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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 0O NO

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, 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 [O NO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, smaller reporting
company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting
company,” and “emerging growth company”

(in Rule 12b-2 of the Exchange Act) (Check one):
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying
with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): O YES [ NO

As of August 1, 2017, the registrant had 559,404,941 shares of Common Stock outstanding.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains “forward-looking statements,” as that term is defined under the Private Securities
Litigation Reform Act of 1995 (“PSLRA”), Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. Forward-looking statements include statements about our expectations, beliefs or intentions regarding
our product development efforts, business, financial condition, results of operations, strategies or prospects. You can identify forward-
looking statements by the fact that these statements do not relate strictly to historical or current matters. Rather, forward-looking statements
relate to anticipated or expected events, activities, trends or results as of the date they are made. Because forward-looking statements relate
to matters that have not yet occurred, these statements are inherently subject to risks and uncertainties that could cause our actual results to
differ materially from any future results expressed or implied by the forward-looking statements. Many factors could cause our actual
activities or results to differ materially from the activities and results anticipated in forward-looking statements. These factors include those
described below and in “Item 1A-Risk Factors” of our Annual Report on Form 10-K for the year ended December 31, 2016, and described
from time to time in our other reports filed with the Securities and Exchange Commission. We do not undertake an obligation to update
forward-looking statements. We intend that all forward-looking statements be subject to the safe-harbor provisions of the PSLRA. These
forward-looking statements are only predictions and reflect our views as of the date they are made with respect to future events and
financial performance.

Risks and uncertainties, the occurrence of which could adversely affect our business, include the following:

* we have a history of losses and may not generate sustained positive cash flow sufficient to fund our operations and research and
development programs;

» the risks inherent in developing, obtaining regulatory approvals for and commercializing new, commercially viable and
competitive products and treatments;

»  our research and development activities may not result in commercially viable

products;

» that earlier clinical results of effectiveness and safety may not be reproducible or indicative of future
results;

» that we may fail to obtain regulatory approval for hGH-CTP or successfully commercialize Rayaldee and hGH-
CTP;

» that we may not generate profits or cash flow from our laboratory operations or substantial revenue from our pharmaceutical and
diagnostic products;

« that currently available over-the-counter and prescription products, as well as products under development by others, may prove to
be as or more effective than our products for the indications being studied,

+  our ability to build a successful pharmaceutical sales and marketing
infrastructure;

*  our ability and our distribution and marketing partners’ ability to comply with regulatory requirements regarding the sales,
marketing and manufacturing of our products and product candidates and the operation of our laboratories;

» the performance of our third-party distribution partners, licensees and manufacturers over which we have limited

control;
»  our success is dependent on the involvement and continued efforts of our Chairman and Chief Executive
Officer;
* integration challenges for Transition Therapeutics, BioReference, EirGen and other acquired
businesses;
» changes in regulation and policies in the United States and other countries, including increasing downward pressure on healthcare
reimbursement;
*  our ability to manage our growth and our expanded
operations;
* increased competition, including price
competition;
» changing relationships with payers, including the various state and multi-state Blues programs, suppliers and strategic
partners;
+ efforts by third-party payors to reduce utilization and reimbursement for clinical testing
services;
+ failure to timely or accurately bill for our
services;
« failure in our information technology systems, including cybersecurity attacks or other data security
incidents;
» failure to obtain and retain new clients and business partners, or a reduction in tests ordered or specimens submitted by existing
clients;

» failure to establish, and perform to, appropriate quality standards to assure that the highest level of quality is observed in the
performance of our testing services;

«  failure to maintain the security of patient-related
information;

»  our ability to obtain and maintain intellectual property protection for our
products;

*  our ability to defend our intellectual property rights with respect to our
products;

*  our ability to operate our business without infringing the intellectual property rights of
others;

*  our ability to attract and retain key scientific and management
personnel;



our need for, and ability to obtain, additional

financing;

adverse results in material litigation matters or governmental
inquiries;

failure to obtain and maintain regulatory approval outside the
u.sS.;
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+ legal, economic, political, regulatory, currency exchange, and other risks associated with international operations;
and

»  our ability to finance and successfully complete construction of a research, development and manufacturing center in Waterford,
Ireland.
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PART I. FINANCIAL INFORMATION

Unless the context otherwise requires, all references in this Quarterly Report on Form 10-Q to the “Company”, “OPKO”, “we

13 LI

our”, “ours”, and “us” refer to OPKO Health, Inc., a Delaware corporation, including our wholly-owned subsidiaries.

Item 1. Financial Statements

OPKO Health, Inc. and Subsidiaries
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In thousands, except share and per share data)

