
$118$/5(3257

Innovations to Rely On

info@hamiltonthorne.com
www.hamiltonthorne.com

May 16, 2018
Dear Shareholders,
We are pleased to report that 2017 was a very successful year for Hamilton Thorne.
In April of 2017, we completed the acquisition of Gynemed GmbH and Co., based in Germany. Gynemed
is a leading manufacturer and distributor of consumables and equipment for the Artificial Reproductive
Technologies (ART) clinical and laboratory markets. This acquisition resulted in the significant expansion
of our product offerings, geographic coverage and scale as we added profitable operations in the wellestablished European ART market. In 2016, Gynemed generated revenues of approximately $9.6 million
and normalized EBITDA of approximately $2.3 million. We simultaneously raised approximately $9.2
million in equity financing and expanded our senior credit facility by an additional $4 million.
Sales for the year-ended December 31, 2017 increased 110% to $22.1 million, led by the contribution
from our Embryotech control testing services and assay business and the revenues resulting from the
Gynemed acquisition. Fourth quarter sales increased 97% to $7.2 million primarily driven by these
acquisitions.
For the year, we generated net income of $5.7 million, adjusted EBITDA of $5.0 million and EPS of $0.04
per share, including the effect of the realization of a deferred tax recovery of $4.2 million.
Cash flow from operations was $3.2 million, and we ended the year with $5.7 million in cash.
2017 Business Highlights
x

In March 2017, we released our new DIMENSIONS™ II Version 3.0 Strict Morphology software
module for our CASA II line of automated sperm analysis systems. Focusing on ease of use plus
interoperability and consistency with our other software products, DIMENSIONS II is fully
compatible with Hamilton Thorne’s IVOS II and CEROS II systems.

x

In April 2017, we purchased Gynemed GmbH & Co. KG, a leading provider of branded and thirdparty products for the ART market in central Europe. The acquisition significantly expanded our
consumables product portfolio and provided a base of operations in Europe.

x

In August 2017, we launched our TrakJectorTM micromanipulator system which offers a unique,
intuitive and ergonomic control system for embryo biopsy and intracytoplasmic sperm injection
(ICSI) procedures in the ART laboratory.

x

In September 2017, we began to cross-sell Gynemed branded products into the Americas,
starting with our line of glass micropipettes for oocyte and embryo micromanipulation.

Hamilton Thorne Ltd., 100 Cummings Center, Suite 465E, Beverly, MA 01915-6143 USA, 978.921.2050, 800.323.0503, Fax: 978.921.0250
Singapore Office: 348 Kang Ching Road, 04-171, Singapore, 610348, (65) 922.65.981, (65) 9067.4755, Fax: (65) 6265.8638

x

In October 2017 we announced that, in addition to selling and supporting our own range of
branded products, we began offering a selection of best-in-class 3rd party equipment and
substantially increased our direct sales force and support team in North America.

x

In 2017, Hamilton Thorne’s products were referenced by customers at world-leading clinics,
research labs and academic institutions in over 250 papers from prestigious journals such as
Fertility and Sterility, Cryobiology, Human Reproduction, Journal of Assisted Reproduction and
Genetics, Theriogenology, Cell Stem Cell, and Reproductive Toxicology.

Outlook
We are optimistic that the growth drivers in our business — demographic trends driving demand in the
human fertility market, coupled with our focus on organic growth, new product and service innovation,
and expanding the breadth of the products and services that we offer through a strategy of selective
acquisitions of complementary products and companies — will serve us well as we move forward.
Now that the work of integrating our acquired businesses is largely behind us, we are putting additional
focus on accelerating organic growth, driven by the significant expansion of our US-based sales team
and product offerings, as well as additional cross-selling and marketing synergies between our North
American and European-based businesses. We have begun to see the positive effects of these efforts as
our organic growth increased to 14% in the fourth quarter versus approximately 7% for the full year.
We will continue to make investments in sales and marketing and R&D personnel and programs, which
may marginally impact EBITDA margins in the short term but should continue to set us up for long term
success. With continued earnings growth, strong cash flow from operations and our cash balance of $5.7
million, we believe we are well-positioned to continue investing for growth and in our acquisition
program.
On behalf of our Board and management team, we would like to thank our new and long-time
shareholders for your continued support of Hamilton Thorne and look forward to updating you on our
progress.
Sincerely,

David Wolf
Chief Executive Officer

Meg Spencer
Chairman of the Board

For additional financial information, corporate videos and investor communications, please visit our
investor relations webpage at https://www.hamiltonthorne.com.
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Statements of Operations
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CHH2GHG2FLL CGF2KGJ2NFI

Sales
Gross profit

GI2GNI2KMN

L2NLH2KOH

Operating expenses

GF2MKO2LIL

K2NNK2GHH

Net income

K2MFL2MGF

LMN2OJM

Adjusted EBITDA

J2OMG2NGO

G2NHN2FKH

Basic earnings per share

CF5FL

CF5FG

Diluted earnings per share

CF5FK

CF5FG

/53.37

Statements of Financial Position as at:

/53.36

CK2MJI2IMG

CG2NIM2LKK

J2LNI2HON

G2OGM2OGN

IM2NGF2JGH

GH2HJH2NMI

Non-current liabilities

O2KFK2HHK

L2FIL2OLL

Shareholders' equity

HG2LMN2NOH

I2JFI2IIK

Cash
Working capital
Total assets


Quarterly Data

Dec. 31 17

Sep. 30 17

Jun. 30 17

Sales

$7,180,554

$6,052,566

$5,602,785

Mar. 31 17
$3,285,161

$3,648,854

Dec. 31 16

$2,448,152

Sep. 30 16

Jun. 30 16
$2,387,972

Mar. 31 16
$2,029,825

Gross profit

3,916,757

3,639,609

3,389,301

2,234,049

2,477,931

1,578,327

1,513,325

1,293,010

Operating expenses

3,354,365

2,714,958

2,942,376

1,744,144

1,870,097

1,474,053

1,323,877

1,217,094

Net income

4,656,899

613,900

30,674

405,237

507,680

26,095

122,025

23,147

Adjusted EBITDA

1,393,492

1,414,325

1,412,689

751,314

976,703

378,891

296,035

176,022

Basic earnings per share

$0.043

$0.006

$0.000

$0.005

$0.006

$0.000

$0.002

$0.000

Diluted earnings per
share

$0.040

$0.005

$0.000

$0.005

$0.006

$0.000

$0.002

$0.000
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Three-Months and Year-ended December 31
Reconciliation of Adjusted EBITDA
Sales
Net Income

Three Months
2017
2016

Year-Ended
2017
2016

$7,180,554

$3,648,854

$21,121,066

$10,514,803

4,656,899

507,680

5,706,710

678,947
255,898

Adjusted for:
Interest

307,016

65,527

828,225

(4,210,386)

10,000

(4,063,474)

18,000

Depreciation

42,770

18,916

110,169

45,424

Amortization

318,109

158,370

962,449

263,373

55,000

106,000

670,300

271,000

Taxes

Acquisition expenses
Share-based compensation expense
Change-fair value of derivative
Adjusted EBITDA
Adjusted EBITDA Margin

436,315

110,210

826,054

295,410

(212,231)

-

(68,613)

-

1,393,492

$976,703

$4,971,819

1,828,052

19.4%

26.8%

22.5%

17.4%
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Hamilton Thorne Ltd.
Consolidated Financial Statements
December 31, 2017 and 2016

,QGHSHQGHQW$XGLWRUV¶5HSRUW

7RWKH6KDUHKROGHUVRI+DPLOWRQ7KRUQH/WG
:HKDYHDXGLWHGWKHDFFRPSDQ\LQJFRQVROLGDWHGILQDQFLDOVWDWHPHQWVRI+DPLOWRQ7KRUQH/WG WKH
&RPSDQ\ ZKLFKFRPSULVHWKHFRQVROLGDWHGVWDWHPHQWVRIILQDQFLDOSRVLWLRQDVDW'HFHPEHU
DQG'HFHPEHUDQGWKHFRQVROLGDWHGVWDWHPHQWVRIRSHUDWLRQVDQGFRPSUHKHQVLYHLQFRPH
FKDQJHVLQVKDUHKROGHUV¶HTXLW\DQGFDVKIORZVIRUWKH\HDUVWKHQHQGHGDQGDVXPPDU\RIVLJQLILFDQW
DFFRXQWLQJSROLFLHVDQGRWKHUH[SODQDWRU\LQIRUPDWLRQ
Management’s Responsibility for the consolidated Financial Statements
0DQDJHPHQW LV UHVSRQVLEOH IRU WKH SUHSDUDWLRQ DQG IDLU SUHVHQWDWLRQ RI WKHVH FRQVROLGDWHG ILQDQFLDO
VWDWHPHQWV LQ DFFRUGDQFH ZLWK ,QWHUQDWLRQDO )LQDQFLDO 5HSRUWLQJ 6WDQGDUGV DQG IRU VXFK LQWHUQDO
FRQWURO DVPDQDJHPHQWGHWHUPLQHVLVQHFHVVDU\WRHQDEOHWKHSUHSDUDWLRQRIFRQVROLGDWHGILQDQFLDO
VWDWHPHQWVWKDWDUHIUHHIURPPDWHULDOPLVVWDWHPHQWZKHWKHUGXHWRIUDXGRUHUURU
Auditors’ Responsibility
2XUUHVSRQVLELOLW\LVWRH[SUHVVDQRSLQLRQRQWKHVHFRQVROLGDWHGILQDQFLDOVWDWHPHQWVEDVHGRQRXU
DXGLWV:HFRQGXFWHGRXUDXGLWVLQDFFRUGDQFHZLWK&DQDGLDQJHQHUDOO\DFFHSWHGDXGLWLQJVWDQGDUGV
7KRVHVWDQGDUGVUHTXLUHWKDWZHFRPSO\ZLWKHWKLFDOUHTXLUHPHQWVDQGSODQDQGSHUIRUPWKHDXGLWVWR
REWDLQ UHDVRQDEOH DVVXUDQFH DERXW ZKHWKHU WKH FRQVROLGDWHG ILQDQFLDO VWDWHPHQWV DUH IUHH IURP
PDWHULDOPLVVWDWHPHQW
$QDXGLWLQYROYHVSHUIRUPLQJSURFHGXUHVWRREWDLQDXGLWHYLGHQFHDERXWWKHDPRXQWVDQGGLVFORVXUHV
LQWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWV7KHSURFHGXUHVVHOHFWHGGHSHQGRQWKHDXGLWRUV¶MXGJPHQW
LQFOXGLQJWKHDVVHVVPHQWRIWKHULVNVRIPDWHULDOPLVVWDWHPHQWRIWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWV
ZKHWKHUGXHWRIUDXGRUHUURU,QPDNLQJWKRVHULVNDVVHVVPHQWVWKHDXGLWRUFRQVLGHUVLQWHUQDOFRQWURO
UHOHYDQWWRWKH&RPSDQ\¶VSUHSDUDWLRQDQGIDLUSUHVHQWDWLRQRIWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWV
LQRUGHUWRGHVLJQDXGLWSURFHGXUHVWKDWDUHDSSURSULDWHLQWKHFLUFXPVWDQFHVEXWQRWIRUWKHSXUSRVH
RIH[SUHVVLQJDQRSLQLRQRQWKHHIIHFWLYHQHVVRIWKH&RPSDQ\¶VLQWHUQDOFRQWURO$QDXGLWDOVRLQFOXGHV
HYDOXDWLQJ WKH DSSURSULDWHQHVV RI DFFRXQWLQJ SROLFLHV XVHG DQG WKH UHDVRQDEOHQHVV RI DFFRXQWLQJ
HVWLPDWHVPDGH E\ PDQDJHPHQW DV ZHOO DV HYDOXDWLQJ WKH RYHUDOO SUHVHQWDWLRQ RI WKH FRQVROLGDWHG
ILQDQFLDOVWDWHPHQWV
:HEHOLHYHWKDWWKHDXGLWHYLGHQFHZHKDYHREWDLQHGLVVXIILFLHQWDQGDSSURSULDWHWRSURYLGHDEDVLVIRU
RXUDXGLWRSLQLRQ
Opinion
,QRXURSLQLRQWKHFRQVROLGDWHGILQDQFLDOVWDWHPHQWVSUHVHQWIDLUO\LQDOOPDWHULDOUHVSHFWVWKHILQDQFLDO
SRVLWLRQ RI WKH &RPSDQ\ DV DW 'HFHPEHU   DQG 'HFHPEHU   DQG LWV ILQDQFLDO
SHUIRUPDQFH DQG LWV FDVK IORZV IRU WKH \HDUV WKHQ HQGHG LQ DFFRUGDQFH ZLWK ,QWHUQDWLRQDO )LQDQFLDO
5HSRUWLQJ6WDQGDUGV

