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Explanatory Note
On September 18, 2018, Cambrex Corporation (the “Company”) filed with the Securities and Exchange Commission a Current
Report on Form 8-K (the “Initial Filing”) reporting, among other things, that on September 12, 2018, the Company completed its
acquisition of Halo Pharmaceutical, Inc., a Delaware corporation (“Halo U.S.”), 8121117 Canada Inc., a corporation organized under
the laws of Canada (“Halo 812”), Halo Pharmaceutical Canada Inc., a corporation organized under the laws of Canada (“Halo Canada”)
and together with Halo U.S., Halo 812 and their respective Subsidiaries, (the “Acquired Companies” or “Halo Pharmaceutical and
Affiliates”) pursuant to the Purchase and Sale Agreement, dated July 20, 2018, between the Company, the Acquired Companies, the
holders of all outstanding shares of the Acquired Companies (collectively, the “Sellers”), SK Capital Partners, L.P., a Delaware limited
partnership, as representative of the Sellers and SK Angel Holdings, L.P., a Cayman Islands exempted limited partnership, as guarantor
of the Sellers, a copy of which was previously filed as Exhibit 2.1 to the Company’s quarterly report on Form 10-Q for the period ended
June 30, 2018. An aggregate purchase price of approximately $425 million in cash was paid as consideration. Halo is a leading
dosage form Contract Development and Manufacturing Organization located in Whippany, N.J. and Mirabel, Quebec, Canada.
Pursuant to the requirements of Item 9.01 of Form 8-K, the Company hereby amends Item 9.01 of the Initial Filing to include
historical financial information of Halo Pharmaceutical and Affiliates and pro forma financial information.
Item 9.01 Financial Statements and Exhibits.
(a)

Financial Statements of Business Acquired

The audited combined balance sheets of Halo Pharmaceutical and Affiliates as of December 31, 2017 and 2016, and the related
combined statements of comprehensive income, combined statements of cash flows, and combined statements of changes in
stockholders’ equity, for the years ended December 31, 2017 and 2016, is attached as Exhibit 99.1 to this Current Report on Form 8K/A and incorporated herein by reference.
The unaudited combined balance sheets of Halo Pharmaceutical and Affiliates as of June 30, 2018 and 2017 and the related
combined statements of comprehensive income, combined statements of cash flows, and combined statements of changes in
stockholders’ equity, for the six months ended June 30, 2018 and 2017, is attached as Exhibit 99.2 to this Current Report on Form 8K/A and incorporated herein by reference.
(b)

Pro Forma Financial Information

The unaudited pro forma condensed combined financial statements combine the historical financial position of Cambrex and
Halo Pharmaceutical and Affiliates as of June 30, 2018 and the results of their operations for the six months ended June 30, 2018 and
for the year ended December 31, 2017. The unaudited pro forma condensed combined income statements assume the acquisition of
Halo Pharmaceutical and Affiliates had occurred on January 1, 2017 and the unaudited pro forma condensed combined balance sheets
assume the acquisition had occurred as of June 30, 2018. Such unaudited pro forma condensed combined financial statements are
attached hereto as Exhibit 99.3 and are incorporated by reference herein.

EXHIBIT INDEX
Exhibit No.

Description

2.1

Purchase and Sale Agreement, dated July 20, 2018, by and among Cambrex Corporation, Halo Pharmaceutical, Inc.,
8121117 Canada Inc., Halo Pharmaceutical Canada Inc., the Sellers party thereto, SK Capital Partners, L.P., as Sellers’
Representative, and SK Angel Holdings, L.P., as Seller Guarantor (B)

23.1

Consent of Grant Thornton LLP, Independent Registered Public Accounting Firm (A)

99.1

Audited Combined Financial Statements of Halo Pharmaceutical and Affiliates as of December 31, 2017 and 2016 and
for the years ended December 31, 2017 and 2016 (A)

99.2

Unaudited Combined Financial Statements of Halo Pharmaceutical and Affiliates as of June 30, 2018 and 2017 and for
the six months ended June 30, 2018 and 2017 (A)

99.3

Unaudited Pro Forma Condensed Combined Financial Information as of June 30, 2018 and for the six months ended
June 30, 2018 and for the year ended December 31, 2017 (A)

(A)

Filed herewith.

(B)

Incorporated by reference to Exhibit 2.1 to the Registrant’s Quarterly Report on Form 10-Q for the quarterly period ended
June 30, 2018, filed on August 2, 2018.

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.
CAMBREX CORPORATION
By /s/Gregory P. Sargen
Gregory P. Sargen
Executive Vice President and
Chief Financial Officer
(On behalf of the Registrant and as the
Registrant's Principal Financial Officer)
Dated: November 26, 2018

Exhibit 23.1
CAMBREX CORPORATION
Consent of Independent Registered Public Accounting Firm
We have issued our report dated October 10, 2018, with respect to the combined financial statements of Halo Pharmaceutical and
Affiliates as of December 31, 2017 and 2016 and for the years then ended included in this Current Report on Form 8-K/A of Cambrex
Corporation. We consent to the incorporation by reference of said report in Registration Statements of Cambrex Corporation on Forms
S-8 (File No. 333-166260, 333-22017, 333-113612, 333-113613, 333-129473, 333-174124, 333-181053, 333-190305 and 333206045).
/s/ Grant Thornton LLP
New York, New York
November 26, 2018
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Halo Pharmaceutical
We have audited the accompanying combined financial statements of Halo Pharmaceutical and affiliates, which comprise the combined
balance sheets as of December 31, 2017 and 2016, and the related combined statements of comprehensive income, changes in
stockholders’ equity, and cash flows for the years then ended, and the related notes to the combined financial statements.
Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these combined financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of combined financial statements that are free from material
misstatement, whether due to fraud or error.
Auditor’s responsibility
Our responsibility is to express an opinion on these combined financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the combined financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the combined financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of
the combined financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation and fair presentation of the combined financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the
combined financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the combined financial statements referred to above present fairly, in all material respects, the financial position of Halo
Pharmaceutical and affiliates as of December 31, 2017 and 2016, and the results of their operations and their cash flows for the years
then ended in accordance with accounting principles generally accepted in the United States of America.
Emphasis of matter
As described in Note 1 to the financial statements, the companies are under common control and management. Because of these
relationships, the financial statements of the companies have been prepared as if they were a single entity. Our opinion is not modified
with respect to this matter.
/s/ Grant Thornton LLP
New York, New York
October 10, 2018
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HALO PHARMACEUTICAL AND AFFILIATES
Combined Balance Sheets
As of December 31, 2017 and 2016

2017

ASSETS
Current assets
Cash and cash equivalents
Accounts receivable
Inventory
Prepaid expenses and other current assets
Total current assets
Noncurrent assets
Property, plant and equipment, net
Due from a related parties
Intangibles, net
Goodwill
Deposits and other assets
Total noncurrent assets
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable
Accrued expenses
Current portion of advances from customers
Income tax payable
Line of credit
Current portion of long-term debt
Current portion of capital lease obligations
Current portion of due to related parties
Current portion of long-term payable
Total current liabilities
Noncurrent liabilities
Advances from customers, net of current portion
Deferred income taxes
Long-term debt, net of current portion
Capital lease obligations, net of current portion
Due to related parties, net of current portion
Long-term payable, net of current portion
Total noncurrent liabilities
Total liabilities
Commitments and contingencies
Stockholders’ equity
Capital
Retained earnings
Accumulated other comprehensive loss
Halo Pharmaceutical and Affiliates stockholders’ equity
Noncontrolling interest
Total equity
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

$

$

$

The accompanying notes are an integral part of these combined financial statements.
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5,023,219
17,311,996
12,886,779
1,238,226
36,460,220
65,085,168
227,977
3,686,760
828,328
110,284
69,938,517
106,398,737

4,784,743
6,410,507
5,211,487
631,657
6,000,000
2,291,299
221,287
338,176
1,167,153
27,056,309

2016

$

$

$

9,918,036
11,075,992
15,004,020
1,608,245
37,606,293
65,061,272
213,001
4,020,746
819,470
196,949
70,311,438
107,917,731

4,790,830
8,698,323
3,724,280
329,071
6,000,000
2,449,747
363,832
572,404
7,208,662
34,137,149

4,254,156
11,325,397
19,175,711
211,707
3,196,048
2,271,704
40,434,723
67,491,032

3,767,118
12,516,305
21,180,565
431,477
5,073,788
1,684,015
44,653,268
78,790,417

23,467,323
15,700,163
(2,992,368 )
36,175,118
2,732,587
38,907,705
106,398,737

23,467,323
7,447,027
(3,747,505 )
27,166,845
1,960,469
29,127,314
107,917,731

$

HALO PHARMACEUTICAL AND AFFILIATES
Combined Statements of Comprehensive Income
For the years ended December 31, 2017 and 2016

2017

Revenues
Cost of revenues
Gross profit
Operating expenses
Related party expenses
Income from operations
Other expenses (income)
Gain on settlement of long-term account payable
Interest income
Interest expense
Loss (gain) on disposal of assets
Other expenses

$

Income before provision for income tax and noncontrolling interest
Provision for income tax
Net income before noncontrolling interest
Net income attributable to the noncontrolling interest
Net income attributable to Halo Pharmaceutical and Affiliates
Other comprehensive income
Foreign currency translation adjustments
Total other comprehensive income
Comprehensive income
Comprehensive income attributable to noncontrolling interests
Comprehensive income attributable to Halo Pharmaceutical and Affiliates

$

The accompanying notes are an integral part of these combined financial statements.
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95,728,226
69,606,988
26,121,238
12,870,329
2,786,352
10,464,557

2016

$

88,916,123
67,089,055
21,827,068
13,521,160
2,771,311
5,534,597

(793,305 )
(299 )
1,143,237
7,646
73,781
431,060
10,033,497
828,658
9,204,839
951,703
8,253,136

(4,454,239 )
(386 )
1,219,751
(16,923 )
121,710
(3,130,087 )
8,664,684
2,726,285
5,938,399
1,570,127
4,368,272

575,552
575,552
9,780,391
772,118
9,008,273

(298,379 )
(298,379 )
5,640,020
1,408,118
4,231,902

$

HALO PHARMACEUTICAL AND AFFILIATES
Combined Statements of Changes in Stockholders’ Equity
For the years ended December 31, 2017 and 2016

Halo Pharmaceutical and Affiliates
Capital Stock
Retained
Acccumulated Other
Amount
Earnings
Comprehensive loss

Balance at December 31, 2015
Prior period adjustment (Note 3)
Foreign currency translation adjustment
Net income for the year
Comprehensive income
Balance at December 31, 2016
Foreign currency translation adjustment
Net income for the year
Comprehensive income
Balance at December 31, 2017

$ 23,467,323
23,467,323
$ 23,467,323

$ 10,365,491
(7,286,736 )
4,368,272
4,368,272
7,447,027
8,253,136
8,253,136
$ 15,700,163

$

$

(3,611,135 )
(136,370 )
(136,370 )
(3,747,505 )
755,137
755,137
(2,992,368 )

The accompanying notes are an integral part of these combined financial statements.
-4-

Stockholders’
Equity
Amount

$ 30,221,679
(7,286,736 )
(136,370 )
4,368,272
4,231,902
27,166,845
755,137
8,253,136
9,008,273
$ 36,175,118

Noncontrolling
Interest

$

552,351
(162,009 )
1,570,127
1,408,118
1,960,469
(179,585 )
951,703
772,118
$ 2,732,587

Total

$ 30,774,030
(7,286,736 )
(298,379 )
5,938,399
5,640,020
29,127,314
575,552
9,204,839
9,780,391
$ 38,907,705

HALO PHARMACEUTICAL AND AFFILIATES
Combined Statements of Cash Flows
For the years ended December 31, 2017 and 2016

2017

CASH FLOWS FROM OPERATING ACTIVITIES
Net income before noncontrolling interest
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of property, plant and equipment
Amortization of intangibles
Amortization of deferred financing fees
Loss (gain) on disposal of assets
Deferred income taxes
Gain on settlment of long-term account payable
Foreign currency transaction loss
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other current assets
Due from/to related parties
Deposits and other assets
Accounts payable
Accrued expenses
Advances from customers
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of assets
Acquisition of property, plant and equipment
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Payments of capital lease obligations
Payments of long-term debt
Payments of long-term other payable
Net cash used in financing activities
Effects of exchange rate changes on cash
Net (decrease) increase in cash
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Supplemental cash flow information
Cash paid during the year for:
Interest
Income taxes

The accompanying notes are an integral part of these combined financial statements.
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$

9,204,839

2016

$

5,938,399

5,659,637
571,788
105,972
7,646
(1,521,093 )
(793,305 )
159,493

5,404,895
984,069
119,598
(16,923 )
2,135,976
(4,454,239 )
146,130

(5,804,678 )
2,381,899
478,107
(1,999,841 )
86,665
(1,264,691 )
(1,176,050 )
1,713,088
7,809,476

4,072,792
(522,611 )
178,256
1,272,064
102,226
749,101
(369,650 )
(226,511 )
15,513,572

10,000
(4,263,033 )

172,250
(3,481,028 )

(4,253,033 )

(3,308,778 )

$

(369,531 )
(2,825,298 )
(4,946,813 )
(8,141,642 )
(309,618 )
(4,894,817 )
9,918,036
5,023,219

$

(300,751 )
(2,110,094 )
(2,726,980 )
(5,137,825 )
(147,192 )
6,919,777
2,998,259
9,918,036

$
$

1,143,237
1,263,605

$
$

1,219,761
2,868

HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
December 31, 2017 and 2016

1.

