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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

XQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2016

or

.TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number: 0-10961

QUIDEL CORPORATION
(Exact name of registrant as specified in its charter)

Delaware 94-2573850

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

12544 High Bluff Drive, Suite 200, San Diego, California 92130

(Address of principal executive offices, including zip code)

(858) 552-1100

(Registrant’s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yes x No ~

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

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

Large accelerated filer x Accelerated filer

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

ITEM 1. Financial Statements

QUIDEL CORPORATION
CONSOLIDATED BALANCE SHEETS
(in thousands, except par value; unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net

Inventories

Restricted cash

Prepaid expenses and other current assets
Total current assets

Property, plant and equipment, net

Goodwill

Intangible assets, net

Deferred tax asset—non-current

Other non-current assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued payroll and related expenses
Current portion of lease obligation

Current portion of contingent consideration (see Note 9)
Deferred grant revenue

Other current liabilities

Total current liabilities

Long-term debt

Lease obligation, net of current portion
Contingent consideration—non-current (see Note 9)
Deferred tax liability—non-current

Income taxes payable

Deferred rent

Other non-current liabilities

Commitments and contingencies (see Note 9)
Stockholders’ equity:

Preferred stock, $.001 par value per share; 5,000 shares authorized; none issued or outstanding

at September 30, 2016 and December 31, 2015

Common stock, $.001 par value per share; 97,500 shares authorized; 32,644 and 33,323 shares
issued and outstanding at September 30, 2016 and December 31, 2015, respectively

Additional paid-in capital

Accumulated other comprehensive loss
(Accumulated deficit) retained earnings
Total stockholders’ equity

Total liabilities and stockholders’ equity

September December
30,2016 31,2015

$153,363 $191,471
26,191 18,398
23,364 26,388
— 63

5,617 4,344
208,535 240,664
50,204 52,547
83,864 80,730
28,616 31,833
4,746 —

532 731
$376,497 $406,505

$11,296  $8,675

7,907 9,627
624 585

630 1,286
— 3,658
4,891 6,999

25,348 30,830
142,986 143,297

3,560 4,032
4,445 4,230
55 1,970
985 910
2,054 2,296
317 264

33 33

199,049 209,121
(30 ) (31 )
(2,305 ) 9,553
196,747 218,676
$376,497 $406,505
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QUIDEL CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data; unaudited)

Three months Nine months ended

ended

September 30, September 30,

2016 2015 2016 2015
Total revenues $49,341 $46,812 $138,795 $143,717

Costs and expenses
Cost of sales (excludes amortization of intangible assets of $1,590, $1,590

$4,770 and $4,751, respectively) 17728 16,961 54,295 53,566

Research and development 8,801 8,419 31,164 25,575
Sales and marketing 11,853 12,112 36,376 35,823
General and administrative 6,561 5,889 20,532 22,039
Amortization of intangible assets from acquired businesses and technology 2,273 2,219 6,782 6,638
Total costs and expenses 47216 45,600 149,149 143,641
Operating income (loss) 2,125 1,212 (10,354 ) 76
Interest expense, net (3,006 ) (3,090 ) (8,619 ) (9,046 )
Loss before taxes (881 ) (1,878 ) (18,973 ) (8,970 )
Benefit for income taxes 309 ) 1,116 ) (7,115 ) (3,268 )
Net loss $(572 ) $(762 ) $(11,858) $(5,702 )
Basic and diluted loss per share $(0.02 ) $(0.02 ) $(0.36 ) $(0.17 )
Shares used in basic and diluted per share calculation 32,673 33,683 32,645 34,313

See accompanying notes.
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QUIDEL CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands; unaudited)

Three months e/ months ended

ended

September 30, September 30,

2016 2015 2016 2015
Net loss $(572) $(762) $(11,858) $(5,702)
Other comprehensive (loss) income, net of tax
Changes in cumulative translation adjustment 3 (8 ) 1 6
Comprehensive loss $(569) $(770) $(11,857) $(5,696)