7RURQWR2QWDULR
$SULO 

&KDUWHUHG3URIHVVLRQDO$FFRXQWDQWV
/LFHQVHG 3XEOLF $FFRXQWDQWV

Hamilton Thorne Ltd.
Consolidated Statements of Financial Position
As at December 31, 2017 and 2016
(Expressed in U.S. Dollars)
December 31, 2017 December 31, 2016

Assets
Current
Cash and cash equivalents
Accounts receivable
Inventories (note 4)
Prepaid expenses

$

Total current assets
Property and equipment (note 5)
Long-term deposits
Deferred tax asset (note 12)
Intangible assets (notes 3 and 6)
Goodwill (note 3)

5,743,371
2,733,192
2,422,861
410,169

$

11,309,593
659,677
116,116
4,305,000
13,606,725
7,813,300

Total assets

1,837,655
1,638,651
1,127,407
116,777
4,720,490
287,472
116,116
5,028,795
2,090,000

$

37,810,411

$

12,242,873

$

2,429,600
1,726,530
30,826
2,271,854
107,100

$

1,414,221
915,000
381,466
5,837

Liabilities
Current
Accounts payable and accrued liabilities
Current portion of bank term note (note 7)
Notes payable (note 7)
Derivative liability (note 7)
Income tax payable (note 12)
Deferred revenue
Total current liabilities
Deferred revenue, long-term
Long-term debt (note 7)
Deferred tax liability (note 12)

60,384

86,048

6,626,294
2,125
9,292,956
110,000

2,802,572
13,800
5,879,000
-

Other liabilities

100,144

144,166

Total liabilities

16,131,519

8,839,538

42,151,571
634,184
3,516,629
1,145,594
(25,769,086)

32,136,762
2,690,575
51,794
(31,475,796)

Shareholders' Equity
Common shares (note 8)
Warrants (notes 9 and 10)
Contributed surplus
Accumulated other comprehensive income
Accumulated deficit
Total shareholders' equity

21,678,892

Total liabilities and shareholders' equity
Commitments

$

37,810,411

(note 13)

Subsequent event

(note 18)

Certain of the prior years figures on the balance sheet have been changed to conform with the current years presentation.

Approved by the Board of Directors:
/s/ "Bruno Maruzzo"

/s/ "Dean Gendron"

Bruno Maruzzo

Dean Gendron

Chairman of the Audit Committee

Director, Member of the Audit Committee

The accompanying notes are an integral part of these consolidated financial statements
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3,403,335
$

12,242,873

Hamilton Thorne Ltd.
Consolidated Statements of Operations and Comprehensive Income
For the years ended December 31,2017 and 2016
(Expressed in U.S. Dollars)
2017
Sales

$

22,121,066

2016
$

10,514,803

Cost of sales

8,937,488

3,652,211

Gross profit

13,183,578

6,862,592

1,541,688
5,049,078
4,168,870

988,938
2,758,722
2,137,462

10,759,636

5,885,122

2,423,942

977,470

Expenses
Research and development
Sales and marketing
General and administrative
Total expenses
Income from operations
Other income (expense)
Interest expense including accretion (note 7)

(828,224)

Change in fair value of derivative (note 7)
Foreign exchange loss
Income before taxes

(255,897)

68,613

-

(21,095)

(24,626)

1,643,236

696,947

Income tax (expense) recovery (note 12)
Current (expense)

(131,526)

(18,000)

Deferred tax recovery

4,195,000

-

Total Income tax (expense) recovery

4,063,474

(18,000)

5,706,710

678,947

Net income

Other comprehensive income:
Items that may be reclassified subsequently to
net income:
Foreign currency translation gain

1,093,800

24,626

Other comprehensive income

$

1,093,800

$

24,626

Comprehensive income for the year

$

6,800,510

$

703,573

Earnings per share:
Basic

$

0.06

$

0.01

Diluted

$

0.05

$

0.01

Weighted average number of common shares outstanding (note 8):
Basic
Diluted

The accompanying notes are an integral part of these consolidated financial statements
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98,367,289

72,577,577

108,580,900

74,694,290

Hamilton Thorne Ltd.
Consolidated Statements of Changes in Shareholders' Equity
For the years Ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)
Accumulated Other
Common Shares
Shares
December 31, 2015

Contributed

Comprehensive

Accumulated

Dollars

Warrants

Surplus

Income

69,965,039

$ 31,343,910

$ 450,973

$ 1,966,092

-

-

-

273,510

-

-

273,510

572,220

38,154

-

-

-

-

38,154

152,997

22,500

-

-

-

22,500

-

-

450,973

-

-

-

7,759,154

732,198

-

-

-

-

732,198

-

-

-

-

24,626

678,947

703,573

78,449,410

$ 32,136,762

-

$ 2,690,575

-

-

-

826,054

-

-

826,054

1,086,889

168,984

-

-

-

-

168,984

23,148,141

8,518,738

-

-

-

-

8,518,738

5,525,523

1,661,271

-

-

-

-

1,661,271

634,184

-

-

-

-

-

-

-

300,000

1,093,800

5,706,710

6,800,510

$

Deficit

27,168

$

Total

(32,154,743) $

1,633,400
-

Share-based payments expense (note 10)
Issuance of common shares - exercise of
options (note 10)
Issuance of common shares - compensation
(notes 7 and 8)
Expiration of warrants (notes 8 and 9)

(450,973)

Issuance of common shares, net of expenses acquisition (notes 3 and 8)
Accumulated other comprehensive income
December 31, 2016
Share-based payments expense (note 10)

$

$

51,794

$

(31,475,796) $

3,403,335

Issuance of common shares - exercise of
options (note 10)
Issuance of common shares, net of expenses private placement (note 8)
Issuance of common shares, net of expenses acquisition (notes 3 and 8)
Issuance of warrants, net of expenses private placement (notes 9 and 10)

-

(634,184)

Issuance of common shares - conversion of
debentures (notes 7 and 8)
Accumulated other comprehensive income
December 31, 2017

511,642

300,000

-

-

-

-

108,721,605

$ 42,151,571

$ 634,184

$ 3,516,629

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

1,145,594

$

(25,769,086) $

21,678,892

Hamilton Thorne Ltd.
Consolidated Statements of Cash Flows
For the years ended December 31,2017 and 2016
(Expressed in U.S. Dollars)
2017
Cash flows from operating activities:
Net income for the year
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization
Non-cash interest expense and accretion
Share-based compensation expense
Change in fair value of derivative
Deferred tax recovery
Changes in non-cash operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses
Accounts payable and accrued liabilities
Income tax payable
Deferred revenue
Long-term deposits

$

5,706,710

2016

$

1,073,940
407,618
826,054
(68,613)
(4,195,000)

678,947

284,519
26,206
273,510
-

(180,541)
(211,454)
(225,392)
90,676
101,263
(37,339)
-

30,778
(269,666)
30,083
(12,856)
43,002
(42,333)

(44,022)
3,243,900

(51,734)
990,456

(388,576)
38,646
(9,216,900)
(519,401)
(10,086,231)

(99,553)
(6,075,000)
(563,711)
(6,738,264)

(70,929)
(375,000)
3,903,600
(1,397,056)
9,218,663
(699,925)
168,694
10,748,047

97,403
(80,927)
1,575,000
(3,500,000)
5,440,000
(225,000)
(52,508)
38,152
3,292,120

Net increase (decrease) in cash and cash equivalents

3,905,716

(2,455,688)

Cash and equivalents, beginning of year

1,837,655

4,293,343

Other liabilities
Net cash flows provided by operating activities
Cash flows used in investing activities:
Purchase of property and equipment
Disposition of property and equipment
Cash paid for acquisition, net of cash acquired
Additions to intangible assets
Net cash flows (used in) investing activities
Cash flows from financing activities:
Proceeds from notes payable
Payments on notes and capital lease obligations
Proceeds from line of credit debt
Payments on debt
Proceeds from term note debt
Payments on term note debt
Issuance of common share units - net of expenses
Share issuance costs
Issuance of common shares - option exercises
Net cash flows provided by financing activities