()
s

June 30, 2017 December 31, 2016
ASSETS
Current assets:
Cash and cash equivalents $ 130,530 $ 168,733
Accounts receivable, net 251,747 220,284
Inventory, net 48,293 47,228
Other current assets and prepaid expenses 41,946 47,356
Total current assets 472,516 483,601
Property, plant and equipment, net 133,355 122,831
Intangible assets, net 731,134 763,976
In-process research and development 645,957 644,713
Goodwill 712,075 704,603
Investments 34,495 41,139
Other assets 39,162 5,756
Total assets $ 2,768,694 $ 2,766,619
LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 62,153 $ 53,360
Accrued expenses 206,403 197,955
Current portion of lines of credit and notes payable 14,496 11,981
Total current liabilities 283,052 263,296
2033 Senior Notes and estimated fair value of embedded derivatives, net of discount 34,758 43,701
Deferred tax liabilities, net 142,212 165,331
Other long-term liabilities, principally deferred revenue, contingent consideration and line of credit 201,843 202,483
Total long-term liabilities 378,813 411,515
Total liabilities 661,865 674,811
Equity:
Common Stock - $0.01 par value, 750,000,000 shares authorized; 559,955,118 and 558,576,051
shares issued at June 30, 2017 and December 31, 2016, respectively 5,600 5,586
Treasury Stock - 549,907 and 586,760 shares at June 30, 2017 and December 31, 2016, respectively (1,791) (1,911)
Additional paid-in capital 2,863,025 2,845,096
Accumulated other comprehensive loss (14,070) (27,009)
Accumulated deficit (745,935) (729,954 )
Total shareholders’ equity 2,106,829 2,091,808
Total liabilities and equity $ 2,768,694 $ 2,766,619

The accompanying unaudited Notes to Condensed Consolidated Financial Statements are an integral part of these statements.
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OPKO Health, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(In thousands, except share and per share data)

For the three months ended June 30,

For the six months ended June 30,

2017 2016 2017 2016

Revenues:

Revenue from services $ 256,671 $ 266,012 $ 511,956 $ 518,534

Revenue from products 28,966 22,807 51,197 42,706

Revenue from transfer of intellectual property and other 28,576 68,281 47,154 86,898

Total revenues 314,213 357,100 610,307 648,138

Costs and expenses:

Cost of service revenue 143,901 140,971 283,867 278,568

Cost of product revenue 13,505 12,468 28,334 22,407

Selling, general and administrative 128,338 117,511 265,023 245,513

Research and development 32,593 31,348 58,615 59,170

Contingent consideration 4,366 10,758 6,738 12,511

Amortization of intangible assets 17,953 15,778 35,881 29,221
Total costs and expenses 340,656 328,834 678,458 647,390
Operating income (loss) (26,443) 28,266 (68,151) 748
Other income and (expense), net:

Interest income 136 135 385 178

Interest expense (1,502) (2,217) (2,931) (4,004)

Fair value changes of derivative instruments, net 5,482 1,235 9,519 (188)

Other income (expense), net (533) 5,970 2,509 6,515
Other income and (expense), net 3,583 5,123 9,482 2,501
Income (loss) before income taxes and investment losses (22,860) 33,389 (58,669) 3,249
Income tax benefit (provision) 10,960 (15,868) 17,904 4,638
Net income (loss) before investment losses (11,900) 17,521 (40,765) 7,887
Loss from investments in investees (5,628) (1,988) (7,758) (4,333)
Net income (loss) $ (17,528) $ 15,533 $ (48,523) $ 3,554
Earnings (loss) per share:

Earnings (loss) per share, basic $ (0.03) $ 003 $ (0.09) $ 0.01

Earnings (loss) per share, diluted $ 0.04) $ 002 $ 0.10) $ —
Weighted average common shares outstanding, basic 559,347,540 547,558,800 558,892,375 546,691,117
Weighted average common shares outstanding, diluted 564,163,808 557,040,435 563,617,274 556,735,862

The accompanying unaudited Notes to Condensed Consolidated Financial Statements are an integral part of these statements.
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OPKO Health, Inc. and Subsidiaries
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited)
(In thousands)
For the three months ended June 30, For the six months ended June 30,
2017 2016 2017 2016
Net income (loss) $ (17,528) $ 15,533 $ (48,523) $ 3,554
Other comprehensive income (loss), net of tax:
Change in fc?reign currency translation and other 10,495 (4.432) 13,088 2,510
comprehensive income (loss)
Available for sale investments:
Change in unrealized loss, net of tax (206) (1,889) (743) (3,404)
Less: reclassification adjustments for losses included in
net loss, net of tax 594 — 594 —
Comprehensive income (loss) (6,645) 9,212 (35,584) 2,660

The accompanying unaudited Notes to Condensed Consolidated Financial Statements are an integral part of these statements.
8
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OPKO Health, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:

Depreciation and amortization
Non-cash interest
Amortization of deferred financing costs
Losses from investments in investees
Equity-based compensation — employees and non-employees
Realized loss (gain) on equity securities and disposal of fixed assets
Change in fair value of derivative instruments
Change in fair value of contingent consideration
Deferred income tax benefit
Changes in assets and liabilities, net of the effects of acquisitions:
Accounts receivable, net
Inventory, net
Other current assets and prepaid expenses
Other assets
Accounts payable
Foreign currency measurement
Deferred revenue
Accrued expenses and other liabilities
Net cash provided by (used in) operating activities
Cash flows from investing activities:
Investments in investees
Purchase of marketable securities
Proceeds from the sale of property, plant and equipment
Capital expenditures
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from the exercise of Common Stock options and warrants
Borrowings on lines of credit
Repayments of lines of credit
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
SUPPLEMENTAL INFORMATION:
Interest paid
Income taxes paid, net
Non-cash financing:
Shares issued upon the conversion of:

Common Stock options and warrants, surrendered in net exercise
Issuance of capital stock for contingent consideration settlement:

