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ImmucCell Corporation

PART 1. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
(Unaudited Condensed)

BALANCE SHEETS

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Trade accounts receivable, net

Inventory

Prepaid expenses and other current assets
Total current assets

PROPERTY, PLANT AND EQUIPMENT, net
DEFERRED TAX ASSETS, net
INTANGIBLE ASSETS, net

GOODWILL

INTEREST RATE SWAPS

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:

Accounts payable and accrued expenses

Current portion of bank debt

Deferred revenue

Total current liabilities

LONG-TERM LIABILITIES:
Bank debt, net of current portion
Interest rate swaps

Total long-term liabilities

TOTAL LIABILITIES

CONTINGENT LIABILITIES AND COMMITMENTS (Note 16)

As of As of
September 30, December 31,
2018 2017
$2,393,263 $3,798,811

853,972 1,344,022

2,249,942 2,049,732

720,851 314,667

6,218,028 7,507,232

26,472,454 26,069,689

- 472,726

138,504 152,832

95,557 95,557

98,390 -

212,467 920
$33,235,400 $34,298,956
$ 1,060,684 $1,723,270

842,637 316,629

24,100 24,100

1,927,421 2,063,999

8,634,854 8,639,021

- 996

8,634,854 8,640,017

10,562,275 10,704,016
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STOCKHOLDERS’ EQUITY:

Common stock, $0.10 par value per share, 11,000,000 and 8,000,000 shares
authorized, 5,662,645 and 5,662,645 shares issued and 5,484,728 and 5,476,197
shares outstanding, as of September 30, 2018 and December 31, 2017, respectively
Additional paid-in capital

(Accumulated deficit) retained earnings

Treasury stock, at cost, 177,917 and 186,448 shares as of September 30, 2018 and
December 31, 2017, respectively

Accumulated other comprehensive income (loss)

Total stockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

566,265
22,712,753
(290,469
(389,217

73,793
22,673,125

$33,235,400

The accompanying notes are an integral part of these unaudited condensed financial statements.

)
)

566,265
22,458,219
978,973
(407,879

(638
23,594,940

$34,298,956

)
)
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ImmucCell Corporation
(Unaudited Condensed)

STATEMENTS OF OPERATIONS

During the Three-Month  During the Nine-Month

Periods Ended Periods Ended

September 30, September 30,

2018 2017 2018 2017
Product sales $2,153,750 $2,004,961 $8,049,481 $7,298,496
Costs of goods sold 1,202,783 1,069,110 4,251,863 3,289,361
Gross margin 950,967 935,851 3,797,618 4,009,135
OPERATING EXPENSES (INCOME):
Product development expenses 908,793 585,834 2,253,620 1,312,456
Sales and marketing expenses 494,703 446,733 1,501,833 1,361,653
Administrative expenses 396,611 385,695 1,262,868 1,164,533
Gain on sale of assets (700,000 ) - (700,000 ) -
Operating activities, net 1,100,107 1,418,262 4,318,321 3,838,642
NET OPERATING (LOSS) INCOME (149,140 ) (482,411 ) (520,703 ) 170,493
Other expenses, net 106,414 49,238 301,664 115,877
(LOSS) INCOME BEFORE INCOME TAXES (255,554 ) (531,649 ) (822,367 ) 54,616
Income tax (benefit) expense (5,598 ) (192,303 ) 447,075 28,108
NET (LOSS) INCOME $(249,956 ) $(339,346 ) $(1,269,442) $26,508

Basic weighted average common shares outstanding 5,483,880 4,992,803 5,481,095 4,896,782
Basic (loss) income per share $(0.05 ) $(0.07 ) $(0.23 ) $0.01

Diluted weighted average common shares outstanding 5,483,880 4,992,803 5,481,095 4,999,245
Diluted (loss) income per share $(0.05 ) $(0.07 ) $(0.23 ) $0.01

STATEMENTS OF COMPREHENSIVE (LOSS) INCOME

During the During the

Three-Month Nine-Month

Periods Ended Periods Ended

September 30, September 30,

2018 2017 2018 2017
Net (loss) income $(249,956) $(339,346) $(1,269,442) $26,508

Other comprehensive income:
Interest rate swaps, before taxes 19,107 2,850 99,386 5,342
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Income tax applicable to interest rate swaps (4,777 ) (1,026 ) (24956 ) (1,923)
Other comprehensive income, net of taxes 14,330 1,824 74,430 3,419
Total comprehensive (loss) income $(235,626) $(337,522) $(1,195,012) $29,927

The accompanying notes are an integral part of these unaudited condensed financial statements.
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ImmucCell Corporation
(Unaudited Condensed)

STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss) income

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

activities:

Depreciation

Amortization

Non-cash interest expense

Deferred income taxes

Stock-based compensation

Gain on sale of assets

Gain on disposal of fixed assets

Recovery of uncollectible accounts, net

Changes in:

Trade accounts receivable, gross

Accrued interest income

Inventory

Prepaid expenses and other current assets

Other assets

Accounts payable and accrued expenses

Deferred revenue

Net cash (used for) provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment
Payment of contingent royalties related to 2016 acquisition
Maturities of investments

Purchases of investments

Proceeds from sale of assets

Proceeds from sale of fixed assets

Net cash used for investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from private placement, net

Proceeds from debt issuance

Debt principal repayments

Debt issuance costs

Proceeds from exercise of stock options

During the Nine-Month

Periods Ended
September 30,

2018

2017

$(1,269,442) $26,508

938,416
14,328
12,612
447,770
257,697
(700,000 )

490,050

(200,210
(156,185
(11,547
(58,545

N N N

(235,056 )

(1,931,146)
14,077 )

250,000

(1,695,223)

693,640
(183,887 )
(522 )
15,500

627,141
14,328
11,120
9,112
148,035

(3,663 )
(17,643 )

141,114
24,013
(605,126 )
242,683
(920 )
262,270
(33,856 )
845,116

(13,079,386)

(8,661 )
5,699,000
(249,000 )
45,000
(7,593,047 )
1,037,164
3,024,343
(111,981 )
(63,358 )
16,500
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Tax benefits related to stock options - 183

Net cash provided by financing activities 524,731 3,902,851
NET DECREASE IN CASH AND CASH EQUIVALENTS (1,405,548) (2,845,080 )
BEGINNING CASH AND CASH EQUIVALENTS 3,798,811 5,150,344
ENDING CASH AND CASH EQUIVALENTS $2,393,263  $2,305,264

The accompanying notes are an integral part of these unaudited condensed financial statements.
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ImmucCell Corporation
(Unaudited Condensed)
STATEMENTS OF CASH FLOWS

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

During the Nine-Month

Periods Ended

September 30,

2018 2017
CASH PAID FOR:
Income taxes $4,222 $4.,000
Interest $294,728 $123,034

NON-CASH ACTIVITIES:

Change in capital expenditures included in accounts payable and accrued expenses  $(589,964) $1,286,289
Net change in fair value of interest rate swaps $(74,430 ) $(3,419
Fixed asset disposals, gross $18,554 $1,500

The accompanying notes are an integral part of these unaudited condensed financial statements.

)

10
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements

1.BUSINESS OPERATIONS

LEINT3 LRI LT3

ImmuCell Corporation (the “Company”, “we”, “us”, “our”) is an animal health company whose purpose is to create
scientifically-proven and practical products that improve the health and productivity of dairy and beef cattle. The
Company was originally incorporated in Maine in 1982 and reincorporated in Delaware in 1987, in conjunction with
its initial public offering of common stock. We market products that provide immediate immunity to newborn dairy
and beef cattle. We are developing product line extensions of our existing products and are in the late stages of
developing a novel product that addresses mastitis, the most significant cause of economic loss to the dairy industry.
These products help reduce the need to use traditional antibiotics in food producing animals. The Company is subject
to certain risks associated with its stage of development including dependence on key individuals and third party
providers of critical goods and services, competition from other larger companies, the successful sale of existing
products and the development and acquisition of additional commercially viable products with appropriate regulatory
approvals, where applicable. Based on our best estimates and projections, we believe that we have sufficient capital
resources to continue operations for at least twelve months from the date of this filing. These and other risks to our
Company are further detailed under Part II, Item 1A — “Risk Factors” of this Quarterly Report.