Cash and equivalents, end of year

Cash paid during the year for interest
Cash paid during the year for taxes

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

5,743,371

$

1,837,655

$
$

420,606
162,012

$
$

229,691
21,740

Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)
1. Nature of Operations
The Company's principal business is the development, manufacture and sale of precision laser devices, advanced image analysis systems,
consumables, software and quality control testing services for living cell applications in the assisted reproductive technologies (“ART”) and
developmental biology research markets.
Hamilton Thorne Ltd. (the "Company" or “HTL”) was created on October 28, 2009 by the reverse asset acquisition by Hamilton Thorne, Inc. (“HTI”) of
Calotto Capital Inc. (“Calotto”). Calotto was incorporated under the Business Corporations Act (Ontario) on February 19, 2007 and was classified as a
Capital Pool Company as defined in Policy 2.4 of the TSX Venture Exchange (the “Exchange”). HTL's shares are traded as a Tier 2 Corporation,
under the stock symbol "HTL."
The Company operates from its headquarters in Beverly, Massachusetts, USA. Its registered office is located at Brookfield Place, Suite 2100, 181
Bay Street, Toronto, Ontario, Canada.
The consolidated financial statements of the Company for the years ended December 31, 2017 and 2016 were authorized for issuance by the
Board of Directors on April 24, 2018.
2. Basis of Preparation
a) Statement of Compliance
The Company prepares its consolidated financial statements in accordance with International Financial Reporting Standards (“IFRS”) issued by the
International Accounting Standards Board (“IASB”).

b) Basis of Measurement
These consolidated financial statements have been prepared on the historical cost basis, with the exception of certain financial instruments
measured at fair value.

c) Functional and Presentation Currency
These consolidated financial statements are presented in US dollars. HTL’s functional currency is Canadian dollars, which is then translated to
US dollars for presentation purposes. HTL's US based subsidiaries' functional currencies are US dollars. Gynemed GmbH & Co.'s functional
currency is Euros, which is then translated to US dollars. Once the functional currency of an entity is determined, it should be used consistently,
unless significant changes in economic facts, events and conditions indicate that the functional currency was changed.

d) Significant Accounting Policies
The accounting policies outlined below have been applied consistently to all periods presented in these consolidated financial statements.
Principles of Consolidation
These consolidated financial statements include the accounts of HTL and its wholly owned subsidiaries Hamilton Thorne, Inc., Embryotech
Laboratories Inc. (ELI), Gynemed GmbH & Co. KG (Gynemed) and HTL Holding GmbH. The Gynemed results are incorporated from April 28 (date of
acquisition) to December 31, 2017. All inter-company balances and transactions have been eliminated on consolidation.

Use of Estimates and Critical Judgments
The preparation of consolidated financial statements in conformity with IFRS requires management to make critical judgments, estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the dates of the
consolidated financial statements, and the reported amounts of revenues and expenses during the reporting periods. Significant items subject to
estimates and assumptions are specified below, and additional items subject to estimate include the estimated useful life of assets, warrants and
legal liabilities. Actual results could differ from those estimates.
a) Sales allowances
Sales allowances for customer promotions and discounts are recorded as a reduction of revenue when the related revenue is recognized. For
returns, the Company estimates these amounts using a combination of historical experience and current market conditions. These estimates are
reviewed periodically against actual results and any adjustments are recorded at that time as an increase or decrease to net sales. The reserve is
$22,100 as at December 31, 2017 and 2016.
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Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)

2. Basis of Preparation (Continuing from previous page)
b) Allowance for doubtful accounts
The Company’s allowance for doubtful accounts is based on management’s assessment of the business environment, historical collection experience,
accounts receivable aging, and the collectability of specific customer accounts. Major customers' accounts are monitored on an ongoing basis and
the allowance is reviewed for adequacy and the balance or accrual rate is adjusted to reflect current risk prospects. No material adjustments were
made to the Company's estimates made in prior years.
c) Reserve for inventory obsolescence
The Company values inventory at the lower of cost or net realizable value. Based upon a consideration of quantities on hand, actual and projected
sales volume, anticipated product selling prices and product lines planned to be discontinued, slow-moving and obsolete inventory is written down to
its net realizable value. Furthermore, significant changes in demand for the Company's products would impact management's estimates in
establishing its inventory provision. Management estimates are estimated on a quarterly basis and a further adjustment to reduce inventory to its
net realizable value is recorded, as an increase to cost of sales, when deemed necessary.
d) Impairment of goodwill
Goodwill is tested for impairment annually or more frequently if there is an indication of impairment. The carrying value of intangible assets with
definite lives (deferred development costs, customer lists, trade names, and quality management systems) and equipment is reviewed each reporting
period to determine whether there is any indication of impairment. If the carrying amount of an asset exceeds its recoverable amount, the asset is
impaired and an impairment loss is recognized in the consolidated statement of operations and comprehensive income. The assessment of fair values
requires the use of estimates and assumptions related to future operating performance and discount rates; differences in these estimates and
assumptions could have a significant impact on the consolidated financial statements. During the years ended December 31, 2017 and 2016, the
Company has not recognized a write-down of goodwill or intangibles.
e) Impairment of non-financial assets
Non-financial assets with finite lives are tested for impairment whenever events or changes in circumstances indicate that their carrying amounts may
not be recoverable. In addition, non-financial assets that are not amortized are subject to an annual impairment assessment. Any impairment loss is
recognized for the amount by which the asset’s carrying amount exceeds its recoverable amount in earnings of continuing or discontinued operations,
as appropriate.
f) Share-based payments expense
The Company measures the cost of equity-settled transactions with employees and directors by reference to the fair value of the equity instruments
at the date at which they are granted. This estimate requires determining and making assumptions about the most appropriate inputs to the valuation
model including the expected life, volatility, forfeiture rate and dividend yield of the share option.
g) Income taxes
The Company is subject to income taxes in numerous jurisdictions. Significant judgment is required in determining the worldwide provision for income
taxes, including the probability of recovery of deferred tax assets. There are many transactions and calculations for which the ultimate tax
determination is uncertain. The Company recognizes liabilities for anticipated tax audit issues based on estimates of whether additional taxes will be
due. Where the final tax outcome of these matters is different from the amounts that were initially recorded, such differences will impact the current
and deferred income tax assets and liabilities in the year in which such determination is made. The Company recognizes tax assets for loss
carryforwards when they are more likely than not to be realized, based on the Company's projected income in that tax jurisdiction and whether other
restrictions on the realization of the tax losses are likely to occur.
Business Combinations
Acquisitions are accounted for as business combinations using the acquisition method. The consideration transferred in a business combination is
measured at fair value at the date of acquisition. Acquisition-related transaction costs are recognized in income as incurred.
At the acquisition date, the identifiable assets acquired and the liabilities assumed are recognized at their fair value, except that:
• deferred tax assets or liabilities, and assets or liabilities related to employee benefit arrangements are recognized and measured in accordance with
IAS 12 and IAS 19 respectively; and
• liabilities or equity instruments related to share-based payment arrangements of the acquiree or share-based payment arrangements of the acquirer
entered into to replace share-based payment arrangements of the acquiree are measured in accordance with IFRS 2 Share-based Payments at the
When the consideration transferred by the entity in a business combination includes assets or liabilities resulting from a contingent consideration
arrangement, the contingent consideration is measured at its acquisition-date fair value and included as part of the consideration transferred in a
business combination. Changes in the fair value of the contingent consideration that qualify as measurement period adjustments are adjusted
retrospectively, with corresponding adjustments against goodwill. Measurement period adjustments are adjustments that arise from additional
information obtained during the ‘measurement period’ (which cannot exceed one year from the acquisition date) about facts and circumstances that
existed at the acquisition date. The subsequent accounting for changes in the fair value of the contingent consideration that do not qualify as
measurement period adjustments depends on how the contingent consideration is classified. Contingent consideration that is classified as equity is not
re-measured at subsequent reporting dates and its subsequent settlement is accounted for within equity. Contingent consideration that is classified as
an asset or a liability is re-measured at subsequent reporting dates in accordance with IAS 39, or IAS 37 Provisions, Contingent Liabilities and
Contingent Assets, as appropriate, with the corresponding gain or loss being recognized in profit or loss.
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Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)

2. Basis of Preparation (Continuing from previous page)
Cash and Cash Equivalents
Cash and cash equivalents include demand deposits held with banks with original maturities of less than 90 days. Cash equivalents, if any, are
carried at fair value and accounts are not subject to any withdrawal restrictions or penalties.
Inventories
Inventories are measured at the lower of cost and net realizable value. Costs of inventory are calculated on an average cost basis. In determining net
realizable value, the Company considers factors such as current selling price, product lifecycle including cost to sell, and future sales volumes.
Allowances for slow-moving or obsolete inventory are recorded when considered appropriate.
Property and Equipment
Property and equipment are recorded at cost and are amortized over their estimated useful lives using the following methods and rates:
Machinery and equipment
2-5 years straight line
Leasehold improvements
Lesser of useful life or term of the lease
Furniture and fixtures
5-10 years straight line
Capital Leases
The Company's policy is to record leases, which transfer substantially all benefits and risks incidental to ownership of property, as acquisition of
property and equipment and to record the corresponding obligations as liabilities. Obligations under capital leases are reduced by rental payments,
net of imputed interest.
Impairment of Non-financial Assets
Non-financial assets with finite lives are reviewed for impairment whenever events or changes in circumstances indicate that the carrying value of an
asset may not be recoverable. Management reviews the carrying value of the assets and considers whether an impairment charge should be
recorded. The review is based on the assessment of technology changes, the Company's intended use, and on the projected estimated discounted
cash flows expected to be generated from the underlying assets.
Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future cash flows are
discounted to the present value using a pre-tax discount rate that reflects current market assessments of the fair value of money and the uses specific
to the asset for which the estimate of future cash flows has been adjusted.
Revenue Recognition
The Company recognizes revenue from product sales upon shipment, when risks and rewards of ownership have been transferred, the buyer has
control of the goods, revenues can be measured reliably, and it is probable that the economic benefits will flow to the Company.
The Company also sells service contracts for service and maintenance of the underlying product beyond the warranty period. The Company defers
revenue upon entering into the agreement and recognizes revenue ratably over the contract period. Unrecognized revenue at year end is shown on
the statement of financial position as deferred revenue.
Intangible Assets
Internally generated intangible assets, such as deferred development costs, are capitalized when the product or process is technically and
commercially feasible and the Company has sufficient resources to complete development. The cost of an internally generated intangible asset
comprises all directly attributable costs necessary to create, produce and prepare the asset to be capable of operating in the manner intended by
management. Amortization of the internally generated intangible assets begins when the development is complete and the asset is available for use.
It is amortized over the period of expected future benefit. Amortization is recorded in research and development expense, on a straight-line basis
over their estimated useful lives of five years.
Income Taxes
Income tax expense consists of current and deferred tax expense. Current and deferred tax are recognized in profit and loss except to the extent that
it relates to items recognized directly in equity or other comprehensive income. Current tax is recognized and measured at the amount expected to be
recovered from or payable to the taxation authorities based on the income tax rate enacted or substantively enacted at the end of the reporting period
and includes any adjustment to taxes payable in respect of previous years. Deferred tax is recognized on any temporary differences between the
carrying amounts of assets and liabilities in the consolidated financial statements and the corresponding tax bases used in the computation of taxable
earnings. Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period when the asset is realized and the
liability is settled. The effect of a change in the enacted or substantively enacted tax rates is recognized in net earnings and comprehensive income or
in equity depending on the item to which the adjustment relates. Deferred tax assets are recognized to the extent future recovery is probable. At each
reporting end, deferred tax assets are reduced to the extent that it is no longer probable that sufficient taxable earnings will be available to allow all or
part of the asset to be recovered.
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Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)