OPKO Health Europe

For the six months ended June 30,

2017 2016
(48,523) $ 3,554
51,281 46,780
1,294 1,408
112 74
7,758 4,333
15,844 26,105
(2,473) (2,494)
(9,519) 188
6,738 12,511
(23,039) (8,999)
(30,865) (18,388)
(443) (1,763)
3,692 (14,309)
(254) 732
9,439 (13,205)
230 (405)
(34,018) (35,938)
(3,837) 33,452
(56,583) 33,636
(3,000) (5,921)
5) (15,630)
3,398 708
(16,805) (12,866)
(16,412) (33,709)
1,916 1,912
45,524 9,496
(13,525) (49,341)
33,915 (37,933)
877 423
(38,203) (37,583)
168,733 193,598
130,530 $ 156,015
748 $ 900
4321 $ 7,172
1,546 S 325
303§ 313

The accompanying unaudited Notes to Condensed Consolidated Financial Statements are an integral part of these statements.
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OPKO Health, Inc. and Subsidiaries
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

NOTE 1 BUSINESS AND ORGANIZATION

We are a diversified healthcare company that seeks to establish industry-leading positions in large and rapidly growing medical
markets. Our diagnostics business includes BioReference Laboratories, Inc. (“BioReference”), the nation’s third-largest clinical laboratory
with a core genetic testing business and a 400-person sales and marketing team to drive growth and leverage new products, including the
4Kscore prostate cancer test and the Claros 1 in-office immunoassay platform (in development). Our pharmaceutical business features
Rayaldee, an FDA-approved treatment for secondary hyperparathyroidism (“SHPT”) in adults with stage 3 or 4 chronic kidney disease
(“CKD”) and vitamin D insufficiency and VARUBI™ for chemotherapy-induced nausea and vomiting (oral formulation launched by
partner TESARO in November 2015 and pending approval for IV formulation), OPK88003, a once or twice weekly oxyntomodulin for
type 2 diabetes and obesity which is a clinically advanced drug candidate among the new class of GLP-1 glucagon receptor dual agonists
(Phase 2b), and OPK88004, an androgen receptor modulator for androgen deficiency indications. Our pharmaceutical business also features
hGH-CTP, a once-weekly human growth hormone injection (in Phase 3 and partnered with Pfizer), and a once-daily Factor VIla drug for
hemophilia (Phase 2a). We are incorporated in Delaware and our principal executive offices are located in leased offices in Miami, Florida.

In August 2016, we completed the acquisition of Transition Therapeutics, Inc. (“Transition Therapeutics”), a clinical stage
biotechnology company developing OPK88003, a once or twice weekly oxyntomodulin for type 2 diabetes and obesity, and OPK88004, an
androgen receptor modulator for androgen deficiency indications. Holders of Transition Therapeutics common stock received 6,431,899
shares of OPKO Common Stock. The transaction was valued at approximately $58.5 million, based on a closing price per share of our
Common Stock of $9.10 as reported by NASDAQ on the closing date.

Through BioReference, we provide laboratory testing services, primarily to customers in the larger metropolitan areas across New
York, New Jersey, Maryland, Pennsylvania, Delaware, Washington, DC, Florida, California, Texas, Illinois and Massachusetts as well as
to customers in a number of other states. We offer a comprehensive test menu of clinical diagnostics for blood, urine, and tissue analysis.
This includes hematology, clinical chemistry, immunoassay, infectious diseases, serology, hormones, and toxicology assays, as well as Pap
smear, anatomic pathology (biopsies) and other types of tissue analysis. We market our laboratory testing services directly to physicians,
geneticists, hospitals, clinics, correctional and other health facilities.

We operate established pharmaceutical platforms in Ireland, Chile, Spain, and Mexico, which are generating revenue and which we
expect to facilitate future market entry for our products currently in development. In addition, we have a development and commercial
supply pharmaceutical company and a global supply chain operation and holding company in Ireland. We own a specialty active
pharmaceutical ingredients (“APIs”) manufacturer in Israel, which we expect will facilitate the development of our pipeline of molecules
and compounds for our molecular diagnostic and therapeutic products.

Our research and development activities are primarily performed at leased facilities in Miramar, FL, Woburn, MA, Waterford,
Ireland, Kiryat Gat, Israel, and Barcelona, Spain.

10
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NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation. The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance
with accounting principles generally accepted in the United States ("GAAP") and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all information and notes required by GAAP for complete financial statements. In the
opinion of management, all adjustments (consisting of only normal recurring adjustments or otherwise disclosed herein) considered
necessary to present fairly the Company’s results of operations, financial position and cash flows have been made. The results of operations
and cash flows for the three and six months ended June 30, 2017, are not necessarily indicative of the results of operations and cash flows
that may be reported for the remainder of 2017 or any future periods. The unaudited Condensed Consolidated Financial Statements should
be read in conjunction with the Consolidated Financial Statements and the Notes to Consolidated Financial Statements included in our
Annual Report on Form 10-K for the year ended December 31, 2016.

Principles of consolidation. The accompanying unaudited Condensed Consolidated Financial Statements include the accounts of
OPKO Health, Inc. and of our wholly-owned subsidiaries. All intercompany accounts and transactions are eliminated in consolidation.

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

Cash and cash equivalents. Cash and cash equivalents include short-term, interest-bearing instruments with original maturities of 90
days or less at the date of purchase. We also consider all highly liquid investments with original maturities at the date of purchase of 90
days or less as cash equivalents. These investments include money markets, bank deposits, certificates of deposit and U.S. treasury
securities.