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)Basis of Presentation

We have prepared the accompanying unaudited condensed financial statements reflecting all adjustments that are, in
our opinion, necessary in order to ensure that the financial statements are not misleading. We follow accounting
standards set by the Financial Accounting Standards Board (FASB). The FASB sets generally accepted accounting
principles (GAAP) that we follow to ensure we consistently report our financial condition, results of operations,
earnings per share and cash flows. References to GAAP in these footnotes are to the FASB Accounting Standards
Codification'{Codification). Accordingly, we believe that the disclosures are adequate to ensure that the information
presented is not misleading.

(b) Cash and Cash Equivalents

We consider all highly liquid investment instruments that mature within three months of their purchase dates to be
cash equivalents. Cash equivalents are principally invested in securities backed by the U.S. government. Certain cash
balances in excess of Federal Deposit Insurance Corporation (FDIC) limits of $250,000 per financial institution per

11
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depositor are maintained in money market accounts at financial institutions that are secured, in part, by the Securities
Investor Protection Corporation. Amounts in excess of these FDIC limits per bank that are not invested in securities
backed by the U.S. government aggregated $2,140,960 and $3,546,529 as of September 30, 2018 and December 31,
2017, respectively. We account for investments in marketable securities in accordance with Codification Topic 320,
Investments — Debt and Equity Securities. See Note 3.

(c)Inventory

Inventory includes raw materials, work-in-process and finished goods and is recorded at the lower of cost, on the
first-in, first-out method, or net realizable value (determined as the estimated selling price in the normal course of
business, less reasonably predictable costs of completion, disposal and transportation). Work-in-process and finished
goods inventories include materials, labor and manufacturing overhead. At each monthly balance sheet date, we
evaluate our ending inventories for excess quantities and obsolescence. Inventories that we consider excess or obsolete
are reserved. Once inventory is written down and a new cost basis is established, it is not written back up if demand
increases. We believe that supplies and raw materials for the production of our products are available from more than
one vendor or farm. Our policy is to maintain more than one source of supply for the components used in our products
when practicable. However, there is a risk that we could have difficulty in efficiently acquiring essential supplies. See
Note 4.

(d) Accounts Receivable

Accounts receivable are carried at the original invoice amount less an estimate made for doubtful collection.
Management determines the allowance for doubtful accounts on a monthly basis by identifying troubled accounts and
by using historical experience applied to an aging of accounts. Accounts receivable are considered to be past due if a
portion of the receivable balance is outstanding for more than 30 days. Past due accounts receivable are subject to an
interest charge. Accounts receivable are written off when deemed uncollectible. The amount of accounts receivable
written off during all periods reported was immaterial. Recoveries of accounts receivable previously written off are
recorded as income when received. As of September 30, 2018, we determined that no allowance for doubtful accounts
was necessary.

12
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

(e)Property, Plant and Equipment

We depreciate property, plant and equipment on the straight-line method by charges to operations in amounts
estimated to expense the cost of the assets from the date they are first put into service to the end of the estimated
useful lives of the assets. The facility we have constructed to produce the active pharmaceutical ingredient, Nisin, is
being depreciated over 39 years from when a certificate of occupancy was issued during the fourth quarter of 2017.
We began depreciating the equipment for our Nisin production facility when it was placed in service during the third
quarter of 2018. Approximately 89% of these assets are being depreciated over ten years. Significant repairs to fixed
assets that benefit more than a current year are capitalized and depreciated over their useful lives. Insignificant repairs
are expensed when incurred. See Note 6.

(f) Intangible Assets and Goodwill

We amortize intangible assets on the straight-line method by charges to operations in amounts estimated to expense
the cost of the assets from the date they are first put into service to the end of the estimated useful lives of the assets.
We have recorded intangible assets related to customer relationships, non-compete agreements, and developed
technology, each with defined useful lives. We have classified as goodwill the amounts paid in excess of fair value of
the net assets (including tax attributes) acquired in purchase transactions.

We assess the impairment of intangible assets and goodwill that have indefinite lives at the reporting unit level on an
annual basis (as of December 31st) and whenever events or changes in circumstances indicate that the carrying value
of the asset may not be recoverable. We would record an impairment charge if such an assessment were to indicate
that the fair value of such assets was less than the carrying value. Judgment is required in determining whether an
event has occurred that may impair the value of goodwill or identifiable intangible assets. Factors that could indicate
that an impairment may exist include significant under-performance relative to plan or long-term projections,
significant changes in business strategy and significant negative industry or economic trends. Although we believe
intangible assets and goodwill are appropriately stated in the accompanying financial statements, changes in strategy
or market conditions could significantly impact these judgments and require an adjustment to the recorded balance.
No impairments were recorded during the nine-month period ended September 30, 2018 or the year ended December
31, 2017. See Notes 2(h), 7 and 8 for additional disclosures.

(g)Fair Value Measurements

13
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In determining fair value measurements, we follow the provisions of Codification Topic 820, Fair Value
Measurements and Disclosures. Codification Topic 820 defines fair value, establishes a framework for measuring fair
value under GAAP and enhances disclosures about fair value measurements. The topic provides a consistent
definition of fair value which focuses on an exit price, which is the price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between market participants at the measurement date. The topic also
prioritizes, within the measurement of fair value, the use of market-based information over entity-specific information
and establishes a three-level hierarchy for fair value measurements based on the nature of inputs used in the valuation
of an asset or liability as of the measurement date. As of September 30, 2018 and December 31, 2017, the carrying
amounts of cash and cash equivalents, accounts receivable, inventory, other assets, accounts payable, deferred revenue
and accrued liabilities approximate fair value because of their short-term nature. The amount outstanding under our
bank debt facilities is measured at carrying value in our accompanying balance sheets. Our bank debt facilities are
valued using Level 2 inputs. The estimated fair value of our bank debt facilities approximates their carrying value
based on similar instruments with similar maturities. The three-level hierarchy is as follows:

Pricing inputs are quoted prices available in active markets for identical assets or liabilities as of the
measurement date.

Pricing inputs are quoted prices for similar assets or liabilities, or inputs that are observable, either directly
or indirectly, for substantially the full term through corroboration with observable market data.

Pricing inputs are unobservable for the assets or liabilities, that is, inputs that reflect the reporting entity’s
own assumptions about the assumptions market participants would use in pricing the asset or liability.

Level 1-
Level 2-

Level 3-

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such
cases, an asset’s or liability’s level within the fair value hierarchy is based on the lowest level of input that is significant
to the fair value measurement. Our assessment of the significance of a particular input to the fair value measurement

in its entirety requires judgment, and considers factors specific to the investment. We hold money market mutual

funds in a brokerage account, which are classified as cash equivalents and measured at fair value. The fair value of
these investments is based on their closing published net asset value.

14
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

We assess the levels of the investments at each measurement date, and transfers between levels are recognized on the
actual date of the event or change in circumstances that caused the transfer in accordance with our accounting policy
regarding the recognition of transfers between levels of the fair value hierarchy. During the nine-month period ended
September 30, 2018 and the year ended December 31, 2017, there were no transfers between levels. As of September
30, 2018 and December 31, 2017, our Level 1 assets measured at fair value by quoted prices in active markets
consisted of bank savings accounts and money market funds. As of September 30, 2018 and December 31, 2017, our
interest rate swaps were classified as Level 2 and were measured by observable market data in combination with
expected cash flows for each instrument. There were no assets or liabilities measured at fair value on a nonrecurring
basis as of September 30, 2018 or December 31, 2017.