2. Basis of Preparation (Continuing from previous page)
Financial Instruments - Recognition and Measurement
The Company classifies financial assets and liabilities at fair value through profit and loss ("FVTPL"), available-for-sale, held-to-maturity, loans and
receivables or other financial liabilities at amortized cost depending on their nature. Financial assets and financial liabilities are all recognized at fair
value on their initial recognition.

Financial assets and liabilities classified as FVTPL are measured at fair value, with gains and losses recognized in net income. Cash and cash
equivalents, and derivative liability are classified as FVTPL. Financial assets classified as available-for-sale are measured at fair value, using quoted
market prices when available, with unrealized gains and losses being recognized as other comprehensive income (loss) until realized. Financial assets
classified as loans and receivables are measured at amortized cost, using the effective interest rate method of amortization. Financial liabilities at
amortized costs are measured at amortized cost, using effective interest rate method of amortization. The fair value is described in note 16.

Impairment of Financial Assets
At each reporting date, the Company assesses whether there is objective evidence that a financial asset is impaired. If such evidence exists, the
Company recognizes an impairment loss for financial assets carried at amortized cost as follows: the loss is the difference between the amortized
cost of the loan or receivable and the present value of the estimated future cash flows, discounted at the instrument's original effective interest rate.
The carrying amount of the asset is reduced by this amount either directly or indirectly through the use of an allowance account. Impairment losses
on financial assets carried at amortized cost are reversed in subsequent periods if the amount of the loss decreases and the decrease can be
related objectively to an event occurring after the impairment is recognized.
Comprehensive Income
Comprehensive income measures net earnings for the period plus other comprehensive income. Other comprehensive income consists of changes to
unrealized gains and losses on available-for-sale financial assets, changes to unrealized gains and losses on the effective portion of cash flow hedges
and changes to foreign currency translation adjustments of self-sustaining foreign operations during the year. Amounts reported as other
comprehensive income are accumulated in a separate component of shareholders’ equity as Accumulated Other Comprehensive Income.
Share-based Payments
The Company has a share-based payments plan, which is described in Note 10. The Company uses the fair value method estimated at grant date to
account for stock options granted to employees, directors and consultants, determined utilizing the Black-Scholes option pricing model for employee
grants as well as for non-employees if the fair value of the services are not determinable. Options issued to employees, directors and consultants are
recognized as an expense over the vesting period (graded vesting), and the offset is credited to contributed surplus. The historical forfeiture rate is
also factored in to the calculations. Any consideration paid upon exercise of stock options would be credited to share capital and the related
contributed surplus transferred to share capital.
Earnings Per Share
The Company presents basic and diluted earnings per share data. Basic earnings per share data is calculated by dividing the net income attributable
to common shareholders of the Company by the weighted-average number of common shares outstanding during the year. The diluted earnings per
share is determined by adjusting the net income attributable to common shareholders and the weighted-average number of common shares
outstanding for the effects of all dilutive potential common shares. The diluted earnings per share calculation considers the impact of employee stock
options, warrants and other potentially dilutive instruments. Such instruments are anti-dilutive when the Company is in a loss position.
Recent Accounting Pronouncements
Certain new standards, interpretations, amendments and improvements to existing standards were issued by the IASB or International Financial
Reporting Interpretations Committee (“IFRIC”) that were not effective as of December 31, 2017. The standards impacted that may be applicable to the
Company are as follows:
IFRS 9, “Financial Instruments” (“IFRS 9”) IFRS 9 was issued by the IASB on November 12, 2009 and will replace IAS 39 Financial Instruments:
Recognition and Measurement (“IAS 39”). IFRS 9 replaces the multiple rules in IAS 39 with a single approach to determine whether a financial asset is
measured at amortized cost or fair value and a new mixed measurement model for debt instruments having only two categories: amortized cost and
fair value. The approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its business model and the
contractual cash flow characteristics of the financial assets. The new standard also requires a single impairment method to be used, replacing the
multiple impairment methods in IAS 39. This standard is mandatorily effective from January 1, 2018, with earlier application permitted. The Company
has assessed the probable impact of IFRS 9 and does not believe it will cause any material differences to these consolidated financial statements.
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Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)

2. Basis of Preparation (Continuing from previous page)
IFRS 15, "Revenue from Contracts and Customers" (“IFRS 15”) was issued by the IASB on May 28, 2014, and will replace IAS 18, revenue, IAS 11,
construction contracts, and related interpretations on revenue. IFRS 15 sets out the requirements for recognizing revenue that apply to all contracts
with customers, except for contracts that are within the scope of the standards on leases, insurance contracts and financial instruments. IFRS 15 uses
a control based approach to recognize revenue which is a change from the risk and reward approach under the current standard. Companies can
elect to use either a full or modified retrospective approach when adopting this standard and it is effective for annual periods beginning on or after
January 1, 2018.The Company has assessed the impact of IFRS 15 and does not expect a material adjustment to its pattern of revenue recognition.
IFRS 16, "Leases" ("IFRS 16") was issued by the IASB in January 2016, which requires lessees to recognize assets and liabilities for most leases.
Application of the standard is mandatory for annual reporting periods beginning on or after January 1, 2019, with earlier adoption permitted, provided
the new revenue standard, IFRS 15 Revenue from Contracts with Customers, has been applied or is applied at the same date as IFRS 16. The
Company is currently assessing the impact of IFRS 16 on the Company’s consolidated financial statements along with the planned timing of the
adoption of IFRS 16.
3.

Acquisitions
a) Gynemed GmbH & Co. KG
On April 28, 2017 the Company's wholly-owned subsidiary HTL Holding GmbH acquired 100% of the German-based Gynemed GmbH & Co. KG for
total consideration of Euro 13.9 million ($15.1 million). The transaction is accounted for as a business combination. The acquired company includes
the trade name, customer lists, supplier relationships, and all tangible operating assets. Gynemed is a leading manufacturer and distributor of
consumables and equipment for the ART clinical and laboratory markets. It offers a complete range of cell culture media for the embryology and
andrology laboratory in Germany, Austria and Switzerland and is expanding across other European markets and internationally. The purpose of this
acquisition was to significantly increase the Company's scale, diversify and increase the revenue base toward recurring consumables and services,
provide a base of operations in Europe, and strengthen the Company's financial performance.
The agreed upon consideration paid to Gynemed was Euro 13.9 million (approximately $15.1 million) comprised of Euro 8.6 million ($9.3 million) in
cash consideration, 5,525,523 common shares of Hamilton Thorne at a per share price of Cdn$0.57 with an aggregate value of approximately Euro
2.1 million (approximately $2.3 million), and the issuance of three year unsecured convertible debentures of HTL in the principal amount of
approximately Euro 3.2 million (approximately $3.5 million). The resulting aggregate share component of Euro 2.1 million ($2.3 million) was placed in
escrow pending final calculation of certain closing adjustments and to satisfy any possible indemnity claims. Transaction costs in 2017 for this
acquisition were $670,300 and were included in general and administrative expenses.
For the year ending December 31, 2017 the Company finalized the purchase price, including a cash purchase price adjustment of $200,000, and a
further reduction in the fair value of the equity consideration, allocating the final $14.695 million valuation by adjusting the fair value of the
consideration to net tangible and intangible assets, and the corresponding final effect on goodwill.

