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Delaware 13-3607736
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

28903 North Avenue Paine

Valencia, California 91355
(Address of principal executive offices) (Zip Code)
(661) 775-5300

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No ~

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

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ©~ No x

As of November 4, 2013, there were 357,312,740 shares of the registrant s common stock, $0.01 par value per share, outstanding.
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PART 1: FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
MANNKIND CORPORATION AND SUBSIDIARIES
(A Development Stage Company)
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In thousands, except share data)

September 30, 2013 December 31, 2012
ASSETS
Current assets:
Cash and cash equivalents $ 93,803 $ 61,840
State research and development credit exchange receivable current 298 450
Prepaid expenses and other current assets 5,228 4,520
Total current assets 99,329 66,810
Property and equipment net 177,829 183,961
State research and development credit exchange receivable net of current portion 223 313
Other assets 10,227 230
Total $ 287,608 $ 251,314
LIABILITIES AND STOCKHOLDERS DEFICIT

Current liabilities:
Accounts payable $ 7,786 $ 4,555
Accrued expenses and other current liabilities 21,553 25,777
Senior convertible notes 114,897 114,443
Facility financing obligation 72,933
Total current liabilities 217,169 144,775
Senior convertible notes 98,220 97,583
Note payable to related party 119,635 119,635
Other liabilities 20,306
Total liabilities 455,330 361,993
Commitments and contingencies
Stockholders deficit:
Undesignated preferred stock, $0.01 par value 10,000,000 shares authorized; no shares
issued or outstanding at September 30, 2013 and December 31, 2012
Common stock, $0.01 par value 550,000,000 shares authorized at September 30, 2013
and December 31, 2012; 309,993,285 and 286,035,082 shares issued and outstanding at
September 30, 2013 and December 31, 2012, respectively 3,100 2,860
Additional paid-in capital 2,072,006 1,991,379
Accumulated other comprehensive loss ) (6)
Deficit accumulated during the development stage (2,242,819) (2,104,912)
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Total stockholders deficit (167,722) (110,679)
Total $ 287,608 $ 251,314

See notes to condensed consolidated financial statements.

Table of Contents 5



Edgar Filing: MANNKIND CORP - Form 10-Q

Table of Conten

MANNKIND CORPORATION AND SUBSIDIARIES

(A Development Stage Company)

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(In thousands, except per share data)

Three months ended

Nine months ended

September 30, September 30,

2013 2012 2013 2012
Revenue $ $ 35 $ $ 35
Operating expenses:
Research and development 27,281 25,453 80,731 76,247
General and administrative 17,481 10,069 42,053 37,262
In-process research and development costs
Goodwill impairment
Total operating expenses 44,762 35,522 122,784 113,509
Loss from operations (44,762) (35,487) (122,784) (113,474)
Other income (expense) 10 (2,651) 48 12,078
Interest expense on note payable to related party (1,745) (2,245) (5,123) (8,321)
Interest expense on senior convertible notes and facility
financing obligation (4,323) (2,859) (10,052) (8,278)
Interest income 2 4 2

Loss before benefit for income taxes

Income tax benefit

Net loss

(50,818) (43,242) (137,907) (117,993)
408 408

(50,818) (42,834) (137,907) (117,585)

Deemed dividend related to beneficial conversion feature of
convertible preferred stock
Accretion on redeemable preferred stock

Net loss applicable to common stockholders $ (50,818)

Net loss per share applicable to common stockholders  basic
and diluted $ (0.17)

Shares used to compute basic and diluted net loss per share
applicable to common stockholders 296,386

$ (42,834)

$ (022)

190,534

$ (137,907)

$ (048)

286,889

See notes to condensed consolidated financial statements.
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$(117,585)

$ (071

164,611

Cumulative period

from
February 14,

1991 (date of

inception) to

September 30, 2013

$

3,166

1,548,304
467,757
19,726
151,428

2,187,215

(2,184,049)
(2,219)
(43,948)

(49,985)
37,000

(2,243,201)
382

(2,242,819)