As of September 30, 2018

Level 1 Level 2 gevel Total
Assets:
Cash and money market accounts $2,393,263 $- $ - $2,393,263
Interest rate swaps $- $98,390 $ - $98,390

As of December 31, 2017

Level 1 Level  Level Total

2 3

Assets:
Cash and money market accounts $3,798,811 $- $ - $3,798,811
Liabilities:
Interest rate swaps $- $(996) $ - $(996 )

(h) Valuation of Long-Lived Assets

We periodically evaluate our long-lived assets, consisting principally of fixed assets and amortizable intangible assets,
for potential impairment. In accordance with the applicable accounting guidance for the treatment of long-lived assets,
we review the carrying value of our long-lived assets or asset group that is held and used, including intangible assets
subject to amortization, for impairment whenever events and circumstances indicate that the carrying value of the
assets may not be recoverable. Under the held for use approach, the asset or asset group to be tested for impairment
should represent the lowest level for which identifiable cash flows are largely independent of the cash flows of other
groups of assets and liabilities. We evaluate our long-lived assets whenever events or circumstances suggest that the
carrying amount of an asset or group of assets may not be recoverable. No impairment was recognized during the
nine-month period ended September 30, 2018 or the year ended December 31, 2017.

15
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(i) Concentration of Risk

Concentration of credit risk with respect to accounts receivable is principally limited to certain customers to whom we
make substantial sales. To reduce risk, we routinely assess the financial strength of our customers and, as a
consequence, believe that our accounts receivable credit risk exposure is limited. We maintain an allowance for
potential credit losses when deemed necessary, but historically we have not experienced significant credit losses
related to an individual customer or groups of customers in any particular industry or geographic area. Sales to
significant customers that amounted to 10% or more of total product sales are detailed in the following table:

During the g?rmﬁthih
Three-Month tne-yion
Periods Periods
Ended
Ended September
September 30, 30p
b

2018 2017 2018 2017
Animal Health International, Inc. 50 % 44 % 42 % 42 %
MWI Animal Health 23 % 22 % 22 % 23 %
ANIMART LLC * 10 % 10 % *

*Amount is less than 10%.

16
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

Trade accounts receivable due from significant customers amounted to the percentages of total trade accounts
receivable as detailed in the following table:

As of As of

September 30, December 31,

2018 2017
Animal Health International, Inc. 58 % 40 %
MWI Animal Health 25 % 29 %

(j) Interest Rate Swap Agreements

All derivatives are recognized on the balance sheet at their fair value. We entered into interest rate swap agreements in
2010 and 2015. On the dates the agreements were entered into, we designated the derivatives as hedges of the
variability of cash flows to be paid related to our long-term debt. The agreements have been determined to be highly
effective in hedging the variability of identified cash flows, so changes in the fair market value of the interest rate
swap agreements are recorded as comprehensive income (loss), until earnings are affected by the variability of cash
flows (e.g., when periodic settlements on a variable-rate asset or liability are recorded in earnings). We formally
documented the relationship between the interest rate swap agreements and the related hedged items. We also
formally assess, both at the interest rate swap agreements’ inception and on an ongoing basis, whether the agreements
are highly effective in offsetting changes in cash flow of hedged items. See Note 10.

(k) Revenue Recognition

We sell products that provide immediate immunity to newborn dairy and beef cattle. For periods ended on and before
December 31, 2017, we recognized revenue in accordance with Accounting Standards Codification (ASC) 605 when
four criteria were met. These included i) persuasive evidence that an arrangement existed, ii) delivery had occurred,
iii) our price was fixed and determinable and iv) collectability was reasonably assured. For periods beginning on
January 1, 2018, we recognize revenue in accordance with ASC 606, Revenue from Contracts with Customers. ASC
606 is a single comprehensive model for companies to use in accounting for revenue arising from contracts with
customers. The core principle is that we recognize the amount of revenue to which we expect to be entitled for the
transfer of promised goods or services to customers when a customer obtains control of promised goods or services in
an amount that reflects the consideration we expect to receive in exchange for those goods or services. In addition, the
standard requires disclosure of the nature, amount, timing and uncertainty of revenue and cash flows arising from
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contracts with customers. ASC 606 replaces most existing revenue recognition guidance in U.S. GAAP. We evaluated
the new standard against our existing accounting policies and practices, including reviewing distributor agreements,
purchase orders, invoices, shipping forms, and conducting questionnaires with our sales team. We adopted the
standard using the modified retrospective transition method, and the adoption did not have a material impact on our
financial statements as of the date of adoption (January 1, 2018). Comparative prior periods have not been adjusted
and continue to be reported under ASC 605. We conduct our business with customers through valid purchase orders or
sales orders which are considered contracts and are not interdependent on one another. A performance obligation is a
promise in a contract to transfer a distinct product to the customer. The transaction price is the amount of
consideration we expect to receive under the arrangement. Revenue is measured based on consideration specified in a
contract with a customer. The transaction price of a contract is allocated to each distinct performance obligation and
recognized when or as the customer receives the benefit of the performance obligation. Product transaction prices on a
purchase or sale order are discrete and stand-alone. We recognize revenue when we satisfy a performance obligation
in a contract by transferring control over a product to a customer when product delivery occurs. Consideration is
typically paid approximately 30 days from the time control is transferred. Shipping and handling costs associated with
outbound freight after control over a product has transferred to a customer are accounted for as a fulfillment cost in
costs of goods sold. We have enhanced disclosures related to disaggregation of revenue sources and accounting
policies prospectively as a result of adopting these standards. We do not bill for or collect sales tax because our sales
are generally made to distributors and thus our sales to them are not subject to sales tax. We generally have
experienced an immaterial amount of product returns. See Note 12.

(1) Expense Recognition

In 2018, we adopted ASC 340-40, Accounting for Other Assets and Deferred Costs, which requires sales commissions
and other third party acquisition costs resulting directly from securing contracts with customers to be recognized as an
asset when incurred and to be expensed over the associated contract term or estimated customer life depending on the
nature of the underlying contract. We do not incur costs that are eligible for capitalization. Advertising costs are
expensed when incurred, which is generally during the month in which the advertisement is published. Advertising
expenses amounted to $3,900 and $15,526 during the three-month periods ended September 30, 2018 and 2017 and
$26,895 and $47,863 during the nine-month periods ended September 30, 2018 and 2017, respectively. All product
development expenses are expensed as incurred, as are all related patent costs. We capitalize costs to produce
inventory during the production cycle, and these costs are charged to costs of goods sold when the inventory is sold to
a customer. Adoption of the amended provisions of ASC 340-40 did not have a material impact on our financial
statements.
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

(m)Income Taxes

We account for income taxes in accordance with Codification Topic 740, Income Taxes, which requires that we
recognize a current tax liability or asset for current taxes payable or refundable and a deferred tax liability or asset for
the estimated future tax effects of temporary differences and carryforwards to the extent they are realizable. During
the second quarter of 2018, we assessed our historical and near-term future profitability and decided to record
$563,252 in non-cash income tax expense to create a full valuation allowance against our net deferred tax assets
(which consist largely of net operating loss carryforwards and federal and state tax credits). We have incurred a net
loss for six consecutive quarters and have not been profitable on a year-to-date basis since the nine-month period
ended September 30, 2017 and project additional net losses for some period going forward before returning to
profitability. During the third quarter of 2018, we increased this valuation allowance by $315,725 to $878,977. We
will continue to assess the need for the valuation allowance at each quarter and in the event that actual results differ
from these estimates or we adjust these estimates in future periods, we may need to adjust our valuation allowance.
Codification Topic 740-10 clarifies the accounting for income taxes by prescribing a minimum recognition threshold
that a tax position must meet before being recognized in the financial statements. In the ordinary course of business,
there are transactions and calculations where the ultimate tax outcome is uncertain. In addition, we are subject to
periodic audits and examinations by the Internal Revenue Service and other taxing authorities. Our tax returns for the
years 2014 through 2017 are subject to audit. We have evaluated the positions taken on our filed tax returns. We have
concluded that no uncertain tax positions exist as of September 30, 2018 or December 31, 2017. Although we believe
that our estimates are reasonable, actual results could differ from these estimates. See Note 15.