The final fair value of the consideration paid was:
Cash
Equity - common shares issued, at fair value
Convertible Debentures
Total fair value of consideration paid

$

$

The final allocation of the fair value consideration paid is as follows:
Net tangible assets
Intangible asset- Customer list
Intangible asset- Tradename
Goodwill
Total

$

$

Goodwill is primarily related to future earnings, cash flow and the assembled workforce.
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9,535,000
1,660,000
3,500,000
14,695,000

1,305,000
7,920,000
270,000
5,200,000
14,695,000

Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)

3. Acquisitions (Continuing from previous page)
The final allocation of the value of the tangible assets and liabilities acquired is as follows:
Cash
Accounts receivable, trade
Inventories
Prepaid expenses
Property and equipment (note 5)
Total tangible assets
Accounts payable
Accrued liabilities
Total - net tangible assets

$

$

317,000
914,000
1,084,000
68,000
132,000
2,515,000

$

(588,000)
(622,000)
1,305,000

Revenue and income from operations, relating to Gynemed for the period from April 28, 2017 to December 31, 2017 was $7,345,000 and $1,006,000
respectively, not including acquisition costs expensed to HTL as incurred.
b) Embryotech Laboratories
On September 15, 2016 the Company's wholly-owned subsidiary Embryotech Laboratories Inc. acquired the operating assets of US-based
Embryotech Laboratories for an agreed upon consideration of $7.25 million. The transaction is accounted for as a business combination. The
acquired assets are comprised of the brand, customer list, Quality Management Systems (QMS) and other product rights, and all tangible operating
assets. Embryotech is a leading provider of quality control testing services and materials to the ART market. It provides a suite of quality control
testing services for detecting toxicity as well as quality control assays and other products for training and research to ART laboratories. The purpose of
this acquisition was to diversify and increase the Company's revenue base toward recurring services, significantly increase our scale, acquire a leading
services brand, and strengthen the Company's financial performance.
The agreed upon consideration paid to Embryotech was $7.25 million, comprised of $6.075 million in cash consideration and 7,759,154 common
shares of Hamilton Thorne at a price of Cdn$0.198 per share. The resulting aggregate share component of $1.175 million was placed in escrow
pending final calculation of certain closing adjustments and to satisfy any possible indemnity claims. The resulting fair value of the consideration
transferred for the acquisition was approximately $6.86 million. Transaction costs in 2016 for this acquisition were $271,000 for the year, and were
included in general and administrative expenses.
For the year ending December 31, 2016 the Company finalized the purchase price by adjusting the fair value of the consideration to net tangible and
intangible assets and the corresponding effect on goodwill.
The fair value of the consideration paid was approximately:
Cash
Equity - common shares issued, at fair value
Total fair value of consideration paid

$
$

The final allocation of the fair value consideration paid was as follows:
Net tangible assets
Intangible asset- Customer list
Intangible asset- Tradename
Intangible asset- Quality Management System (QMS)
Goodwill
Total

$

$

Total
6,075,000
785,000
6,860,000

750,000
2,760,000
490,000
770,000
2,090,000
6,860,000

Goodwill is primarily related to future earnings, cash flow and the assembled workforce.
Accounts receivable, trade
Inventories

$

Prepaid expenses
Property and equipment (note 5)
Total tangible assets
Accounts payable
Accrued liabilities
Total - net tangible assets
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460,000
179,500

$

6,850
175,000
821,350

$

(35,358)
(35,992)
750,000

Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)
4. Inventories
Inventories consist of the following:
December 31, 2017 December 31, 2016
$
2,551,344 $
1,223,931
(128,483)
(96,524)
$
2,422,861 $
1,127,407

Raw materials and purchased parts
Allowance for obsolete or slow-moving items
Total

Allowances are established for inventory that is determined to be excess or obsolete. During the year, the Company increased its allowance by
$31,959 before write-offs ($24,000 in 2016). The Company also identified and wrote down excess and obsolete inventory of $nil in 2017 and $21,299
in 2016. Included in cost of sales are inventory costs of $7,428,000 in 2017 and $2,665,000 in 2016.
5. Property and Equipment
Property and equipment consist of the following at December 31, 2017:

Accumulated
Depreciation

Cost

Machinery and equipment
Furniture and fixtures
Leasehold improvements
Total

$

$

Property and equipment consist of the following at December 31, 2016:
Machinery and equipment
Furniture and fixtures
Leasehold improvements
Total

$

$

1,893,028
194,534
181,060
2,268,622

$

1,475,204
140,945
162,959
1,779,108

$

$

$

Net Book
Value

1,428,588
125,908
54,449
1,608,945

$

1,339,885
112,257
39,494
1,491,636

$

$

$

464,440
68,626
126,611
659,677

135,319
28,688
123,465
287,472

Activity consisted of the following for the year ended December 31, 2017:
Additions
Machinery and equipment
Furniture and fixtures
Leasehold improvements
Acquired by acquisition
Total

$

$

Activity consisted of the following for the year ended December 31, 2016:
Machinery and equipment
Furniture and fixtures
Leasehold improvements
Acquired by Acquisition
Total

$

$

316,888
53,588
18,101
132,000
520,577

89,409
1,646
8,498
176,475
276,028

Disposals
$

$

$

$

38,646
38,646

-

Depreciation
$

$

$

$

63,534
12,545
7,550
26,540
110,169

29,673
4,399
1,150
10,202
45,424

Included are assets under capital lease in the amount of $132,294 in 2017 and 2016 for cost, and accumulated depreciation.
6.

Intangible Assets and Goodwill
Intangible assets consist of development costs and acquired product rights as follows as at December 31, 2017:
Amortization
of costs

Cost

Net Book
Value

Capitalized development costs - all years
Acquired in business combination - Customer lists 2017
Acquired in business combination - Trade name 2017
Acquired in business combination - Customer lists 2016
Acquired in business combination - Trade secrets 2016
Acquired in business combinations - Trade name 2016
Acquired product rights - 2015 Oosight acquisition (note 3)
Adjustment due to foreign exchange

$

1,632,071
7,920,000
270,000
2,760,000
770,000
490,000
249,400
832,300

$

342,392
418,586
18,773
237,375
99,458
63,292
137,170
-

$

1,289,679
7,501,414
251,227
2,522,625
670,542
426,708
112,230
832,300

Total

$

14,923,771

$

1,317,046

$

13,606,725
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Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)
6.

Intangible Assets and Goodwill (Continuing from previous page)
Intangible assets consist of development costs and acquired product rights as follows as at December 31, 2016:

Capitalized development costs - all years
Acquired in business combination - Customer list
Acquired in business combination - Trade secrets
Acquired in business combination - Trade name
Acquired product rights - 2015 Oosight acquisition (note 3)
Total

$

Amortization
Cost
of costs (by year)
1,112,670 $
175,861 $

$

2,760,000
770,000
490,000
249,400
5,382,070

$

53,650
22,460
14,015
87,289
353,275

$

Net Book
Value (Year)
936,809
2,706,350
747,540
475,985
162,111
5,028,795

Development costs and acquired product rights are amortized over the estimated useful life of the asset, established as five years. The estimated
useful lives of the customer lists are established at 13 and 15 years respectively. Trade secrets and trade names are established at 10 years.
Goodwill
Activity consisted of the following for the years ended December 31, 2017 and 2016:
Balance December 31, 2015
Embryotech acquisition
Foreign exchange value
Total at December 31, 2016
Gynemed acquisition
Adjustment due to foreign exchange
Total at December 31, 2017

$

$

2,090,000
2,090,000
5,200,000
523,300
7,813,300

The Company performed goodwill impairment testing on the Embryotech assets, resulting in no impairment charge. Significant assumptions used:
growth rates of 3-5%, and a discount rate of 17%. The Company performed goodwill impairment testing on the newly acquired Gynemed operations,
resulting in no impairment charge, again utilizing growth rates of 3-5% and a discount rate of 17%.
7. Notes Payable and Long-term Debt
Notes payable and long-term debt obligations consist of the following:
December 31, 2017
Notes payable under bank revolving line of credit
Notes payable under bank term note - 2016
Notes payable under bank term note - 2017
Convertible debentures payable

$

Subordinated debentures
Note payable, shareholder
Note payable, shareholder
Adjustment due to foreign exchange
Total
Less current portion, Notes payable under bank term notes
Less current portion, Notes payable
Less current portion, Fair value of derivative liability of convertible debentures
Total long-term debt

$

1,200,000
4,318,232
3,443,843
3,923,465

December 31, 2016
$

1,575,000
5,219,000
-

25,000
5,826
405,800
13,322,166

300,007
25,000
56,459
7,175,466

1,726,530
30,826
2,271,854
9,292,956

915,000
381,466
5,879,000

$

Notes payable under bank line of credit
In September 2016 the Company negotiated and closed a new $8 million secured credit facility with a Massachusetts regional bank to replace the
existing line of credit and facilitate the acquisition of Embryotech. The new credit facility includes a line of credit of up to $2.5 million (the “Revolver”), of
which $1.5 million was drawn at closing, and a term loan of $5.5 million (the “Term Loan”). The credit facility was obtained jointly by Hamilton Thorne,
Inc. (“HTI”) and Embryotech Laboratories Inc. (“ELI”), both wholly owned subsidiaries of HTL. The facility replaced the prior $3.5 million revolving line
of credit and resulted in net new borrowings of approximately $3.5 million. In April 2017, a new term loan of $4 million was added to the facility.
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7. Notes Payable and Long-term Debt (Continuing from previous page)
The Revolver bears interest at the prime rate (4.5% as of December 31, 2017), matures in February 2019, and is renewable annually upon bank
approval. Borrowings are subject to a standard borrowing base eligibility for receivables and inventories and are not subject to any periodic full
repayment provisions.
The 2016 Term Loan for Embryotech Laboratories Inc. bears interest at a rate of 4.25% per annum, matures five years from the closing date, and
includes an escalating schedule of repayments as follows:
Less than one year
One year
Two years
Greater than two years
Total

$

$

1,141,547
1,160,275
1,174,408
1,183,446
4,659,676

The 2017 Term Note originated in April 2017 when the Company expanded its secured credit facility to partially finance the acquisition of Gynemed
with a new term note of $4.0 million (the “Term Note”). The term note was obtained by HTL Holding GmbH, a wholly owned subsidiary of HTL, bears
interest at a rate of 4.49% per annum, matures five years from the closing date, and includes a standard schedule of repayments as follows:
Less than one year
One year
Two years
Greater than two years
Total

$

$

896,103
896,103
896,103
1,194,805
3,883,114

The combined credit facility is secured by all of the assets of all subsidiaries, contains standard financial covenants, and includes other usual and
customary terms and conditions. The Company was in compliance with all covenants as at December 31, 2017 and at December 31, 2016.