ORGANIZATION AND NATURE OF OPERATIONS
Organization
Effective January 1, 2015, the founding stockholders and members of Halo Pharmaceutical, Inc. (“Halo US”) and Halo
Pharmaceutical Holding, LLC (“Holding”) and Holding’s subsidiary, Halo Pharmaceutical Realty LLC (“Realty”) sold 100% of
their equity interests in Halo US and Holding to Angel US Holdings, L.P. (“Angel US”) and concurrently, two of the founding
stockholders bought back a minority interest in Angel US. Angel US was created to be a holding company for the purpose of
purchasing Halo US and Holding. In conjunction with this transaction, the organization structure of the surviving entities was
restructured whereby Holding became a wholly owned subsidiary of Halo US.
Additionally, effective January 1, 2015, the founding members of Halo NJ Holding LLC (“NJ Holding”) and NJ Holding’s
subsidiary, 8121117 Canada Inc. (“8121117” or “Canada Holdings”) and 8121117’s subsidiary 8119929 Canada Inc.
(“8119929” or “Halo Montreal”) sold 100% of their equity interests in NJ Holding to Angel Canada Holdings, L.P. (“Angel
Canada”) and concurrently, two of the founding stockholders bought back a minority interest in Angel Canada. Angel Canada
was created to be a holding company for the purpose of purchasing NJ Holding.
Furthermore, effective January 1, 2015, the sole shareholder of Halo Pharmaceutical Canada, Inc. (“Halo Canada”) and Halo
Canada’s subsidiary, Jefferson Hannover Group Inc. (“JHG”) sold a majority of his equity interest to SK Angel Mirabel
Holdings Inc. (“Angel Mirabel”). Angel Mirabel was created to be a holding company for the purpose of purchasing an equity
interest into Halo Canada.
Halo Canada, Canada Holdings, and Halo Montreal, were incorporated on February 29, 2012 under the Canada Business
Corporations Act and are located in Mirabel (Quebec), Canada. Halo Canada operates as the main operating entity while Canada
Holdings and Halo Montreal main activities consist of renting Canadian based property plant and equipment to Halo Canada, the
operating company under common control.
JHG has been a wholly owned subsidiary of Halo Canada since December 20, 2013 and domiciled in New Jersey, USA. The
main activities consist of sharing in the rental income and investments of the USA based property plant and equipment owned
under common control since January 1, 2015.
Angel Mirabel was incorporated on December 17, 2014 under the Canada Business Corporations Act as a holding company for
Halo Canada and JHG.
Holding and its subsidiary, Realty, are limited liability companies with perpetual lives and own the manufacturing facility in
Whippany, New Jersey in which Halo operates. In 2016, Holding owned 100% of the Class A shares in Realty.
Additionally, during 2017, the Company simplified its corporate structure and dissolved the Holding and JHG entities as these
entities no longer served any useful purpose due to the 2015 transaction and the entities being under common control. As of
December 31, 2017, Realty was 100% wholly owned subsidiary of Halo US.
SK Angel Holdings, L.P. (“SK Angel”) is the majority owner of Angel US, Angel Canada, and Angel Mirabel and their related
subsidiaries.
The combined financial statements of Halo Pharmaceutical and affiliates include the activity of Halo US, Holding, Realty, Halo
Canada, Canada Holdings, Halo Montreal, JHG, and Angel Mirabel (collectively, the “Company” or “Halo Pharmaceutical” or
“Halo Pharma”), which are all owned by SK Angel. These companies are also under a common management.
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HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
December 31, 2017 and 2016

Nature of Operations
Halo Pharmaceutical manufactures products for its customers under renewable contracts and its facilities are registered with the
Food and Drug Administration (“FDA”). Halo US is also registered with the Drug Enforcement Administration (“DEA”) and
Medicines and Healthcare products Regulatory Agency (“MHRA”). Halo Canada is registered with Health Canada. The
manufacturing capabilities of Halo Pharma cover all aspects of commercial finish dosage form production of small molecule and
biological drugs, including tablets, capsules, ointments and liquids manufacturing to finished goods packaging. Halo Pharma
also offers a wide range of analytical development services with expertise in the areas of product and process development,
production scale-up and validation and technology transfer. Halo Pharma’s dedicated laboratories and pilot facilities can assist at
all stages of development from pre-clinical to phase III as well as commercial manufacturing.
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Combination
The Company combined all entities that it controls by ownership by SK Angel. As of December 31, 2017 and 2016, there were
no entities considered as variable interest entities of Halo Pharmaceutical. All material intercompany accounts and transactions
have been eliminated.
Use of Estimates
The preparation of combined financial statements in accordance with accounting principles generally accepted in the United
States of America (“US GAAP”) requires management to make estimates, judgments and assumptions that may affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an
on-going basis, the Company evaluates their estimates and judgments and methodologies, including those related to revenue
recognition, account receivable allowances, valuation of inventory, useful lives of property and equipment, and impairment of
intangibles. The Company bases their estimates on historical experience and on various other assumptions that are believed to be
reasonable, the results of which form the basis for making judgments about the carrying values of assets and liabilities. Actual
results may differ from these estimates under different assumptions or conditions.
Revenue Recognition
The Company enters into a number of collaboration agreements with pharmaceutical companies which typically include upfront
payments, payments based upon achievement of pre-clinical and clinical development services (pharmaceutical development)
and manufacturing services.
In the normal course of business, the Company enters into transactions, referred to as multiple-element transactions, which
involve making judgments about allocating the consideration to the various elements of the transactions. In accounting for
multiple-element transactions, judgment must be exercised in identifying the separate elements in a bundled transaction as well
as determining the values of these elements. These judgments can impact the amount of revenues and net income recognized
over the term of the contract, as well as the period in which they are recognized. In determining the value of the respective
elements, the Company refers to historical transactions and the Company’s best estimate of selling price.
-7-

HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
December 31, 2017 and 2016

Commercial Manufacturing
The Company’s commercial manufacturing revenue consists of sales of prescription drugs manufactured to order in accordance
with customer specifications. Manufacturing revenues are recognized when persuasive evidence of an arrangement exists, title to
the product and associated risk of loss has passed to the customer, which is considered to occur when the product has been
shipped to the customer, the sales price is fixed or determinable, and collectability is reasonably assured. The Company records
their product sales, net of sales discounts and allowances as a reduction of product sales, at the time the product is shipped or
quantity released according to contractual agreement.
Pharmaceutical Development
Pharmaceutical development revenue consists of revenue from performance on product development contracts. As product
development projects routinely change in size and scope, the Company is unable to estimate the percentage of completion of a
particular service or task within the contract. As such, revenue from the performance of each service or task is recognized using
the completed performance method. Under the completed performance method, revenue and contract costs are deferred and
both are recognized when all deliverables are completed. There were no significant services or tasks under the pharmaceutical
development contracts outstanding as of December 31, 2017 and 2016.
Storage Fees
Revenues from storage are recognized when the related storage services are performed.
Reimbursed Expenses
Expense reimbursement revenue is recognized by the Company as incurred. The Company records its contractual expense
reimbursements as a component of its revenue, as incurred, on a gross basis, with the expense reimbursements received as
revenue and the related expenses as an expense account in accordance with the guidance in Accounting Standards Codification
(“ASC”) 605-45-45-23.
Fair Value of Financial Instruments
The Company’s financial instruments include cash and cash equivalents, accounts receivable, debt, notes payable, accounts
payable and accruals. Due to their short-term nature, the carrying amounts of such financial instruments approximate their fair
value.
Foreign Currency Translation
The financial statements of all foreign affiliates were prepared in their respective local functional currencies and translated into
U.S. dollars based on the current exchange rate at the end of the period for the balance sheet and a weighted-average rate for the
period on the combined statement of comprehensive income. Adjustments resulting from translation of financial statements are
reflected as a separate component of accumulated other comprehensive income. Transaction gains and losses are included in
earnings.
Cash and Cash Equivalents
Cash and cash equivalents include cash deposited at banks and highly liquid investments with maturities of 90 days or less when
purchased. The Company places its cash and cash equivalents in institutions and funds of high credit quality. The Company
maintains cash at financial institutions that periodically exceed federally insured amounts. The Company has not experienced
any loss in such accounts and believes it is not exposed to any significant risk on cash.
-8-

HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
December 31, 2017 and 2016

Advances from Customers
The Company receives advance payments from the customers for certain contracts which are recorded as liabilities. As of
December 31, 2017 and 2016, the total outstanding advances from customers amounted to $9,465,643 and $7,491,398,
respectively, of which, $5,211,487 and $3,724,280, respectively, are presented as current liabilities in the combined balance
sheets.
Accounts Receivable
The Company monitors exposure to credit losses and maintains an allowance for doubtful accounts for anticipated losses
considered necessary under the circumstances. Accounts receivable are charged against the allowance for doubtful accounts
once uncollectability has been determined. Accounts receivable are considered to be past due and placed on delinquent status
based on contractual terms, as well as how frequently payments are received, on an individual account basis. There were no
allowances for doubtful accounts as of December 31, 2017 and 2016.
Inventory
Inventory, which consists of raw materials, packaging materials, work in process and finished goods, is stated at the lower of
cost or market. The cost of the inventory is determined primarily on a standard cost, with a portion valued at weighted moving
average basis, which approximates actual costs on the first in, first out basis. The Company manufactures prescription drugs to
order in accordance with customer specifications. Included in inventory is raw materials used in production of pre-clinical and
clinical products.
As of December 31, 2017 and 2016, the Company recorded a lower of cost or market adjustment and reserves for slow moving
or obsolete inventory totaling $1,763,800 and $1,521,923, respectively.
Property, Plant and Equipment
Property, plant and equipment are recorded at cost, less accumulated depreciation and amortization. Depreciation is provided
using straight-line method over the estimated useful lives of the related assets. The costs of improvements that extend the life or
increase the functionality of equipment are capitalized. Construction in progress is stated at cost, which includes the cost of
construction and other direct costs attributable to the construction. No provision for depreciation is made on construction in
progress until such time as the relevant assets are completed and put into use. Repairs and maintenance are expensed as
incurred.
When property, plant and equipment are retired or otherwise disposed of, the cost and accumulated depreciation are removed
and any resulting gain or loss is included in the other expense (income) for the respective period.
Intangible Assets
Intangible assets consist of trade names, customer relationships and product rights. Intangible assets are amortized over their
estimated useful lives of 10 years. Intangible assets are reviewed for potential impairment whenever events or circumstances
indicate that carrying amounts may not be recoverable. During the years ended December 31, 2017 and 2016, there were no
events or circumstances that indicated that the carrying amounts of the intangibles may not be recoverable, and therefore, no
impairment loss was recorded.
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HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
December 31, 2017 and 2016

Impairment of Long-Lived Assets
The Company evaluates the recoverability of its long-lived assets when events or changes in circumstances indicate that the
carrying amount of such assets may not be recoverable in accordance with ASC 360, Property, Plant and Equipment .
Impairment losses are recorded on long-lived assets when indicators of impairment are present and the undiscounted future cash
flows estimated to be generated by those assets are less than the assets’ carrying amount. If such assets are impaired, the
impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the
assets. For the years ended December 31, 2017 and 2016, the Company did not record any impairment losses.
Goodwill
Goodwill is the excess of the cost of an acquired enterprise over the net of the amounts assigned to assets acquired and liabilities
assumed. Goodwill is not amortized but is tested for impairment when events or changes in circumstances indicate that the
carrying amount of the reporting unit to which the goodwill is assigned may exceed its fair value. When the carrying amount of
a reporting unit exceeds its fair value, a goodwill impairment loss is recognized in an amount equal to the excess. During the
years ended December 31, 2017 and 2016, there were no events or circumstances that indicated that the carrying amounts of the
goodwill does not exceed fair value, and therefore, no impairment loss was recorded.
Deferred Financing Costs
Deferred financing fees primarily consist of bank and legal fees and are amortized straight line over the term of the related debt.
Total amortization expense for the years ended December 31, 2017 and 2016 was $105,972 and $119,598, respectively. As of
December 31, 2017 and 2016, the deferred financing costs, net of accumulated amortization amounted to $100,471 and
$124,631, respectively, and are presented as a deduction from the carrying value of the long-term debt in the combined balance
sheets.
Exit or Disposal Cost Obligations
A liability for costs associated with exit or disposal activities is recognized when incurred and measured at its fair value.
Income Taxes
Effective with the change in control on January 1, 2015, Halo US is taxed as a C corporation. Halo Pharma recognizes the
amount of taxes payable or refundable for the current year and recognizes deferred tax assets and liabilities for the expected
future tax consequences of events and transactions that have been recognized in the Company’s financial statements or tax
returns.
Deferred income tax assets and liabilities reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. The major temporary
differences that give rise to the deferred tax assets and liabilities are the inventory capitalization, and depreciation and
amortization. Deferred income tax expense represents the change during the period in the deferred tax assets and deferred tax
liabilities. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than
not that some portion or all of the deferred tax assets will not be realized. Realization of the deferred income tax asset is
dependent on generating sufficient taxable income in future years. Although realization is not assured, management believes it
is more likely than not that all of the deferred income tax asset will be realized. The amount of the deferred income tax asset
considered realizable, however, could be reduced in the near term if estimates of future taxable income are reduced.
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Realty is treated as a partnership for USA federal and state income tax purposes. Realty leases real property to its parent Halo
US. Realty’s taxable income is allocated among the members in accordance with the regulations of the Company and the
members include their proportionate share of its taxable income or loss on their individual federal and state income tax
returns. In 2016, Realty was owned by Holding, a disregarded entity for tax purposes. At the end of 2017, the Class B and C
Units of Realty, which were owned by JHG, were redeemed by Holding. Holding was a disregarded entity owned directly by
Halo US, which was also liquidated into Halo US during 2017. Due to these transactions, Realty became a single member LLC
owned directly by Halo US.
Management has evaluated its tax positions and believes that there are no adjustments or disclosures of possible additional tax
liabilities as of December 31, 2017 and 2016. The Company policy is for any interest and penalties related to those uncertain
tax positions to be included in the provision for income taxes. The amount that may ultimately have to be recognized, in the
event that the Company tax returns are examined by the appropriate taxing authority, may differ from management’s
estimate. The income tax returns of the Company are subject to examination by certain taxing authorities, generally for three
years after they are filed.
The Tax Cuts and Jobs Act (the “Act”) was enacted into USA law on December 22, 2017. The Act permanently reduces the
U.S. federal top corporation rate from 35% to a flat 21% beginning January 1, 2018, and requires that the Company’s deferred
tax assets and liabilities be remeasured at December 31, 2017. The Company remeasured its deferred assets and liabilities based
on the rates at which they are expected to reverse in the future, which is generally 21%. The net charge recorded related to the
remeasurement of the Company’s deferred tax balances was $2,785,375.
Recent Accounting Pronouncements
In 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2014-09, Revenue
from Contracts with Customers (Topic 606) . This new standard will replace all current US GAAP guidance on this topic and
eliminate all industry-specific guidance. The new revenue recognition guidance provides a unified model to determine when and
how revenue is recognized. The core principle is that a company should recognize revenue to depict the transfer of promised
goods or services to customers in an amount that reflects the consideration for which the entity expects to be entitled in
exchange for those goods or services. This guidance can be applied either retrospectively to each period presented or as a
cumulative-effect adjustment as of the date of adoption. In 2015, the FASB issued guidance (ASU 2015-14) to defer the
effective date to fiscal years beginning after December 15, 2018 with early adoption for fiscal years beginning December 15,
2016. The Company is evaluating the impact of adopting this new accounting guidance on the combined financial statements.
In 2015, the FASB issued ASU 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory. The standard
simplifies the current “lower of cost or market” test by eliminating the multiple measures of “market.” Inventory would be
measured as the lower of cost or net realizable value (“NRV”). NRV retains its current definition, “estimated selling price in the
ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation.” The ASU excludes
inventory measured using the last-in, first-out and retail inventory methods; entities using those methods would continue
applying their existing impairment models. This guidance is effective for annual periods beginning after December 15, 2016,
and interim reporting periods within annual reporting periods beginning after December 15, 2017. Early adoption is permitted.
The Company has adopted the guidance with no material impact on the combined financial statements.
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In 2016, the FASB issued ASU 201 6-02, Leases (Topic 842). The new guidance will require entities that lease assets to
recognize on the balance sheet the assets and liabilities for the rights and obligations created by those leases. The ASU also will
require disclosures to help financial statement users better understand the amount, timing, and uncertainty of cash flows arising
from leases. These disclosures include qualitative and quantitative requirements, providing additional information about the
amounts recorded in the financial statements. The accounting by entities that own the assets leased by the lessee remain largely
unchanged. The new standard is effective for fiscal years beginning after December 15, 2019. Early adoption is permitted. The
Company is evaluating the impact of adopting this new accounting guidance on the combined financial statements.
Reclassifications
Certain prior year amounts have been reclassified to conform to the current year combined financial statements presentation.
3.

PRIOR YEAR ADJUSTMENT
In 2016, the Company recorded an adjustment within the statement of changes in stockholders’ equity to correct the cumulative
impact of a prior period error in accounting for deferred income taxes. The error was due to temporary differences between the
book and tax basis of an investment and certain fixed assets which were incorrectly recognized as deferred tax assets in prior
periods. Also contributing to the error were deferred tax differences related to net operating losses, accrued expenses, research
and development (“R&D”) credits and other assets. Had the error not been made, the net loss from prior years would have been
higher by $7,286,736. There is no effect on net income for 2017 and 2016.

4.

INVENTORIES
Inventory consists of the following as of December 31, 2017 and 2016:
2017

Raw materials
Work-in-process
Finished goods
Packaging and supplies

$

$
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6,177,061
588,022
1,697,025
4,424,671
12,886,779

2016

$

$

7,886,705
627,444
2,285,154
4,204,717
15,004,020
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5.

PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consists of the following as of December 31, 2017 and 2016:
Estimated
Useful Lives

Land and land improvements
Building and building improvements
Machinery and equipment
Software and computer equipment
Furniture and fixtures
Construction in progress
Total
Less: Accumulated depreciation and amortization
Net

n/a - 5 yrs
15 - 36 years
5 - 15 years
3 - 10 years
2 - 7 years
n/a

2017
Amount

2016
Amount

$

8,538,014 $
8,425,817
39,649,184
36,857,272
33,018,528
30,004,535
4,378,602
4,548,964
220,340
213,383
1,796,902
1,567,913
87,601,570
81,617,884
(22,516,402 )
(16,556,612 )
$ 65,085,168 $ 65,061,272

Depreciation expense totaled $5,659,637 and $5,404,895 for the years ended December 31, 2017 and 2016, respectively.
6.

INTANGIBLES
Intangibles consist of the following:
2017
Accumulated
Amortization

Gross
Amount

Trade names
Customer relationships
Product rights
Total

$

$

1,257,991
2,813,113
1,194,898
5,266,002

$

$

2016
Accumulated
Amortization

Gross
Amount

Trade names
Customer relationships
Product rights
Total

$

$

1,221,338
2,687,443
1,117,151
5,025,932

(377,397 ) $
(843,934 )
(357,911 )
(1,579,242 ) $

$

$

(244,268 ) $
(537,488 )
(223,430 )
(1,005,186 ) $

Net

880,594
1,969,179
836,987
3,686,760

Net

977,070
2,149,955
893,721
4,020,746

For the years ended December 31, 2017 and 2016, total amortization expense was $571,788 and $984,069, respectively.
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Estimated amortization for each of the next five years is as follows.
2018
2019
2020
2021
2022 and thereafter

$

$

7.

568,315
568,315
568,315
568,315
1,413,520
3,686,780

LINES OF CREDIT
Provident Bank
The Halo US, Holding, and Realty entities (collectively “Halo US Group”) have a revolving line of credit with the Provident
Bank which provides Halo US Group with a working capital line of credit. On February 4, 2015, the Provident Bank and the
Halo US Group signed a fifth amendment to the credit and security agreement which increased the available line of credit from
$5,000,000 to $8,000,000, decreased the interest rate from Wall Street prime plus 1.25% to Wall Street prime plus 0.75%, with a
minimum rate from 4.50% to 3.75%, with a borrowing base equal to the maximum advances of up to 80% of eligible accounts
receivable plus advances not to exceed 50% of eligible inventory. Advances under this line of credit are due on demand, subject
to financial covenants and secured by all of Halo US Group’ assets, the corporate guarantees of Realty and Holding, and the
personal guarantees of certain founding stockholders and members. Interest is currently payable monthly at the Wall Street
Prime plus twenty-five basis points to the Wall Street Prime plus 0.75%, with a minimum rate of 3.75% (4.75% and 4.50% at
December 31, 2017 and 2016). At December 31, 2017 and 2016, Halo US had $6,000,000 and $6,000,000 outstanding liability
under the line of credit, respectively.
On February 1, 2017, Halo US Group amended the credit and security agreement with the Provident Bank in which the maturity
date of the revolving line of credit was extended through July 1, 2017. In addition, the interest rate and certain financial
covenants were also amended. December 26, 2017, Provident Bank extended the maturity date of the revolving line of credit
through March 29, 2018. Subsequent to year end 2017, Halo US Group off the entire $6,000,000 balance of the credit facility.
Other Credit Facilities
Under an agreement with HSBC Canada signed jointly and severally between Halo Canada, 8121117, and 8119929, and Angel
Mirabel (collectively, the “Halo Canada Group”), guaranteed by a movable hypothec of $11,956,955 (CAN$15,000,000) over
the universality of the Halo Canada Group assets, the Halo Canada Group benefit from the aggregate credit facilities described
hereafter as at December 31, 2017, which provide for covenants and conditions including maximum margin requirements as
well as the maintenance of certain financial ratios:
-

An operating credit facility totaling a maximum of $3,985,652 or its equivalent in U.S. dollars, subject to renewal at
the discretion of the financial institution; as at December 31, 2017, the operating credit facility was not used;

-

A capital loan credit line totaling a maximum of $3,219,090. The outstanding balance as of December 31, 2017 and
2016 amounted to $2,926,806 and $3,105,384, respectively, which is recorded under long-term debt.
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An equipment credit line totaling a maximum of $716,215 to assist in financing up to 75% of the cost before tax of acquisition
by the Halo Canada Group of new fixed machinery and equipment. The outstanding balance as of December 31, 2017 and
2016, an amount of $277,705 and $422,572, respectively, which is recorded under long-term debt.
The credit facilities bear interest at the prime rate plus 1% (4.2% and 3.7% as of December 31, 2017 and 2016, respectively).
8.

LONG-TERM DEBT
The debt consists of the following:
2017

Mortgage Payable - Provident Bank - $18,000,000 mortgage note, dated December 11,
2012, 10 year term, 20 amortization period, interest rate fixed at 4.25%, payable in
monthly installments of principal and interest of $112,043,maturing on January 1, 2023.
The loan is secured by substantially all property, plant, and equipment of Halo US and
Realty and unconditionally guaranteed by Holding, Halo US, and certain founding
stockholders and members.

$

Equipment Term Note - Provident Bank, dated December 1, 2013, seven year term,
interest rate fixed at 4.83%, payable in monthly installments of principal and interest of
$42,260 commencing January 1, 2014, maturing on December 1, 2020. The loan is
secured by Halo US assets, the corporate guarantees of Realty and Holding, and the
personal guarantees of certain founding stockholders and members.
Term Note - Provident Bank, dated August 1, 2014, seven year term, interest rate fixed at
4.625%, payable in monthly installments of principal and interest of $13,956, maturing
on August 1, 2021. The loan is secured by Halo US assets, the corporate guarantees of
Realty and Holding, and the personal guarantees of certain founding stockholders and
members.

14,891,544

2016

$

15,578,166

1,412,666

1,838,875

566,043

703,453

Term Note - Provident Bank, dated November 5, 2014, seven year term, interest rate fixed
at 4.50%, payable in monthly installments of principal and interest of $34,866, maturing
on November 1, 2021. The loan is secured by Halo US assets, the corporate guarantees of
Realty and Holding, and the personal guarantees of certain founding stockholders and
members.

1,493,217

1,834,963

Capital Expenditure Finance Loan - HSBC, totaling a maximum of $690,844, prime rate
plus 1% (4.2% and 3.7% as of December 31, 2017 and 2016), payable in monthly
installments of $13,286, secured by a movable hypothec on the universality of property,
maturing in July 2021.

571,272

682,703

Equipment Loan - HSBC, totaling a maximum of $408,513, prime rate plus 1% (4.2%
and 3.7% as of December 31, 2017 and 2016), payable in monthly installments of
$14,590, secured by a movable hypothec on the universality of property, maturing in
July 2019.
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277,205

$

422,572
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2017

Equipment Loan - HSBC, with an original amount of $3,814,269, prime rate plus
1% (4.2% and 3.7% as of December 31, 2017 and 2016), secured by a movable hypothec
on the universality of property, including a guarantee issued by the parent company,
payable in monthly installments of $21,602 plus interest, maturing on June 30, 2027.
$

2,355,534

Equipment Loan - HSBC, with an original amount of $2,491,032, prime rate rate plus
1% (3.7% as of December 31, 2016).
Total

2,422,681
271,530

21,567,481

23,754,943

100,471

124,631

2,291,299

2,449,747

Less: current portion
$

$

-

Less: unamortized deferred financing costs

Noncurrent

2016

19,175,711

$

21,180,565

Future maturities of long-term debt are as follows for the years ending December 31:
2018
2019
2020
2021
2022
Thereafter

$

$

2,291,299
2,274,920
2,250,194
1,656,146
1,118,903
11,976,019
21,567,481

All borrowings, including the line of credit, are collateralized by a security interest in substantially all assets of the
Company. The Company required to comply with certain financial covenants which are evaluated annually. The Company was
in compliance with those covenants as of December 31, 2017 and 2016.
9.

CAPITAL LEASE OBLIGATIONS
The Company has acquired equipment under long-term capital leases expiring between August 2018 and June 2020. The leases
are due in monthly installments ranging between $307 and $9,139, including interest ranging between 4.25% and 8.21%. The
present values of the minimum lease payments have been capitalized. As of December 31, 2017 and 2016, the property under
these capital leases has a total cost, net of accumulated depreciation, of approximately $700,069 and $898,121, respectively.
Depreciation of assets under capital leases is included in depreciation expense.
Future minimum lease payments are as follows for the years ending December 31:
2018
2019
2020

$

Less: amounts representing interest
Minimum lease payments

$
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244,476
169,344
52,871
466,691
(33,697 )
432,994
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10.

LONG-TERM PAYABLES
Long-term other payables consists of the following:
2017

Long-term account payable
Bonus payable to employees
Agreement with a supplier, without interest, payable in monthly
installments of $5,756, maturing in August 2018

$

Less current portion
Current portion

$

3,173,606
219,192
46,059
3,438,857
1,167,153
2,271,704

2016

$

$

8,574,021
211,074
107,582
8,892,677
7,208,662
1,684,015

On July 31, 2012, Halo Canada purchased inventories from a third party company (hereafter the “vendor”) in the amount of
$22,514,087. Over the following years, at fixed semi-annual dates starting on December 31, 2012 and ending on June 30,
2017, Halo Canada could, at its request and subject to the vendor’s approval, return inventory at pre-determined conditions to
the vendor. The returned inventories reduced the carrying amount and the corresponding balance payable to the vendor. The
portion of the amount that became due to the vendor on a given instalment date was computed based on a pre-established
contractual formula. Future payments on account of the balance payable to the vendor have been reasonably determined, the
current portion payable was recorded as a short-term liability and the balance was recorded as a long-term liability in accordance
with the terms of the contract.
On January 1, 2016, an amendment was made to the original asset purchase agreement with the vendor dated March 28, 2012
and to the original manufacturing supply and to the inventory purchase agreements that were dated July 31, 2012, under which
the vendor was granted lower minimum purchase commitments as well as other consideration and Halo Canada was granted a
$4,577,576 credit, which was accounted for as gain on settlement of long-term account payable in the combined statements of
comprehensive income during the year ended December 31, 2016. This agreement essentially simplified the timing of cash
flows and offsets both payments from and payments to Halo Canada based on the current business circumstances. Therefore, the
credit was applied against the long-term account payable, which relates to the amount due under the inventory purchase
agreement as the majority of the basis of the agreement were adjusting sales minimums for reserved capacity, with the exception
of $123,337 that was part of a receivable for expenses incurred and waiting for reimbursement. Therefore, the net income
favorable impact was $4,454,239. In addition, Halo Canada was granted a credit against the long-term account payable
amounting to $1,489,536 upon meeting certain criteria. The Company recorded $793,305 as gain on settlement of long-term
account payable in the combined statements of comprehensive income in 2017 and the remaining amount was not recorded due
to not meeting the criteria.
The outstanding balance of long-term account payable as of December 31, 2017 to $3,173,606 and is payable in 13 equal
quarterly payments.
11.

STOCKHOLDERS’ EQUITY
Halo US is authorized to issue 1,500 shares of common stock. On January 1, 2012, Halo US issued 900 shares of common stock
with no par value to three founding stockholders. In connection with the acquisition on January 1, 2015, these founding
stockholders transferred the same number of shares of common stock to Angel US, the parent of Halo US.
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8121117 has authorized and issued 100 class “A” shares (voting and participating common stock) amounting to $CAD
1,443,082 at $1 par value to NJ Holdings as of December 31, 2017 and 2016, respectively.
Halo Canada has authorized and issued 1035 common shares amounting to $850,000 with a $1 par value to Angel Mirabel and
a minority investor as of December 31, 2017 and 2016.
12.

RELATED PARTY TRANSACTIONS
Employment Agreements
In conjunction with the change in ownership on January 1, 2015, the Company entered into employment contracts with two
executives for annual base salaries expiring December 31, 2021 or if certain other criteria occur. During 2017 and 2016, the
Company recorded salaries and benefits expenses amounting to $623,841 and $601,600, respectively, which is presented as part
of related party expenses in the combined statements of comprehensive income. As of December 31, 2017 and 2016, the unpaid
salaries amounted to $0 and $250,000, respectively, which are presented as current liability in the combined balance sheets.
Management Agreement
Halo US and Halo Canada (collectively, “portfolio companies”) entered into a management agreement with SKCP Fund
Management LLC (“SKCP”), an affiliated entity of SK Angel. The management agreement provides that the management
company will provide the portfolio companies with senior level strategic management advice. For these services, the portfolio
companies will pay a management fee of $1,102,000 annually until such time as the portfolio companies are dissolved and
wound up in accordance with applicable law. The Company’s portion of these management fees is included in the related party
expenses account in the combined statements of comprehensive income. As of December 31, 2017 and 2016, the outstanding
payable to SKCP amounted to $0 and $1,377,500, respectively, which in 2016 was not expected to be paid within one year
hence, it was presented as part of noncurrent liabilities in the combined balance sheets.
Transactions with parent company
In 2015, Angel US made non-interest bearing advances to Halo US in the amount of $3,000,000. During 2015, Halo US offset
$751,935 against the advance from closing costs which were not reimbursed at closing. In addition, in the normal course of
business, the Company pays taxes and other expenses on behalf of Angel US. As of December 31, 2017 and 2016, the
outstanding payable (net of related receivables) to Angel US amounted to $2,080,671 and $2,243,109, respectively, which is not
expected to be paid within one year hence, it was presented as part of noncurrent liabilities in the combined balance sheet.
Halo US is a guarantor on two promissory notes held by the Parent:
On January 1, 2015, Angel US signed a promissory note with SK Angel in the amount of $3,000,000. Interest on the note is
fixed at 12% per annum. This note is subordinated to the senior indebtedness (debt with the Provident Bank) and guaranteed by
Halo US, Halo Canada and Halo New Jersey Holding LLC and their respective underlying assets. Except as otherwise provided
for under the senior indebtedness, the outstanding and unpaid principal shall be paid on the earlier of the seven year anniversary
of this note, or full disposition by SK Angel or its affiliates of their equity interests. As of the respective balance sheet dates, the
risk of early settlement of the note is remote.
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On January 1, 2015, Angel US signed a promissory note to pay one of the founding stockholders $800,000. Interest on the note
is fixed at 8% per annum. This note is subordinated to the senior indebtedness (debt with the Provident Bank) and guaranteed by
Halo US, Halo Canada, and Holding and their respective underlying assets. Except as otherwise provided for under the senior
indebtedness, the outstanding and unpaid principal shall be paid on the earlier of the seven year anniversary of this note, or full
disposition by SK Angel or its affiliates of their equity interests. As of the respective balance sheet dates, the risk of early
settlement of the note is remote.
Advances to a company owned by a non-controlling shareholder
Halo Canada provided a non-interest bearing advance to 8491372 Canada Inc., a company owned by a non-controlling
shareholder. As of December 31, 2017 and 2016, the outstanding receivable to the Company amounted to $227,977 and
$213,001, respectively, which is presented as part of noncurrent assets in the combined balance sheet.
Purchase price payable with non-controlling shareholder
As of January 1, 2015, Halo Canada entered into a takeover agreement to sell 55.1% of its shares with voting rights, resulting in
a change of control. SK Angelhas acquired 551 class “A” shares of Halo Canada for a total amount of $3,650,000. In
consideration thereof, Halo Canada entered into an agreement to pay the non-controlling shareholder an amount of $2,800,000
in quarterly equal instalments of $100,000, bearing no interest and maturing on December 31, 2021 or ending sooner if certain
criteria are met. The debt was initially measured at fair value represented by the capital being discounted at a rate of 4.79%,
being the current market for similar loans at issuance. As of December 31, 2017 and 2016, the outstanding related payable
amounted to $1,453,553 and $1,775,583, respectively, of which $338,176 and $322,404 is current.
The agreement principal repayments over the next years are as follows:
2018
2019
2020
2021

$

$
13.