(n)Stock-Based Compensation

We account for stock-based compensation in accordance with Codification Topic 718, Compensation-Stock
Compensation, which generally requires us to recognize non-cash compensation expense for stock-based payments
using the fair-value-based method. The fair value of each stock option grant has been estimated on the date of grant
using the Black-Scholes option pricing model. Accordingly, we recorded compensation expense pertaining to
stock-based compensation of $89,706 and $46,922 during the three-month periods ended September 30, 2018 and
2017 and $257,697 and $148,035 during the nine-month periods ended September 30, 2018 and 2017, respectively.

(0)Net (Loss) Income Per Common Share

Net (loss) income per common share has been computed in accordance with Codification Topic 260-10, Earnings Per
Share. The net (loss) per share has been computed by dividing the net (loss) by the weighted average number of
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common shares outstanding during the period. All stock options have been excluded from the denominator in the
calculation of dilutive earnings per share when we are in a loss position, as the inclusion would be anti-dilutive. The
basic net income per share has been computed by dividing net income by the weighted average number of common
shares outstanding during the period. The diluted net income per share has been computed by dividing net income by
the weighted average number of shares outstanding during the period plus all outstanding stock options with an
exercise price that is less than the average market price of the common stock during the period less the number of
shares that could have been repurchased at this average market price with the proceeds from the hypothetical stock
option exercises. The weighted average and diluted number of shares outstanding consisted of the following:

?Err:eligl\;[lz)enth During the Nine-Month

Periods Ended Periods Ended

September 30, September 30,

2018 2017 2018 2017
Weighted average number of shares outstanding 5,483,880 4,992,803 5,481,095 4,896,782
Effect of dilutive stock options - - - 102,463
Diluted number of shares outstanding 5,483,880 4,992,803 5,481,095 4,999,245

Outstanding stock options not included in the calculation because

the effect would be anti-dilutive 489,000 367,000 489,000 63,000

(p) Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the period. Although
we regularly assess these estimates, actual amounts could differ from those estimates. Changes in estimates are
recorded during the period in which they become known. Significant estimates include our inventory valuation,
valuation of goodwill and long-lived assets, accrued expenses, costs of goods sold, and useful lives of intangible
assets.
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

(q)New Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases, which requires lessees to put most leases on their
balance sheet but recognize expenses on their income statement in a manner similar to existing accounting practices.
ASU 2016-02 is effective for fiscal years beginning after December 15, 2018, including interim periods therein. Early
adoption is permitted. Based on our current lease agreements, we are not subject to material lease obligations, and we
do not expect ASU 2016-02 to have a material impact on our financial statements.

In May 2017, the FASB issued ASU 2017-09, Compensation-Stock Compensation (Topic 718): Scope of Modification
Accounting to provide clarity and reduce both diversity in practice and cost complexity when applying the guidance in
Topic 718 to a change to the terms and conditions of a stock-based payment award. ASU 2017-09 also provides
guidance about the types of changes to the terms or conditions of a share-based payment award that require an entity
to apply modification accounting in accordance with Topic 718. The standard is effective for interim and annual
reporting periods beginning after December 15, 2017, with early adoption permitted. We adopted this guidance during
the three-month period ended March 31, 2018. The adoption of this guidance did not have a material impact on our
financial statements.

In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging (Topic 815): Targeted Improvements to
Accounting for Hedging Activities. The new guidance is intended to more closely align hedge accounting with entities’
hedging strategies, simplify the application of hedge accounting and increase the transparency of hedging programs.
ASU 2017-12 is effective for fiscal years beginning after December 15, 2018, including interim periods within those
fiscal years, with early adoption permitted. For cash flow and net investment hedges existing at the date of adoption,
ASU 2017-12 must be applied through a cumulative-effect adjustment. The amended presentation and disclosure
guidance is required only prospectively. We are currently evaluating the impact of the adoption of this guidance on
our financial statements. The adoption of ASU 2017-12 is not expected to have a material impact on our financial
statements.

3.CASH AND CASH EQUIVALENTS

Cash and cash equivalents consisted of the following:
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September 30, December 31,
2018 2017
Cash and cash equivalents $ 2,393,263 $ 3,798,811

Short-term investments were liquidated during 2017 to finance the investment in our Nisin production facility. The
cost of securities sold is determined based on the specific identification method. Realized gains and losses, and

declines in value judged to be other than temporary, are included in investment income. We are required by bank debt
covenant to maintain at least $2,000,000 of otherwise unrestricted cash, cash equivalents and short-term investments.

4. INVENTORY

Inventory consisted of the following:

As of As of

September 30, December 31,

2018 2017
Raw materials  $ 416,139 $ 483,329
Work-in-process 1,310,526 1,349,649
Finished goods 523,277 216,754
Total $ 2,249,942 $ 2,049,732

S.PREPAID EXPENSES AND OTHER CURRENT ASSETS

Prepaid expenses and other current assets consisted of the following:

As of As of

September 30, December 31,

2018 2017
Other receivables® $ 390,207 $ 149,590
Prepaid expenses 296,380 130,813
Security deposits @ 34,264 34,264
Total $ 720,851 $ 314,667

(D'This amount includes $250,000 due from a third party for the sale of assets. See Note 13.
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@ This amount consists of the current portion of escrow funds held against certain construction performance
requirements for our Nisin production facility.

-10 -
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

6.PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consisted of the following:

Estimated As of As of
Useful Lives
September 30, December 31,

(in years) 2018 2017
Laboratory and manufacturing equipment 3-10 $ 15,042,596 $5,511,452
Building and improvements 10-39 17,006,716 16,966,728
Office furniture and equipment 3-10 734,887 698,877
Construction in progress 34,786 8,315,436
Land 516,867 518,999
Property, plant and equipment, gross 33,335,852 32,011,492
Accumulated depreciation (6,863,398 ) (5,941,803 )
Property, plant and equipment, net $26,472,454 $26,069,689

As of December 31, 2017, construction in progress consisted principally of payments for equipment to be used in our
Nisin production facility. Approximately $18,554 and $435,448 of property, plant and equipment, gross, was disposed
of during the nine-month period ended September 30, 2018 and the year ended December 31, 2017, respectively.

7.BUSINESS ACQUISITION

On January 4, 2016, we acquired certain business assets and processes from DAY 1"fechnology, LLC of Minnesota.
The acquired rights and know-how are primarily related to formulating our bovine antibodies into a gel solution for an
oral delivery option to newborn calves via a syringe (or tube). This product format offers customers an alternative
delivery option to the bolus (the standard delivery format of the bivalent First Defense® product since first approval
by the U.S. Department of Agriculture (USDA) and product launch in 1991). The formulation was developed for us
and has been sold as a feed product without disease claims since 2012. Tri-Shield First Defense is being sold in this
format because the additional antibodies do not fit in the bolus. This purchase also includes certain other related
private-label products. The total purchase price was approximately $532,000. Approximately $368,000 of this amount
was paid as of the closing date. A technology transfer payment of $97,000 was made during the third quarter of 2016.
There are also royalty payments owed based on a percentage of sales made through December 31, 2018, which are
due semi-annually in January and July. There is no limit to the royalty amount. As of January 4, 2016, we estimated
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the aggregate royalties to be paid would be approximately $67,000, which was recorded in accounts payable and
accrued expenses. The amount due was estimated to be approximately $10,000 and $18,000 as of September 30, 2018
and December 31, 2017, respectively, which was recorded in accounts payable and accrued expenses as of those dates.
Royalty expense of $12,046 and $6,836 was incurred for sales recorded during the nine-month periods ended
September 30, 2018 and 2017, respectively. The estimated fair values of the assets purchased in this transaction
included inventory of approximately $113,000, machinery and equipment of approximately $132,000, a developed
technology intangible of approximately $191,000 (which includes an immaterial amount of value associated with
customer relationships and a non-compete agreement, and was valued using the relief from royalty method) and
goodwill of approximately $96,000. The intangible assets and goodwill are deductible for tax return purposes. The
goodwill arising from the acquisition consists largely of the estimated value of anticipated growth opportunities
arising from synergies and efficiencies. The measurement period for the transaction was closed as of June 30, 2016,
and we continue to assess any impairment of these assets acquired in accordance with our policies. The impact of the
acquisition on our pro forma prior year operations is not material. As of December 31, 2016, we vacated the rented
facility in Minnesota that had been used to produce the gel solution format of our product and certain other related
private-label products. This resulted in the termination of employment of four employees, as these production
functions were consolidated into our Portland facility, which enables us to better utilize existing infrastructure and
larger scale equipment to improve operating efficiencies.

