inc., a
Delaware corporation, and Fort Wayne Plastics, Inc., an Indiana corporation, wholly owned direct or indirect
subsidiaries of the Company (the foregoing, including the Company, the “Borrowers”), and BMO, as lender entered into
Amendment No. 1 to the Original BMO Credit Agreement (“Amendment No. 1”°) to amend the Original BMO Credit
Agreement and to obtain the consent of BMO for the acquisition of a manufacturing facility in Tiffin, Ohio.

Pursuant to Amendment No. 1, the revolving credit facility under the Original BMO Credit Agreement was increased
from an amount not to exceed $27.0 million to an amount not to exceed $33.0 million. The revolving credit facility
under the BMO Credit Agreement continues to include a $3.0 million sub-limit for letters of credit. The proceeds
advanced under the BMO Credit Agreement on April 7, 2015 were used to pay certain fees and expenses related to the
negotiation and consummation of Amendment No. 1 and the acquisition of our Tiffin, Ohio manufacturing facility (as
described in Note 10). Subject to the terms of an Intercreditor and Subordination Agreement, dated as of April 7,

2015 (the “Intercreditor Agreement”), between BMO and the SL Agent (as defined below), all extensions of credit under
the BMO Credit Agreement are collateralized by a first priority security interest in and lien upon substantially all

present and future assets and properties of the Borrowers.

The Original BMO Credit Agreement was further amended pursuant to Amendment No. 1 to extend the maturity date

of the credit facility from February 17, 2017 to April 7, 2018. The borrowing base continues to be determined by
eligible inventory, accounts receivable, machinery and equipment and owned real estate amounting to $24.8 million at
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July 1, 2016 and $27.3 million at December 31, 2015, respectively. The borrowing base under the BMO Credit
Agreement is reduced by the outstanding amount of standby and commercial letters of credit. Currently, the

Company’s largest letters of credit relate to its casualty insurance programs. Total outstanding letters of credit were
$1.6 million and $1.1 million at July 1, 2016 and December 31, 2015, respectively.
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Borrowings under the BMO Credit Agreement continue to bear interest at a per annum rate equal to, at the Borrower’s
option, (a) the Base Rate plus applicable Base Rate Margin, which varies from 0.50% to 1.00% based on average
excess availability, or (b) reserve adjusted Eurodollar Rate plus the applicable Eurodollar Rate Margin, which varies
from 1.50% to 2.00% based on average excess availability. The Base Rate is the greatest of (i) BMO Harris’ prime
commercial rate as in effect on such day, (ii) the sum of the Fed Funds rate for such day plus 0.5%, and (iii) the
Eurodollar Rate for one month plus 1.50%. The Eurodollar Rate is the British Bankers Association LIBOR Rate, as
published by Reuters (or other commercially available source) with a term equivalent to the applicable one, two, three
or six month interest period. An unused commitment fee of 25 basis points per annum is payable quarterly on the
average unused amount under the BMO Credit Agreement.

Amendment No. 1 amended the consolidated fixed charge coverage ratio under the Original BMO Credit Agreement
and added a maximum annual capital expenditures, minimum consolidated EBITDA, minimum availability and a
leverage ratio covenant. Amendment No. 1 also amended the Original BMO Credit Agreement to permit the secured
second lien credit facility described below.

On December 15, 2015, the Company entered into Amendment No. 2 to the Credit and Security Agreement to amend
the BMO Credit Agreement to redefine the definition of EBITDA to exclude certain non-recurring expenses
associated with the Company’s former Bridgeton, Missouri facility.

On March 30, 2016, the Company entered into Amendment No. 3 to the Credit and Security Agreement and Waiver
(“Amendment No. 3”) to amend the BMO Credit Agreement to provide the Borrowers with additional flexibility under
certain financial covenants in future periods ending in 2016 and waive certain covenant defaults for the quarter ended
December 31, 2015. Further, Amendment No. 3 replaces the consolidated fixed charge coverage ratio covenant for the
test period for the fiscal quarters ending on or closest to March 31, 2016, June 30, 2016, September 30, 2016 and
December 31, 2016 and provides for monthly testing of the minimum consolidated EBITDA and leverage ratio
financial covenants for the monthly period ending on or closest to the last day of each month from March 2016
through September 2016 in lieu of quarterly testing during such period.