See accompanying notes.
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QUIDEL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands; unaudited)

OPERATING ACTIVITIES:
Net loss

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

Depreciation, amortization and other

Stock-based compensation expense

Amortization of debt discount and deferred issuance costs
Change in deferred tax assets and liabilities

Change in fair value of acquisition contingencies
Gain on extinguishment of Convertible Senior Notes
Changes in assets and liabilities:

Accounts receivable

Inventories

Income taxes receivable

Prepaid expenses and other current and non-current assets
Restricted cash

Accounts payable

Accrued payroll and related expenses

Income taxes payable

Deferred grant revenue

Other current and non-current liabilities

Net cash (used for) provided by operating activities:
INVESTING ACTIVITIES:

Acquisitions of property, equipment and intangibles
Acquisition of Immutopics, net of cash acquired
Net cash used for investing activities:

FINANCING ACTIVITIES:

Payments on lease obligation

Repurchases of common stock

Repurchases of Convertible Senior Notes

Proceeds from issuance of common stock

Payments of debt issuance costs

Payments on acquisition contingencies

Payment for acquisition holdback

Net cash used for financing activities:

Effect of exchange rates on cash

Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

6

Nine months ended

September 30,
2016 2015
$(11,858) $(5,702
17,597 17,537
5,820 5,713
4,266 4,232
(7,375 ) (6,368
(589 ) —
421 ) —
(7,464 ) 3,441
3,544 186
(248 ) 234
(1,047 ) (305
63 1,317
984 (1,947
(1,867 ) 772
(12 ) 729
(3,658 ) (813
(2,541 ) 1,226
4,806 ) 20,252
(7,860 ) (12,003
(5,061 ) —
(12,921 ) (12,003
(433 ) (375
(20,096 ) (27,617
4,459 ) —
4,821 2,152
— (365
(207 ) (129
— (229
(20,374 ) (26,563
(7 ) (21
(38,108 ) (18,335
191,471 200,895

$153,363 $182,560

)

)

)
)

)
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Nine months

ended
September 30,
2016 2015
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for interest $3,331 $3,744
Cash paid for income taxes $459 $1,920

NON-CASH INVESTING ACTIVITIES:

Purchase of property, equipment and intangibles by incurring current liabilities $1,866 $1,433
NON-CASH FINANCING ACTIVITIES:

Reduction of other current liabilities upon issuance of restricted share units $539 $408

See accompanying notes.
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Quidel Corporation

Notes to Consolidated Financial Statements

(Unaudited)

Note 1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying unaudited consolidated financial statements of Quidel Corporation and its subsidiaries (the
“Company”’) have been prepared in accordance with generally accepted accounting principles in the United States
(“GAAP”) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial
statements. In the opinion of management, all adjustments considered necessary for a fair presentation (consisting of
normal recurring accruals) have been included.

The information at September 30, 2016, and for the three and nine months ended September 30, 2016 and 2015, is
unaudited. For further information, refer to the Company’s consolidated financial statements and notes thereto for the
year ended December 31, 2015 included in the Company’s 2015 Annual Report on Form 10-K. Operating results for
any quarter are historically seasonal in nature and are not necessarily indicative of the results expected for the full
year.

For 2016 and 2015, the Company’s fiscal year will end or has ended on January 1, 2017 and January 3, 2016,
respectively. For 2016 and 2015, the Company’s third quarter ended on October 2, 2016 and September 27, 2015,
respectively. For ease of reference, the calendar quarter end dates are used herein. The three and nine month periods
ended September 30, 2016 and 2015 each included 13 and 39 weeks, respectively.

Comprehensive Loss

Comprehensive loss includes foreign currency translation adjustments excluded from the Company’s Consolidated
Statements of Operations.