-11 -
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

8.INTANGIBLE ASSETS

The intangible assets described in Note 7 are being amortized to cost of goods sold over their useful lives, which are

estimated to be 10 years. Intangible amortization expense was $4,776 during the three-month periods ended

September 30, 2018 and 2017 and $14,328 during the nine-month periods ended September 30, 2018 and 2017. The

net value of these intangibles was $138,504 and $152,832 as of September 30, 2018 and December 31, 2017,
respectively. A summary of intangible amortization expense estimated for the periods subsequent to September 30,

2018 is as follows:

Period Amount
Three-month period ending December 31, 2018 $4,776
Year ending December 31, 2019 19,104
Year ending December 31, 2020 19,104
Year ending December 31, 2021 19,104
Year ending December 31, 2022 19,104
After December 31, 2022 57,312
Total $138,504

Intangible assets as of September 30, 2018 consisted of the following:

Gross Net

Carrying Accumulated Book

Value Amortization Value
Developed technology ~ $184,100 $ (50,628 ) $133,472
Customer relationships 1,300 (357 ) 943
Non-compete agreements 5,640 (1,551 ) 4,089
Total $191,040 $ (52,536 ) $138,504

Intangible assets as of December 31, 2017 consisted of the following:

Accumulated
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Gross Amortization Net

Carrying Book

Value Value
Developed technology ~ $184,100 $ (36,820 ) $147,280
Customer relationships 1,300 (260 ) 1,040
Non-compete agreements 5,640 (1,128 ) 4,512
Total $191,040 $ (38,208 ) $152,832

9.ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses consisted of the following:

As of As of

September 30, December 31,

2018 2017
Accounts payable — capital $ 51,426 $ 641,389
Accounts payable — trade 515,785 580,456
Accrued payroll 281,036 254,743
Accrued professional fees 95,575 64,200
Accrued other 116,862 182,482
Total $ 1,060,684 $ 1,723,270

-12 -
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

10.BANK DEBT

We have in place five credit facilities and a line of credit with TD Bank N.A. that are secured by substantially all of
our assets and are subject to certain restrictions and financial covenants. The first note (Loan #1) is not to exceed 80%
of the appraised value of our corporate headquarters and production and research facility at 56 Evergreen Drive in
Portland. Proceeds of $1,000,000 were received during the third quarter of 2010 with monthly principal and interest
payments due for ten years. Based on a fifteen-year amortization schedule, a balloon principal payment of $451,885
will be due during the third quarter of 2020. As of September 30, 2018, $579,485 was outstanding under this first note
(Loan #1). Proceeds from a $2,500,000 second mortgage on our corporate headquarters (Loan #2) were received
during the third quarter of 2015 with monthly principal and interest payments due for ten years. Based on a
twenty-year amortization schedule, a balloon principal payment of approximately $1,550,000 will be due during the
third quarter of 2025. As of September 30, 2018, $2,256,028 was outstanding under Loan #2. During the first quarter
of 2016, we entered into two additional credit facilities (Loans #3 and #4) aggregating up to approximately
$4,500,000. As a result of loan amendments entered into the during the first quarter of 2017, these two credit facilities
were increased to up to $6,500,000, subject to certain restrictions set forth in the agreements. The third note (Loan #3)
is comprised of a construction loan of up to $3,940,000 and not to exceed 80% of the cost of the equipment to be
installed in our commercial-scale Nisin production facility at 33 Caddie Lane in Portland. As amended, interest only
was payable at a variable rate equal to the one-month LIBOR (adjusted at each monthly payment date) plus a margin
of 2.25% (which was equal to approximately 4.35% for the one-month period beginning October 1, 2018) through
September 2018, at which time the loan converted to a seven-year term loan facility at the same variable interest rate
with monthly principal and interest payments due based on a seven-year amortization schedule. As of September 30,
2018, $3,940,000 was outstanding under this third note. The fourth note (Loan #4) is comprised of a construction loan
of up to $2,560,000 and not to exceed 80% (75% prior to the 2017 amendments) of the appraised value of our
commercial-scale Nisin production facility. As amended, interest only was payable at a variable rate equal to the
one-month LIBOR (adjusted at each monthly payment date) plus a margin of 2.25% (which was equal to
approximately 4.35% for the one-month period beginning October 1, 2018) through March 2018, at which time the
loan converted to a term loan facility at the same variable interest rate with monthly principal and interest payments
due for ten years. Based on a twenty-year amortization schedule, a balloon principal payment of approximately
$1,408,000 will be due during the first quarter of 2027. As of September 30, 2018, $2,496,000 was outstanding under
this fourth note. The fifth note (Loan #5) is a mortgage that is secured by the 4,114 square foot warehouse and storage
facility we acquired adjacent to our Nisin production facility. Proceeds of $340,000 were received during the first
quarter of 2017. This note bears interest at a variable rate equal to the one-month LIBOR (adjusted at each monthly
payment date) plus a margin of 2.25% (which was equal to approximately 4.31% for the one-month period beginning
September 16, 2018) with monthly principal and interest payments due for ten years. Based on a twenty-year
amortization schedule, a balloon principal payment of approximately $206,000 will be due during the first quarter of
2027. As of September 30, 2018, $323,333 was outstanding under this fifth note. We are required by bank debt
covenant to maintain at least $2,000,000 of otherwise unrestricted cash, cash equivalents and short-term investments.
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We hedged our interest rate exposures on Loan #1 and Loan #2 with interest rate swap agreements that effectively
converted floating interest rates based on the one-month LIBOR plus a margin of 3.25% and 2.25% to the fixed rates
of 6.04% and 4.38%, respectively. As of September 30, 2018, the variable rates on these two mortgage notes were
approximately 5.40% and 4.43%, respectively. All derivatives are recognized on the balance sheet at their fair value.
At the time of the closings and thereafter, the agreements were determined to be highly effective in hedging the
variability of the identified cash flows and have been designated as cash flow hedges of the variability in the hedged
interest payments. Changes in the fair value of the interest rate swap agreements are recorded in other comprehensive
income, net of taxes. The original notional amounts of the interest rate swap agreements of $1,000,000 and $2,500,000
amortize in accordance with the amortization of the mortgage notes. The notional amount of the interest rate swaps
was $2,835,513 as of September 30, 2018. The fair values of the interest rate swaps have been determined using
observable market-based inputs or unobservable inputs that are corroborated by market data. Accordingly, the interest
rate swaps are classified as level 2 within the fair value hierarchy provided in Codification Topic 820, Fair Value
Measurements and Disclosures.

During the During the
Three-Month Nine-Month

Periods Ended Periods Ended

September 30, September 30,

2018 2017 2018 2017
Payments required by interest rate swaps ~ $1,391  $8,115 $9,499 $29,834
Other comprehensive income, net of taxes $14,330 $1,824 $74,430 $3,419

In connection with the credit facilities entered into during the third quarters of 2010 and 2015, we incurred debt issue
costs of $26,489 and $34,125, respectively. In connection with the credit facilities and amendments thereto entered
into during the first quarters of 2016 and 2017, we incurred debt issue costs of $46,734 and $66,622, respectively. The
2017 amendments to the 2016 agreements were accounted for as modifications. The amortization of debt issuance
costs is being recorded as a component of other expenses and is being amortized over the terms of the respective credit
facilities.