Amendment No. 3 provides that a termination fee shall be payable in the event that the revolving credit commitment
under the BMO Credit Agreement is terminated prior to the revolving credit maturity date. The termination fee is
equal to 2% of the revolving credit commitment of $33.0 million if the revolving credit commitment is terminated on
or before the first anniversary of Amendment No. 3 or 1% if the revolving credit commitment is thereafter terminated
prior to the revolving credit maturity date under the BMO Credit Agreement.

The BMO Credit Agreement continues to require a lockbox agreement which provides receipts (subject to certain
exceptions) to be swept daily to reduce borrowings outstanding. This provision in the BMO Credit Agreement causes
the BMO Credit Agreement to be classified as a current liability, per guidance in the Accounting Standards
Codification established by the Financial Accounting Standards Board. The BMO Credit Agreement does not expire
or have a maturity date within one year, but rather has a final maturity date of April 7, 2018.

On August 11, 2016, the Company entered into Amendment No. 4 and Forbearance Agreement (the “Forbearance
Agreement”), further amending the BMO Credit Agreement (see Note 12). Pursuant to the Forbearance Agreement,
BMO agreed, among other things, to forbear from exercising its rights and remedies under the BMO Credit
Agreement in respect of existing defaults and certain other anticipated defaults for a period of up to six months.

Second Lien Credit Facility

On April 7, 2015, the Company, Continental Commercial Products, LLC, a Delaware limited liability company, FTW
Holdings, Inc., a Delaware corporation, and Fort Wayne Plastics, Inc., an Indiana corporation, as borrowers (the “SL
Borrowers”) and 2155735 Ontario Inc., an Ontario corporation, and CCP Canada Inc., an Ontario corporation, as
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guarantors (the “Guarantors,” together with the SL Borrowers, the “SL Obligors”) entered into a Second Lien Credit and
Security Agreement, dated as of April 7, 2015, among the SL Obligors, Victory Park Management, LLC, as Agent
(the “SL Agent”), and the lenders party thereto (the “Second Lien Credit Agreement”).

The Second Lien Credit Agreement provides the SL Borrowers with a $24.0 million term loan. The proceeds of the
term loan were used to pay certain fees and expenses related to the negotiation and consummation of the credit facility
and the acquisition of our Tiffin, Ohio manufacturing facility (see Note 10). Subject to the terms of the Intercreditor
Agreement, all extensions of credit under the Second Lien Credit Agreement are collateralized by a second priority
security interest in and lien upon substantially all present and future assets and properties of the SL. Obligors.

The term loan under the Second Lien Credit Agreement originally bore interest (i) at a cash interest rate of the LIBOR
(One Month) Rate then in effect plus 9.5% per annum and (ii) a Payment in Kind (“PIK”) interest rate equal to 4.00%
per annum. The PIK interest is added to long-term debt per the Second Lien Credit Agreement as it is not due until
maturity. The interest rate was modified pursuant to the Fourth Amendment to the Second Lien Credit and Security
Agreement, as described in Note 12. The maturity date of the credit facility under the Second Lien Credit Agreement
is April 6, 2019.
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Pursuant to the Second Lien Credit Agreement, the SL. Borrowers are required to make quarterly amortization
payments and annual excess cash flow prepayments equal to 25% of annual excess cash flow as defined in the
agreement. The Second Lien Credit Agreement includes the following financial covenants: a consolidated fixed
charge coverage ratio, a maximum annual capital expenditures, a minimum consolidated EBITDA, a minimum
availability under the BMO Credit Agreement and a leverage ratio.

On December 15, 2015, the Company entered into Amendment No. 1 to the Second Lien Credit Agreement to amend
the Second Lien Credit Agreement to redefine the definition of EBITDA to exclude certain non-recurring expenses
associated with the Company’s former Bridgeton, Missouri facility.