(22,260)
(952)

(2,266,031)
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Net Loss
Other comprehensive loss:

Cumulative translation (loss) gain

Unrealized gain (loss) on investments:

Unrealized holding gain during the period

Less: reclassification adjustment for gains (losses) included

in net loss

Net unrealized gain on investments

Other comprehensive loss

Comprehensive loss

Table of Contents

(A Development Stage Company)

(Unaudited)

(In thousands)

Three months ended
September 30,
2013 2012
$(50,818) $ (42,834)

Q) ey

ey ey

$(50,819)  $(42,835)

MANNKIND CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

Nine months ended
September 30,
2013 2012

$(137,907)  $(117,585)

) 4
48
48
3) 52

$(137,910)  $(117,533)

See notes to condensed consolidated financial statements.

Cumulative period
from February 14,
1991 (date of
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September 30, 2013
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MANNKIND CORPORATION AND SUBSIDIARIES
(A Development Stage Company)
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Nine months ended
September 30,

2013

CASH FLOWS FROM OPERATING ACTIVITIES:

Net loss

2012

$ (137,907) $(117,585)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and accretion 10,109

Stock-based compensation expense 31,304

Stock expense for shares issued pursuant to research agreement

(Gain) loss on sale, abandonment/disposal or impairment of property and equipment 686

Accrued interest on investments, net of amortization of discounts

In-process research and development

Goodwill impairment

Loss on available-for-sale securities

Litigation settlement in stock

Fair value of forward purchase contract

Other, net 3)
Changes in assets and liabilities:

State research and development credit exchange receivable 242

Prepaid expenses and other current assets (708)
Other assets

Accounts payable (1,929)
Accrued expenses and other current liabilities 3,525

Other liabilities

Net cash used in operating activities (94,681)

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of marketable securities

Sales and maturities of marketable securities
Purchase of property and equipment (1,821)
Proceeds from sale of property and equipment

Net cash used in investing activities (1,821)

CASH FLOWS FROM FINANCING ACTIVITIES:

Issuance of common stock and warrants, net of issuance costs 2,488
Collection of Series C convertible preferred stock subscriptions receivable

Issuance of Series B convertible preferred stock for cash
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10,929
9,770

(73)

117

(12,011)
4)

(270)
(18,007)

(1,526)
36,898

(91,762)

(572)
73

(499)

80, 982

Cumulative Period
from February 14,
1991 (Date of

Inception) to
September 30, 2013

$ (2,242,819)

136,886
169,222
3,018
24,939
(191)
19,726
151,428
990
6,494
1,237
1,096

(521)
(3,278)
(230)
2,489
38,574
2

(1,690,942)
(796,779)
796,393

(329,567)
454

(329,499)

1,400,244
50,000
15,000
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Cash received for common stock to be issued

Repurchase of common stock

Put shares sold to majority stockholder

Exercise of warrants for common stock

Borrowings under lines of credit

Proceeds from notes receivables

Proceeds from issuance of facility financing obligation & milestone rights
Facility financing obligation & milestone rights issuance costs
Borrowings on notes payable to related party

Principal payments on notes payable to related party

Borrowings on notes payable

Principal payments on notes payable

Proceeds from senior convertible notes

Payment of employment taxes related to vested restricted stock units

Net cash provided by financing activities

Table of Contents

Form 10-Q

49,170

79,500
(598)

(2,095)

128,465

3,900
(1,028)
623
49,170
4,220
1,742
79,500
(598)
11,250 387,750
(70,000)
3,460
(1,667)
207,050
(887) (15,122)

91,345 2,114,244
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NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD

SUPPLEMENTAL CASH FLOWS DISCLOSURES:

Cash paid for income taxes

Interest paid in cash, net of amounts capitalized

Accretion on redeemable convertible preferred stock

Issuance of common stock upon conversion of notes payable
Increase in additional paid-in capital resulting from merger
Issuance of common stock for notes receivable