- 13-
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

Debt proceeds received and principal repayments made during the three-month periods ended September 30, 2018 and
2017 are reflected in the following table by loan:

During the Three-Month Periods Ended

September 30, 2018 September 30, 2017
Proceeds Debt Proceeds Debt
from . . from . .
Principal Principal
i)szzfmce Repayments })szzzmce Repayments
Loan #1 $- $ (16,219 ) $- $ (15264 )
Loan #2 - 21,279 ) - (20,343 )
Loan #3 426,499 - 2,184,343 -
Loan #4 - (32,000 ) - -
Loan #5 - (2,640 ) - (2,802 )
Total $426,499 $ (72,138 ) $2,184,313 $ (38,409 )

Debt proceeds received and principal repayments made during the nine-month periods ended September 30, 2018 and
2017 are reflected in the following table by loan:

During the Nine-Month Periods Ended
September 30, 2018 September 30, 2017

Erooncleeds Df?bt . Proceeds D(?bt .
Debt Principal from Debt  Principal
Issuance Repayments Issuance Repayments
Loan #1 $- $(47,995 ) $- $ 45,168 )
Loan#2 - (63,837 ) - (61,029 )
Loan#3 426,499 - 2,684,343 -
Loan#4 267,141 (64,000 ) - -
Loan#5 - (8,055 ) 340,000 (5,784 )

Total  $693,640 $ (183,887 ) $3,024,343 $ (111,981 )

Principal payments (net of debt issuance costs) due under bank loans outstanding as of September 30, 2018 (excluding
our $500,000 line of credit) are reflected in the following table by the year that payments are due:
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Three-Months Year Year Year Year
. . . . . After

ending ending ending ending Ending 12/31/2022 Total

12/31/2018 12/31/2019 12/31/2020 12/31/2021 12/31/2022
Loan#1 $ 16,881 $ 68,908 $493,696  $- $ - $- $579,485
Loan #2 22,260 89,997 94,005 98,538 103,077 1,848,151 2,256,028
Loan #3(1 140,714 562,857 562,857 562,857 562,857 1,547,858 3,940,000
Loan #4( 32,000 128,000 128,000 128,000 128,000 1,952,000 2,496,000
Loan #52 2,874 11,812 12,332 12,874 13,441 270,000 323,333

Total $ 214,729 $861,574 $1,290,890 $802,269  $807,375 $5,618,009 $9,594,846
Debt Issuance

Costs (117,355 )
Total $9,477,491

These notes bear interest at a variable rate equal to the one-month LIBOR plus a margin of 2.25%. Figures in this
(Dtable are estimated using an interest rate of approximately 4.35%. The actual interest rate and principal payments
will be different.

This note bears interest at a variable rate equal to the one-month LIBOR plus a margin of 2.25%. Figures in this
()table are estimated using an interest rate of approximately 4.31%. The actual interest rate and principal payments
will be different.

During the third quarter of 2010, we entered into a $500,000 line of credit with TD Bank N.A., which has been
renewed approximately annually since then and is available as needed and has been extended through May 31, 2020.
There was no outstanding balance under this line of credit as of September 30, 2018 or December 31, 2017. Interest
on borrowings against the line of credit is variable at the higher of 4.25% per annum or the one-month LIBOR plus
3.5% per annum.

14 -
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

11.STOCKHOLDERS’ EQUITY

On October 28, 2015, we filed a registration statement on Form S-3 (File No. 333-207635) with the Securities and
Exchange Commission (SEC) for the potential issuance of up to $10,000,000 in equity securities (subject to certain
limitations). This registration statement became effective on November 10, 2015. Under this form of registration
statement, we were limited within a twelve-month period to raising gross proceeds of no more than one-third of the
market capitalization of our common stock (as determined by the high price of our common stock within the
preceding 60 days leading up to a sale of securities) held by non-affiliates (non-insiders) of the Company.

On February 3, 2016, we sold 1,123,810 shares of common stock at a price to the public of $5.25 per share in an
underwritten public offering pursuant to our effective shelf registration statement on Form S-3, raising gross proceeds
of approximately $5,900,000 and resulting in net proceeds to the Company of approximately $5,313,000 (after
deducting underwriting discounts and offering expenses incurred in connection with the equity financing).

On October 21, 2016, we closed on a private placement of 659,880 shares of common stock to nineteen institutional
and accredited investors at $5.25 per share, raising gross proceeds of approximately $3,464,000 and resulting in net
proceeds to the Company of approximately $3,161,000 (after deducting placement agent fees and other expenses
incurred in connection with the equity financing).

On July 27, 2017, we issued 200,000 shares of our common stock at a price of $5.25 per share to two related investors
pursuant to our effective shelf registration statement on Form S-3, raising gross proceeds of $1,050,000 and resulting
in net proceeds of approximately $1,034,000 (after deducting expenses incurred in connection with the equity
financing).

On December 21, 2017, we sold 417,807 shares of common stock at a price to the public of $7.30 per share in an
underwritten public offering pursuant to our effective shelf registration statement on Form S-3, raising gross proceeds
of approximately $3,050,000 and resulting in net proceeds to the Company of approximately $2,734,000 (after
deducting underwriting discounts and offering expenses incurred in connection with the equity financing).
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At the June 15, 2016 Annual Meeting of Stockholders, we reported that our stockholders voted to approve an
amendment to the Company’s Certificate of Incorporation to increase the number of shares of common stock
authorized for issuance from 8,000,000 to 10,000,000. After careful consideration, we determined that the method of
voting instructions described in our Proxy Statement was not consistent with the way the votes were actually recorded
in accordance with stock exchange rules. Therefore, during the second quarter of 2017, we elected to treat the
amendment as ineffective, and there was no increase in our authorized common stock. At the June 14, 2018 Annual
Meeting of Stockholders, our stockholders voted to approve an amendment to the Company’s Certificate of
Incorporation to increase the number of shares of common stock authorized for issuance from 8,000,000 to
11,000,000.

In June 2000, our stockholders approved the 2000 Stock Option and Incentive Plan (the “2000 Plan”) pursuant to the
provisions of the Internal Revenue Code of 1986, under which employees and certain service providers may be
granted options to purchase shares of the Company’s common stock at i) no less than fair market value on the date of
grant in the case of incentive stock options and ii) no less than 85% of fair market value on the date of grant in the
case of non-qualified stock options. Vesting requirements are determined by the Compensation and Stock Option
Committee of the Board of Directors on a case by case basis. Originally, 250,000 shares of common stock were
reserved for issuance under the 2000 Plan. The stockholders of the Company approved an increase in this number to
500,000 shares in June 2001. All options granted under the 2000 Plan expire no later than ten years from the date of
grant. The 2000 Plan expired in February 2010, after which date no further options could be granted under the 2000
Plan. However, outstanding options under the 2000 Plan may be exercised in accordance with their terms.

In June 2010, our stockholders approved the 2010 Stock Option and Incentive Plan (the “2010 Plan”) pursuant to the
provisions of the Internal Revenue Code of 1986, under which employees and certain service providers may be
granted options to purchase shares of the Company’s common stock at no less than fair market value on the date of
grant. At that time, 300,000 shares of common stock were reserved for issuance under the 2010 Plan and subsequently
no additional shares have been reserved for the 2010 Plan. Vesting requirements are determined by the Compensation
and Stock Option Committee of the Board of Directors on a case by case basis. All options granted under the 2010
Plan expire no later than ten years from the date of grant. The 2010 Plan expires in June 2020, after which date no
further options could be granted under the 2010 Plan. However, options outstanding under the 2010 Plan at that time
could be exercised in accordance with their terms.