On March 30, 2016, the SL Obligors entered into a Limited Waiver and Amendment to the Second Lien Credit
Agreement (the “Second Lien Amendment No. 2”) to further amend the Second Lien Credit Agreement. The Second
Lien Amendment No. 2 provides the SL Borrowers with additional flexibility under certain financial covenants in
future periods ending in 2016 and waives certain covenant defaults for the quarter ended December 31, 2015. Further,
the Second Lien Amendment No. 2 replaces the consolidated fixed charge coverage ratio covenant for the test period
for the fiscal quarters ending on or closest to March 31, 2016, June 30, 2016, September 30, 2016 and December 31,
2016 and provides for monthly testing of the minimum consolidated EBITDA and leverage ratio financial covenants
for the monthly period ending on or closest to the last day of each month from March 2016 through September 2016
in lieu of quarterly testing during such period.

On July 22, 2016, the Company entered into Amendment No. 3 to the Second Lien Credit Agreement (the “Third
Amendment”), pursuant to which the SL Agent extended an additional $750,000 term loan to the Company (see Note
12). The Third Amendment did not materially modify the terms of the Second Lien Credit Agreement.

On August 11, 2016, the Company entered into the Fourth Amendment to the Second Lien Credit and Security
Agreement, which further amended the Second Lien Credit Agreement (see Note 12).

For the three and six months ended July 1, 2016, the Company had amortization of debt issuance costs, included
within interest expense, of $0.2 million and $0.4 million, respectively. For the three and six months ended June 26,
2015, the Company had amortization of debt issuance costs, included within interest expense, of $0.2 million and $0.3
million, respectively.

Capital [ease

In February 2016, the Company entered into a capital lease agreement to acquire certain manufacturing equipment.
The Company is obligated to make sixty monthly payments of $8,818. At the inception of the lease, the Company
recorded an asset and a capital lease obligation equal to the present value of minimum lease payments equal to
approximately $0.5 million. At July 1, 2016, the current and long term capital lease obligation of $0.1 million and
$0.3 million were recorded in accrued expenses and other noncurrent liabilities on the Condensed Consolidated
Balance Sheets.

Cash Flows

Cash used in operating activities before changes in operating assets and liabilities was $0.7 million in the six months
ended June 26, 2015 as compared to $1.0 million in the same period of 2016. Changes in operating assets and
liabilities from continuing operations provided $3.8 million in the six months ended July 1, 2016 as compared to $1.7
million in the same period of 2015.

Cash flows used by investing activities of $1.3 million in the six months ended July 1, 2016 were primarily due to
capital expenditures related to the relocation of the Bridgeton, Missouri facility to Jefferson City, Missouri.
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Cash flows used by financing activities of $1.5 million in the six months ended July 1, 2016 were due to a reduction
of $1.1 million in our bank borrowings and debt issuance costs since December 31, 2015, primarily due to the timing
of needed borrowings.

OFF-BALANCE SHEET ARRANGEMENTS
As of July 1, 2016, the Company had no off-balance sheet arrangements.
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ENVIRONMENTAL AND OTHER CONTINGENCIES

See Note 9 to the Condensed Consolidated Financial Statements in Part I, Item 1 of this Quarterly Report on Form
10-Q for a discussion of environmental and other contingencies.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

See Note 2 to the Condensed Consolidated Financial Statements in Part I, Item 1 of this Quarterly Report on Form
10-Q for a discussion of recently issued accounting pronouncements.

CRITICAL ACCOUNTING POLICIES

We disclosed details regarding certain of our critical accounting policies in the Management’s Discussion and Analysis
section of our Annual Report on Form 10-K for the year ended December 31, 2015 (Part II, Item 7). There have been
no material changes to these policies as of July 1, 2016 except as noted below.

The Company adopted Accounting Standards Update (“ASU”) 2015-03, Interest-Imputation of Interest (Subtopic
835-30): Simplifying the Presentation of Debt Issuance Costs (“ASU 2015-03") during the first quarter of fiscal 2016.
As shown in the table below, pursuant to the guidance in ASU 2015-03, we have reclassified unamortized debt
issuance costs associated with our term loan (see Note 4 for detail) in our previously reported Condensed
Consolidated Balance Sheets as of December 31, 2015 to conform to our presentation as of July 1, 2016 as follows
(amounts in thousands):

As As

pDreecS:?rfl:Celr Reclassifications ia)d élcl:iger

31, 2015 31,2015
Other assets $ 3,882 $ (2,135 ) $1,747
Current maturities of long-term debt 1,800 (657 ) 1,143
Long-term debt 22913 (1,478 ) 21,435