Inventories. Inventories are valued at the lower of cost and net realizable value. Cost is determined by the first-in, first-out method.
We consider such factors as the amount of inventory on hand, estimated time required to sell such inventories, remaining shelf-life, and
current market conditions to determine whether inventories are stated at the lower of cost and net realizable value. Inventories at our
diagnostics segment consist primarily of purchased laboratory supplies, which is used in our testing laboratories. Inventory obsolescence
expense for the six months ended June 30, 2017 and 2016 was $4.8 million and $0.2 million, respectively.

Pre-launch inventories. We may accumulate commercial quantities of certain product candidates prior to the date we anticipate that
such products will receive final U.S. FDA approval. The accumulation of such pre-launch inventories involves the risk that such products
may not be approved for marketing by the FDA on a timely basis, or ever. This risk notwithstanding, we may accumulate pre-launch
inventories of certain products when such action is appropriate in relation to the commercial value of the product launch opportunity. In
accordance with our policy, this pre-launch inventory is expensed.

Goodwill and intangible assets. Goodwill represents the difference between the purchase price and the estimated fair value of the net
assets acquired accounted for by the acquisition method of accounting and arose from our acquisitions. Refer to Note 4. Goodwill, in-
process research and development (“IPR&D”) and other intangible assets acquired in business combinations, licensing and other
transactions at both June 30, 2017 and December 31, 2016 was $2.1 billion.

Assets acquired and liabilities assumed in business combinations, licensing and other transactions are generally recognized at the date
of acquisition at their respective fair values. We determined the fair value of intangible assets, including IPR&D, using the “income
method.”

Goodwill is tested at least annually for impairment, or when events or changes in circumstances indicate that the carrying amount of
such assets may not be recoverable, by assessing qualitative factors or performing a quantitative analysis in determining whether it is more
likely than not that its fair value exceeds the carrying value.

Intangible assets are tested for impairment whenever events or changes in circumstances indicate that the carrying amount of such
assets may not be recoverable, although IPR&D is required to be tested at least annually until the project is completed or abandoned. Upon
obtaining regulatory approval, the IPR&D asset is then accounted for as a finite-lived intangible asset and amortized on a straight-line basis
over its estimated useful life. If the project is abandoned, the IPR&D asset is charged to expense.

11
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We reclassified $187.6 million of IPR&D related to Rayaldee from In-process research and development to Intangible assets, net in
our Condensed Consolidated Balance Sheets upon the FDA’s approval of Rayaldee in June 2016. The assets will be amortized on a
straight-line basis over their estimated useful life of approximately 12 years.

We amortize intangible assets with definite lives on a straight-line basis over their estimated useful lives, ranging from 3 to 20 years.
We use the straight-line method of amortization as there is no reliably determinable pattern in which the economic benefits of our
intangible assets are consumed or otherwise used up. Amortization expense was $35.9 million and $29.2 million for the six months ended
June 30, 2017 and 2016, respectively.

Fair value measurements. The carrying amounts of our cash and cash equivalents, accounts receivable, accounts payable and short-
term debt approximate their fair value due to the short-term maturities of these instruments. Investments that are considered available for
sale as of June 30, 2017 and December 31, 2016 are carried at fair value. Our debt under the credit agreement with JPMorgan Chase Bank,
N.A. approximates fair value due to the variable rate of interest.

In evaluating the fair value information, considerable judgment is required to interpret the market data used to develop the estimates.
The use of different market assumptions and/or different valuation techniques may have a material effect on the estimated fair value
amounts. Accordingly, the estimates of fair value presented herein may not be indicative of the amounts that could be realized in a current
market exchange. Refer to Note 8.

Contingent consideration. Each period we revalue the contingent consideration obligations associated with certain prior acquisitions
to their fair value and record increases in the fair value as contingent consideration expense and decreases in the fair value as a reduction in
contingent consideration expense. Changes in contingent consideration result from changes in the assumptions regarding probabilities of
successful achievement of related milestones, the estimated timing in which the milestones are achieved and the discount rate used to
estimate the fair value of the liability. Contingent consideration may change significantly as our development programs progress, revenue
estimates evolve and additional data is obtained, impacting our assumptions. The assumptions used in estimating fair value require
significant judgment. The use of different assumptions and judgments could result in a materially different estimate of fair value which may
have a material impact on our results from operations and financial position.

Derivative financial instruments. We record derivative financial instruments on our Condensed Consolidated Balance Sheets at their
fair value and recognize the changes in the fair value in our Condensed Consolidated Statements of Operations when they occur, the only
exception being derivatives that qualify as hedges. For the derivative instrument to qualify as a hedge, we are required to meet strict hedge
effectiveness and contemporaneous documentation requirements at the initiation of the hedge and assess the hedge effectiveness on an
ongoing basis over the life of the hedge. At June 30, 2017 and December 31, 2016, our foreign currency forward contracts held to
economically hedge inventory purchases did not meet the documentation requirements to be designated as hedges. Accordingly, we
recognize all changes in the fair values of our derivatives instruments, net, in our Condensed Consolidated Statements of Operations. Refer
to Note 9.