Use of Estimates

The preparation of financial statements requires the Company to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and
liabilities. On an on-going basis, management evaluates its estimates, including those related to revenue recognition,
customer programs and incentives, bad debts, inventories, intangible assets, software development costs, stock-based
compensation, contingencies and litigation, contingent consideration, the fair value of the debt component of
convertible debt instruments and income taxes. Management bases its estimates on historical experience and on
various other assumptions that it believes are reasonable under the circumstances, the results of which form the basis
for making judgments about the carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates.

Revenue Recognition

The Company records revenues primarily from product sales. These revenues are recorded net of rebates and other
discounts that are estimated at the time of sale, and are largely driven by various customer program offerings,
including special pricing agreements, promotions and other volume-based incentives. Revenue from product sales are
recorded upon passage of title and risk of loss to the customer. Passage of title to the product and recognition of
revenue occurs upon delivery to the customer when sales terms are free on board (“FOB”) destination and at the time of
shipment when the sales terms are FOB shipping point and there is no right of return.

A portion of product sales includes revenues for diagnostic kits, which are utilized on leased instrument systems under
the Company’s “reagent rental” program. The reagent rental program provides customers the right to use the instruments
at no separate cost to the customer in consideration for a multi-year agreement to purchase annual minimum amounts
of consumables (“reagents” or “diagnostic kits”). When an instrument is placed with a customer under a reagent rental
agreement, the Company retains title to the equipment and it remains capitalized on the Company’s Consolidated
Balance Sheets as property and equipment. The instrument is depreciated on a straight-line basis over the life of the
instrument. Depreciation expense is recorded in cost of sales included in the Consolidated Statements of Operations.
The reagent rental agreements represent one unit of accounting as the instrument and consumables (reagents) are
interdependent in producing a diagnostic result and neither has a stand-alone value with respect to these agreements.

10
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No revenue is recognized at the time of instrument placement. All revenue is recognized when the title and risk of loss
for the diagnostic kits have passed to the customer.

8

11



Edgar Filing: QUIDEL CORP /DE/ - Form 10-Q

Table of Contents

Royalty income from the grant of license rights is recognized during the period in which the revenue is earned and the
amount is determinable from the licensee.

The Company earns income from grants for research and commercialization activities. On November 6, 2012, the
Company was awarded a milestone-based grant totaling up to $8.3 million from the Bill and Melinda Gates
Foundation to develop, manufacture and validate a quantitative, low-cost, nucleic acid assay for HIV drug treatment
monitoring on the integrated Savanna MDx platform for use in limited resource settings. Upon execution of the grant
agreement, the Company received $2.6 million to fund subsequent research and development activities and received
milestone payments totaling $2.5 million in 2013. On September 10, 2014, the Company entered into an amended
grant agreement with the Bill and Melinda Gates Foundation for additional funding of up to $12.6 million in order to
accelerate the development of the Savanna MDx platform in the developing world. Upon execution of the amended
grant agreement, the Company received $10.6 million in cash. The Company received payments of $2.4 million in
April 2015 and $2.8 million in July 2016 based on milestone achievements for both the original and the amended
grant agreements. Under the original and amended grant agreements, the Company recognizes grant revenue on the
basis of the lesser of the amount recognized on a proportional performance basis or the amount of cash payments that
are non-refundable as of the end of each reporting period. The Company recognized grant revenue of $3.8 million and
$0.8 million for the three months ended September 30, 2016 and 2015, respectively, and recognized $6.5

million and $3.2 million for the nine months ended September 30, 2016 and 2015, respectively. Cash payments
received are restricted as to use until expenditures contemplated in the grant are incurred or committed. As of
September 30, 2016, all payment related milestones have been achieved and all of the grant revenue of $20.9 million
has been recorded.

Fair Value Measurements

The Company uses the fair value hierarchy established in ASC Topic 820, Fair Value Measurements and Disclosures,
that requires the valuation of assets and liabilities subject to fair value measurements using a three tiered approach and
fair value measurement be classified and disclosed by the Company in one of the following three categories:

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities;

Level 2: Quoted prices for similar assets and liabilities in active markets, quoted prices in markets that are not active,
or inputs which are observable, either directly or indirectly, for substantially the full term of the asset or liability;
Level 3: Prices or valuation techniques that require inputs that are both significant to the fair value measurement and
unobservable (i.e. supported by little or no market activity).