Issuance of put option by stockholder

Put option redemption by stockholder

Issuance of Series C convertible preferred stock subscriptions
Issuance of Series A redeemable convertible preferred stock
Conversion of Series A redeemable convertible preferred stock
Non-cash construction in progress and property and equipment
Capitalization of interest on note payable to related party
Cancellation of principal on note payable to related party
Forward purchase contract contribution to APIC
Reclassification of forward purchase contract to APIC

Nine months ended

September 30,
2013 2012
$31,963 $ (©l16)
61,840 2,681

$93,803 $ 1,765

7,862 7,626

5,523 2,907
11,876

77,187

1,080

13,091

Cumulative Period
from February 14,
1991 (Date of

Inception) to
September 30, 2013
$ 93,803

$ 93,803

$ 26
67,014
(952)
3,331
171,154
2,758
(2,949)
1,921
50,000
4,296
(5,248)
5,523
14,219
212,334
29,317
28,080

In connection with the Company s initial public offering, all shares of Series B and Series C convertible preferred stock, in the amount of $15.0
million and $50.0 million, respectively, automatically converted into common stock in August 2004.

See notes to condensed consolidated financial statements.
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MANNKIND CORPORATION AND SUBSIDIARIES
(A Development Stage Company)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Description of business and basis of presentation

The accompanying unaudited condensed consolidated financial statements of MannKind Corporation and its subsidiaries (the Company ), have
been prepared in accordance with generally accepted accounting principles in the United States of America ( GAAP ) for interim financial
information and with the instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and Exchange Commission (the SEC ).
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. These statements
should be read in conjunction with the financial statements and notes thereto included in the Company s latest audited annual financial
statements. The audited statements for the year ended December 31, 2012 are included in the Company s annual report on Form 10-K for the
fiscal year ended December 31, 2012 filed with the SEC on March 18, 2013 (the Annual Report ).

In the opinion of management, all adjustments, consisting only of normal, recurring adjustments, considered necessary for a fair presentation of
the results of these interim periods have been included. The results of operations for the nine months ended September 30, 2013 may not be
indicative of the results that may be expected for the full year.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates or assumptions. The more
significant estimates reflected in these accompanying financial statements involve assessing long-lived assets for impairment, accrued expenses,
including clinical study expenses, valuation of forward purchase contracts, valuation of the facility financing obligation, commitment asset,
milestone rights, valuation of stock-based compensation and the determination of the provision for income taxes and corresponding deferred tax
assets and liabilities and any valuation allowance recorded against net deferred tax assets.

Business The Company is a biopharmaceutical company focused on the discovery and development of therapeutic products for diseases such

as diabetes. The Company s lead product candidate, AFREZZA (insulin human [rDNA origin]) inhalation powder, is an ultra rapid-acting insulin
therapy that recently completed two additional Phase 3 clinical studies for the treatment of adults with type 1 or type 2 diabetes for the control of
hyperglycemia. On August 14, 2013, the Company released the results of these Phase 3 clinical studies, both of which met their primary efficacy
endpoints and safety objectives. On October 13, 2013, the Company submitted the results of these studies to the U.S. Food and Drug and
Administration ( FDA ) as an amendment to its new drug application ( NDA ). The FDA subsequently acknowledged the resubmission and advised
the Company that it considers the updated NDA to be a complete class 2 response to the Company s Completed Response Letter issued in

January 2011, and assigned a user fee goal (PDUFA) date of April 15, 2014.