Property, plant and equipment. Property, plant and equipment are recorded at cost. Depreciation is provided using the straight-line
method over the estimated useful lives of the assets and includes amortization expense for assets capitalized under capital leases. The
estimated useful lives by asset class are as follows: software - 3 years, machinery, medical and other equipment - 5-8 years, furniture and
fixtures - 5-12 years, leasehold improvements - the lesser of their useful life or the lease term, buildings and improvements - 10-40 years,
automobiles and aircraft - 3-15 years. Expenditures for repairs and maintenance are charged to expense as incurred. Depreciation expense
was $15.4 million and $17.6 million for the six months ended June 30, 2017 and 2016, respectively. Assets held under capital leases are
included within Property, plant and equipment, net in our Condensed Consolidated Balance Sheets and are amortized over the shorter of
their useful lives or the expected term of their related leases.

Impairment of long-lived assets. Long-lived assets, such as property and equipment, are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used
is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be generated by
the asset. If the carrying amount of an asset exceeds its estimated future cash flows, then an impairment charge is recognized for the
amount by which the carrying amount of the asset exceeds the fair value of the asset.

Income taxes. Income taxes are accounted for under the asset-and-liability method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities
and the respective tax bases and for operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in operations in the period that includes the
enactment date.

12
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We operate in various countries and tax jurisdictions globally. For interim reporting purposes, we record income taxes based on the
expected annual effective income tax rate taking into consideration global forecasted tax results. For the three and six months ended June
30, 2017, the tax rate differed from the U.S. federal statutory rate of 35% primarily due to the relative mix in earnings and losses in the U.S.
versus foreign tax jurisdictions, the impact of certain discrete tax events and operating results in tax jurisdictions which do not result in a
tax benefit.

We periodically evaluate the realizability of our net deferred tax assets. Our tax accruals are analyzed periodically and adjustments
are made as events occur to warrant such adjustment. On December 29, 2016, the Israeli Parliament reduced the standard corporate income
tax rate from 25% to 24%, effective January 1, 2017 and 23% effective January 1, 2018. The new rates have been used in determining
Income tax (provision) benefit in 2017.

Revenue recognition. Revenue for laboratory services is recognized at the time test results are reported, which approximates when
services are provided. Services are provided to patients covered by various third-party payer programs including various managed care
organizations, as well as the Medicare and Medicaid programs. Billings for services under third-party payer programs are included in
revenue net of allowances for contractual discounts and allowances for differences between the amounts billed and estimated program
payment amounts. Adjustments to the estimated payment amounts based on final settlement with the programs are recorded upon
settlement as an adjustment to revenue. For the six months ended June 30, 2017, approximately 26% of our revenues were derived directly
from the Medicare and Medicaid programs.

We recognize revenue from product sales when persuasive evidence of an arrangement exists, delivery has occurred, collectability is
reasonably assured, and the price to the buyer is fixed or determinable, which is generally when goods are shipped and title and risk of loss
transfer to our customers. Our estimates for sales returns and allowances are based upon the historical patterns of product returns and
allowances taken, matched against the sales from which they originated, and our evaluation of specific factors that may increase or decrease
the risk of product returns. Product revenues are recorded net of estimated rebates, chargebacks, discounts, co-pay assistance and other
deductions (collectively, “Sales Deductions™) as well as estimated product returns. Allowances are recorded as a reduction of revenue at
the time product revenues are recognized.

We launched Rayaldee in the U.S. through our dedicated renal sales force in November 2016. Rayaldee is distributed in the U.S.
principally through the retail pharmacy channel, which initiates with the largest wholesalers in the U.S. (collectively, “Rayaldee
Customers”). In addition to distribution agreements with Rayaldee Customers, we have entered into arrangements with many healthcare
providers and payers that provide for government-mandated and/or privately-negotiated rebates, chargebacks and discounts with respect to
the purchase of Rayaldee.

We lack the experiential data which would allow us to estimate Sales Deductions and product returns. Therefore, as of June 30, 2017,
we have determined that we do not yet meet the criteria for the recognition of revenue for shipments of Rayaldee at the time of shipment to
Rayaldee Customers as allowances for Sales Deductions and product returns are not known or cannot be reasonably estimated. We will not
recognize revenue upon shipment until such time as we can reasonably estimate and record provisions for Sales Deductions and product
returns utilizing historical information and market research projections.

During the six months ended June 30, 2017, we did not recognize any product revenues related to Rayaldee sales. Payments received
from Rayaldee Customers in advance of recognition of revenue are recorded as deferred revenue included in Accrued expenses in our
Condensed Consolidated Balance Sheets. The related deferred revenue balance as of June 30, 2017 was $3.7 million. The corresponding
costs of product revenues for which we have not recognized product revenue have similarly not yet been reflected in our Condensed
Consolidated Statements of Operations.

Revenue from transfer of intellectual property includes revenue related to the sale, license or transfer of intellectual property such as
upfront license payments, license fees, milestone and royalty payments received through our license, and collaboration and
commercialization agreements. We analyze our multiple-element arrangements to determine whether the elements can be separated and
accounted for individually as separate units of accounting.

Non-refundable license fees for the out-license of our technology are recognized depending on the provisions of each agreement. We
recognize non-refundable upfront license payments as revenue upon receipt if the license has standalone value and qualifies for treatment as
a separate unit of accounting under multiple-element arrangement guidance. License fees with ongoing involvement or performance
obligations that do not have standalone value are recorded as deferred revenue, included in Accrued expenses or Other long-term liabilities,
when received and generally are recognized ratably over the period of such performance obligations only after both the license period has
commenced and we have delivered the technology.