The carrying amounts of the Company’s financial instruments, including cash, receivables, accounts payable, and
accrued liabilities approximate their fair values due to their short-term nature.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (“FASB”) issued guidance codified in Accounting Standards
Update (“ASU”) 2014-09, Revenue from Contracts with Customers, which amends the guidance in former ASC 605,
Revenue Recognition. This guidance is intended to improve and converge with international standards relating to the
financial reporting requirements for revenue from contracts with customers. The standard’s core principle is that a
company will recognize revenue when it transfers promised goods or services to customers in an amount that reflects
the consideration to which the company expects to be entitled in exchange for those goods or services. In doing so,
companies will need to use more judgment and make more estimates than under current authoritative guidance. These
may include identifying performance obligations in the contract, estimating the amount of variable consideration to
include in the transaction price and allocating the transaction price to each separate performance obligation. The
original guidance was effective for annual reporting periods beginning after December 15, 2016. However, in July
2015, the FASB deferred by one year the effective dates of the new revenue recognition standard for entities reporting
under GAAP. As a result, the standard will be effective for public entities for annual reporting periods beginning after
December 15, 2017, including interim periods therein. The Company is currently evaluating the impact of this
guidance and expects to adopt the standard in the first quarter of 2018.

In August 2014, the FASB issued guidance codified in ASU 2014-15 (Subtopic 205-40), Presentation of Financial
Statements - Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern. The guidance

12



Edgar Filing: QUIDEL CORP /DE/ - Form 10-Q

requires management to evaluate whether there are conditions and events that raise substantial doubt about the entity’s
ability to continue as a going concern within one year after the financial statements are issued (or available to be
issued when applicable). Management will be required to make this evaluation for both annual and interim reporting
periods and will make certain disclosures if it concludes that substantial doubt exists or when its plans alleviate
substantial doubt about the entity’s
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ability to continue as a going concern. Substantial doubt exists when relevant conditions and events, considered in the
aggregate, indicate that it is probable that the entity will be unable to meet its obligations as they become due within
one year after the date that the financial statements are issued (or available to be issued). The term probable is used
consistently with its use in ASC Topic 450, Contingencies. The guidance is effective for annual periods ending after
December 15, 2016 and for interim reporting periods starting in the first quarter 2017, with early adoption permitted.
The Company does not expect this guidance to have a significant impact on the consolidated financial statements and
expects to adopt the standard for the annual reporting period ended December 31, 2016.

In February 2015, the FASB issued guidance codified in ASU 2015-02 (Topic 810), Consolidation - Amendments to
the Consolidation Analysis. The guidance affects reporting entities that are required to evaluate whether they should
consolidate certain legal entities. Specifically, the guidance amends (i) the identification of variable interests (fees
paid to a decision maker or service provider), (ii) the variable interest entity (VIE) characteristics for a limited
partnership or similar entity and (iii) the primary beneficiary determination. The guidance is effective for annual
periods beginning after December 15, 2015 and for interim reporting periods starting in the first quarter 2016. The
Company's adoption of this guidance in the first quarter of 2016 did not have a significant impact on the consolidated
financial statements.

In July 2015, the FASB issued guidance codified in ASU 2015-11 (Topic 330), Simplifying the Measurement of
Inventory. The guidance applies to inventory that is measured using first-in, first-out (“FIFO”) or average cost. Under
the guidance, an entity should measure inventory that is within scope at the lower of cost and net realizable value,
which is the estimated selling prices in the ordinary course of business, less reasonably predictable costs of
completion, disposal and transportation. The guidance is effective for fiscal years beginning after December 15, 2016,
including interim periods within those fiscal years, with early adoption permitted as of the beginning of an interim or
annual reporting period. The Company's adoption of this guidance in the first quarter of 2016 did not have a
significant impact on the consolidated financial statements.