-15-
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

In June 2017, our stockholders approved the 2017 Stock Option and Incentive Plan (the “2017 Plan”) pursuant to the
provisions of the Internal Revenue Code of 1986, under which employees and certain service providers may be
granted options to purchase shares of the Company’s common stock at no less than fair market value on the date of
grant. At that time, 300,000 shares of common stock were reserved for issuance under the 2017 Plan. Vesting
requirements are determined by the Compensation and Stock Option Committee of the Board of Directors on a case
by case basis. All options granted under the 2017 Plan expire no later than ten years from the date of grant. The 2017
Plan expires in March 2027, after which date no further options could be granted under the 2017 Plan. However,
options outstanding under the 2017 Plan at that time could be exercised in accordance with their terms. Activity under
the stock option plans described above was as follows:

Weighted

2000 2010 2017  Average ‘‘BSresate
Plan Plan Plan Exercise ..
. Intrinsic
Price
Value®
Outstanding at December 31, 2016 126,500 124,500 - $ 3.89 $516,990
Grants - 141,000 - $ 592
Terminations (5,000 ) (16,000) - $ 5.68
Exercises (4,000 ) (7,000 ) - $ 3.47
Outstanding at December 31, 2017 117,500 242,500 - $ 4.58 $1,513,980
Grants - 44,500 122,500 $ 7.39
Terminations - (15,000) (11,000) $ 6.55
Exercises (10,000) (2,000 ) - $ 3.38
Outstanding at September 30, 2018 107,500 270,000 111,500 $ 5.47 $1,400,530
Vested at September 30, 2018 107,500 36,500 - $ 2.59 $827,070
Vested and expected to vest at September 30,2018 107,500 270,000 111,500 $ 5.47 $1,400,530
Reserved for future grants - 1,000 188,500

. Intrinsic value is the difference between the fair market value as of the date indicated and as of the date of the
option grant.

During the nine-month period ended September 30, 2018, five employees exercised stock options covering 12,000
shares. Four thousand of these options were exercised for cash, resulting in total proceeds of $15,490, and 8,000 of
these options were exercised by the surrender of 3,469 shares of common stock with a fair market value of $25,040 at
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the time of exercise and $10 in cash. During the year ended December 31, 2017, six employees exercised stock
options covering 11,000 shares for cash, resulting in total proceeds of $49,560.

The weighted average remaining life of the options outstanding under the 2000 Plan, the 2010 Plan and the 2017 Plan
as of September 30, 2018 was approximately five years and six months. The weighted average remaining life of the
options exercisable under these plans as of September 30, 2018 was approximately nine months. The exercise prices
of the options outstanding as of September 30, 2018 ranged from $1.70 to $8.90 per share. The 167,000 stock options
granted during the nine-month period ended September 30, 2018 had exercise prices between $6.81 and $8.43 per
share. The 141,000 stock options granted during the year ended December 31, 2017 had exercise prices between $5.33
and $8.90 per share. The aggregate intrinsic value of options exercised during 2018 and 2017 approximated $46,790
and $43,470, respectively. The weighted-average grant date fair values of options granted during 2018 and 2017 were
$4.21 and $3.51 per share, respectively. As of September 30, 2018, total unrecognized stock-based compensation
related to non-vested stock options aggregated $795,891, which will be recognized over a weighted average period of
one year and eleven months. The fair value of each stock option grant has been estimated on the date of grant using
the Black-Scholes option pricing model, for the purpose discussed in Note 2(n), with the following weighted-average
assumptions for the three-month and nine-month periods ended September 30, 2018 and for the year ended December
31,2017:

During the During the During the
Three-Month  Nine-Month Year

Period Ended  Period Ended Ended
September 30, September 30, December

2018 2018 31,2017
Risk-free interest rate 2.5 % 2.6 % 1.9 %
Dividend yield 0 % 0 % 0 %
Expected volatility 57 % 57 % 61 %
Expected life 6.5 years 6.5 years 6.5 years

The risk-free interest rate is based on U.S. Treasury yields for a maturity approximating the expected option term,
while the other assumptions are derived from averages of our historical data.
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

Common Stock Rights Plan

In September 1995, our Board of Directors adopted a Common Stock Rights Plan (the “Rights Plan”) and declared a
dividend of one common share purchase right (a “Right”) for each of the then outstanding shares of the common stock
of the Company as well as subsequently issued shares of such common stock. Each Right entitles the registered holder
to purchase from the Company one share of common stock at an initial purchase price of $70.00 per share, subject to
adjustment. The description and terms of the Rights are set forth in a Rights Agreement between the Company and
American Stock Transfer & Trust Co., as Rights Agent.

The Rights (as amended) become exercisable and transferable apart from the common stock upon the earlier of i) 10
days following a public announcement that a person or group (Acquiring Person) has, without the prior consent of the
Continuing Directors (as such term is defined in the Rights Agreement), acquired beneficial ownership of 20% or
more of the outstanding common stock or ii) 10 days following commencement of a tender offer or exchange offer the
consummation of which would result in ownership by a person or group of 20% or more of the outstanding common
stock (the earlier of such dates being called the Distribution Date).

Upon the Distribution Date, the holder of each Right not owned by the Acquiring Person would be entitled to
purchase common stock at a discount to the initial purchase price of $70.00 per share, effectively equal to one half of
the market price of a share of common stock on the date the Acquiring Person becomes an Acquiring Person. If, after
the Distribution Date, the Company should consolidate or merge with any other entity and the Company were not the
surviving company, or, if the Company were the surviving company, all or part of the Company’s common stock were
changed or exchanged into the securities of any other entity, or if more than 50% of the Company’s assets or earning
power were sold, each Right would entitle its holder to purchase, at the Rights’ then-current purchase price, a number
of shares of the acquiring company’s common stock having a market value at that time equal to twice the Right’s
exercise price.

At any time after a person or group becomes an Acquiring Person and prior to the acquisition by such person or group
of 50% or more of the outstanding common stock, the Board of Directors of the Company may exchange the Rights
(other than Rights owned by such person or group which have become void), in whole or in part, at an exchange ratio
of one share of common stock per Right (subject to adjustment). At any time prior to 14 days following the date that
any person or group becomes an Acquiring Person (subject to extension by the Board of Directors), the Board of
Directors of the Company may redeem the then outstanding Rights in whole, but not in part, at a price of $0.005 per
Right, subject to adjustment.
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At various times over the years, our Board of Directors has voted to authorize amendments of the Rights Agreement
to extend the Final Expiration Date, which is currently September 19, 2022. Our Board of Directors also has voted to
authorize amendments to increase the ownership threshold for determining “Acquiring Person” status to 20%. During
the second quarter of 2015, our Board of Directors also voted to authorize an amendment to remove a provision that
prevented a new group of directors elected following the emergence of an Acquiring Person (an owner of more than
20% of our stock) from controlling the Rights Plan by maintaining exclusive authority over the Rights Plan with
pre-existing directors. We did this because such provisions have come to be viewed with disfavor by Delaware courts.
Each time that we made such amendments we entered into amendments to the Rights Agreement with the Rights
Agent reflecting such extensions, threshold increases or provision changes. No other changes have been made to the
terms of the Rights or the Rights Agreement.

12.REVENUE

We primarily offer the First Defense® product line to dairy and beef producers to prevent scours in newborn calves.
Generally, our products are promoted to veterinarians and dairy and beef producers by our sales team and then sold
through distributors. Our primary market is North America. We do sell into select international regions and may
expand this international reach in the future. The demand for animal protein, that must be produced efficiently while
insuring food quality and safety, increases as the human population grows. Our products help address the growing
human health concern about using less antibiotics in food-producing animals. There were no material changes
between the allocation and timing of revenue recognition during the three-month and nine-month periods ended
September 30, 2018 (under ASC 606) and the three-month and nine-month periods ended September 30, 2017 (under
ASC 605). We do not have any contract assets such as contracts for which we have satisfied the performance
obligations but do not yet have the right to bill for or contract liabilities such as customer advances. All trade
receivables on our balance sheet are from contracts with customers. We incur no material costs to obtain contracts. As
of March 31, 2018, we had a backlog of orders (representing purchase orders received from customers which were not
fulfilled or paid) worth approximately $1,245,000 for the First Defense® product line. Before June 30, 2018 we
cleared all of this backlog that was related to orders for our bivalent formats of the First Defense® product line (which
will be re-branded as Dual-Force First Defenseo). As of September 30, 2018, we had a backlog of orders for
Tri-Shield First Defense® worth approximately $301,000. We do not have any contract assets such as contracts for
which we have satisfied the performance obligations but do not yet have the right to bill for or contract liabilities such
as customer advances. All trade receivables on our condensed financial statements are from contracts with customers.
We incur no material costs to obtain a contract.