The prior bank line of credit originated in October 2007, with one financial institution, providing for maximum borrowing of $3,500,000, with
all borrowing due at the end of the term. As of December 31, 2014, the agreement had been extended to October 1, 2016, and in September
2015 was further amended to extend the date by one year to October 1, 2017. The notes bore interest at the lender's base rate less one-half
percent, but in no case was the rate less than 4% per annum. As at December 31, 2015 borrowings totaled $3,500,000, with interest at 4%.
Borrowings under the agreement were collateralized by substantially all of the Company's assets, and additionally secured by letters of credit
provided by two shareholders.
As part of the September 2015 extension, the underlying letters of credit were extended to January 5, 2018. As compensation for such extension, the
Company issued to a director and major shareholder of the Company 113,255 common shares at a price of Cdn $0.26 per share with an aggregate
value of US$22,500, recognized as interest expense. In June 2016 an additional 71,839 shares were issued at a price of Cdn $0.20 with an
aggregate value of US$11,250, also as interest expense. In July 2016 an additional 81,158 shares were issued at a price of Cdn $0.18 with an
aggregate value of US$11,250, also as interest expense. In September 2016 the letters of credit were returned and the Company had no further
liability.
Convertible debentures payable

In April 2017 the Company issued €3,208,500 of convertible debentures as a portion of the purchase price of the acquisition of Gynemed
(US$3,496,526). The Debentures will accrue interest at a rate of 4.25% per annum, payable in full maturity in three years in April 2020, and are
convertible, at the option of the holder, into 7,561,365 Hamilton Thorne common shares at the contractual conversion price equal to the Euro
equivalent of Cdn$0.63 per share based on a staged, 3-year optional conversion schedule. The conversion feature has been recorded as a derivative
liability as the exercise price is issued in Euro. The fair value of the derivative liability upon issuance was $2,340,468 as valued using an option pricing
model.
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7. Notes Payable and Long-term Debt (Continuing from previous page)
December 31, 2017 December 31, 2016
$
3,496,526
(2,340,468)
1,156,058
120,890
374,663
$
1,651,611 $
-

Face value of convertible debenture upon issuance
Less: Fair value of derivative liability
Book value of convertible debenture on initial recognition
Adjustment due to foreign exchange
Accretion expense during the year
Convertible debentures payable
Fair value of derivative liability
Change - fair value of derivative
Fair value of derivative liability

$
$

2,340,468
(68,613)
2,271,854 $

-

The fair value of the derivative liability upon issuance was valued using an option pricing model with the following assumptions: risk free rate of return
of 0.7%, expected share volatility of 112.0%, dividend yield of 0%, expected life of 3 years, market share price of CDN $0.77, the probability of future
conversions, and expected issuance price. The residual value was allocated to the convertible debentures liability. Total interest expense accrued and
accreted for the convertible debentures residual value for the year was $374,663.
The derivative liability was re-valued at December 31, 2017, using an option pricing model with the following assumptions: risk free rate of return of
1.7%, expected share volatility of 77.9%, dividend yield of 0%, expected life of 2.3 years, market share price of CDN $0.75, the probability of future
conversions, and expected issuance price. Change in the fair value of the derivative liability for the year was a reduction of $68,613.
Subordinated debentures
In August 2012, the Company issued an aggregate of $300,000 of non-convertible debentures to two existing shareholders. The debentures
originally bore interest at a rate of 10% per annum until April 29, 2013 and 18% per annum thereafter until the original maturity, to be accrued and
paid only upon the original maturity at October 1, 2013. The net cash proceeds were approximately $295,000 after fees.
In September 2013, prior to maturity, the debentures were amended to (i) extend the maturity date of the debentures from October 1, 2013 to October
1, 2016; (ii) reduce the interest rate payable under the debentures to 10% per annum effective October 1, 2013 until the maturity date; and (iii) amend
interest payment terms so that interest to September 30, 2013 shall be accrued and paid only upon maturity or earlier redemption of the debentures,
while interest earned from and after October 1, 2013 shall be payable in arrears on a quarterly basis. All other terms and conditions of the debentures,
as amended, were ratified and confirmed. In September 2016 the debentures were extended for one additional year on the same terms, and were
classified as a portion of current Notes payable.
In October 2017 the Company issued 511,642 common shares in full payment for the unsecured debentures. The number of shares were issued at
market price on the date of settlement and equaled the value of the carrying value of the debentures. No gain or loss was recognized on the settlement.
Note payable, shareholder
In October 2006 a shareholder advanced the Company $50,000 in return for a note payable upon demand with interest at the prime rate (4.50%)
at December 31, 2017 plus 1%. In November 2006, $25,000 was repaid, leaving $25,000 outstanding as at December 31, 2017 and 2016.
Note payable, other
During the year ended December 31, 2016, the Company financed $97,403 of its insurance premiums through installment notes with an
an insurance financing company. In 2017 notes were acquired for automobiles, totaling $20,000. The balance due to the insurance financing
company as of December 31, 2017 and 2016 were $nil and $56,459 respectively. The balances due for the automobile notes as of
December 31, 2017 is $5,826.
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8. Share Capital and Earnings Per Share
There are an unlimited number of common shares authorized. The issued and outstanding common shares are 108,721,605 as at
December 31, 2017 and 78,449,410 as at December 31, 2016.

In September 2016 the Company issued 7,759,154 common shares as a portion of the purchase price of the acquisition of Embryotech. The shares
were issued at a price of Cdn $0.198 per share with a value of $1.175. The share consideration was placed in escrow pending final calculation of
certain closing adjustments and to satisfy any possible indemnity claims. For purchase price consideration, the relative fair value of the issuance was
determined to be $784,898, or $0.101 per share, less issuance costs of $52,700 utilizing the Black-Scholes pricing model, using a weighted average
volatility of 80%, risk-free interest rates of 1.84%, dividend yield and forfeiture rate of nil, and an expected life of one year.
In April 2017 the Company completed a private placement of common stock in conjunction with the acquisition of Gynemed, issuing
23,148,141 common shares at a price of Cdn $0.54 for proceeds of $9,218,663, less share issuance costs of $699,925. The transaction
consisted of 23,148,141 common shares and 1,079,684 broker warrants to acquire one common share at an exercise price of Cdn $0.54 for a
period of one year following the closing. The relative fair value of the each warrant was, using the Black-Scholes pricing model, determined
to be $0.59 and amounted to $634,184 determined using a weighted average volatility of 67%, risk-free interest rate of 1%, dividend
yield and forfeiture rate of nil, and an expected life of one year.

In April 2017 the Company issued 5,525,523 common shares as a portion of the purchase price of the acquisition of Gynemed. The shares were
issued at a price of Cdn $0.57 per share. The agreed upon share component value of $2,310,439, less the fair value reduction of $649,168. The share
consideration was placed in escrow pending final calculation of certain closing adjustments and to satisfy any possible indemnity claims. For purchase
price consideration, the relative fair value of the issuance was determined to be $1,661,271, utilizing the Black-Scholes pricing model, using a
weighted average volatility of 90.8%, risk-free interest rates of .7%, dividend yield and forfeiture rate of nil, and an expected life of one year.
The following table shows the components used in the calculation of basic and diluted earnings per common share for each period:
Year ended December 31
2017
Net income for the year

$

Weighted average number of shares outstanding
Potential dilutive securities - assumed exercise of options
Potential dilutive securities - warrants
Potential dilutive securities - convertible debt
Weighted average number of shares outstanding - diluted

5,706,710

$

2016
678,947

98,369,057
6,487,081
178,395
546,367
105,580,900

72,577,577
2,116,713
74,694,290

Weighted
Average Exercise
Price in Cdn $

Weighted Average
Life Remaining
in Years

9. Warrants
Activity consisted of the following for the years ended December 31, 2017 and 2016:
$ Value
Outstanding at December 31, 2015
Expired (1)
Outstanding at December 31, 2016
Issued (2)
Outstanding at December 31, 2017

$

$

450,973
(450,973)
634,184
634,184
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Number
2,160,071
(2,160,071)
1,079,684
1,079,684

0.4500
0.4500
0.5400
0.5400

0.55
0.55
0.83
0.83
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9. Warrants (Continuing from previous page)
Footnotes to the warrants table:
(1) In June 2015 a total of 2,160,071 warrants were issued in the common stock unit private placement at a price of CDN$0.45.
The warrants expired on September 9, 2016, fifteen months from the date of issue
(2) In April 2017 a total of 1,079,684 broker warrants were issued in the common stock private placement at a price of Cdn$0.54. See Note 8.
In April 2018 the warrants were fully exercised. See note 18.
10. Stock Option Plans
On August 4, 2009 the Company adopted the 2009 Stock Option Plan (the “2009 Plan”), including the roll-over and inclusion of the 2007
HTI Plan. Under the Plan, the board of directors of the Company may from time to time, in its discretion, and in accordance with the Exchange
requirements, grant to directors, employees, consultants and consultant companies options to purchase common shares, exercisable for a
period of up to ten years from the date of grant. The Plan was approved by the shareholders of the Company in August 2009 and 3,431,830
shares were reserved for issuance under the Plan. In June 2010 the shareholders voted to increase the number of shares reserved for issuance
under the Plan to a total of 4,800,000. In June 2012 a shareholder vote added 4,500,000, in June 2014 a shareholder vote added 1,100,000, and
in June 2016 a shareholder vote added 3,575,000, for a total of 13,975,000 shares reserved for issuance under the Plan. In June 2017, a
shareholder vote added 4,105,000, for a total of 18,080,000. At December 31, 2017 there were 4,169,817 options available for future grants, and
at December 31, 2016 there were 2,860,602 options available for future grants.
The number of common shares reserved for issuance to any individual director or officer under the 2009 Plan may not exceed 5% of the
issued and outstanding common shares and the number of common shares reserved for issuances to all consultants under the 2009
Plan may not exceed 2% of the issued and outstanding common shares. The vesting requirements are determined by the Compensation
Committee of the Board. In general, the options granted to directors vest over three years, and officers and employees vest over four years.
Options may be exercised no later than 90 days following cessation of the optionee’s position with the Company, provided that if the
cessation of a participant was by reason of death or disability, the option may be exercised within a maximum period of one year after such
death, subject to the expiry date of such option. Options granted may be "incentive stock options" for US participants. The exercise price
per share shall be based on the closing sale price traded on an exchange on the date of grant.
Activity consisted of the following for the years ended December 31, 2017 and 2016:
Number of
Options

Weighted
Average Exercise
Price in Cdn $

Outstanding at December 31, 2015
Granted
Exercised
Expired
Forfeited
Outstanding at December 31, 2016
Granted
Exercised
Expired
Forfeited
Outstanding at December 31, 2017

9,795,193
1,400,224
(572,220)
(227,794)
10,395,403
2,970,000
(1,086,889)
(100,000)
(74,250)
12,104,264