In February 2016, the FASB issued guidance codified in ASU 2016-02 (Topic 842), Leases. The guidance requires a
lessee to recognize a lease liability for the obligation to make lease payments and a right-to-use asset representing the
right to use the underlying asset for the lease term on the balance sheet. The guidance is effective for fiscal years
beginning after December 15, 2018 including interim periods within those years, with early adoption permitted. The
Company is currently evaluating the impact of this guidance and expects to adopt the standard in the first quarter of
2019.

In March 2016, the FASB issued guidance codified in ASU 2016-09 (Topic 718), Improvements to Employee Share
Based Payments Accounting. Under the guidance, entities will no longer record excess tax benefits and certain tax
deficiencies in additional paid-in capital (APIC). Instead, they will record all excess tax benefits and tax deficiencies
as income tax expense or benefit in the income statement, and APIC pools will be eliminated. In addition, entities will
recognize excess tax benefits regardless of whether the benefit reduces taxes payable in the current period. Under
current guidance, excess tax benefits are not recognized until the deduction reduces taxes payable. Companies will
apply this part of the guidance using a modified retrospective transition method and will record a cumulative-effect
adjustment in retained earnings for excess tax benefits not previously recognized. The guidance also allows an
employer to repurchase more of an employee’s shares for tax withholding purposes without triggering liability
accounting. The guidance is effective for fiscal years beginning after December 15, 2016, including interim periods
within those fiscal years. Early adoption is permitted, but all of the guidance must be adopted in the same period. The
Company is currently evaluating the impact of this guidance and expects to adopt the standard in the first quarter of
2017.

Note 2. Computation of Loss Per Share

For the three and nine months ended September 30, 2016 and 2015, basic loss per share was computed by dividing net
loss by the weighted-average number of common shares outstanding, including restricted stock units (RSUs) vested
during the period. Diluted earnings per share (“EPS”) reflects the potential dilution that could occur if the earnings were
divided by the weighted-average number of common shares and potentially dilutive common shares from outstanding
stock options as well as unvested RSUs. Potential dilutive common shares were calculated using the treasury stock
method and represent incremental shares issuable upon exercise of the Company’s outstanding stock options and

14
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unvested RSUs.

As the effect would be anti-dilutive, 0.9 million and 0.8 million of outstanding stock options and RSUs were excluded
from the computation of loss per share for the three and nine months ended September 30, 2016, respectively, and 0.9
million and 1.0 million of outstanding stock options and RSUs were excluded from the computation of loss per share
for the three and nine months ended September 30, 2015, respectively.

Additionally, stock options are excluded from the calculation of diluted EPS when the combined exercise price,
unrecognized stock-based compensation and expected tax benefits upon exercise are greater than the average market
price for the Company’s common stock because their effect is anti-dilutive. Stock options totaling 1.9 million and 2.9
million for the
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three and nine months ended September 30, 2016, respectively, and 2.2 million and 1.8 million for the three and nine
months ended September 30, 2015 were not included in the computation of diluted EPS because the exercise of such
options would be anti-dilutive.
As discussed in Note 6, the Company issued its 3.25% Convertible Senior Notes due 2020 (“Convertible Senior Notes™)
in December 2014. It is the Company’s intent and policy to settle conversions through combination settlement, which
essentially involves repayment of an amount of cash equal to the “principal portion” and delivery of the “share amount” in
excess of the conversion value over the principal portion in cash or shares of common stock (‘“conversion premium”).
No conversion premium existed as of September 30, 2016 and 2015; therefore, there was no dilutive impact from the
Convertible Senior Notes to diluted EPS during the three and nine months ended September 30, 2016 and 2015.
Note 3. Inventories
Inventories are stated at the lower of cost (first-in, first-out) or net realizable value. Inventories consisted of the
following, net of reserves of $0.6 million and $0.7 million at September 30, 2016 and December 31, 2015,
respectively (in thousands):