As shown in the table below, pursuant to the guidance in ASU 2015-03, we have reclassified unamortized debt
issuance costs associated with our term loan (see Note 4 for detail) in our previously reported Condensed
Consolidated Statements of Cash Flows as of June 26, 2015 to conform to our presentation as of July 1, 2016 as
follows (amounts in thousands):

As As
presented o adjusted
June 26, Reclassifications June 26,
2015 2015
Amortization of debt issuance costs $ 278 $ (164 )$ 114
Accrued expenses 257 164 421

Item4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed

in our filings with the Securities and Exchange Commission (“SEC”) is reported within the time periods specified in the

SEC's rules, regulations and related forms, and that such information is accumulated and communicated to our
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management, including the principal executive officer and principal financial officer, as appropriate, to allow timely
decisions regarding required disclosure.

We carried out an evaluation, under the supervision and with the participation of our management, including the
principal executive officer and principal financial officer, of the effectiveness of the design and operation of our
disclosure controls and procedures (pursuant to Rule 13a-15(e) under the Securities Exchange Act of 1934, as
amended) as of the end of the period of our report. Based upon that evaluation, the principal executive officer and
principal financial officer concluded that our disclosure controls and procedures are effective as of the end of the
period covered by this report.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting during the quarter ended July 1, 2016 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

Item 1. TEGAL PROCEEDINGS

Except as otherwise noted in Note 9 to the Condensed Consolidated Financial Statements in Part I, Item 1 of this
Quarterly Report on Form 10-Q, during the quarter for which this report is filed, there have been no material
developments in previously reported legal proceedings, and no other cases or legal proceedings, other than ordinary
routine litigation incidental to the Company’s business and other nonmaterial proceedings, were brought against the
Company.

Item 1A. RISK FACTORS

We are affected by risks specific to us as well as factors that affect all businesses operating in a global market. The
significant factors known to us that could materially adversely affect our business, financial condition, or operating
results are described in Part I, Item 1A of our Annual Report on Form 10-K, filed on March 30, 2016. Except as
described below, there has been no material change in those risk factors.

The value of our common stock may be adversely affected by recent changes in our capital structure.

On August 11, 2016, the Company, KKTY Holding Company, L.L.C. (“KKTY Holding”), Kohlberg & Company,

L.L.C. (the “Kohlberg Manager”), certain funds affiliated with the Kohlberg Manager (the “Kohlberg Funds” and, together
with the Kohlberg Manager, “Kohlberg”) and VPC SBIC I, LP (the “VPC SBIC Fund”) entered into a stock purchase
agreement (the “SPA”) whereby KKTY Holding sold all of its 1,131,551 shares of convertible preferred stock of the
Company (the “Preferred Stock™) to the VPC SBIC Fund, in exchange for nominal cash consideration and the execution
of a mutual release (the “Acquisition”). The Preferred Stock is convertible into an aggregate of 18,859,183 shares of the
Company’s common stock, which, if converted in full, would represent 70.3% of our outstanding common stock, as of
September [2], 2016 (after giving effect to such conversion). The closing of the Acquisition (the “Closing”) took place
concurrently with the execution of the SPA.

In connection with the Closing, and pursuant to the SPA, Charles Asfour, a partner of Victory Park Capital Advisors,
LLC (“Victory Park Capital Advisors”), the VPC SBIC Fund’s investment manager, was appointed as a director of the
Company and all of the then-serving directors of the Company, other than its Chief Executive Officer, resigned as of
the Closing. On August 30, 2016, Mr. Asfour was appointed as Chairman of the Board. Two additional directors
designated by the VPC SBIC Fund were appointed to the Company’s board of directors (the “Board”) effective as of
September 12, 2016. The Company has also agreed, in connection with any annual or special meeting of its
stockholders at which directors are to be elected, to take all reasonably necessary action within its control and use its
reasonable best efforts to cause an individual designated by the VPC SBIC Fund to be nominated for election (or
re-election, as the case may be) to the Board, to recommend that such individual be elected to the Board, and to solicit
proxies on behalf of such director nominee.