The assessment of our obligations and related performance periods requires significant management judgment. If an agreement
contains research and development obligations, the relevant time period for the research and development phase is based on management
estimates and could vary depending on the outcome of clinical trials and the regulatory approval process. Such changes could materially
impact the revenue recognized, and as a result, management reviews the estimates related to the

13



Table of Contents

relevant time period of research and development on a periodic basis. For the three and six months ended June 30, 2017 and 2016, revenue
from transfer of intellectual property includes $17.7 million and $35.3 million of revenue, respectively related to the Pfizer Transaction.
Refer to Note 12.

Revenue from milestone payments related to arrangements under which we have continuing performance obligations are recognized
as Revenue from transfer of intellectual property upon achievement of the milestone only if all of the following conditions are met: the
milestone payments are non-refundable; there was substantive uncertainty at the date of entering into the arrangement that the milestone
would be achieved; the milestone payment is commensurate with either our performance to achieve the milestone or the enhancement of
the value of the delivered item by us; the milestone relates solely to past performance; and the amount of the milestone payment is
reasonable in relation to the effort expended or the risk associated with the achievement of the milestone. If any of these conditions are not
met, the milestone payments are not considered to be substantive and are, therefore, deferred and recognized as Revenue from transfer of
intellectual property over the term of the arrangement as we complete our performance obligations.

Total deferred revenue included in Accrued expenses and Other long-term liabilities was $128.5 million and $162.4 million at
June 30, 2017 and December 31, 2016, respectively. The deferred revenue balance at June 30, 2017 relates primarily to the Pfizer
Transaction. Refer to Note 12.

Concentration of credit risk and allowance for doubtful accounts. Financial instruments that potentially subject us to concentrations
of credit risk consist primarily of accounts receivable. Substantially all of our accounts receivable are with either companies in the
healthcare industry or patients. However, credit risk is limited due to the number of our clients as well as their dispersion across many
different geographic regions.

While we have receivables due from federal and state governmental agencies, we do not believe that such receivables represent a
credit risk since the related healthcare programs are funded by federal and state governments, and payment is primarily dependent upon
submitting appropriate documentation. At June 30, 2017 and December 31, 2016, receivable balances (net of contractual adjustments) from
Medicare and Medicaid were 20.7% and 22.9%, respectively, of our consolidated Accounts receivable, net.

The portion of our accounts receivable due from individual patients comprises the largest portion of credit risk. At June 30, 2017 and
December 31, 2016, receivables due from patients represent approximately 6.3% and 4.1%, respectively, of our consolidated Accounts
receivable, net.

We assess the collectability of accounts receivable balances by considering factors such as historical collection experience, customer
credit worthiness, the age of accounts receivable balances, regulatory changes and current economic conditions and trends that may affect a
customer’s ability to pay. Actual results could differ from those estimates. Our reported net income (loss) is directly affected by our
estimate of the collectability of accounts receivable. The allowance for doubtful accounts was $55.2 million and $36.3 million at June 30,
2017 and December 31, 2016, respectively. The provision for bad debts for the six months ended June 30, 2017 and 2016 was $50.0 million
and $40.5 million, respectively.

Equity-based compensation. We measure the cost of employee services received in exchange for an award of equity instruments
based on the grant-date fair value of the award. That cost is recognized in the Condensed Consolidated Statements of Operations over the
period during which an employee is required to provide service in exchange for the award. We record excess tax benefits, realized from the
exercise of stock options, as cash flows from operations. Equity-based compensation arrangements to non-employees are recorded at their
fair value on the measurement date. The measurement of equity-based compensation to non-employees is subject to periodic adjustment as
the underlying equity instruments vest. During the six months ended June 30, 2017 and 2016, we recorded $15.8 million and $26.1 million,
respectively, of equity-based compensation expense.

Research and development expenses. Research and development expenses include external and internal expenses, partially offset by
third-party grants and fundings arising from collaboration agreements. External expenses include clinical and non-clinical activities
performed by contract research organizations, lab services, purchases of drug and diagnostic product materials and manufacturing
development costs. Research and development employee-related expenses include salaries, benefits and equity-based compensation
expense. Other internal research and development expenses are incurred to support overall research and development activities and include
expenses related to general overhead and facilities. We expense these costs in the period in which they are incurred. We estimate our
liabilities for research and development expenses in order to match the recognition of expenses to the period in which the actual services
are received. As such, accrued liabilities related to third party research and development activities are recognized based upon our estimate
of services received and degree of completion of the services in accordance with the specific third party contract.

We record expense for in-process research and development projects acquired in asset acquisitions which have not
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reached technological feasibility and which have no alternative future use. For in-process research and development projects acquired in
business combinations, the in-process research and development project is capitalized and evaluated for impairment until the development
process has been completed. Once the development process has been completed the asset will be amortized over its remaining useful life.