338,176
354,720
372,073
388,584
1,453,553

EXIT OR DISPOSAL COST OBLIGATIONS
In 2015, as a result of the Company’s change in strategy, the Company decided to vacate a building they are leasing for
additional lab space. Although the Company remains obligated under the terms of this lease for the rent and other costs
associated with the lease through July 2018, the Company made the decision to cease using this space during December 2015.
As a result, the Company recorded a liability for the remaining monthly rental payments plus estimated operating expenses
totaling $1,142,476 at December 31, 2015 in accrued expenses, which approximates fair value. In 2017 and 2016, the Company
made total payments amounting to $355,775 and $361,578, respectively. As of December 31, 2017 and 2016, the outstanding
liability amounted to $425,123 and $780,898, respectively, which was presented as part of accrued expenses in the combined
balance sheets.
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14.

COMMITMENTS AND CONTINGENCIES
Operating Leases
Halo US leases warehouse space and on October 21, 2016 has extended the lease through November 2024, with two five year
renewal options, from an unrelated party with monthly rent ranging between $18,912 and $24,128 per month. Halo also leases a
building which was for additional lab space through July 2018, from an unrelated party with monthly rent ranging between
$21,855 and $22,510 per month.
Certain leases call for escalation charges throughout the lease terms, and also include renewal options.
Rent expense parties was $318,499 and $322,990 for the years ended December 31, 2017 and 2016, respectively.
Future minimum payments, including estimated contingent rent for operating expenses, are as follows for the years ending
December 31:
2018
2019
2020
2021
2022
2023 and thereafter

$

$

528,529
256,288
262,816
269,376
253,312
548,608
2,118,929

Litigation and Other
The Company and its affiliates are from time to time subject to certain legal proceedings and claims which arise in the ordinary
course of its business and have not been fully adjudicated. Management presently believes that the ultimate outcome of these
proceedings, individually or in the aggregate, will not have a material adverse effect on the Company’s financial position, results
of operations or cash flows. Nevertheless, litigation is subject to inherent uncertainties and unfavorable rulings could occur. An
unfavorable ruling could include money damages and, in such event, could result in a material adverse impact on the
Company’s financial position, results of operations or cash flows for the period in which the ruling occurs.
15.

EMPLOYEE BENEFIT PLAN
The Company’ USA employees are employed through an unrelated third party Professional Employer Organization (“PEO”)
arrangement. The PEO provides various human resources, employee benefits, regulatory compliance and support and services,
including being the sponsor of the defined contribution benefit plan which allows all eligible employees to make tax deferred
contributions up to the maximum amount. Halo US matches 50% of employee salary deferral up to a maximum of 4% of
eligible compensation contributed to the plan. These matching contributions have a cliff vesting and for the years ended
December 31, 2017 and 2016, the Company had matching contributions to the plan amounting to $259,779 and $231,289,
respectively, net of any forfeited amounts.
The Company’s Canadian employees have a defined contribution plan. Total cost recognized for the defined contribution plan
was $339,355 and $297,700 as of December 31, 2017 and 2016, respectively.
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16.

INCOME TAXES
Income tax expense for the years ended December 31, 2017 and 2016 is as follows:
2017

Current
Federal
State
International

$

Deferred
Federal
State
International
Total income tax expense (benefit)

$

682,071
155,758
1,567,163
2,404,992
(1,505,320 )
321,446
(392,460 )
(1,576,334 )
828,658

2016

$

$

317,053
4,868
158,625
480,546
1,712,792
601,836
(68,889 )
2,245,739
2,726,285

Net deferred tax assets and liabilities consist of the following at December 31, 2017 and 2016:
2017

Deferred tax assets
Customer deposits
Accrued restructuring cost
Other accrued expenses
UNICAP
Property, plant and equipment - State
R&D credit
Net operating losses
Other

$

Valuation Allowance
Deferred tax liabilities
481(a) adjustment - customer deposits
Customer deposits
Intangible assets
481(a) adjustment - inventory
Investment in subsidiary
Property, plant and equipment - federal
Other
Net deferred tax liabilities

$

2016

- $
137,077
104,192
154,630
11,929
407,828
(11,929 )
395,899

560,538
212,040
266,394
186,216
71,986
21,915
4,698
257,520
1,581,307
(4,698 )
1,576,609

(262,412 )
(491,347 )
(1,055,985 )
(14,055 )
(2,842,580 )
(7,004,637 )
(50,280 )
(11,721,296 )
(11,325,397 ) $

(559,272 )
(1,364,140 )
(29,955 )
(4,271,301 )
(7,868,246 )
(14,092,914 )
(12,516,305 )

The Company assesses the realizability of deferred tax assets based on an evaluation of positive and negative evidence of future
taxable income. The Company believes that it will generate sufficient future taxable income to realize the income tax benefits
related to the deferred income tax assets.
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The Company does not have unrecognized tax benefits as of December 31, 2017 and 2016. For the periods ended December
31, 2017 and 2016, there were no accruals of interest and penalties on the combined statement of comprehensive income and no
interest and penalties are accrued on the combined balance sheet. The Company does not expect a significant change in the
unrecognized tax benefits within the next twelve months.
The Company operates and files income tax returns in the U.S. federal jurisdiction and in many state jurisdictions. Currently, the
Company has no open tax audits in any tax jurisdiction. The Company’s combined U.S. income tax returns have been audited
by the Internal Revenue Service for all years through 2013. The U.S. corporate affiliates have open tax years for certain states
for the years ended 2014 onward and the Canada corporate affiliates have open tax years for the years ended 2015 onward.
The Act was enacted on December 22, 2017. The income tax effects of changes in tax law are recognized in the period when
enacted. The Act provides for significant tax law changes and modifications with varying effective dates, which include
reducing the U.S. federal corporate income tax rate from 35% to 21% and allowing for immediate capital expensing of certain
qualified property acquired and placed in service after September 27, 2017, and before January 1, 2023.
The Company remeasured certain U.S. deferred tax assets and liabilities based on the rates at which they are expected to reverse
in the future, which is generally 21%. The provisional amount recorded related to the remeasurement of the deferred tax
balance was a tax benefit of $2.8 million.
17.

CONCENTRATIONS OF RISKS
Credit Risk
Financial instruments which potentially expose the Company to concentrations of credit risk consist primarily of cash and
accounts receivable.
Cash: The Company maintains cash balances with several financial institutions in which deposits are insured by the Federal
Deposit Insurance Corporation (“FDIC”) for Halo US and Canada Deposit Insurance Corporation (“CDIC”) for Halo Canada. At
various times, cash balances at these institutions may exceed the FDIC and/or CDIC insurance limits. As of December 31, 2017
and 2016, cash exceeded the FDIC and CDIC insurance limit by approximately $4.7 million and $9.6 million, respectively.
Accounts Receivable: The Company does business and extends credit based on an evaluation of the customers’ financial
condition, generally without requiring collateral. Exposure to losses on receivables is expected to vary by customer due to the
financial condition of each customer.
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Business Risk
Information with respect to customers and vendors that account for more than 10% of sales, accounts receivable, and accounts
payable as of and for the years ended December 31, 2017 and 2016 is as follows:
2017
Number

Revenue - commercial
Revenue - product development
Accounts receivable
Accounts payable

2016
Percentage

4
2
2
1

70 %
32 %
37 %
39 %

Number

Percentage

3
3
2
1

66 %
43 %
40 %
35 %

During the years ended December 31, 2017 and 2016, approximately 65% and 63%, respectively, of the Company revenue was
derived from commercial manufacturing production, while 35% and 36%, respectively, was derived from product development
activities.
The manufacturing of pharmaceutical products is a highly complex process in which varieties of difficulties may arise from time
to time. Problems with the manufacturing process could result in delays in manufacturing or shipment of products. The
manufacturing facilities also require specialized personnel. Any delay in the regulatory approval of product candidates, or
suspension of the sale of any customer products, may cause operating losses as Halo Pharma continues to operate its facility and
retain specialized personnel.
All operations are mainly conducted and revenue is mainly generated in the United States and Canada. During the years ended
December 31, 2017 and 2016, approximately 42% and 38%, respectively, of the Company revenue was generated from
Canada.
18.

SUBSEQUENT EVENTS
On April 17, 2018, the Company entered into a new credit and security agreement with the Provident Bank in which a term loan
of $25,000,000 was obtained and also renewed the existing revolving credit note of up to $8,000,000. The term loan bears an
annual interest rate of LIBOR +4% and has a maturity date of April 17, 2022. The revolving credit note bears an annual interest
rate of Prime Rate +0.25% with a minimum rate of 3.75%, and has a maturity date of July 1, 2019. The existing mortgage
agreements were concurrently modified.
On May 30, 2018, the Company paid and issued promissory notes totaling $24,767,795 to certain shareholders for
recapitalization of their ownership.
On September 12, 2018, Cambrex Corporation (“Cambrex”) acquired all of the outstanding shares of Halo Pharmaceutical for a
cash consideration of $425,000,000.
The Company have evaluated all events through October 10, 2018, the date these combined financial statements were available
to be issued, and noted no events, other than those described above, that require consideration for adjustments to, or disclosure
in the combined financial statements.
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HALO PHARMACEUTICAL AND AFFILIATES
Combined Balance Sheets (Unaudited)
As of June 30, 2018 and 2017

2018

ASSETS
Current assets
Cash and cash equivalents
Accounts receivable
Inventory
Due from related parties
Prepaid expenses and other current assets
Total current assets
Noncurrent assets
Property, plant and equipment, net
Intangibles, net
Goodwill
Deposits and other assets
Total noncurrent assets
TOTAL ASSETS

$

$

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable
Accrued expenses
Current portion of advances from customers
Income tax payable
Line of credit
Current portion of long-term debt
Current portion of capital lease obligations
Current portion of due to related parties
Current portion of long-term payable
Total current liabilities
Noncurrent liabilities
Advances from customers, net of current portion
Deferred income taxes
Long-term debt, net of current portion
Capital lease obligations, net of current portion
Due to related parties, net of current portion
Long-term payable, net of current portion
Total noncurrent liabilities
Total liabilities
Commitments and contingencies
Stockholders’ equity
Capital
Retained earnings
Accumulated other comprehensive loss
Halo Pharmaceutical and Affiliates stockholders’ equity
Noncontrolling interest
Total equity
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

$

The accompanying notes are an integral part of these combined financial statements.
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3,570,017
15,555,348
11,854,214
22,978,428
1,297,537
55,255,544
62,721,034
3,310,276
821,948
101,994
66,955,252
122,210,796

3,192,704
5,265,223
4,301,766
186,959
5,275,419
217,314
346,349
1,081,132
19,866,866

2017

$

$

$

3,548,195
16,710,077
13,489,699
220,388
1,918,410
35,886,769
64,377,948
3,858,165
823,839
196,949
69,256,901
105,143,670

4,444,209
6,097,224
5,598,012
456,026
6,000,000
2,197,451
110,400
368,099
4,951,747
30,223,168

4,536,101
10,088,436
39,764,327
105,964
940,330
1,597,971
57,033,129
76,899,995

4,088,296
12,675,345
20,259,626
427,074
3,480,991
2,690,921
43,622,253
73,845,421

23,467,323
22,499,922
(3,662,868)
42,304,377
3,006,424
45,310,801
122,210,796

23,467,323
8,654,477
(3,502,278)
28,619,522
2,678,727
31,298,249
105,143,670

$

HALO PHARMACEUTICAL AND AFFILIATES
Combined Statements of Comprehensive Income (Unaudited)
For the six-month periods ended June 30, 2018 and 2017

2018

Revenues
Cost of revenues
Gross profit
Operating expenses
Management fees and other - related party expenses
Income from operations
Other expenses (income)
Interest income
Interest expense
Loss (gain) on disposal of assets
Other expenses

$

Income before provision for income tax and noncontrolling interest
Provision for income tax
Net income before noncontrolling interest
Net income attributable to the noncontrolling interest
Net income attributable to Halo Pharmaceutical and Affiliates
Other comprehensive income
Foreign currency translation adjustments
Total other comprehensive income
Comprehensive income
Comprehensive income attributable to noncontrolling interests
Comprehensive income attributable to Halo Pharmaceutical and Affiliates

The accompanying notes are an integral part of these combined financial statements.
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$

54,639,188
36,244,718
18,394,470
7,725,518
915,470
9,753,482

2017

$

46,448,727
34,610,966
11,837,761
7,043,192
930,299
3,864,270

(30,171 )
750,020
64,215
784,064
8,969,418
1,723,849
7,245,569
445,810
6,799,759

(151 )
574,057
(10,000 )
163,834
727,740
3,136,530
1,187,053
1,949,477
742,027
1,207,450

(842,474 )
(842,474 )
6,403,095
273,836
6,129,259

221,458
221,458
2,170,935
718,258
1,452,677

$

HALO PHARMACEUTICAL AND AFFILIATES
Combined Statements of Changes in Stockholders’ Equity (Unaudited)
For the six-month periods ended June 30, 2018 and 2017

Balance at December 31, 2016
Net income for the period
Foreign currency translation adjustment
Comprehensive income
Balance at June 30, 2017 (Unaudited)
Balance at December 31, 2017
Net income for the period
Foreign currency translation adjustment
Comprehensive income
Balance at June 30, 2018 (Unaudited)

Halo Pharmaceutical and Affiliates
Accumulated
Other
Capital Stock
Retained
Comprehensive
Amount
Earnings
Loss

Stockholders’
Equity
Amount

Noncontrolling
Interest

Total

$ 23,467,323
$ 23,467,323
$ 23,467,323
$ 23,467,323

$ 27,166,845
1,207,450
245,227
1,452,677
$ 28,619,522
$ 36,175,118
6,799,759
(670,500 )
6,129,259
$ 42,304,377

$ 1,960,469
742,027
(23,769 )
718,258
$ 2,678,727
$ 2,732,588
445,810
(171,974 )
273,836
$ 3,006,424

$ 29,127,314
1,949,477
221,458
2,170,935
$ 31,298,249
$ 38,907,706
7,245,569
(842,474 )
6,403,095
$ 45,310,801

$ 7,447,027
1,207,450
1,207,450
$ 8,654,477
$ 15,700,163
6,799,759
6,799,759
$ 22,499,922

$ (3,747,505 )
245,227
245,227
$ (3,502,278 )
$ (2,992,368 )
(670,500 )
(670,500 )
$ (3,662,868 )

The accompanying notes are an integral part of these combined financial statements.
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HALO PHARMACEUTICAL AND AFFILIATES
Combined Statements of Cash Flows (Unaudited)
For the six-month periods June 30, 2018 and 2017

2018

CASH FLOWS FROM OPERATING ACTIVITIES
Net income before noncontrolling interest
Adjustments to reconcile net income to net cash provided by (used in)
operating activities:
Depreciation and amortization of property, plant and equipment
Amortization of intangibles
Amortization of deferred financing fees
Loss (gain) on disposal of assets
Deferred income taxes
Foreign currency transaction loss
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other current assets
Due from/to related parties
Deposits and other assets
Accounts payable
Accrued expenses
Advances from customers
Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Origination of promissory note to related party
Acquisition of property, plant and equipment
Proceeds from sale of assets
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Payments of capital lease obligations
Proceeds from long-term debt
Repayments of long-term debt
Repayments of long-term other payable
Net cash provided by (used in) financing activities
Effects of exchange rate changes on cash
Net decrease in cash
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental cash flow information
Cash paid during the year for:
Interest
Income taxes

$

The accompanying notes are an integral part of these combined financial statements.
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7,245,569

2017

$

1,949,477

3,008,117
216,875
56,181
(1,201,627 )
103,603

2,668,570
193,818
31,248
(10,000 )
19,456
216,430

1,502,048
737,994
(83,126 )
(2,468,326 )
8,300
(1,840,769 )
(980,382 )
(587,620 )
5,716,837

(5,454,471 )
1,779,017
(234,225 )
(1,815,311 )
(1,388,766 )
(1,686,917 )
2,062,667
(1,669,007 )

(22,512,601 )
(1,842,986 )
(24,355,587 )

(1,291,880 )
10,000
(1,281,880 )

$

(108,748 )
25,000,000
(7,323,295 )
(615,690 )
16,952,267
233,281
(1,453,202 )
5,023,219
3,570,017

$

(259,789 )
(1,479,020 )
(1,515,634 )
(3,254,443 )
(164,511 )
(6,369,841 )
9,918,036
3,548,195

$
$

749,858
2,000,000

$
$

573,739
312,000

HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
June 30, 2018 and 2017

1.