Although the Preferred Stock does not entitle its holders to vote at meetings of the Company’s stockholders, the terms
of the Preferred Stock provide that the Company will not, without first obtaining the approval of the holders of at least
a majority of the then outstanding shares of Preferred Stock: (i) authorize or issue any class or series of equity security
having equal or superior rights as to payment upon liquidation, dissolution or a winding up of the Company; (ii)
amend its certificate of incorporation or bylaws in any way, or enter into a merger, consolidation, reorganization,
recapitalization or sale of all or substantially all of its assets, in any case which adversely affects the rights and
preferences of the holders of Preferred Stock as a class (except that the Company may complete a reverse-split of its
common stock without the consent of the holders of the Preferred Stock) or (iii) engage in any transaction which
would impair or reduce the rights of the holders of the Preferred Stock as a class.
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Contemporaneously with the Closing, Victory Park Capital Advisors, on behalf of entities for which it acts as
investment manager, agreed to provide the Company with new senior secured second lien financing in the amount of
$5,750,000 (the “New Second Lien Financing”). In connection with the New Second Lien Financing and the Closing,
the Company, the SL. Borrowers, Victory Park Management, as agent, and the lenders party thereto, entered into the
Fourth Amendment to the Second Lien Credit and Security Agreement (the “Fourth Amendment”), to amend that certain
Second Lien Credit and Security Agreement, dated as of April 7, 2015, among the SL Borrowers, Victory Park
Management and the lenders party thereto (as previously amended, the “Prior Second Lien Credit Agreement” and as
amended by the Fourth Amendment, the “Second Lien Credit Facility”). Previously, on July 22, 2016, the parties to the
Prior Second Lien Credit Agreement entered into the Third Amendment to such credit facility, pursuant to which the
lenders extended an additional $750,000 term loan to the SL Borrowers. The Third Amendment did not materially
modify the terms of the credit facility.
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Pursuant to the Fourth Amendment, the lenders agreed to a further extension of credit in the amount of $5,750,000.
The Fourth Amendment also provides Victory Park Management the option to convert, in whole or in part, the
outstanding principal amount of, and accrued but unpaid interest on, existing term loans (the “Term Loans”) made
pursuant to the Second Lien Credit Facility (not including the new term loans made pursuant to the Third Amendment
and Fourth Amendment) into a number of shares of common stock equal to the amount of outstanding principal and
accrued but unpaid interest under the Term Loans being converted, divided by approximately $0.0697 (as such
amount is proportionately adjusted for stock splits, reverse stock splits, stock combinations, stock dividends and other
distributions and recapitalizations affecting the capital stock of the Company). As of the Closing, the Term Loans
would have been convertible into up to 370,748,441 shares of common stock. The funds for the extension of credit
contemplated by the Fourth Amendment were provided by the lenders party to the Second Lien Credit Agreement,
including the VPC SBIC Fund. Any shares issued upon conversion of the Term Loans are required to be issued to the
lenders party to the Second Lien Credit Facility pro rata in accordance with their respective commitments under the
Term Loans.

The number of shares issuable upon conversion of the Term Loans exceeds the number of unissued and unreserved
shares of common stock that the Company is authorized to issue, and the conversion price per share is less than the
current par value per share of the common stock. The SPA provides that, upon request of the VPC SBIC Fund, the
Company will take all corporate action necessary, and use reasonable best efforts, (i) to increase the number of shares
that the Company is authorized to issue and to reserve a sufficient number of shares to allow Victory Park
Management to exercise its conversion rights under the Second Lien Credit Facility in full; and (ii) to decrease the par
value per share of common stock to nothing or to a par value equal to, or less than, the per share conversion price
under the Second Lien Credit Facility.

The dilution of our common stock, as well as the significant concentration of ownership, resulting from the
transactions described above may adversely affect the value of our common stock if investors perceive a disadvantage
in owning stock of a company that is subject to such control.

Our common stock is quoted in the over the counter market on the OTC Pink.

Our common stock is quoted on the OTC Pink tier of the OTC Markets Group, an inter-dealer quotation and trading
system, under the symbol “KATY”. OTC Pink offers a quotation service to companies that are unable to list their
securities on an exchange or for companies, such as ours, whose securities are not eligible for quotation on the OTC
Bulletin Board. The requirements for quotation on the OTC Pink are considerably lower and less regulated than those
of the OTC Bulletin Board or an exchange. Because our common stock is quoted on the OTC Pink, it is possible that
even fewer brokers or dealers would be interested in making a market in our common stock which further adversely
impacts its liquidity.