September December

30,2016 31,2015
Raw materials $9,378  $10,289
Work-in-process (materials, labor and overhead) 8,591 7,441
Finished goods (materials, labor and overhead) 5,395 8,658
Total inventories $23,364 $26,388
Note 4. Other Current Liabilities
Other current liabilities consist of the following (in thousands):

September 30, December

2016 31,2015
Customer incentives $ 2,173 $ 4,030
Accrued interest 1,586 202
Other 1,132 2,767
Total other current liabilities $ 4,891 $ 6,999

Note 5. Income Taxes

The Company recognized an income tax benefit of $0.3 million and $1.1 million for the three months ended
September 30, 2016 and 2015, respectively, which represents an effective tax rate of 35% and 59%, respectively. The
effective tax rate was higher for the three months ended September 30, 2015 due to a year to date adjustment for the
full year effective tax rate. The Company recognized an income tax benefit of $7.1 million and $3.3 million for the
nine months ended September 30, 2016 and 2015, respectively, which represents an effective tax rate of 38% and
36%, respectively. For the nine months ended September 30, 2016, the effective tax rate benefit was higher as
compared to the same period of 2015 due primarily to the federal research tax credit in 2016. There was no federal
research tax credit for the nine months ended September 30, 2015 as the credit provisions of the United States tax
code had expired at the end of 2014 and were not reinstated until December 2015.

The Company is subject to periodic audits by domestic and foreign tax authorities. Due to the carryforward of
unutilized net operating loss and credit carryovers, the Company's federal tax years from 2009 and forward are subject
to examination by the U.S. authorities. The Company's state and foreign tax years for 2001 and forward are subject to
examination by applicable tax authorities. The Company believes that it has appropriate support for the income tax
positions taken on its tax returns and that its accruals for tax liabilities are adequate for all open years based on an
assessment of many factors, including past experience and interpretations of tax laws applied to the facts of each
matter.

Note 6. Debt

3.25% Convertible Senior Notes due 2020

In December 2014, the Company issued $172.5 million aggregate principal amount of 3.25% Convertible Senior
Notes due 2020. Debt issuance costs of approximately $5.1 million were primarily comprised of underwriters fees,
legal, accounting

16
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and other professional fees of which $4.2 million were capitalized and are recorded as a reduction to long-term debt
and are being amortized to interest expense over the six-year term of the Convertible Senior Notes. The remaining
$0.9 million of debt issuance costs were allocated as a component of equity in additional paid-in capital. Deferred
issuance costs related to the Convertible Senior Notes were $2.9 million and $3.5 million as of September 30, 2016
and December 31, 2015, respectively.

The Convertible Senior Notes will be convertible into cash, shares of common stock, or a combination of cash and
shares of common stock based on an initial conversion rate, subject to adjustment, of 31.1891 shares per $1,000
principal amount of the Convertible Senior Notes (which represents an initial conversion price of approximately
$32.06 per share) on the business day immediately preceding September 15, 2020. The conversion will occur in the
following circumstances and to the following extent: (1) during any calendar quarter commencing after the calendar
quarter ending on March 31, 2015, if the last reported sales price of the Company’s common stock, for at least 20
trading days (whether or not consecutive) in the period of 30 consecutive trading days ending on the last trading day
of the calendar quarter immediately preceding the calendar quarter in which the conversion occurs, is more than 130%
of the conversion price of the notes in effect on each applicable trading day; (2) during the five consecutive business
day period following any five consecutive trading day period in which the trading price per $1,000 principal amount
of the Convertible Senior Note for each such trading day was less than 98% of the product of the last reported sale
price of the Company’s common stock and the conversion rate on each such day; or (3) upon the occurrence of
specified events described in the indenture for the Convertible Senior Notes. On or after September 15, 2020 until the
close of business on the second scheduled trading day immediately preceding the stated maturity date, holders may
surrender their notes for conversion at any tim