ORGANIZATION AND NATURE OF OPERATIONS
Organization
Effective January 1, 2015, the founding stockholders and members of Halo Pharmaceutical, Inc. (“Halo US”) and Halo
Pharmaceutical Holding, LLC (“Holding”) and Holding’s subsidiary, Halo Pharmaceutical Realty LLC (“Realty”) sold 100% of
their equity interests in Halo US and Holding to Angel US Holdings, L.P. (“Angel US”) and concurrently, two of the founding
stockholders bought back a minority interest in Angel US. Angel US was created to be a holding company for the purpose of
purchasing Halo US and Holding. In conjunction with this transaction, the organization structure of the surviving entities was
restructured whereby Holding became a wholly owned subsidiary of Halo US.
Additionally, effective January 1, 2015, the founding members of Halo NJ Holding LLC (“NJ Holding”) and NJ Holding’s
subsidiary, 8121117 Canada Inc. (“8121117” or “Canada Holdings”) and 8121117’s subsidiary 8119929 Canada Inc.
(“8119929” or “Halo Montreal”) sold 100% of their equity interests in NJ Holding to Angel Canada Holdings, L.P. (“Angel
Canada”) and concurrently, two of the founding stockholders bought back a minority interest in Angel Canada. Angel Canada
was created to be a holding company for the purpose of purchasing NJ Holding.
Furthermore, effective January 1, 2015, the sole shareholder of Halo Pharmaceutical Canada, Inc. (“Halo Canada”) and Halo
Canada’s subsidiary, Jefferson Hannover Group Inc. (“JHG”) sold a majority of his equity interest to SK Angel Mirabel
Holdings Inc. (“Angel Mirabel”). Angel Mirabel was created to be a holding company for the purpose of purchasing an equity
interest into Halo Canada.
Halo Canada, Canada Holdings, and Halo Montreal, were incorporated on February 29, 2012 under the Canada Business
Corporations Act and are located in Mirabel (Quebec), Canada. Halo Canada operates as the main operating entity while Canada
Holdings and Halo Montreal main activities consist of renting Canadian based property plant and equipment to Halo Canada, the
operating company under common control.
JHG has been a wholly owned subsidiary of Halo Canada since December 20, 2013 and domiciled in New Jersey, USA. The
main activities consist of sharing in the rental income and investments of the USA based property plant and equipment owned
under common control since January 1, 2015.
Angel Mirabel was incorporated on December 17, 2014 under the Canada Business Corporations Act as a holding company for
Halo Canada and JHG.
Holding and its subsidiary, Realty, are limited liability companies with perpetual lives and own the manufacturing facility in
Whippany, New Jersey in which Halo operates. In 2016, Holding owned 100% of the Class A shares in Realty.
Additionally, during 2017, the company simplified its corporate structure and dissolved the Holding and JHG entities as these
entities no longer served any useful purpose due to the 2015 transaction and the entities being under common control. As of
June 30, 2018, Realty was 100% wholly owned subsidiary of Halo US.
SK Angel Holdings, L.P. (“SK Angel”) is the majority owner of Angel US, Angel Canada, and Angel Mirabel and their related
subsidiaries.
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The combined interim financial statements of Halo Pharmaceutical and Affiliates include the activities of Halo US, Holding,
Realty, Halo Canada, Canada Holdings, Halo Montreal, JHG, and Angel Mirabel (collectively, the “Company” or “Halo
Pharmaceutical” or “Halo Pharma”), which are all owned by SK Angel. These companies are also under a common
management.
Nature of Operations
Halo Pharmaceutical manufactures products for its customers under renewable contracts and its facilities are registered with the
Food and Drug Administration (“FDA”). Halo US is also registered with the Drug Enforcement Administration (“DEA”) and
Medicines and Healthcare products Regulatory Agency (“MHRA”). Halo Canada is registered with Health Canada. The
manufacturing capabilities of Halo Pharma cover all aspects of commercial finish dosage form production of small molecule and
biological drugs, including tablets, capsules, ointments and liquids manufacturing to finished goods packaging. Halo Pharma
also offers a wide range of analytical development services with expertise in the areas of product and process development,
production scale-up and validation and technology transfer. Halo Pharma’s dedicated laboratories and pilot facilities can assist at
all stages of development from pre-clinical to phase III as well as commercial manufacturing.
2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Combination
The Company combined all entities that it controls by ownership by SK Angel. As of June 30, 2018 and 2017, there were no
entities considered as variable interest entities of Halo Pharmaceutical. All material intercompany accounts and transactions have
been eliminated.
Basis of Preparation
The combined interim financial statements for June 30, 2018 and 2017, are unaudited, and in the opinion of management,
contain all adjustments necessary for a fair presentation of the combined interim financial statements. Such adjustments consist
solely of normal recurring items. Interim results are not necessarily indicative of results for a full year or any subsequent interim
period. The consolidated interim financial statements and notes are prepared in accordance with accounting principles generally
accepted in U.S. GAAP and do not contain certain information included in the annual consolidated financial statements and
accompanying notes of the Company. These combined interim financial statements should be read in conjunction with the
annual combined financial statements and accompanying notes for the year ended December 31, 2017.
Use of Estimates
The preparation of combined financial statements in accordance with accounting principles generally accepted in the United
States of America (“US GAAP”) requires management to make estimates, judgments and assumptions that may affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an
on-going basis, the Company evaluates their estimates and judgments and methodologies, including those related to revenue
recognition, account receivable allowances, valuation of inventory, useful lives of property and equipment, and impairment of
intangibles. The Company bases their estimates on historical experience and on various other assumptions that are believed to be
reasonable, the results of which form the basis for making judgments about the carrying values of assets and liabilities. Actual
results may differ from these estimates under different assumptions or conditions.
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Revenue Recognition
The Company enters into a number of collaboration agreements with pharmaceutical companies which typically include upfront
payments, payments based upon achievement of pre-clinical and clinical development services (pharmaceutical development)
and manufacturing services.
In the normal course of business, the Company enters into transactions, referred to as multiple-element transactions, which
involve making judgments about allocating the consideration to the various elements of the transactions. In accounting for
multiple-element transactions, judgment must be exercised in identifying the separate elements in a bundled transaction as well
as determining the values of these elements. These judgments can impact the amount of revenues and net income recognized
over the term of the contract, as well as the period in which they are recognized. In determining the value of the respective
elements, the Company refers to historical transactions and the Company’s best estimate of selling price.
Commercial Manufacturing
The Company’s commercial manufacturing revenue consists of sales of prescription drugs manufactured to order in accordance
with customer specifications. Manufacturing revenues are recognized when persuasive evidence of an arrangement exists, title to
the product and associated risk of loss has passed to the customer, which is considered to occur when the product has been
shipped to the customer, the sales price is fixed or determinable, and collectability is reasonably assured. The Company records
their product sales, net of sales discounts and allowances as a reduction of product sales, at the time the product is shipped or
quantity released according to contractual agreement.
Pharmaceutical Development
Pharmaceutical development revenue consists of revenue from performance on product development contracts. As product
development projects routinely change in size and scope, the Company is unable to estimate the percentage of completion of a
particular service or task within the contract. As such, revenue from the performance of each service or task is recognized using
the completed performance method. Under the completed performance method, revenue and contract costs are deferred and
both are recognized when all deliverables are completed. There were no significant services or tasks under the pharmaceutical
development contracts outstanding as of June 30, 2018 and 2017.
Storage Fees
Revenues from storage are recognized when the related storage services are performed.
Reimbursed Expenses
Expense reimbursement revenue is recognized by the Company as incurred. The Company records its contractual expense
reimbursements as a component of its revenue, as incurred, on a gross basis, with the expense reimbursements received as
revenue and the related expenses as an expense account in accordance with the guidance in Accounting Standards Codification
(“ASC”) 605-45-45-23.
Fair Value of Financial Instruments
The Company’s financial instruments include cash and cash equivalents, accounts receivable, debt, notes payable, accounts
payable and accruals. Due to their short-term nature, the carrying amounts of such financial instruments approximate their fair
value.
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Foreign Currency Translation
The financial statements of all foreign affiliates were prepared in their respective local functional currencies and translated into
U.S. dollars based on the current exchange rate at the end of the period for the balance sheet and a weighted-average rate for the
period on the combined statement of comprehensive income Adjustments resulting from translation of financial statements are
reflected as a separate component of accumulated other comprehensive income. Transaction gains and losses are included in
earnings.
Cash and Cash Equivalents
Cash and cash equivalents include cash deposited at banks and highly liquid investments with maturities of 90 days or less when
purchased. The Company places its cash and cash equivalents in institutions and funds of high credit quality. The Company
maintains cash at financial institutions that periodically exceed federally insured amounts. The Company has not experienced
any loss in such accounts and believes it is not exposed to any significant risk on cash.
Advances from Customers
The Company receives advance payments from the customers for certain contracts which are recorded as liabilities. As of June
30, 2018 and 2017, the total outstanding advances from customers amounted to $8,837,867 and $9,686,308, respectively, of
which, $4,301,766 and $5,598,012, respectively, are presented as current liabilities in the combined balance sheets.
Accounts Receivable
The Company monitors exposure to credit losses and maintains an allowance for doubtful accounts for anticipated losses
considered necessary under the circumstances. Accounts receivable are charged against the allowance for doubtful accounts
once uncollectability has been determined. Accounts receivable are considered to be past due and placed on delinquent status
based on contractual terms, as well as how frequently payments are received, on an individual account basis. There were no
allowances for doubtful accounts as of June 30, 2018 and 2017.
Inventory
Inventory, which consists of raw materials, packaging materials, work in process and finished goods, is stated at the lower of
cost or market. The cost of the inventory is determined primarily on a standard cost, with a portion valued at weighted moving
average basis, which approximates actual costs on the first in, first out basis. The Company manufactures prescription drugs to
order in accordance with customer specifications. Included in inventory is raw materials used in production of pre-clinical and
clinical products.
As of June 30, 2018 and 2017, the Company recorded a lower of cost or market adjustment and reserves for slow moving or
obsolete inventory totaling $1,085,147 and $1,986,450, respectively.
Property, Plant and Equipment
Property, plant and equipment are recorded at cost, less accumulated depreciation and amortization. Depreciation is provided
using straight-line method over the estimated useful lives of the related assets. The costs of improvements that extend the life or
increase the functionality of equipment are capitalized. Construction in progress is stated at cost, which includes the cost of
construction and other direct costs attributable to the construction. No provision for depreciation is made on construction in
progress until such time as the relevant assets are completed and put into use. Repairs and maintenance are expensed as
incurred.
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When property, plant and equipment are retired or otherwise disposed of, the cost and accumulated depreciation are removed
and any resulting gain or loss is included in the other expense (income) for the respective period.
Intangible Assets
Intangible assets consist of trade names, customer relationships and product rights. Intangible assets are amortized over their
estimated useful lives of 10 years. Intangible assets are reviewed for potential impairment whenever events or circumstances
indicate that carrying amounts may not be recoverable. During the periods ended June 30, 2018 and 2017, there were no events
or circumstances that indicated that the carrying amounts of the intangibles may not be recoverable, and therefore, no
impairment loss was recorded.
Impairment of Long-Lived Assets
The Company evaluates the recoverability of its long-lived assets when events or changes in circumstances indicate that the
carrying amount of such assets may not be recoverable in accordance with ASC 360, Property, Plant and Equipment.
Impairment losses are recorded on long-lived assets when indicators of impairment are present and the undiscounted future cash
flows estimated to be generated by those assets are less than the assets’ carrying amount. If such assets are impaired, the
impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the
assets. For the six-month periods ended June 30, 2018 and 2017, the Company did not record any impairment losses.
Goodwill
Goodwill is the excess of the cost of an acquired enterprise over the net of the amounts assigned to assets acquired and liabilities
assumed. Goodwill is not amortized but is tested for impairment when events or changes in circumstances indicate that the
carrying amount of the reporting unit to which the goodwill is assigned may exceed its fair value. When the carrying amount of
a reporting unit exceeds its fair value, a goodwill impairment loss is recognized in an amount equal to the excess. During the sixmonth periods ended June 30, 2018 and 2017, there were no events or circumstances that indicated that the carrying amounts of
the goodwill does not exceed fair value, and therefore, no impairment loss was recorded.
Deferred Financing Costs
Deferred financing fees primarily consist of bank and legal fees and are amortized straight line over the term of the related debt.
Total amortization expense for the six-month periods ended June 30, 2018 and 2017 was $56,181 and $31,248,
respectively. As of June 30, 2018 and 2017, the deferred financing costs, net of accumulated amortization amounted to
$268,381 and $113,609, respectively, and are presented as a deduction from the carrying value of the long-term debt in the
combined balance sheets.
Exit or Disposal Cost Obligations
A liability for costs associated with exit or disposal activities is recognized when incurred and measured at its fair value.
Income Taxes
Effective with the change in control on January 1, 2015, Halo US is taxed as a C corporation. Halo Pharma recognizes the
amount of taxes payable or refundable for the current year and recognizes deferred tax assets and liabilities for the expected
future tax consequences of events and transactions that have been recognized in the Company’s financial statements or tax
returns.
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Deferred income tax assets and liabilities reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. The major temporary
differences that give rise to the deferred tax assets and liabilities are the inventory capitalization, and depreciation and
amortization. Deferred income tax expense represents the change during the period in the deferred tax assets and deferred tax
liabilities. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than
not that some portion or all of the deferred tax assets will not be realized. Realization of the deferred income tax asset is
dependent on generating sufficient taxable income in future years. Although realization is not assured, management believes it
is more likely than not that all of the deferred income tax asset will be realized. The amount of the deferred income tax asset
considered realizable, however, could be reduced in the near term if estimates of future taxable income are reduced.
Realty is treated as a partnership for USA federal and state income tax purposes. Realty leases real property to its parent Halo
US. Realty’s taxable income is allocated among the members in accordance with the regulations of the Company and the
members include their proportionate share of its taxable income or loss on their individual federal and state income tax
returns. In 2016, Realty was owned by Holding, a disregarded entity for tax purposes. At the end of 2017, the Class B and C
Units of Realty, which were owned by JHG, were redeemed by Holding. Holding was a disregarded entity owned directly by
Halo US, which was also liquidated into Halo US during 2017. Due to these transactions, Realty became a single member LLC
owned directly by Halo US.
Management has evaluated its tax positions and believes that there are no adjustments or disclosures of possible additional tax
liabilities as of June 30, 2018 and 2017. The Company policy is for any interest and penalties related to those uncertain tax
positions to be included in the provision for income taxes. The amount that may ultimately have to be recognized, in the event
that the Company tax returns are examined by the appropriate taxing authority, may differ from management’s estimate. The
income tax returns of the Company are subject to examination by certain taxing authorities, generally for three years after they
are filed.
The Tax Cuts and Jobs Act (the “Act”) was enacted into USA law on December 22, 2017. The Act permanently reduces the
U.S. federal top corporation rate from 35% to a flat 21% beginning January 1, 2018, and requires that the Company’s deferred
tax assets and liabilities be remeasured at December 31, 2017. The Company remeasured its deferred assets and liabilities based
on the rates at which they are expected to reverse in the future, which is generally 21%. The net charge recorded related to the
remeasurement of the Company’s deferred tax balances was $2,785,375.
Recent Accounting Pronouncements
In 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2014-09, Revenue
from Contracts with Customers (Topic 606). This new standard will replace all current US GAAP guidance on this topic and
eliminate all industry-specific guidance. The new revenue recognition guidance provides a unified model to determine when and
how revenue is recognized. The core principle is that a company should recognize revenue to depict the transfer of promised
goods or services to customers in an amount that reflects the consideration for which the entity expects to be entitled in
exchange for those goods or services. This guidance can be applied either retrospectively to each period presented or as a
cumulative-effect adjustment as of the date of adoption. In 2015, the FASB issued guidance (ASU 2015-14) to defer the
effective date to fiscal years beginning after December 15, 2018 with early adoption for fiscal years beginning December 15,
2016. The Company is evaluating the impact of adopting this new accounting guidance on the combined financial statements.
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In 2015, the FASB issued ASU 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory. The standard
simplifies the current “lower of cost or market” test by eliminating the multiple measures of “market.” Inventory would be
measured as the lower of cost or net realizable value (“NRV”). NRV retains its current definition, “estimated selling price in the
ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation.” The ASU excludes
inventory measured using the last-in, first-out and retail inventory methods; entities using those methods would continue
applying their existing impairment models. This guidance is effective for annual periods beginning after December 15, 2016,
and interim reporting periods within annual reporting periods beginning after December 15, 2017. Early adoption is permitted.
The Company has adopted the guidance with no material impact on the combined financial statements.
In 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The new guidance will require entities that lease assets to
recognize on the balance sheet the assets and liabilities for the rights and obligations created by those leases. The ASU also will
require disclosures to help financial statement users better understand the amount, timing, and uncertainty of cash flows arising
from leases. These disclosures include qualitative and quantitative requirements, providing additional information about the
amounts recorded in the financial statements. The accounting by entities that own the assets leased by the lessee remain largely
unchanged. The new standard is effective for fiscal years beginning after December 15, 2019. Early adoption is permitted. The
Company is evaluating the impact of adopting this new accounting guidance on the combined financial statements.
3.