0.2388
0.1850
0.0750
0.2446
0.2397
0.6466
0.1980
0.4000
0.3978
0.3615

Exercisable at December 31, 2016
Exercisable at December 31, 2017

7,814,554
8,087,692

0.2293
0.2518

In February 2016, the Board granted options to management totaling 390,224 options at an exercise price of Cdn $0.18, vesting over 48 months.
Using the Black-Scholes model, the fair value weighted average of the grant was $50,404, or $0.1292 each. The fair value of options was
determined using a weighted average volatility of 221%, risk-free interest rates of 2.0%, dividend yield and forfeiture rate of nil, and an expected
life of 6.25 years. Volatility was estimated by using the Company's stock price for the estimated life. The expected life represents the
period of time that options granted are expected to be outstanding. The risk-free rate is based on the US Treasury notes rates with a term similar
to the expected life of the options.
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10. Stock Option Plans (Continuing from previous page)
In September 2016, the Board granted options to new ELI employees totaling 1,010,000 options at an exercise price of Cdn $0.19, vesting over
48 months. Using the Black-Sholes model, the fair value weighted average of the grant was $145,798, or $0.1444 each. The fair value of options
was determined using a weighted average volatility of 203%, risk-free interest rates of 1.51%, dividend yield and forfeiture rate of nil, and an
expected life of 6.25 years. Volatility was estimated by using the Company's stock price for the estimated life. The expected life represents the
period of time that options granted are expected to be outstanding. The risk-free rate is based on the US Treasury notes rates with a term similar
to the expected life of the options.
In 2016, a total of 227,794 options were forfeited by three employees leaving the Company.
In April 2017, the Board granted options to directors, management and employees in two tranches, totaling 2,135,000 and 550,000 options at an
exercise prices on different days of Cdn $0.59 and Cdn $0,63 respectively, all vesting over 48 months. The fair value of options was $824,398 and
$232,477 respectively, determined using weighted average volatility of 125% and 136%, risk-free interest rates of 2.0%, dividend yield and forfeiture
rate of nil, and an expected lives of 6.25 years. Volatility was estimated by using the Company's stock price for the estimated life. The expected life
represents the period of time that options granted are expected to be outstanding. The risk-free rate is based on the US Treasury notes rates with a
term similar to the expected life of the options.

In August and September 2017, the Board granted options to employees, totaling 285,000 options at exercise prices from Cdn$0.84 to Cdn$0.76,
respectively, all vesting over 48 months. Using the Black-Scholes model, the fair value weighted average of the grant was $181,514, or $0.64 each.
The fair value of options was determined using a weighted average volatility of 201%, risk-free interest rates of 2.0%, dividend yield and forfeiture
dividend yield and forfeiture rate of nil, and an expected life of 6.25 years. Volatility was estimated by using the Company's stick price for the
estimated life. The expected life represents the period of time that options granted are expected to be outstanding. The risk-free rate is based on the
US Treasury notes rates with a term similar to the expected life of the options.
In 2017, a total of 74,250 options were forfeited by three employees leaving the Company and 100,000 options to a consultant expired.
In 2017, a total of 1,086,889 options were exercised by nine employees and one director for cash of $168,984.
The Company recorded share-based compensation expense of $826,054 and $273,510 during the years ended December 31, 2017 and 2016,
respectively, which is included proportionately in departmental expenses.
At December 31, 2017, the following stock options were outstanding under the Plan:
Exercise
Price
Expiration date
in Cdn $

Number of
Options
Outstanding

Number of
Options
Exercisable

November, 2019
May, 2020
August, 2020
December, 2020
September, 2021
November, 2022
March, 2024
May, 2025
November, 2025
February, 2026
September, 2026
April, 2027
April, 2027
September, 2027
Total

1,812,839
10,000
305,313
244,152
971,606
1,769,880
931,250
1,588,000
225,000
390,224
922,500
2,098,500
550,000
285,000
12,104,264

1,812,839
10,000
305,313
244,152
971,604
1,769,880
931,250
1,118,105
25,000
195,112
228,125
476,312
8,087,692

0.4000
0.2400
0.2050
0.2500
0.1800
0.1000
0.0500
0.3600
0.2200
0.1800
0.1900
0.6300
0.6300
0.8032
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Weighted Average
Life Remaining
In Years
0.9
2.4
2.7
3.0
3.8
4.8
6.3
7.4
7.9
8.2
8.8
9.3
9.3
9.7
6.0
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11. Segmented Information and Major Customers
The Company’s operations are comprised of a single reporting segment engaged in sales to the ART market. As such, the amounts reported
and disclosed in the consolidated financial statements for sales, net income, depreciation and amortization, and total assets also represent
those of that segment. Sales in 2017 in the Americas comprised 35% of total sales, and 65% of sales are outside the Americas.
Enterprise sales consist of:
Year ended December 31
2017
Equipment sales
Services and consumables
Total

$
$

9,884,772
12,236,294
22,121,066

$
$

2016
8,226,069
2,288,734
10,514,803

In 2017, the Company had no distributors exceed 10% of revenues. In 2016, the Company had sales to three major distributors which exceeded 10%
of revenues. Aggregate sales to the three distributors were approximately 41%. Aggregate accounts receivable for the three distributors were
approximately 34% for the year ended December 31, 2016 and were fully paid in the following January, February and March of the following year.
12. Income Taxes
The reconciliation of the combined US federal and State statutory income tax rate of 40% (2016 - 40%) to the effective tax rate is as follows:
Year ended December 31, 2017
Tax Amount
Effective Rate
Net Income (Loss) before recovery of
income taxes

$

1,643,236

Year ended December 31, 2016
Tax Amount
Effective Rate
$

696,947

Expected income tax expense

657,294

40.0%

278,779

40.0%

Permanent differences
Other taxes not reduced by tax losses

288,880
129,620

17.6%
7.9%

128,098
18,000

18.4%
2.6%

-4.6%
322.2%
-18.7%
-33.4%
8.3%
-13.6%
76.1%
-649.0%
-247.3% $

(173,558)
(61,331)
(171,988)
18,000

-24.9%

Difference in foreign tax rate
Changes in enacted tax rates
deferred tax
Difference in tax rate for NOL
True-up from prior year provision
Share issuance cost booked through equ
Other timing differences
Recognition of net operating losses
Income tax (recovery) expense
$

(75,701)
5,293,831
(306,840)
(549,612)
136,580
(223,401)
1,250,359
(10,664,485)
(4,063,474)

-8.8%
-24.7%
1.8%

The Company's income tax (recovery) expense is allocated as follows:
2017
Current tax expense
Deferred tax recovery
Income tax (recovery) expense

$
$

131,526 $
(4,195,000)
(4,063,474) $

2016
18,000
18,000

Deferred Tax
The Company has recognized certain deferred tax temporary differences and loss carry-forward assets in fiscal 2017. Management has made an
assessment that the benefits of the temporary differences and net operating losses are more likely than not to be realized in future periods based on
current and projected results from operations. A valuation allowance has been provided against certain net operating losses as they are subject to
future potential limitations.
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12. Income Taxes (Continuing from previous page)
The following table summarizes the components of deferred tax:
2017

2016

Deferred Tax Assets
Federal non-operating losses
US State Operating losses
Other temporary differences

$

Deferred Tax Liabilities
Development cost
Intangibles
Property, Plant and Equipment
Goodwill
Loan
Net deferred tax assets

$

4,003,177
31,379
803,689

$

-

(354,365)
(36,928)
(106,026)
(36,067)
141
4,305,000 $

-

Deferred Tax Liabilities
Deferred tax assets and liabilities have been offset where they relate to income taxes levied by the same taxation authority and the Company has the
legal right and intent to offset.
2017
2016
Movement in net deferred tax liabilities:
Balance at the beginning of the year
$
- $
Recognized in profit/loss
110,000
Total
$
110,000 $
Unrecognized deferred tax assets
Deferred taxes are provided as a result of temporary differences that arise due to the differences between the income tax values and the
carrying amount of assets and liabilities. Deferred tax assets have not been recognized in respect of the following temporary differences"
2017
Temporary differences not recognized
Net Operating Losses carried forward - US Federal
Net Operating Losses carried forward - US States

$

Non-Capital Losses carried forward - Canadian
Share issuance cost - Canadian
other temporary differences
Total

$

5,314,334
494,421
674,418
6,483,173

2016
$

675,066
25,785,522
974,979
-

$

27,435,567

The future benefit of these federal Net Operating Losses may be limited on an annual basis and in total under Section 382 of the US Internal Revenue
Code as a result of prior and future ownership changes. The Company has performed a detail assessment and has recognized a tax benefit of
approximately $19 million of the total $25 million. The amounts not yet recognized as deferred tax assets related to amounts assessed as more likely
than not to be subject to the Section 382 limitation and as a result not yet probable that these carryforward losses will be utilized in the foreseeable
future.
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12. Income Taxes (Continuing from previous page)
Net Operating Losses Carryforward (20-year) - US Federal

Loss Year
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
Total

Expired Losses
under Sec 382
limitation
Amount Remaining
$
1,110,252 $
3,950,116
3,128,888
(564,156)
2,843,576
(1,572,726)
2,643,584
(1,372,734)
1,428,523
(157,673)
2,263,932
(993,082)
1,264,716
6,134
1,319,193
(48,343)
1,510,065
(239,215)
1,586,383
(315,533)
1,327,855
(57,005)
$
24,377,083 $
(5,314,334)

Expire in
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032

Estimated
Realizable Amount
Remaining
$
1,110,252
3,950,116
2,564,732
1,270,850
1,270,850
1,270,850
1,270,850
1,270,850
1,270,850
1,270,850
1,270,850
1,270,850
$
19,062,749

The Company's Canadian non-capital income tax losses expire as follows:
Loss Year
2013
2014
2015
2016
2017
Balance at the end of the year

Expire in
2033
2034
2035
2036
2037

$

$

48,471
34,524
53,892
105,049
252,485
494,421

U.S. Income Tax Status
U.S. federal tax legislation was enacted in 2004 to address perceived U.S. tax concerns in “corporate inversion” transactions. A “corporate inversion”
generally occurs when a non-U.S. corporation acquires “substantially all” of the equity interests in, or the assets of, a U.S. corporation or partnership, if,
after the acquisition, former equity holders of the U.S. corporation or partnership own a specified level of stock in the non-U.S. corporation. The tax
consequences of these rules depend upon the percentage identity of stock ownership that results. Generally, in the “80-percent identity” transactions,
i.e. former equity holders of the U.S. corporation owns 80% or more of the equity of the non-U.S. acquiring entity (excluding certain equity interests),
the tax benefits of the inversion are limited by treating the non-U.S. acquiring entity as a domestic entity for U.S. tax purposes. In the “60-80 percent
identity” transactions, the benefits of the inversion are limited by barring certain corporate-level “toll charges” from being offset by certain tax attributes
of the U.S. corporation (e.g. loss carryforwards), and imposing excise taxes on certain stock based compensation held by “insiders” of the U.S.
corporation.
13. Commitments
The Company is committed under operating leases for rental of all operating locations. Future minimum annual rentals are as follows:
Less than one year
One to three years
Greater than three years
Total