Segment reporting. Our chief operating decision-maker (“CODM?) is Phillip Frost, M.D., our Chairman and Chief Executive Officer.
Our CODM reviews our operating results and operating plans and makes resource allocation decisions on a Company-wide or aggregate
basis. We manage our operations in two reportable segments, pharmaceutical and diagnostics. The pharmaceutical segment consists of our
pharmaceutical operations we acquired in Chile, Mexico, Ireland, Israel and Spain and our pharmaceutical research and development. The
diagnostics segment primarily consists of clinical laboratory operations we acquired through the acquisition of BioReference and our point-
of-care operations. There are no significant inter-segment sales. We evaluate the performance of each segment based on operating profit or
loss. There is no inter-segment allocation of interest expense and income taxes.

Variable interest entities. The consolidation of a variable interest entity (“VIE”) is required when an enterprise has a controlling
financial interest. A controlling financial interest in a VIE will have both of the following characteristics: (a) the power to direct the
activities of a VIE that most significantly impact the VIE’s economic performance and (b) the obligation to absorb losses of the VIE that
could potentially be significant to the VIE. Refer to Note 5.

Investments. We have made strategic investments in development stage and emerging companies. We record these investments as
equity method investments or investments available for sale based on our percentage of ownership and whether we have significant
influence over the operations of the investees. Investments for which it is not practical to estimate fair value and which we do not have
significant influence are accounted for as cost method investments. For investments classified under the equity method of accounting, we
record our proportionate share of their losses in Losses from investments in investees in our Condensed Consolidated Statements of
Operations. Refer to Note 5. For investments classified as available for sale, we record changes in their fair value as unrealized gain or loss
in Other comprehensive income (loss) based on their closing price per share at the end of each reporting period. Refer to Note 5.

Recent accounting pronouncements. In May 2014, the FASB issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue
from Contracts with Customers.” ASU 2014-09, as amended, clarifies the principles for recognizing revenue and develops a common
revenue standard for GAAP that removes inconsistencies and weaknesses in revenue requirements, provides a more robust framework for
addressing revenue issues, improves comparability of revenue recognition practices across entities, industries, jurisdictions, and capital
markets, provides more useful information to users of financial statements through improved disclosure requirements and simplifies the
preparation of financial statements by reducing the number of requirements to which an entity must refer. ASU 2014-09 is effective for
fiscal years, and interim periods within those years, beginning after December 15, 2017. Companies can choose to apply the ASU using
either the full retrospective approach or a modified retrospective approach.

We have commenced our implementation analysis, including identification of revenue streams and reviews of customer contracts
under ASU 2014-09’s framework. Our analysis includes reviewing current accounting policies and practices to identify potential
differences that would result from applying the requirements under this new standard. The Company has reviewed certain contracts with its
customers that the Company believes is representative of its revenue streams and continues to review additional contracts across its global
business units during 2017. ASU 2014-09 requires increased disclosure which in turn is expected to require certain new processes. The
determination of the impact of adoption of ASU 2014-09 on our financial condition, results of operations, cash flows and disclosures, is
ongoing, and, as such, we are not able to reasonably estimate the effect that the adoption of the new standard will have on our financial
statements and have not yet concluded on a transition method.

In July 2015, the FASB issued ASU No. 2015-11, “Inventory (Topic 330): Simplifying the Measurement of Inventory,” which
changes the measurement principle for entities that do not measure inventory using the last-in, first-out (“LIFO”) or retail inventory method
from the lower of cost or market to lower of cost and net realizable value. ASU 2015-11 is effective for fiscal years beginning after
December 15, 2016, including interim periods within those fiscal years, with early adoption permitted. The adoption of ASU 2015-11 in the
first quarter of 2017 did not have a significant impact on our Condensed Consolidated Financial Statements.

In November 2015, the FASB issued ASU No. 2015-17, “Income Taxes (Topic 740): Balance Sheet Classification of Deferred
Taxes,” which requires deferred tax liabilities and assets to be classified as noncurrent in a classified statement of financial position. The
adoption of this ASU simplifies the presentation of deferred income taxes and reduces complexity without decreasing the usefulness of
information provided to users of financial statements. We early adopted the provisions of this ASU prospectively in the fourth quarter of
2015, and did not retrospectively adjust the prior periods. The adoption of ASU
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2015-17 did not have a significant impact on our Condensed Consolidated Financial Statements.

In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments - Overall (Subtopic 825-10),” which addresses certain
aspects of recognition, measurement, presentation, and disclosure of financial instruments. The ASU requires equity investments (except
those accounted for under the equity method of accounting or those that result in consolidation of the investee) to be measured at fair value
with changes in fair value recognized in net income. ASU 2016-01 will be effective for fiscal years beginning after December 15, 2017,
including interim periods within those fiscal years, with early adoption permitted. We are currently evaluating the impact of this new
guidance on our Condensed Consolidated Financial Statements.

In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842),” which will require organizations that lease assets with
lease terms of more than 12 months to recognize assets and liabilities for the rights and obligations created by those leases on their balance
sheets. The ASU will also require new qualitative and quantitative disclosures to help investors and other financial statement users better
understand the amount, timing, and uncertainty of cash flows arising from leases. ASU 2016-02 will be effective for fiscal years beginning
after December 15, 2018, including interim periods within those fiscal years, with early adoption permitted. We are currently evaluating the
impact of this new guidance on our Condensed Consolidated Financial Statements.