Basis of Presentation The Company is considered to be in the development stage as its primary activities since incorporation have been
establishing its facilities, recruiting personnel, conducting research and development, business development, business and financial planning,

and raising capital. It is costly to develop therapeutic products and conduct clinical studies for these products. From its inception through
September 30, 2013, the Company has reported accumulated net losses of $2.2 billion, which include a goodwill impairment charge of $151.4
million and cumulative negative cash flow from operations of $1.7 billion. On December 15, 2013, $115.0 million aggregate principal under the
Company s 3.75% Senior Convertible Notes due 2013 (the 2013 notes ) will become due and payable (see Note 10  Senior convertible notes).
These factors raise substantial doubt about the Company s ability to continue as a going concern. The financial statements do not include any
adjustments that might result from the outcome of these uncertainties. At September 30, 2013, the Company s capital resources consisted of cash
and cash equivalents of $93.8 million. In addition, the Company expects to sell $40.0 million principal amount of the Company s 9.75% Senior
Convertible Notes due 2019 (the 2019 notes ) to Deerfield (as defined below) under a facility agreement in the fourth quarter of 2013 (see

Note 11  Facility financing agreement). The Company is required, with the funds made available by the purchase of these 2019 notes, to repay
the 2013 notes. On September 30, 2013, the Company s ability to borrow additional amounts under a loan arrangement provided by the
Company s principal stockholder, The Mann Group LLC ( The Mann Group ), terminated. In October 2013, however, the loan arrangement was
amended to, among other things, extend the maturity date of the loan until January 5, 2020 and extend the date through which the Company can
borrow under the loan arrangement to December 31, 2019 (see Note 13 Subsequent events). As of October 31, 2013, the Company had $30.1
million principal amount of available borrowings under the loan arrangement, although the Company anticipates using a portion of these

available borrowings to capitalize into principal, upon mutual agreement of the parties, accrued interest as it becomes due and payable under the
loan arrangement (see Note 9  Related-party arrangements and Note 13 Subsequent events). Subsequent to September 30, 2013, the Company
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received $45.0 million in cash proceeds from the exercise of certain public offering warrants prior to their expiration on October 29, 2013. Based
upon the Company s current expectations, including the expectation that Deerfield will purchase $40.0 million principal amount of 2019 notes in
the fourth quarter of 2013 in connection with the repayment of the 2013
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notes, management believes the Company s existing capital resources will enable it to continue planned operations into at least the first quarter of
2014. However, the Company cannot provide assurances that Deerfield will fund the third tranche under the Facility Agreement (as defined
below), that the Company will be able to access capital through the ATM Agreements (as defined below) on favorable terms, or at all, or that the
Company s plans will not change or that changed circumstances will not result in the depletion of its capital resources more rapidly than it
currently anticipates.

Capital resources potentially available to the Company include proceeds from the exercise of warrants issued in its February 2012 public
offering, the ATM Agreements and issuance of additional 2019 notes to Deerfield, as more fully described below:

In February 2012, the Company sold in an underwritten public offering 35,937,500 units at an aggregate price to the public of $86.3 million,
with each unit consisting of one share of common stock and a warrant to purchase 0.6 of a share of common stock. Net proceeds from this
offering were approximately $80.6 million, excluding any future proceeds from the exercise of warrants. The warrants are exercisable at $2.40
per share and expire in February 2016. As of September 30, 2013, the Company had received $4.5 million in cash proceeds from the exercise of
the February 2012 public offering warrants, with $47.3 million remaining unexercised.

On March 18, 2013, the Company entered into at-the-market issuance sales agreements (the ATM Agreements ) with two sales agents, under
which the Company may issue and sell shares of its common stock having an aggregate offering price of up to $50.0 million under each ATM
Agreement (provided that in no event may the Company issue and sell more than $50.0 million of shares of its common stock under both ATM
Agreements in the aggregate) from time to time through either of the sales agents. Neither the Company nor either of the sales agents has any
obligation to sell shares of the Company s common stock under the ATM Agreements. Any sales of common stock made under the ATM
Agreements will be made in  at the market offerings as defined in Rule 415 of the Securities Act of 1933, as amended (the Securities Act ). The
Company has not yet issued any shares of its common stock under the ATM Agreements. There can be no assurance that the Company will be

able to access capital through the ATM Agreements on a timely basis, or at all.