INVENTORIES
Inventory consists of the following as of June 30, 2018 and 2017:
2018

Raw materials
Work-in-process
Finished goods
Packaging and supplies

$

$

4.

2017

5,317,467
2,242,129
1,361,513
2,933,105
11,854,214

$

$

6,756,911
967,714
1,419,474
4,345,600
13,489,699

PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consists of the following as of June 30, 2018 and 2017:
Estimated
Useful Lives

Land and land improvements
Building and building improvements
Machinery and equipment
Software and computer equipment
Furniture and fixtures
Construction in progress
Total
Less: Accumulated depreciation and amortization
Net

n/a - 5 yrs
15 - 36 years
5 - 15 years
3 - 10 years
2 - 7 years
n/a

$

$

2018
Amount

2017
Amount

8,457,205 $
38,152,585
33,025,806
4,340,526
1,335,160
2,585,416
87,896,698
(25,175,664 )
62,721,034 $

8,480,512
36,691,464
31,388,498
4,180,845
983,742
1,967,134
83,692,195
(19,314,247 )
64,377,948

Depreciation expense totaled $3,008,117 and $2,668,570 for the six-month periods ended June 30, 2018 and 2017,
respectively.
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5.

INTANGIBLES
Intangibles consist of the following:
2018
Accumulated
Amortization

Gross
Amount

Trade names
Customer relationships
Product rights
Total

$

$

1,231,592
2,722,600
1,138,365
5,092,557

$

$

2017
Accumulated
Amortization

Gross
Amount

Trade names
Customer relationships
Product rights
Total

$

$

1,239,416
2,749,426
1,155,891
5,144,733

(431,057 ) $
(952,910 )
(398,314 )
(1,782,281 ) $

$

$

(309,854 ) $
(687,356 )
(289,358 )
(1,286,568 ) $

Net

800,535
1,769,690
740,051
3,310,276

Net

929,562
2,062,070
866,533
3,858,165

For the six-month periods ended June 30, 2018 and 2017, total amortization expense was $216,875 and $193,818, respectively.

Estimated future amortization is as follows:
July 1, 2018 to December 31, 2018
2019
2020
2021
2022
2023 and thereafter

$

$

6.

254,627
509,256
509,256
645,312
837,165
554,660
3,310,276

LINES OF CREDIT
Provident Bank
The Halo US, Holding, and Realty entities (collectively, “Halo US Group”) have a revolving line of credit with the Provident
Bank which provides Halo US Group with a working capital line of credit. On February 4, 2015, the Provident Bank and the
Halo US Group signed a fifth amendment to the credit and security agreement which increased the available line of credit from
$5,000,000 to $8,000,000, decreased the interest rate from Wall Street prime plus 1.25% to Wall Street prime plus 0.75%, with a
minimum rate from 4.50% to 3.75%, with a borrowing base equal to the maximum advances of up to 80% of eligible accounts
receivable plus advances not to exceed 50% of eligible inventory. Advances under this line of credit are due on demand, subject
to financial covenants and secured by all of Halo US Group’ assets, the corporate guarantees of Realty and Holding, and the
personal guarantees of certain founding stockholders and members. Interest is currently payable monthly at the Wall Street
Prime plus twenty-five basis points to the Wall Street Prime plus 0.75%, with a minimum rate of 3.75% (4.75% and 4.50% at
June 30, 2018 and 2017). At June 30, 2018 and 2017, Halo US had $0 and $6,000,000 outstanding liability under the line of
credit, respectively.
- 14 -

HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
June 30, 2018 and 2017

On February 1, 2017, Halo US Group amended the credit and security agreement with the Provident Bank in which the maturity
date of the revolving line of credit was extended through July 1, 2017. In addition, the interest rate and certain financial
covenants were also amended. December 26, 2017, Provident Bank extended the maturity date of the revolving line of credit
through March 29, 2018. Subsequent to year end 2017, Halo US Group paid off the entire $6,000,000 balance of the credit
facility.
On April 17, 2018, Halo US Group obtained a revolving loan with the Provident Bank which provides Halo US Group with a
working capital line of credit for up to $8,000,000 and secured a term loan of $25,000,000 (see Note 7). The revolving loan has
an initial 13 month term at interest rates of Wall Street journal prime plus 0.25%, with a minimum rate of 3.75% and has not
been utilized as of June 30, 2018.
Other Credit Facilities
Under an agreement with HSBC Canada signed jointly and severally between Halo Canada, 8121117, and 8119929, and Angel
Mirabel (collectively, the “Halo Canada Group”), guaranteed by a movable hypothec of $11,956,955 (CAN$15,000,000) over
the universality of the Halo Canada Group assets, the Halo Canada Group benefit from the aggregate credit facilities described
hereafter as at June 30, 2018, which provide for covenants and conditions including maximum margin requirements as well as
the maintenance of certain financial ratios.
An operating credit facility totaling a maximum of $3,985,652 or its equivalent in U.S. dollars, subject to renewal at the
discretion of the financial institution; as at June 30, 2018, the operating credit facility was not used.
A capital loan credit line totaling a maximum of $3,219,090. The outstanding balance as of June 30, 2018 and 2017 amounted
to $2,120,684 and $2,381,470, respectively, which is recorded under long-term debt.
An equipment credit line totaling a maximum of $716,215 to assist in financing up to 75% of the cost before tax of acquisition
by the Halo Canada Group of new fixed machinery and equipment. The outstanding balance as of June 30, 2018 and 2017, an
amount of $180,693 and $352,601, respectively, which is recorded under long-term debt.
The credit facilities bear interest at the prime rate plus 1% (4.2% and 3.7% as of June 30, 2018 and 2017, respectively).
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7.

LONG-TERM DEBT
The debt consists of the following:
2018

Mortgage Payable - Provident Bank - $18,000,000 mortgage note, dated
December 11, 2012, 10 year term, 20 amortization period, interest rate fixed at
4.25%, payable in monthly installments of principal and interest of $112,043,
maturing on January 1, 2023. The loan is secured by substantially all
property, plant, and equipment of Realty and Halo US and unconditionally
guaranteed by Holding, Halo US, and certain founding stockholders and members.
Equipment Term Note - Provident Bank, dated December 1, 2013, seven year
term, interest rate fixed at 4.83%, payable in monthly installments of
principal and interest of $42,260 commencing January 1, 2014, maturing on
December 1, 2020. The loan is secured by Halo US’ assets, the corporate
guarantees of Realty and Holding, and the personal guarantees of certain
founding stockholders and members.
Term Note - Provident Bank, dated August 1, 2014, seven year term, interest
rate fixed at 4.625%, payable in monthly installments of principal and interest
of $13,956, maturing on August 1, 2021. The loan is secured by Halo US’
assets, the corporate guarantees of Realty and Holding, and the personal
guarantees of certain founding stockholders and members.
Term Note - Provident Bank, dated November 5, 2014, seven year term,
interest rate fixed at 4.50%, payable in monthly installments of principal and
interest of $34,866, maturing on November 1, 2021. The loan is secured by
Halo US’ assets, the corporate guarantees of Realty and Holding, and the
personal guarantees of certain founding stockholders and members.

- 16 -

$

14,536,229

2017

$

15,237,613

1,191,039

1,629,107

494,853

635,511

1,316,328

1,664,933
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2018

Term Loan - Provident Bank, $25,000,000 loan, dated April 17, 2018,
four year term, interest rate at 4% plus 30-day LIBOR, payable in semi-annual
of principal and interest of $1,500,000, maturing on April 1, 2022. The loan is
secured by Halo US’ assets, the corporate guarantees of Realty and Holding.

$

25,000,000

2017

$

-

Capital Expenditure Finance Loan - HSBC, totaling a maximum of $690,844,
prime rate plus 1% (4.45% and 3.7% as of June 30, 2018 and 2017),
payable in monthly installments of $13,286, secured by a movable hypothec
on the universality of property, maturing in July 2021.

468,301

629,316

Equipment Loan - HSBC, totaling a maximum of $408,513, prime rate plus
1% (4.45% and 3.7% as of June 30, 2018 and 2017), payable in monthly
installments of $14,590, secured by a movable hypothec on the universality of
property, maturing in July 2019.

180,693

352,601

Equipment Loan - HSBC, with an original amount of $3,814,269, prime rate
plus 1% (4.45% and 3.7% as of June 30, 2018 and 2017), secured by a
movable hypothec on the universality of property, including a guarantee
issued by the parent company, payable in monthly installments of $21,602
plus interest, maturing on June 30, 2027.

2,120,684

2,381,470

Equipment Loan - HSBC, with an original amount of $2,491,032, prime rate
rate plus 1% (3.7% as of June 30, 2017).
Total
Less: unamortized deferred financing costs
Less: current portion
Noncurrent

45,308,127
268,381
5,275,419
39,764,327

40,135
22,570,686
113,609
2,197,451
20,259,626

$

$

Future maturities of long-term debt are as follows:
July 1, 2018 to December 31, 2018
2019
2020
2021
2022
2023 and Thereafter

$

$

1,957,291
2,250,287
2,230,394
1,639,489
1,106,646
36,124,021
45,308,127

All borrowings, including the line of credit, are collateralized by a security interest in substantially all assets of the
Company. The Company required to comply with certain financial covenants which are evaluated annually. The Company was
in compliance with those covenants as of June 30, 2018 and 2017.
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8.

CAPITAL LEASE OBLIGATIONS
The Company has acquired equipment under long-term capital leases expiring between August 2018 and June 2020. The leases
are due in monthly installments ranging between $307 and $9,139, including interest ranging between 4.25% and 8.21%. The
present values of the minimum lease payments have been capitalized. As of June 30, 2018 and 2017, the property under these
capital leases has a total cost, net of accumulated depreciation, of approximately $649,139 and $842,745, respectively.
Depreciation of assets under capital leases is included in depreciation expense.
Future minimum lease payments are as follows:
July 1, 2018 - December 31, 2018
2019
2020

$

121,412
170,044
51,741
343,197
(19,919 )
323,278

Less: amounts representing interest
$

9.

LONG-TERM PAYABLE
Long-term payable consists of the following:
2018

Long-term account payable
Bonus payable to employees
Agreement with a supplier, without interest, payable in monthly
installments of $5,756, maturing in August 2018

$

Less current portion
Current portion

$

2,519,547
148,587
10,969
2,679,103
1,081,132
1,597,971

2017

$

$

7,408,049
156,699
77,920
7,642,668
4,951,747
2,690,921

On July 31, 2012, Halo Canada purchased inventories from a third party company (hereafter the “vendor”) in the amount of
$22,514,087. Over the following years, at fixed semi-annual dates starting on December 31, 2012 and ending on June 30,
2017, Halo Canada could, at its request and subject to the vendor’s approval, return inventory at pre-determined conditions to
the vendor. The returned inventories reduced the carrying amount and the corresponding balance payable to the vendor. The
portion of the amount that became due to the vendor on a given instalment date was computed based on a pre-established
contractual formula. Future payments on account of the balance payable to the vendor have been reasonably determined, the
current portion payable was recorded as a short-term liability and the balance was recorded as a long-term liability in accordance
with the terms of the contract.
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On January 1, 2016, an amendment was made to the original asset purchase agreement with the vendor dated March 28, 2012
and to the original manufacturing supply and to the inventory purchase agreements that were dated July 31, 2012, under which
the vendor was granted lower minimum purchase commitments as well as other consideration and Halo Canada was granted a
$4,577,576 credit, which was accounted for as gain on settlement of long-term account payable in the combined statements of
comprehensive income during the year ended December 31, 2016. This agreement essentially simplified the timing of cash
flows and offsets both payments from and payments to Halo Canada based on the current business circumstances. Therefore,
the credit was applied against the long-term account payable, which relates to the amount due under the inventory purchase
agreement as the majority of the basis of the agreement were adjusting sales minimums for reserved capacity, with the exception
of $123,337 that was part of a receivable for expenses incurred and waiting for reimbursement. Therefore, the net income
favorable impact was $4,454,239. In addition, Halo Canada was granted a credit against the long-term account payable
amounting to $1,489,536 upon meeting certain criteria. The Company recorded $793,305 as gain on settlement of long-term
account payable in the combined statements of comprehensive income in July 2017 and the remaining amount was not recorded
due to not meeting the criteria.
The outstanding balance of long-term account payable as of June 30, 2018 amounting to $2,519,547 and is payable in 10 equal
quarterly payments.
10.

STOCKHOLDERS’ EQUITY
Halo US is authorized to issue 1,500 shares of common stock. On January 1, 2012, Halo US issued 900 shares of common stock
with no par value to three founding stockholders. In connection with the acquisition on January 1, 2015, these founding
stockholders transferred the same number of shares of common stock to Angel US, the parent of Halo US.
8121117 has authorized and issued 100 class “A” shares (voting and participating common stock) amounting to $CAD
1,443,082 at $1 par value to NJ Holdings as of June 30, 2018 and 2017, respectively.
Halo Canada has authorized and issued 1035 common shares amounting to $850,000 with a $1 par value to Angel Mirabel and
a minority investor as of June 30, 2018 and 2017.

11.