The tradability of our common stock is limited under the penny stock regulations which may cause the holders of our
common stock difficulty should they wish to sell their shares.

Because the quoted price of our common stock is less than $5.00 per share, our common stock is considered a “penny
stock,” and trading in our common stock is subject to the requirements of Rule 15g-9 under the Securities Exchange
Act of 1934, as amended. Under this rule, broker/dealers who recommend low-priced securities to persons other than
established customers and accredited investors must satisfy special sales practice requirements. The broker/dealer
must make an individualized written suitability determination for the purchaser and receive the purchaser’s written
consent prior to the transaction. SEC regulations also require additional disclosure in connection with any trades
involving a “penny stock,” including the delivery, prior to any penny stock transaction, of a disclosure schedule
explaining the penny stock market and its associated risks. These requirements severely limit the liquidity of securities
in the secondary market because few broker or dealers are likely to undertake these compliance activities and this
limited liquidity will make it more difficult for an investor to sell his shares of our common stock in the secondary
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market should the investor wish to liquidate the investment. In addition to the applicability of the penny stock rules,
other risks associated with trading in penny stocks could also be price fluctuations and the lack of a liquid market.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

Item 3. DEFAULTS UPON SENIOR SECURITIES

None.
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Item4. MINE SAFETY DISCL.OSURES
Not applicable.
Item 5. OTHER INFORMATION
None.
Item 6. EXHIBITS
Exhibit
Number Exhibit Title
31 Restated Certificate of Incorporation of the Company and Certificates of Amendment thereto (incorporated
’ by reference to Exhibit 3.1 to the Company’s Current Report on Form 8-K filed on July 13, 2001).
3.0 Amended and Restated By-Laws of Katy Industries, Inc. (incorporated by reference to Exhibit 3.1 to the
' Company’s Current Report on Form 8-K filed on August 17, 2016).
Amendment No. 4 and Forbearance Agreement, dated as of August 11, 2016 by and among Katy Industries,
10.1% Inc., Continental Commercial Products, LLC, 2155735 Ontario Inc., CCP Canada Inc. FTW Holdings, Inc.,
' Fort Wayne Plastics, Inc., and BMO Harris Bank N.A. (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed on August 17, 2016).
Fourth Amendment to the Second Lien Credit and Security Agreement, dated as of August 11, 2016, by and
10.2% among Katy Industries, Inc., Continental Commercial Products, LLC, FTW Holdings, Inc., Fort Wayne
' Plastics, Inc., Victory Park Management, LLC and the lenders party thereto (incorporated by reference to
Exhibit 10.2 to the Company’s Current Report on Form 8-K filed on August 17, 2016).
311 CEO Certification pursuant to Securities Exchange Act Rule 13a-14, as adopted pursuant to Section 302 of
— the Sarbanes-Oxley Act of 2002.
312 CFO Certification pursuant to Securities Exchange Act Rule 13a-14, as adopted pursuant to Section 302 of
— the Sarbanes-Oxley Act of 2002.
30 14 CEO Certification required by 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
=== Sarbanes-Oxley Act of 2002.
30 24 CFO Certification required by 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
’ Sarbanes-Oxley Act of 2002.
Interactive data files pursuant to Rule 405 of Regulation S-T: (i) the Condensed Consolidated Balance
101 Sheets, (ii) the Condensed Consolidated Statements of Operations, (iii) the Condensed Consolidated

Statements of Cash Flows and (iv) the Notes to Condensed Consolidated Financial Statements.

* Indicates incorporated by reference.

# These certifications are being furnished solely to accompany this report pursuant to 18 U.S.C. Section 1350, and are
not being filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and are not to be
incorporated by reference into any filing of Katy Industries, Inc. whether made before or after the date hereof,
regardless of any general incorporation language in such filing.
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SIGNATURES

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

KATY INDUSTRIES. INC.

DATE: September 13, 2016 By /s/ David J. Feldman
David J. Feldman
President and Chief Executive Officer

By /s/ Curt Kroll

Curt Kroll
Vice President, Treasurer and Chief Financial Officer
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