On July 1, 2013, the Company entered into a Facility Agreement (the Facility Agreement ) with Deerfield Private Design Fund II, L.P. ( Deerfield
Private Design Fund ) and Deerfield Private Design International II, L.P. (collectively, Deerfield ), providing for the sale of up to $160.0 million
of 2019 notes to Deerfield in four equal tranches of $40.0 million principal amount. In connection with the Facility Agreement, on July 1, 2013

the Company also entered into a Milestone Rights Purchase Agreement (the Milestone Agreement ) with Deerfield Private Design Fund and
Horizon Santé FLML SARL ( HS and together with Deerfield Private Design Fund, the Milestone Purchasers ), pursuant to which, the Company
sold the Milestone Purchasers certain rights to receive payments of up to $90.0 million upon the occurrence of specified strategic and sales
milestones including the first commercial sale of an AFREZZA product and the achievement of specified net sales figures (the Milestone Rights

see Note 11  Facility financing agreement).

On July 1, 2013, Deerfield purchased the first tranche of 2019 notes and the Milestone Rights for an aggregate of $40.0 million. The closing of
the second tranche of 2019 notes, which was subject to achievement and reporting of certain results from the Company s two Phase 3 clinical
studies of AFREZZA, occurred on September 5, 2013. There can be no assurance that the conditions required for the purchase of the third or
fourth tranches of the 2019 notes will be met or met in a timeframe necessary to support the Company s liquidity needs.

The Company will need to raise additional capital through the resources identified above or, through the sale of equity or debt securities, a
strategic business collaboration with a pharmaceutical company, the establishment of other funding facilities, licensing arrangements, assets
sales or other means, in order to continue the development and commercialization of AFREZZA and other product candidates and to support its
other ongoing activities. However, the Company cannot provide assurances that such additional capital will be available through any such
sources or other sources.

Fair Value of Financial Instruments The carrying amounts of certain financial instruments, which include cash equivalents and accounts
payable, approximate their fair values due to their relatively short maturities. The fair value of the note payable to related party cannot be
reasonably estimated as the Company would not be able to obtain a similar credit arrangement in the current economic environment.

Cash equivalents consist of highly liquid investments with original or remaining maturities of 90 days or less at the time of purchase, that are
readily convertible into cash. As of September 30, 2013 and December 31, 2012, the Company held $93.8 million and $61.8 million,
respectively, of cash and cash equivalents, consisting primarily of money market funds of $91.1 million and $60.8 million, respectively, and the
remaining in non-interest bearing checking accounts. The fair value of these money market funds was determined by using quoted prices for
identical investments in an active market (Level 1 in the fair value hierarchy).
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The following is a summary of the carrying values and estimated fair values of the 2013 notes, the Company s 5.75% Senior Convertible Notes
due 2015 (the 2015 notes ) and the 2019 notes (in millions).

September 30, 2013 December 31, 2012
Carrying Estimated Carrying Estimated
value fair value value fair value
2013 notes $114.9 $ 1148 $114.4 $ 819
2015 notes $ 982 $ 106.0 $ 97.6 $ 632
2019 notes $ 72.9 $ 757

The estimated fair value of the 2013 notes was calculated based on quoted prices in an active market (Level 1 in the fair value hierarchy). The
estimated fair value of the 2015 notes was calculated based on model-derived valuations whose inputs were observable, such as the Company s
stock price, and non-observable, such as the Company s longer-term historical volatility (Level 3 in the fair value hierarchy). As there is no
current observable market for the 2015 notes, the Company determined the estimated fair value using a convertible bond valuation model within
a lattice framework. The convertible bond valuation model combined expected cash outflows with market-based assumptions regarding
risk-adjusted yields, stock price volatility and recent price quotes and trading information regarding Company issued debt instruments and shares
of common stock into which the notes are convertible. As there is no current observable market for the 2019 notes, the Company determined the
estimated fair value using a bond valuation model based on a discounted cash flow methodology. The bond valuation model combined expected
cash flows associated with principal repayment and interest based on the contractual terms of the debt agreement discounted to present value
using a selected market discount rate (Level 3 in the fair value hierarchy).