RELATED PARTY TRANSACTIONS
Employment Agreements
In conjunction with the change in ownership on January 1, 2015, the Company entered into employment contracts with two
executives for annual base salaries expiring December 31, 2021 or if certain other criteria occur. During 2018 and 2017, the
Company recorded salaries and benefits expenses amounting to $364,470 and $379,299, respectively, which is presented as part
of related party expenses in the combined statements of comprehensive income. There are no unpaid salaries as of June 30,
2018 and 2017.
Management Agreement
Halo US and Halo Canada (collectively, “portfolio companies”) entered into a management agreement with SKCP Fund
Management LLC (“SKCP”), an affiliated entity of SK Angel. The management agreement provides that the management
company will provide the portfolio companies with senior level strategic management advice. For these services, the portfolio
companies will pay a management fee of $1,102,000 annually until such time as the portfolio companies are dissolved and
wound up in accordance with applicable law. The Company’s portion of these management fees is included in the related party
expenses account in the combined statements of comprehensive income. No outstanding payable to SKCP as of June 30, 2018
and 2017.
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Transactions with parent company and stockholders
In 2015, Angel US made non-interest bearing advances to Halo US in the amount of $3,000,000. During 2015, Halo US offset
$751,935 against the advance from closing costs which were not reimbursed at closing. Halo US pays taxes and other expenses
on behalf of Angel US. In 2018, Halo US has fully paid the outstanding payable and Halo US has outstanding receivable of
$248,632 as of June 30, 2018 which is presented as part of due from a related parties under current assets in the combined
balance sheet. As of June 30, 2017, the outstanding payable (net of related receivables) to Angel US amounted to $2,232,598
was presented as part of due to related parties under noncurrent liabilities in the combined balance sheets as the amount is not
expected to be paid within one year as of June 30, 2017.
In May 2018, Halo Canada provided a promissory note to Angel US in the amount of $2,346,855 and Halo US provided
promissory notes to SK Angel and to stockholders amounting to $11,238,548 and $8,927,202, respectively. All promissory
notes bear an interest of 4.5% plus 30-day LIBOR (6.59% as of June 30, 2018) and the principal and interest are payable on the
earlier of (i) May 30, 2019, or (ii) a change of control of lender or borrower, or (iii) sale or other disposition by Borrowers of
substantially all of its assets. The notes are secured by Angel US’ and SK Angel’s assets and the borrowers pledges their equity
interest in Halo Pharma. As of June 30, 2018, the total outstanding promissory notes receivable amounted to $22,512,605 was
presented as part of due from related parties under current assets in the combined balance sheets.
Halo US is a guarantor on two promissory notes held by the Parent:
On January 1, 2015, Angel US signed a promissory note with SK Angel in the amount of $3,000,000. Interest on the note is
fixed at 12% per annum. This note is subordinated to the senior indebtedness (debt with the Provident Bank) and guaranteed by
Halo US, Halo Canada and Halo New Jersey Holding LLC and their respective underlying assets. Except as otherwise provided
for under the senior indebtedness, the outstanding and unpaid principal shall be paid on the earlier of the seven year anniversary
of this note, or full disposition by SK Angel or its affiliates of their equity interests. As of the respective balance sheet dates, the
risk of early settlement of the note is remote.
On January 1, 2015, Angel US signed a promissory note to pay one of the founding stockholders $800,000. Interest on the note
is fixed at 8% per annum. This note is subordinated to the senior indebtedness (debt with the Provident Bank) and guaranteed by
Halo US, Halo Canada, and Holding and their respective underlying assets. Except as otherwise provided for under the senior
indebtedness, the outstanding and unpaid principal shall be paid on the earlier of the seven year anniversary of this note, or full
disposition by SK Angel or its affiliates of their equity interests. As of the respective balance sheet dates, the risk of early
settlement of the note is remote.
Advances to a company owned by a non-controlling shareholder
Halo Canada provided a non-interest bearing advance to 8491372 Canada Inc., a company owned by a non-controlling
shareholder. As of June 30, 2018 and 2017, the outstanding receivable to the Company amounted to $217,191 and $220,388,
respectively, which is presented as part of due from a related parties under current assets in the combined balance sheets.
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Purchase price payable with non-controlling shareholder
As of January 1, 2015, Halo Canada entered into a takeover agreement to sell 55.1% of its shares with voting rights, resulting in
a change of control. SK Angel has acquired 551 class “A” shares of Halo Canada for a total amount of $3,650,000. In
consideration thereof, Halo Canada entered into an agreement to pay the non-controlling shareholder an amount of $2,800,000
in quarterly equal instalments of $100,000, bearing no interest and maturing on December 31, 2021 or ending sooner if certain
criteria are met. The debt was initially measured at fair value represented by the capital being discounted at a rate of 4.79%,
being the current market for similar loans at issuance. As of June 30, 2018 and 2017, the outstanding related payable amounted
to $1,286,679 and $1,616,492, respectively, of which $346,349 and $368,099 is current.
The agreement principal repayments over the next years are as follows:
July 1, 2018 - December 31, 2018
2019
2020
2021

$

$

12.

170,909
354,308
371,640
389,822
1,286,679

EXIT OR DISPOSAL COST OBLIGATIONS
In 2015, as a result of the Halo US’s change in strategy, the Halo US decided to vacate a building they are leasing for additional
lab space. Although the Company remains obligated under the terms of this lease for the rent and other costs associated with the
lease through July 2018, the Halo US made the decision to cease using this space during December 2015. As a result, the Halo
US recorded a liability for the remaining monthly rental payments plus estimated operating expenses totaling $1,142,476 at
December 31, 2015 in accrued expenses, which approximates fair value. For the six-month ended June 30, 2018 and 2017, the
Company made total payments amounting to $186,368 and $194,405, respectively. As of June 30, 2018 and 2017, the
outstanding liability amounted to $238,755 and $586,493, respectively, which was presented as part of accrued expenses in the
combined balance sheets.

13.

COMMITMENTS AND CONTINGENCIES
Operating Leases
Halo US leases warehouse space and on October 21, 2016 has extended the lease through November 2024, with two five year
renewal options, from an unrelated party with monthly rent ranging between $18,912 and $24,128 per month. Halo also leases a
building which was for additional lab space through July 2018, from an unrelated party with monthly rent ranging between
$21,855 and $22,510 per month.
Certain leases call for escalation charges throughout the lease terms, and also include renewal options.
Rent expense was $154,176 and $147,116 for the six-month periods ended June 30, 2018 and 2017, respectively.
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Future minimum payments, including estimated contingent rent for operating expenses, are as follows:
June 30, 2018 - December 31, 2018
2019
2020
2021
2022
2023 and thereafter

$

$

147,566
256,288
262,816
269,376
276,288
548,608
1,760,942

Litigation and Other
The Company and its affiliates are from time to time subject to certain legal proceedings and claims which arise in the ordinary
course of its business and have not been fully adjudicated. Management presently believes that the ultimate outcome of these
proceedings, individually or in the aggregate, will not have a material adverse effect on the Company’s financial position, results
of operations or cash flows. Nevertheless, litigation is subject to inherent uncertainties and unfavorable rulings could occur. An
unfavorable ruling could include money damages and, in such event, could result in a material adverse impact on the
Company’s financial position, results of operations or cash flows for the period in which the ruling occurs.
14.

EMPLOYEE BENEFIT PLAN
The Company’ USA employees are employed through an unrelated third party Professional Employer Organization (“PEO”)
arrangement. The PEO provides various human resources, employee benefits, regulatory compliance and support and services,
including being the sponsor of the defined contribution benefit plan which allows all eligible employees to make tax deferred
contributions up to the maximum amount. Halo US matches 50% of employee salary deferral up to a maximum of 4% of
eligible compensation contributed to the plan. These matching contributions have a cliff vesting and for the years ended June
30, 2018 and 2017, the Company had matching contributions to the plan amounting to $143,782 and $120,594, respectively,
net of any forfeited amounts.
The Company’s Canadian employees have a defined contribution plan. Total cost recognized for the defined contribution plan
was $173,474 and $159,840 as of June 30, 2018 and 2017, respectively.
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15.

INCOME TAXES
Income tax expense for the six-month periods ended June 30, 2018 and 2017 is as follows:
2018

Current
Federal
State
International

$

Deferred
Federal
State
International
Total income tax expense

$

1,579,955
793,543
624,600
2,998,098
(505,520 )
(285,696 )
(483,033 )
(1,274,249 )
1,723,849

2017

$

$

171,322
78,532
917,743
1,167,597
270,873
31,175
(282,592 )
19,456
1,187,053

Net deferred tax assets and liabilities consist of the following at June 30, 2018 and 2017:
2018

Deferred tax assets
Property, plant and equipment - State
Credits
Other accrued expenses
UNICAP
Net operating losses
Accrued impairment cost
Customer deposits
Other

$

Valuation allowance
Deferred tax liabilities
Property, plant and equipment - federal
Intangible assets
481(a) adjustment - customer deposits
481(a) adjustment - inventory
Net deferred tax liabilities

$

188,862
182,533
131,736
77,324
8,696
125,777
714,928
(8,735 )
706,193
(9,590,418 )
(996,861 )
(196,809 )
(10,541 )
(10,794,629 )
(10,088,436 )

2017

$

$

100,585
21,915
230,580
167,129
13,433
234,511
205,205
106,326
1,079,684
(13,471 )
1,066,213
(11,994,781 )
(1,255,754 )
(466,060 )
(24,963 )
(13,741,558 )
(12,675,345 )

The Company assesses the realizability of deferred tax assets based on an evaluation of positive and negative evidence of future
taxable income. The Company believes that it will generate sufficient future taxable income to realize the income tax benefits
related to the deferred income tax assets.
The Company does not have unrecognized tax benefits as of June 30, 2018 and 2017. For the six-month periods ended June 30,
2018 and 2017, there were no accruals of interest and penalties on the combined statement of comprehensive income and no
interest and penalties are accrued on the combined balance sheet. The Company does not expect a significant change in the
unrecognized tax benefits within the next twelve months.
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HALO PHARMACEUTICAL AND AFFILLIATES
Notes to Combined Financial Statements
June 30, 2018 and 2017

The Company operates and files income tax returns in the U.S. jurisdiction and in many state jurisdictions. Currently, the
Company has no open tax audits in any tax jurisdiction. The Company’s combined U.S. income tax returns have been audited
by the Internal Revenue Service for all years through 2013. The U.S. corporate affiliates have open tax years for certain states
for the years ended 2014 onward. The Canada corporate affiliates have open tax years for the years ended 2015 onward
The Act was enacted on December 22, 2017. The income tax effects of changes in tax law are recognized in the period when
enacted. The Act provides for significant tax law changes and modifications with varying effective dates, which include
reducing the U.S. federal corporate income tax rate from 35% to 21% and allowing for immediate capital expensing of certain
qualified property acquired and placed in service after September 27, 2017, and before January 1, 2023.
The Company remeasured certain U.S. deferred tax assets and liabilities based on the rates at which they are expected to reverse
in the future, which is generally 21%. The provisional amount recorded related to the remeasurement of the deferred tax
balance was a tax benefit of $2.8 million.
16.

CONCENTRATIONS OF RISKS
Credit Risk
Financial instruments which potentially expose the Company to concentrations of credit risk consist primarily of cash and
accounts receivable.
Cash: The Company maintains cash balances with several financial institutions in which deposits are insured by the Federal
Deposit Insurance Corporation (“FDIC”) for Halo US and Canada Deposit Insurance Corporation (“CDIC”) for Halo Canada. At
various times, cash balances at these institutions may exceed the FDIC and/or CDIC insurance limits. As of June 30, 2018 and
2017, cash exceeded the FDIC and CDIC insurance limit by approximately $3.2 million in both periods.
Accounts Receivable: The Company does business and extends credit based on an evaluation of the customers’ financial
condition, generally without requiring collateral. Exposure to losses on receivables is expected to vary by customer due to the
financial condition of each customer.
Business Risk
Information with respect to customers and vendors that account for more than 10% of sales, accounts receivable, and accounts
payable as of and for the six-month periods ended June 30, 2018 and 2017 is as follows:
2018
Number

Revenue - commercial and product development
Accounts receivable
Accounts payable

2017
Percentage

3
2
1

38 %
27 %
14 %

Number

Percentage

2
3
1

37 %
55 %
12 %

During the six-month periods ended June 30, 2018 and 2017, approximately 66% and 65%, respectively, of the Company
revenue was derived from commercial manufacturing production, while 34% and 35%, respectively, was derived from product
development activities.
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Notes to Combined Financial Statements
June 30, 2018 and 2017

The manufacturing of pharmaceutical products is a highly complex process in which varieties of difficulties may arise from time
to time. Problems with the manufacturing process could result in delays in manufacturing or shipment of products. The
manufacturing facilities also require specialized personnel. Any delay in the regulatory approval of product candidates, or
suspension of the sale of any customer products, may cause operating losses as Halo Pharma continues to operate its facility and
retain specialized personnel.
All operations are mainly conducted and revenue is mainly generated in the United States and Canada. During the six-month
periods ended June 30, 2018 and 2017, approximately 36% and 43%, respectively, of the Company revenue was generated
from Canada.
17.

SUBSEQUENT EVENTS
On September 12, 2018, Cambrex Corporation (“Cambrex”) acquired all of the outstanding shares of Halo Pharmaceutical for a
cash consideration of $425,000,000.
The Company have evaluated all events through November 5, 2018, the date these combined financial statements were available
to be issued, and noted no events, other than those described above, that require consideration for adjustments to, or disclosure
in the combined financial statements.
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Exhibit 99.3
Unaudited Pro Forma Condensed Combined Financial Information
The following unaudited pro forma condensed combined financial statements of Cambrex Corporation (“Cambrex” or the
“Company”) and Halo Pharmaceutical and Affiliates (“Halo”) have been prepared to give effect to the acquisition of Halo by Cambrex
Corporation. On September 12, 2018, the Company completed the acquisition of Halo Pharmaceuticals, Inc., a Delaware corporation
(“Halo U.S.”), 8121117 Canada Inc., a corporation organized under the laws of Canada (“Halo 812”), Halo Pharmaceutical Canada
Inc., a corporation organized under the laws of Canada (“Halo Canada”) and together with Halo U.S., Halo 812 and their respective
Subsidiaries, (the “Acquired Companies,” “Halo” or “Halo Pharmaceutical and Affiliates”) pursuant to the Purchase and Sale
Agreement, dated July 20, 2018, between the Company, the Acquired Companies, the holders of all outstanding shares of the Acquired
Companies (collectively, the “Sellers”), SK Capital Partners, L.P., a Delaware limited partnership, as representative of the Sellers and SK
Angel Holdings, L.P., a Cayman Islands exempted limited partnership, as guarantor of the Sellers. An aggregate purchase price of
approximately $425 million in cash was paid as consideration. Halo is a leading dosage form Contract Development and
Manufacturing Organization located in Whippany, N.J. and Mirabel, Quebec, Canada.
The following unaudited pro forma condensed combined financial statements are based on the historical financial statements of
the Company and Halo and were prepared using the acquisition method of accounting under the provisions of Accounting Standard
Codification 805, “Business Combinations.” The unaudited pro forma condensed combined income statements are presented as if the
acquisition occurred on January 1, 2017. The unaudited pro forma condensed combined income statement for the year ended
December 31, 2017 is based on the consolidated income statement of the Company and the combined income statement of Halo for the
year ended December 31, 2017. The unaudited pro forma condensed combined income statement for the six months ended June 30,
2018 is based on the consolidated income statement of the Company and the combined income statement of Halo for the six months
ended June 30, 2018. The unaudited pro forma condensed combined balance sheet as of June 30, 2018 assumes the acquisition
occurred as of June 30, 2018 and is based on the consolidated balance sheet of the Company and the combined balance sheet of Halo
as of June 30, 2018.
For purposes of these unaudited pro forma condensed combined financial statements, the total purchase price was allocated to
the tangible and identifiable assets acquired and liabilities assumed based upon the historical unaudited balance sheet of Halo as of June
30, 2018, included herein and Cambrex’s preliminary estimate of certain fair values. The excess purchase price over the fair value of
the net assets acquired was recorded as goodwill. The final purchase price allocation may differ from the pro forma amounts reflected
herein. The allocation of the purchase price will be adjusted in accordance with the acquisition method of accounting, to the extent that
actual amounts differ from the amounts included in the pro forma financial information.
1

These unaudited pro forma condensed combined financial statements should be read in conjunction with:
•

The Company’s audited consolidated financial statements and related notes thereto contained in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2017 filed with the Securities and Exchange Commission (“SEC”) on
February 8, 2018;

•

The Company’s unaudited consolidated financial statements and related notes thereto contained in the Company’s Quarterly
Report on Form 10-Q for the three and six months ended June 30, 2018 and 2017 filed with the SEC on August 2, 2018;

•

Halo’s audited combined financial statements and related notes hereto as of December 31, 2017 and 2016, and for the years
ended December 31, 2017 and 2016 included as Exhibit 99.1 to this Current Report on Form 8-K/A filed herewith; and

•

Halo’s unaudited combined financial statements and related notes thereto as of June 30, 2018 and 2017 and for the six
months ended June 30, 2018 and 2017 included as Exhibit 99.2 to this Current Report on Form 8-K/A filed herewith.