$

$

492,552
723,776
1,646,549
2,862,877

The Company renegotiated and extended it's primary office space lease in February 2017, extending an additional nine years with favorable
pricing and leasehold improvements.
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14. Expenses by Function
A schedule of the Company's expenses for cost of goods sold and all operating expenses for the years ended is as follows:
Year ended December 31
2017
Employee wages and benefits

$

5,165,553

2016
$

3,125,353

Share-based payments expense

826,054

273,510

Leases

407,959

440,587

1,073,940

284,519

Depreciation and amortization
Impairment of assets

-

Materials and other cost of sales

-

8,027,574

Other
Total

$

4,196,044
19,697,124

2,954,985
$

2,458,379
9,537,333

15. Capital Management
The Company’s objective when managing capital is to safeguard its ability to continue as a going concern in order to pursue the continued
development and commercialization of its technologies and to provide financial flexibility. In the management of capital, the Company includes the
components of shareholders’ equity as well as its debt, and totaled approximately $32,698,378 and $8,839,538 as at December 31, 2017 and
2016 respectively.
The Company manages its capital structure and makes adjustments to it in light of changes in economic conditions and the risk characteristics of
its underlying assets. To maintain or adjust its capital structure, the Company may attempt to issue new shares, raise new debt or enter into new
capital leases.
There are no externally imposed capital requirements other than our standard bank covenants applicable to the line of credit and term loan as of
December 31, 2017 and December 31, 2016.
16. Financial Instruments
Fair Value
The Company’s carrying value of accounts receivable, and accounts payable and accrued liabilities approximate their fair values due to the
immediate or short-term maturity of these instruments.
The carrying values of the convertible debt, notes payable and long-term debt approximate their fair value as the interest rates are consistent with the
current market rates for debt with similar terms.
The following is a summary of the Company's categories of financial instruments outstanding as at December 31, 2017:
Cash and cash equivalents

Fair value through profit and loss

Accounts receivable

Loans and receivables

Accounts payable and accrued liabilities

Other financial liabilities at amortized cost

Notes payable

Other financial liabilities at amortized cost

Derivative liability

Fair value through profit and loss

Long-term debt

Other financial liabilities at amortized cost

`
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16. Financial Instruments (Continuing from previous page)
Financial instruments recorded at fair value on the consolidated statement of financial position are classified using a fair value hierarchy that reflects
the significance of the inputs used in making the measurements. The fair value hierarchy has the following levels:

Level 1 - valuation based on quoted prices (unadjusted) in active markets for identical assets or liabilities;
Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices);
Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable market data (unobservable inputs).
The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial instrument is classified to the
lowest level of the hierarchy for which a significant input has been considered in measuring fair value.
Cash and cash equivalents are classified as a Level 1 financial instrument. The fair value of the derivative liability is a new level 2, based upon
inputs that are derived from the market prices. During the years ended December 31, 2017 and December 31, 2016 there were no transfers of
amounts between Levels. There are no items classified in Level 3.
Interest Rate Risk
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market interest rates.
Financial assets and financial liabilities with variable interest rates expose the Company to cash flow interest rate risk. Financial assets and
financial liabilities that bear interest at fixed rates are subject to fair value interest rate risk. All of the Company's notes payable and long-term debt
bear interest at variable rates. The carrying values of the notes payable and long term debt approximate their fair value as the interest rates are
consistent with the current prime rate offered in the credit market. Increase in interest rates could have a material impact on the Company's net
income and comprehensive income.
For the year ended December 31, 2017, a change in interest rate relating to the notes payable under the bank line of credit of 1% would have
increased interest expense by approximately $13,500 (approximately $15,000 for 2016).
Foreign Exchange Rate Risk
Foreign exchange rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of the change in
market foreign exchange rates. Financial assets and financial liabilities that bear foreign exchange at fixed rates are subject to foreign exchange
rate risk, although managed. The US and German operations are self-funding, so operational sales and expenses remain in respective functional
currencies. Increases in foreign exchange rates could have a material impact on the Company's net earnings and comprehensive earnings.
Credit Risk
Credit risk arises from the potential that a counter-party will fail to perform its obligations. The Company is exposed to credit risk from customers. In
order to reduce its credit risk, the Company reviews a new customer's credit history before extending credit and conducts regular reviews of its existing
customers' credit performance. Frequently the Company will request either a letter of credit or advance payment terms for new customers. An
allowance for doubtful accounts is established based upon specific factors surrounding the credit risk of specific accounts, historical trends and other
information. Over the past years, the Company has experienced few bad debt write offs and accordingly its allowance as at December 31, 2017 and
2016 is $126,175 and $83,700 respectively. It is management’s opinion that the Company is not exposed to any significant price or currency risk
arising from these financial instruments.
As at December 31, 2017, the Company had no concentrated credit risk with any distributor or customer exceeding 10% of accounts receivable. As at
December 31, 2016, the Company had a concentrated risk with three major distributors totaling $583,000 and 34% of its accounts receivable.

As at December 31, 2017 the Company's aging of accounts receivable was as follows: 89% under 30 days (current), 8% past due one to 30 days, and
3% past due 31 or more days. As at December 31, 2016, the aging of accounts receivable was approximately 84% under 30 days (current), 8% past
due one to 30 days, and 8% past due 31 or more days. There were no write-offs against the allowance in either 2017 or 2016.
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16. Financial Instruments (Continuing from previous page)
Liquidity Risk
Liquidity risk is the risk that the Company would not be able to meet its financial obligations as they come to maturity or can only do so at
excessive costs. Based on the Company’s ability to generate cash flows through its ongoing operations and financing activities, management
believes that cash flows are sufficient to cover its known operating and capital requirements, as well as its debt servicing costs. The Company
however, could not, without restructuring its bank line of credit, meet its longer term commitments. Therefore, management evaluates that the
Company’s liquidity risk is moderate to high, at this time. The Company is now examining its options, which may include replacing or extending
the current bank line, raising additional equity and other financing alternatives.
The maturity dates of the Company’s financial liabilities are as follows:

Carrying amount
As at December 31, 2017:
Accounts payable and accrued
liabilities

$

2,429,600

$

Contractual

Maturing in

Maturing

cash flows

the next 12 months

in 13 to 60 months

2,429,600

$

2,429,600

$

-

Long-term debt - bank line of credit and
term loan

9,367,875

8,962,075

1,726,530

7,235,545

Convertible debentures payable

1,651,611

3,923,465

0

3,923,465

Notes payable
Income tax payable
Other liabilities
Total
As at December 31, 2016:
Accounts payable and accrued
liabilities

30,826

30,826

-

107,100

107,100

-

100,144

100,144

100,144

-

$

13,687,156

$

15,553,210

$

4,394,200

$

$

1,420,058

$

1,420,058

$

1,420,058

$

Long-term debt - bank line of credit
Subordinated debentures
Notes payable
Total

30,826
107,100

$

6,794,000

6,794,000

915,000

300,007

300,007

300,007

87,491

87,491

5,220,905

$

8,601,556

11,159,010

5,879,000

87,491
$

2,722,556

$

5,879,000

17. Related Party Transactions
In September 2016 the Company issued 7,759,154 common shares for a total value of US$1,175,000 to a corporation that is wholly owned by the
President of the Company’s new Embryotech subsidiary as a portion of the purchase price of the acquisition of Embryotech. The share consideration
was placed in escrow pending final calculation of certain closing adjustments and to satisfy any possible indemnity claims. In addition, at the time of
the closing of the acquisition, Embryotech entered into a lease with a real estate entity also wholly owned by the President of the Company’s new
Embryotech subsidiary. The five-year lease covers the premises occupied by Embryotech and calls for annual rental payments at market value,
subject to cost of living escalators.
In April 2017, the Company issued 2,600,000 common shares to an insider and major shareholder as a portion of the private placement equity raise
for the acquisition of Gynemed 2017. The shares were issued at a price of Cdn$0.54 per share with an aggregate value of US$956,000.
In April 2017 the Company issued 2,558,317 common shares and issued €1,485,535.50 of debentures convertible into 3,501,144 common shares to a
Managing Director of the Company’s new Gynemed subsidiary as a portion of the purchase price of the acquisition of Gynemed. In addition, at the
time of the closing of the acquisition, Gynemed entered into a lease with a real estate entity co-owned by a Managing Director of the Company’s new
Gynemed subsidiary. The five-year lease covers the premises occupied by Gynemed and calls for annual rental payments at market value, subject to
cost of living escalators.
In October 2017 the Company issued 511,642 common shares in full payment of $300,000 of unsecured debentures originally issued
in October 2012. The shares were issued at the closing market price the day before the execution of the Conversion Agreements - Cdn $0.73 per
share with an aggregate value of US$300,000 (note 7). Accrued interest was settled in cash. The shares were issued to a director and major
shareholder of the Company, as well as a second major shareholder, and were subject to a four-month hold.

23

Hamilton Thorne Ltd.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2017 and 2016
(Expressed in U.S. Dollars)
17. Related Party Transactions (Continuing from previous page)
The Company's related parties include key management personnel, comprised of the senior executives and directors. Compensation is as
follows for the years ended December 31:
2017
Remuneration

$

Share-based payments

1,416,048

2016
$

1,107,734

$

1,303,779

448,055

Total

$

1,864,103

196,045

18. Subsequent Event

In April 2018 the Company issued 1,079,684 common shares for warrants exercised by the broker in the April 2017 equity placement due to expire on
April 28, 2018. The warrants were exercised at a price of Cdn$0.54, for total proceeds of approximately $455,000, with no share issuance costs.
On April 25, 2018 the Compensation Committee recommended and the Board of Directors granted 395,000 stock options to employees, vesting over
48 months. The options were issued at Cdn$0.79, the closing market price on the day of issuance. Following that grant, there were 3,774,817
remaining options available for future grants. All options expire 10 years from grant date.

Certain of the prior years figures on the balance sheet have been changed to conform with the current years presentation.

24

Hamilton Thorne
100 Cummings Center, Suite 465E, Beverly, MA 01915 USA
978-921-2050, 800-323-0503, Fax: 978-921-0250
info@hamiltonthorne.com, www.hamiltonthorne.com