In March 2016, the FASB issued ASU No. 2016-09, “Compensation - Stock Compensation (Topic 718),” which simplifies several
aspects of the accounting for share-based payment award transactions, including the income tax consequences, classification of awards as
either equity or liabilities, classification on the statement of cash flows and accounting for forfeitures. ASU 2016-09 is effective for fiscal
years beginning after December 15, 2016, including interim periods within those fiscal years, with early adoption permitted. We adopted
this standard in the first quarter of 2017. As required by ASU 2016-09, excess tax benefits are classified as an operating activity in our
Condensed Consolidated Statement of Cash Flows and we have applied this provision prospectively. In addition, we have elected to
estimate forfeitures over the course of a vesting period, rather than account for forfeitures as they occur. We adjust our forfeiture estimates
based on the number of share-based awards that ultimately vest on at least an annual basis. Upon the adoption of ASU 2016-09 in 2017, we
recorded a cumulative-effect adjustment to increase our deferred tax assets and reduce our accumulated deficit by $32.5 million with
respect to excess tax benefits recognized in our Condensed Consolidated Balance Sheets.

In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230),” which addresses the classification of
eight specific cash flow issues with the objective of reducing the existing diversity in practice. ASU 2016-15 will be effective for fiscal
years beginning after December 15, 2017, including interim periods within those fiscal years, with early adoption permitted. We are
currently evaluating the impact of this new guidance on our Condensed Consolidated Financial Statements.

In January 2017, the FASB issued ASU No. 2017-04, “Intangibles - Goodwill and Other (Topic 350),” which simplifies how an entity
is required to test for goodwill impairment. ASU 2017-04 will be effective for annual or interim goodwill impairment tests in fiscal years
beginning after December 15, 2019, with early adoption permitted after January 1, 2017. We are currently evaluating the impact of this new
guidance on our Condensed Consolidated Financial Statements.

NOTE 3 EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share is computed by dividing our net income (loss) by the weighted average number of shares outstanding
during the period. For diluted earnings per share, the dilutive impact of stock options, warrants and conversion options of the 2033 Senior
Notes is determined by applying the “treasury stock” method. In the periods in which their effect would be antidilutive, no effect has been
given to outstanding options, warrants or the potentially dilutive shares issuable pursuant to the 2033 Senior Notes (defined in Note 6) in
the dilutive computation. The following table sets forth the computation of basic and diluted earnings (loss) per share:
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For the three months ended June 30, For the six months ended June 30,
(In thousands, except per share data) 2017 2016 2017 2016
Numerator
Net income (loss), basic $ (17,528) $ 15,533  § (48,523) $ 3,554
Add: Interest on 2033 Senior Notes 652 604 1,291 1,196
Change in FV of embedded derivative income (5,069) (4,872) (10,014) (4,734)
Net income (loss), diluted $ (21,945) $ 11,265 $ (57,246) $ 16
Denominator
(Shares in thousands)
Weighted average common shares outstanding, basic 559,348 547,559 558,892 546,691
Effect of dilutive securities:
Stock options — 4,264 — 4,222
Warrants — 661 — 1,267
2033 Senior Notes 4,816 4,556 4,725 4,556
Dilutive potential shares 4816 9,481 4,725 10,045
Weighted average common shares outstanding, diluted 564,164 557,040 563,617 556,736
Earnings (loss) per share, basic $ (0.03) $ 003 $ (0.09) $ 0.01
Earnings (loss) per share, diluted $ 0.04) $ 002 § (0.10) $ —

A total of 1,271,026 and 1,947,013 potential shares of Common Stock have been excluded from the calculation of diluted net
earnings (loss) per share for the three and six months ended June 30, 2017, respectively, because their inclusion would be antidilutive.

During the three months ended June 30, 2017, 539,500 Common Stock options and Common Stock warrants to purchase shares of
our Common Stock were exercised, resulting in the issuance of 351,625 shares of Common Stock. Of the 539,500 Common Stock options
and Common Stock warrants exercised, 187,875 shares of Common Stock were surrendered in lieu of a cash payment via the net exercise
feature of the agreements.

During the six months ended June 30, 2017, 1,646,372 Common Stock options and Common Stock warrants to purchase shares of our
Common Stock were exercised, resulting in the issuance of 1,373,515 shares of Common Stock. Of the 1,646,372 Common Stock options
and Common Stock warrants exercised, 272,857 shares of Common Stock were surrendered in lieu of a cash payment via the net exercise
feature of the agreements.

During the three months ended June 30, 2016, 439,238 Common Stock options and Common Stock warrants to purchase shares of
our Common Stock were exercised, resulting in the issuance of 318,082 shares of Common Stock. Of the 439,238 Common Stock options
and Common Stock warrants exercised, 121,156 shares of Common Stock were surrendered in lieu of a cash payment via the net exercise
feature of the agreements.

During the six months ended June 30, 2016, 2,238,537 Common Stock options and Common Stock warrants to purchase shares of our
Common Stock were exercised, resulting in the issuance of 2,113,157 shares of Common Stock. Of the 2,238,537 Common Stock options
and Common Stock warrants exercised, 125,380 shares of Common Stock were surrendered in lieu of a cash payment via the net exercise
feature of the agreements.
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NOTE 4 COMPOSITION OF CERTAIN FINANCIAL STATEMENT CAPTIONS

(In thousands)
Accounts receivable, net
Accounts receivable
Less: allowance for doubtful accounts

Inventories, net
Consumable supplies
Finished products
Work in-process
Raw materials
Less: inventory reserve

Other current assets and prepaid expenses