The unaudited pro forma condensed combined financial statements are presented for illustrative purposes only and do not
purport to represent what the financial position or results of operations of the Company would have been if the acquisition occurred as
of the date indicated or what such financial position or results will be for any future periods. The pro forma information gives effect
only to the adjustments set forth in the accompanying notes to these unaudited pro forma condensed combined financial statements and
does not reflect any anticipated synergies which may be realized by the Company.
The unaudited pro forma condensed combined financial statements presented below are based on the assumptions and
adjustments described in the accompanying notes.
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CAMBREX CORPORATION AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED COMBINED INCOME STATEMENTS
For the Year Ended December 31, 2017
(in thousands, except per share data)

Cambrex
Gross sales
Commissions, allowances and
rebates
Net sales
Other revenues, net
Net revenue
Cost of goods sold
Gross profit
Operating expenses:
Selling, general and administrative
expenses
Research and development
expenses
Total operating expenses
Operating profit
Other expenses/(income):
Interest expense, net
Other (income)/expenses, net
Income before income taxes
Provision for income taxes
Income from continuing operations
Basic earnings per share of common
stock:
Income from continuing operations
Diluted earnings per share of common
stock:
Income from continuing operations
Weighted average shares outstanding:
Basic
Effect of dilutive stock based
compensation
Diluted

$

$

525,936

Halo
$

95,728

$

-

Pro Forma
Combined

Pro Forma
Adjustments

Reclassifications
$

-

$

621,664

1,995
523,941
10,515
534,456
304,369
230,087

95,728
95,728
69,607
26,121

(216)
216

1,165 (a)
(1,165)

1,995
619,669
10,515
630,184
374,925
255,259

70,468

15,656

(1,482)

8,642 (b)

93,284

16,901
87,369
142,718

15,656
10,465

(1,482)
1,698

1,253
(360)
141,825
38,061
103,764

1,143
(711)
10,033
829
9,204

1,698
-

$

$

8,642
(9,807)

$

16,901
110,185
145,074

12,772 (c)
(22,579)
(6,090) (d)
(16,489)
$

15,168
627
129,279
32,800
96,479

$

3.18

$

2.95

$

3.10

$

2.88

32,662

32,662

824
33,486

824
33,486

See the accompanying notes to the unaudited pro forma condensed combined financial information, which are an integral part of these
pro forma financial statements.
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CAMBREX CORPORATION AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED COMBINED INCOME STATEMENTS
For the Six Months Ended June 30, 2018
(in thousands, except per share data)

Cambrex
Gross sales
Commissions, allowances and rebates
Net sales
Other revenues, net
Net revenue
Cost of goods sold
Gross profit
Operating expenses:
Selling, general and administrative
expenses
Research and development expenses
Total operating expenses
Operating profit
Other expenses/(income):
Interest expense, net
Unrealized gain on investment in equity
securities
Other expenses, net
Income before income taxes
Provision for income taxes
Income from continuing operations
Basic earnings per share of common stock:
Income from continuing operations
Diluted earnings per share of common stock:
Income from continuing operations
Weighted average shares outstanding:
Basic
Effect of dilutive stock based compensation
Diluted

$

Pro Forma
Adjustments

Halo

286,344
401
285,943
7,200
293,143
177,496
115,647

$

54,639
54,639
54,639
36,245
18,394

$

(191) (e)
(191)
(191)
238 (a)
(429)

Pro Forma
Combined
$

340,792
401
340,391
7,200
347,591
213,979
133,612

32,862
7,752
40,614
75,033

8,641
8,641
9,753

4,529 (b)
4,529
(4,958)

46,032
7,752
53,784
79,828

99

720

5,435 (c)

6,254

64
8,969
1,724
7,245

(10,393)
(2,563) (d)
(7,830)

$

(5,146)
445
79,635
14,534
65,101

$

(5,146)
509
78,211
13,695
64,516

$

1.97

$

1.96

$

1.94

$

1.92

32,990
628
33,618

$

$

32,990
628
33,618

See the accompanying notes to the unaudited pro forma condensed combined financial information, which are an integral part of these
pro forma financial statements.
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CAMBREX CORPORATION AND SUBSIDIARIES
UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET
As of June 30, 2018
(in thousands)

Cambrex
Cash and cash equivalents
Trade receivables, net
Contract assets
Other receivables
Inventories, net
Prepaid expenses and other current assets
Total current assets
Property, plant and equipment, net
Goodwill
Intangible assets, net
Deferred income taxes
Other non-current assets
Total assets

$

Accounts payable
Contract liabilities, current
Taxes payable
Accrued expenses and other current liabilities
Current portion of long-term payables
Current portion of long-term debt
Total current liabilities
Contract liabilities, non-current
Deferred income taxes
Accrued pension benefits
Long-term debt
Other non-current liabilities
Total liabilities
Total stockholders' equity
Total liabilities and stockholders' equity

$

$

$

Pro Forma
Adjustments

Halo

171,348
100,224
107,083
15,417
99,562
10,589
504,223
266,075
42,864
12,753
1,448
3,532
830,895

$

51,596
8,153
3,388
33,304
96,441
39,000
9,377
38,444
24,306
207,568
623,327
830,895

$

$

$

3,570
15,555
22,978
11,854
1,298
55,255
62,721
822
3,310
102
122,210

$

3,193
4,302
187
5,265
1,427
5,493
19,867
4,536
10,088
39,870
2,538
76,899
45,311
122,210

$

$

$

(33,570)
2,667
(22,978)
(1,566)
(55,447)
15,643
216,747
176,690
353,633
(346)
(5,493)
(5,839)
50,593
355,130
(940)
398,944
(45,311)
353,633

Pro Forma
Combined
(f)

$

(g)
(h)
(i)

(j)
(k)
(l)

$
$

(h)
(m)

(n)
(o)
(h)

$

141,348
115,779
109,750
15,417
109,850
11,887
504,031
344,439
260,433
192,753
1,448
3,634
1,306,738
54,789
12,455
3,575
38,569
1,081
110,469
43,536
70,058
38,444
395,000
25,904
683,411
623,327
1,306,738

See the accompanying notes to the unaudited pro forma condensed combined financial information, which are an integral part of these
pro forma financial statements.
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CAMBREX CORPORATION AND SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

(in thousands)
(1)

Description of Transaction

On September 12, 2018, Cambrex Corporation (“Cambrex” or the “Company”) completed the acquisition of Halo
Pharmaceuticals, Inc., a Delaware corporation (“Halo U.S.”), 8121117 Canada Inc., a corporation organized under the laws of Canada
(“Halo 812”), Halo Pharmaceutical Canada Inc., a corporation organized under the laws of Canada (“Halo Canada”) and together with
Halo U.S., Halo 812 and their respective Subsidiaries, (the “Acquired Companies,” “Halo” or “Halo Pharmaceutical and Affiliates”)
pursuant to the Purchase and Sale Agreement, dated July 20, 2018, between the Company, the Acquired Companies, the holders of all
outstanding shares of the Acquired Companies (collectively, the “Sellers”), SK Capital Partners, L.P., a Delaware limited partnership, as
representative of the Sellers and SK Angel Holdings, L.P., a Cayman Islands exempted limited partnership, as guarantor of the Sellers.
An aggregate purchase price of approximately $425 million in cash was paid as consideration through the use of borrowings under the
Company’s credit facility and cash on hand. Halo is a leading dosage form Contract Development and Manufacturing Organization
located in Whippany, N.J. and Mirabel, Quebec, Canada.
(2)

Basis of Presentation

The accompanying unaudited pro forma financial statements were prepared in accordance with Article 11 of Regulation S-X
using the acquisition method of accounting under U.S. generally accepted accounting principles and are based on the historical
financial information of Cambrex and Halo. The historical financial information has been adjusted in the accompanying pro forma
financial statements to give effect to pro forma events that are (i) directly attributable to the acquisition, (ii) factually supportable, and
(iii) expected to have a continuing impact on the consolidated results.
The allocation of the purchase price is preliminary at this time, and will remain preliminary until the Company finalizes the
valuation of the net assets acquired. The final allocation of the purchase price is dependent on a number of factors, including the final
determination of fair value of all tangible and intangible assets acquired and liabilities assumed as of the closing date of the acquisition.
Since these pro forma financial statements have been prepared based on preliminary fair values, the final amounts recorded for the
acquisition date fair values, including goodwill, may differ from the information presented.
Acquisition-related transaction costs incurred as a direct result of the Halo acquisition are nonrecurring in nature and do not
reflect expenses the combined company will incur on an ongoing basis. Therefore, acquisition costs are excluded from the pro forma
statements of income.
Cambrex completed a review of Halo’s accounting policies and identified certain accounting policy differences between the two
companies. For example, Cambrex adopted an accounting standard update related to a comprehensive model for revenue recognition
(the “new standard”) on January 1, 2018 using the modified retrospective transition method, whereas Halo adopted the new standard on
September 12, 2018 using the modified retrospective transition method. Cambrex recorded the impact of the adoption of the new
standard for Halo on January 1, 2018 in the pro forma financial statements.
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CAMBREX CORPORATION AND SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

(in thousands)
(2)

Basis of Presentation (continued)

The impact of conforming all other accounting policies of Halo to those of Cambrex are not material to the pro forma financial
statements. Accordingly, pro forma adjustments to conform to those accounting policies are not reflected.
(3)

Reclassifications

Certain reclassifications have been made to the historical presentation of Cambrex to conform to the presentation used in the
unaudited pro forma condensed combined financial statements.
The FASB issued ASU 2017-07 – Presentation of Net Periodic Benefit Cost Related to Defined Benefit Plans which required the
Company to disaggregate the current-service-cost component from the other components of net benefit cost and present it with other
current compensation costs for related employees in the income statement and present the other components elsewhere in the income
statement and outside of income from operations. For the year ended December 31, 2017 the Company reclassified $216 and $1,482
out of Cost of goods sold and Selling, general and administrative expenses, respectively, to Other expenses on its consolidated income
statement.
(4)

Preliminary Purchase Price Allocation

The Company has performed a preliminary valuation analysis of the fair market value of Halo’s assets and liabilities. The table
below summarizes the preliminary purchase price allocation as of June 30, 2018.
June 30, 2018
Cash
Account receivable
Contract assets
Inventory
Other current assets
Property, plant and equipment
Goodwill
Intangible assets
Other non-current assets
Total assets acquired
Current liabilities
Noncurrent liabilities
Total liabilities assumed

$

$

7

3,570
15,555
2,667
10,288
1,298
78,364
217,569
180,000
102
509,413
14,028
66,815
80,843

CAMBREX CORPORATION AND SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

(in thousands)
(5)

Adjustments to Pro Forma Financial Statements
The following is a description of the adjustments reflected in the unaudited pro forma condensed combined income statements:
(a)
Represents the incremental depreciation expense related to the step-up in property, plant and equipment for the
periods ended December 31, 2017 and June 30, 2018 of $1,165 and $583, respectively, and also an adjustment to reflect the
impact of Halo’s adoption of ASC 606 for the six months ended June 30, 2018 of ($345).
(b)
Represents the elimination of Halo’s historical amortization, the addition of Cambrex’s estimated acquired intangible
asset amortization, the elimination of related party transactions between Halo and an affiliated company and Halo acquisition
costs as follows:

Customer Relationships
Less:
Historical Halo Amortization
Amortization Adjustment
Elimination of Related Party
Transactions, non-recurring
Halo Acquisition Costs
Pro forma Adjustment

Preliminary
Intangible Asset
Valuation
$
180,000

Estimated
Useful Life (Yrs.)
15

Amortization:
Year Ended
December 31,
2017
$
12,000

$

Amortization:
Six Months Ended
June 30, 2018
$
6,000

(572 )
11,428

(217 )
5,783

(2,786 )
8,642

(915 )
(339 )
4,529

$

(c)
Represents the adjustments to interest expense for the year ended December 31, 2017 and six months ended June 30,
2018 to reflect (i) the pro forma effects of the removal of the Halo interest on debt (ii) the inclusion of the interest on Cambrex’s
assumed borrowings of $395 million with periodic repayments under the Cambrex credit facility and (iii) the removal of the
effect on interest income related to the use of cash in the acquisition. The interest expense was determined by considering a
LIBOR rate closely dated to the acquisition date plus a margin as specified in the Cambrex credit facility.
(d)

Represents the tax effect of the proforma adjustments.

(e)
Represents an adjustment to reflect the impact of Halo’s adoption of ASC 606 – Revenue from Contracts with
Customers (“ASC 606”) as of January 1, 2018.
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CAMBREX CORPORATION AND SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

(in thousands)
(5)

Adjustments to Pro Forma Financial Statements (continued)
The following is a description of the adjustments reflected in the unaudited pro forma condensed combined balance sheet:
(f)
Represents a portion of the purchase price paid using cash on hand of $30,000 and the amount of cash on Halo’s
balance sheet of $3,570.
(g)
Represents unbilled revenue as a result of adopting ASC 606 for Halo on January 1, 2018. Halo was a privately held
company, as such, it was not required to adopt ASC 606 until January 1, 2019.
(h)

Represents the elimination of related party receivables/payables between Halo and an affiliated company.

(i)
Represents the preliminary fair value and resulting adjustment to finished goods and work-in-process inventory of
$441. The preliminary fair value of finished goods and work-in-process was determined based on its net realizable value.
Cambrex will recognize the increased value of inventory in cost of goods sold as the inventory is sold. This increase is not
reflected in the pro forma condensed combined income statements because it does not have a continuing impact. The
adjustment also includes the reduction of inventory on hand as a result of adopting ASC 606 for Halo on January 1, 2018. Halo
was a privately held company, as such, it was not required to adopt ASC 606 until January 1, 2019. The impact of the adoption
on January 1, 2018 and the subsequent activity for the six months ended June 30, 2018 resulted in the reduction of inventory of
($2,007).
(j)

Represents the step-up from book value to the preliminary fair value of property, plant and equipment.

(k)
Represents the excess of consideration paid over the preliminary fair value of the assets acquired and liabilities
assumed.
(l)
Represents the preliminary fair value and resulting adjustment to identifiable customer-related intangible
assets. These assets will be amortized on a straight-line basis over 15 years.
(m)

Represents the elimination of Halo’s debt that was not acquired by the Company.

(n)
Represents the preliminary adjustment to deferred tax liabilities in connection with the fair value adjustments to assets
acquired and liabilities assumed.
(o)
Represents the assumed borrowings of $395 million under the Company’s Credit Facility and the elimination of
Halo’s debt that was not acquired by the Company.
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