As discussed in Note 11 Facility financing agreement, in connection with the Facility Agreement, the Company issued 2019 notes and
Milestone Rights and recorded a commitment asset on July 1, 2013. The estimated fair value of the 2019 notes was calculated using a bond
valuation model based on a discounted cash flow methodology. The bond valuation model combined expected cash flows associated with
principal repayment and interest based on the contractual terms of the debt agreement discounted to present value using a selected market
discount rate of 12% (Level 3 in the fair value hierarchy). The estimated fair value of the Milestone Rights was calculated using the income
approach in which the cash flows associated with the specified contractual payments were adjusted for both the expected timing and the
probability of achieving the milestones discounted to present value using a selected market discount rate (Level 3 in the fair value hierarchy).
The expected timing and probability of achieving the milestones, starting in 2014, was developed with consideration given to both internal data,
such as progress made to date and assessment of criteria required for achievement, and external data, such as market research studies. The
discount rate (17.5%) was selected based on an estimation of required rate of returns for similar investment opportunities using available market
data. The fair value of the commitment asset was estimated using the income approach by estimating the fair value of the future tranches using a
market debt rate (12%) commensurate with the risk of the future tranches and the fair value of the cash expected to be received by the Company
and assessing the probability of the commitments being funded in the future based on the operational hurdles required for funding being met
(Level 3 in the fair value hierarchy). At September 30, 2013, the carrying value of the Milestone Rights and commitment asset approximates
their respective estimated fair values.

The Company concluded its Common Stock Purchase Agreement with The Mann Group entered into in February 2012 ( The Mann Group
Common Stock Purchase Agreement ) (see Note 7 Common and preferred stock) represented a contingent forward purchase contract that met
the definition of a derivative instrument in accordance with ASC 815 Derivatives and Hedging ( ASC 815 ). Of the 31,250,000 shares issuable
pursuant to The Mann Group Common Stock Purchase Agreement, the portion of the derivative instrument representing 14.7 million shares

were recorded as equity ( Equity Portion ) as they met the criteria for equity classification under ASC 815-40 Derivatives and Hedging, Contracts
in an Entity s Own Stock. The remaining 16.5 million shares ( Non-Equity Portion ) required classification outside of equity as the Company did
not have sufficient available shares at the time of issuance. The Company revalued the Non-Equity Portion of the forward purchase contract at
each reporting date and recorded a fair value adjustment within Other income (expense). The estimated fair value of The Mann Group Common
Stock Purchase Agreement was based on a forward purchase contract valuation (Level 3 in the fair value hierarchy). The fair value of the

forward purchase contract was highly sensitive to the discount applied for lack of marketability and the stock price, and changes in this discount
and/or the stock price caused the value of the forward purchase contract to change significantly. The Company recognized the change in fair

value of $(336,000) in  Other income (expense) for the three months ended March 31, 2012. The Company revalued the Non-Equity Portion
using a forward contract valuation formula, in which the forward contract was estimated to be equal to the valuation date stock price minus the
strike price discounted to the valuation date using a risk-free rate of 0.08% at issuance and 0.06% at March 31, 2012. As the shares which would
be received upon settlement were unregistered, the Company applied a discount for lack of marketability of 2.57% at issuance and 1.64% at
March 31, 2012 based on quantitative put models, adjusted to take into account qualitative factors, including the fact that the Company s stock
was publicly traded and the fact that there was no contractual restriction on the unregistered shares being registered. As of and for the nine

months ended September 30, 2012, the Company recognized the change in fair value of $12.0 million in Other income. The Company revalued
the Non-Equity Portion using a forward contract valuation formula, in which the forward contract is estimated to be equal to the valuation date
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stock price of $2.40 at issuance and $1.69 at May 17, 2012 (the date at which the Company had sufficient available shares) minus the strike price
discounted to the valuation date using a risk-free rate of 0.08% at issuance and 0.18% at May 17, 2012. As the shares which would be received
upon settlement are currently unregistered, the Company applied a discount for lack of mark