-17 -
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

The following table presents our product sales disaggregated by geographic area:

During the During the
Three-Month  Nine-Month

Period Ended Period Ended
September 30, September 30,

2018 2018
United States $ 1,893,483 $ 7,033,232
Other 260,267 1,016,249

Total product sales $ 2,153,750 $ 8,049,481

The following table presents our product sales disaggregated by major product category:

During the During the
Three-Month  Nine-Month

Period Ended Period Ended
September 30, September 30,

2018 2018
First Defense® product line $ 2,118,655 $ 7,783,006
Other animal health 35,095 266,475
Total product sales $ 2,153,750 $ 8,049,481

13.GAIN ON SALE OF ASSETS

During the third quarter of 2018, we sold the assets underlying our water diagnostic product for $700,000. This sale of
assets was recognized as an operating activity at that time in accordance with ASC 610: Other Income and ASC 810:
Consolidation. An upfront payment of $250,000 was received upon closing, a second payment of $250,000 (which
was recorded in prepaid expenses and other current assets) is due during the third quarter of 2019 and a third payment
of $200,000 (which was recorded in other assets) is due during the fourth quarter of 2019.
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14.OTHER EXPENSES, NET

Other expenses, net, consisted of the following:

During the During the
Three-Month Nine-Month

Periods Ended Periods Ended

September 30, September 30,

2018 2017 2018 2017
Interest expense $109,651 $53,168 $311,934 $136,563
Interest income (3,237 ) (2,983) (10,270) (15,358)
Other gains - 947 ) - (5,328 )
Other expenses, net $106,414 $49,238 $301,664 $115,877

15.INCOME TAXES

Our income tax benefit aggregated $5,598 and $192,303 (amounting to 2% and 36% of our (loss) before income taxes,
respectively) for the three-month periods ended September 30, 2018 and 2017, respectively. Our income tax expense
aggregated $447,075 and $28,108 (amounting to 54% and 51% of our (loss) income before income taxes,
respectively) for the nine-month periods ended September 30, 2018 and 2017, respectively. As of September 30, 2018,
we had federal net operating loss carryforwards of approximately $1,700,000 that expire in 2034 through 2037 (if not
utilized before then) and state net operating loss carryforwards of approximately $429,000 that expire in 2037 (if not
utilized before then). Additionally, we had federal general business tax credit carryforwards of approximately
$335,000 that expire in 2027 through 2037 (if not utilized before then) and state tax credit carryforwards of
approximately $294,000 that expire in 2023 through 2037 (if not utilized before then). The $965,000 licensing
payment that we made during the fourth quarter of 2004 was treated as an intangible asset and is being amortized over
15 years, for tax return purposes only. Approximately $1,112,000 of our investment in a small-scale facility to
produce the Drug Substance (our Active Pharmaceutical Ingredient, Nisin) was expensed as incurred for our books
from 2013 to 2015. Included in this amount is approximately $820,000 that was capitalized and is being depreciated
over statutory periods for tax return purposes only.

- 18 -
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

The Tax Cuts and Jobs Act was signed into law in December 2017. This legislation made significant changes in the
U.S. tax law, including a reduction in the corporate tax rates, changes to net operating loss carryforwards and
carrybacks and a repeal of the corporate alternative minimum tax. The legislation reduced the U.S. corporate tax rate
from the prior rate of 34% to 21%. As a result of the enacted law, we were required to revalue deferred tax assets and
liabilities at the enacted rate in 2017.

The provision for income taxes is determined using the asset and liability approach of accounting for income taxes.
Under this approach, deferred taxes represent the estimated future tax effects of temporary differences between book
and tax treatment of assets and liabilities and carryforwards to the extent they are realizable. During the second quarter
of 2018, we recorded a valuation allowance of $563,252 against these deferred tax assets because we have incurred a
net loss for six consecutive quarters and have not been profitable on a year-to-date basis since the nine-month period
ended September 30, 2017 and project additional net losses for some period going forward before returning to
profitability. During the third quarter of 2018, we increased this valuation allowance by $315,725 to $878,977. While
we consider future taxable income and feasible tax planning strategies in assessing the need for a valuation allowance,
in the event we were to determine that we would be able to realize our deferred tax assets in the future in excess of the
net recorded amount, a reduction of the valuation allowance would increase income in the period such determination
was made. Likewise, should we determine that we would not be able to realize all or part of our net deferred tax asset
in the future, an increase to the valuation allowance would be charged to income in the period such determination was
made.

Net operating loss carryforwards, credits, and other tax attributes are subject to review and possible adjustment by the
Internal Revenue Service. Section 382 of the Internal Revenue Code contains provisions that could place annual
limitations on the future utilization of net operating loss carryforwards and credits in the event of a change in
ownership of the Company, as defined.

The Company files income tax returns in the U.S. federal jurisdiction and several state jurisdictions. With few
exceptions, the Company is no longer subject to income tax examinations by tax authorities for years before 2014. We
currently have no tax examinations in progress. We also have not paid additional taxes, interest or penalties as a result
of tax examinations nor do we have any unrecognized tax benefits for any of the periods in the accompanying
financial statements.

16.CONTINGENT LIABILITIES AND COMMITMENTS
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Our bylaws, as amended, in effect provide that the Company will indemnify its officers and directors to the maximum
extent permitted by Delaware law. In addition, we make similar indemnity undertakings to each director through a
separate indemnification agreement with that director. The maximum payment that we may be required to make under
such provisions is theoretically unlimited and is impossible to determine. We maintain directors’ and officers’ liability
insurance, which may provide reimbursement to the Company for payments made to, or on behalf of, officers and
directors pursuant to the indemnification provisions. Our indemnification obligations were grandfathered under the
provisions of Codification Topic 460, Guarantees. Accordingly, we have recorded no liability for such obligations as
of September 30, 2018. Since our incorporation, we have had no occasion to make any indemnification payment to or
on behalf of to any of our officers or directors for any reason.

The development, manufacturing and marketing of animal health care products entails an inherent risk that liability
claims will be asserted against us during the normal course of business. We are aware of no such claims against us as
of the date of this filing. We feel that we have reasonable levels of liability insurance to support our operations.

We enter into agreements with third parties in the ordinary course of business under which we are obligated to
indemnify such third parties from and against various risks and losses. The precise terms of such indemnities vary
with the nature of the agreement. In many cases, we limit the maximum amount of our indemnification obligations,
but in some cases those obligations may be theoretically unlimited. We have not incurred material expenses in
discharging any of these indemnification obligations, and based on our analysis of the nature of the risks involved, we
believe that the fair value of the liabilities potentially arising under these agreements is minimal. Accordingly, we
have recorded no liabilities for such obligations as of September 30, 2018.

We are committed to purchasing certain key parts (syringes) and services (formulation, filling and packaging of Drug
Product) pertaining to our mastitis product exclusively from two contractors. If we do not achieve regulatory approval
by December 17, 2019 and the contract counter party were to exercise its right to terminate the agreement, we would
be liable for a $100,000 termination fee under one of such agreements and would need to identify and reach agreement
with another party to perform these services for us, unless we make an investment to perform these services for
ourselves.
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ImmucCell Corporation

Notes to Unaudited Condensed Financial Statements (Continued)

During the second quarter of 2009, we entered into an exclusive and perpetual license (unless terminated for cause)
with the Baylor College of Medicine covering the underlyin