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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STA TEMENTS

This quarterly report on Form 10-Q and certain infation incorporated herein by reference contaimfard-looking statements within the
meaning of Section 27A of the Securities Act 08188 amended (the “Securities Act”), and Sectitg &f the Exchange Act. Such statement:
include, but are not limited to, statements abature operations, products, financial position, ogieng results, prospects, pipeline or poter
markets therefor, and other statements that arehistbrical in nature, particularly those that utié terminology such as “anticipates,” “will,”
“expects,” “plans,” “potential,” “future,” “believe s,” “intends,” “continue,” other words of similar raaning, derivations of such words, and
the use of future dates.

Uncertainties and risks may cause our actual restdtbe materially different than those expresseariimplied by such forward-looking
statements. Uncertainties and risks include, betraot limited to, the risk that we may face witbpect to importing raw materials, increased
competition, delays or failure in obtaining prodwagiproval from the U.S. Food and Drug Administrat{6FDA"), general business and
economic conditions, market trends, product devalem, regulatory and other approvals and marketing.

These factors should not be construed as exhaustideshould be read in conjunction with our othisrctbsures, including but not limited to
our Annual Report on Form 10-K for the year endest&nber 31, 2013, including the factors descrilpetitém 1A. Risk Factors,” as well as
our proxy statement, filed with the SEC on April 2014. Other risks may be described from timénte in our filings made under the
securities laws, including our quarterly reports Barm 10-Q and our current reports on Form 8-K. Niésks emerge from time to time. It is
not possible for our management to predict all siskhe forward-looking statements contained in doisument are made only as of the date o
this document. We undertake no obligation to updatevise any forward-looking statement, whetheaaesult of new information, future
events or otherwise.




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
Condensed Consolidated Balance Sheets
(in thousands, except share and per share amounts)

(unaudited)
June 30, 201 December 31, 20:
Assets
Current Asset

Cash and cash equivalel $ 52,96. $ 11,10¢

Accounts receivable, net of $7,694 and $5,104lofxances for chargebacks and other allowances
June 30, 2014 and December 31, 2013, respec 7,792 12,51
Inventories, ne 5,917 3,51¢
Prepaid expenses 49: 58C
Total Current Assets 67,16( 27,71¢
Property, plant, and equipment, | 4,62°¢ 4,53
Intangible assets, n 21,80( 10,40¢
Goodwill 1,83¢ 1,83¢
Total Assets $ 95,42: $ 44.50(

Liabilities and Stockholders' Equi

Current Liabilities

Accounts payabl $ 1,731 $ 1,42¢
Accrued expense 1,13¢ 1,32¢
Returned goods reser 951 73€
Deferred revenue 13 47

Total Current Liabilities 3,82¢ 3,53¢

Commitments and Contingencies (Note

Stockholders' Equit

Common Stock, $0.0001 par value, 33,333,334 statb®rized; 11,312,582 shares issued and

outstanding at June 30, 2014; 9,629,174 sharesdsaud 9,619,941 shares outstanding at Decen

31, 2013 1 1
Class C Special Stock, $0.0001 par value, 781,R8des authorized; 10,864 shares issued and

outstanding at June 30, 2014 and December 31, 284j3ctively - -
Preferred Stock, $0.0001 par value, 1,666,667 sharthorized; 0 shares issued and outstandingia

30, 2014 and December 31, 2013, respecti - -
Treasury stock, 0 and 9,233 shares of common staqgst, at June 30, 2014 and December 31, 2!

respectively - (68)
Additional paic-in capital 139,07( 89,50
Accumulated deficit (47,476 (48,479

Total Stockholders' Equity 91,59¢ 40,96:

Total Liabilities and Stockholders' Equity $ 95,42: $ 44,50(

The accompanying notes are an integral part ofehesaudited condensed consolidated financial stetdsn




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
Condensed Consolidated Statements of Operations

(in thousands, except per share amounts)

Net Revenue

Operating Expense
Cost of sales (excluding depreciation and amoitinj
Research and developme
Selling, general and administrati
Depreciation and amortization

Total Operating Expenses

Operating (Loss)/Incom

Other Income/(Expensi
Interest income/(expens
Other expense

(Loss)/Income Before Provision for Income Ta
Benefit/(Provision) for Income Taxes

Net (Loss)/Income

Computation of (Loss)/Income Attributable to Common
Stockholders:

Net (Loss)/Incom

Preferred stock dividends

(Loss)/Income Attributable to Common Stockholc

Basic and Diluted (Loss)/Earnings Per Share:
Basic (Loss)/Earnings Per Shi
Diluted (Loss)/Earnings Per Shg¢

Basic Weighte-Average Shares Outstandi
Diluted Weighted-Average Shares Outstanding

(unaudited)
Three months ended June Six months ended June !
2014 2013 2014 2013
$ 6,647 6,15z $ 17,54¢ $ 11,71
2,117 2,171 4,73¢ 4,58(
851 437 1,227 73%
5,43: 7,172 9,13¢ 9,481
70€ 147 1,40¢ 291
9,107 9,927 16,51: 15,08t
(2,460 (3,779 1,03t (3,372)
3 (379 3 (467)
(39) (434) (10) (484)
(2,496 (4,587) 1,02¢ (4,327
13¢ - (32 -
$ (2,367 (4,589 $ 99€ $ (4,329
$ (2,367%) (4,587 $ 99¢ $ (4,329
- (2,370 - (4,979
$ (2,367%) (6,959 $ 99¢ $ (9,297
$ (0.27) (6.09) $ 0.0¢ $ (16.09)
$ (0.27) (6.09) $ 0.0¢ $ (16.09)
11,23 1,152 10,61: 58C
11,23 1,157 10,64( 58C

The accompanying notes are an integral part oféhgsaudited condensed consolidated financial stetdsn




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)
For the six months ended June
2014 2013
Cash Flows From Operating Activiti
Net income $ 9% $ (4,327
Adjustments to reconcile net income to net cashcasth equivalents provided by/(used in) operatir
activities:
Stoclk-based compensatic 2,02¢ -
Depreciation and amortizatic 1,40¢ 291
Non-cash interest relating to eqt-linked securities and loan cost amortizai - 217
Non-cash compensation relating to business combin. - 4,41¢
Changes in operating assets and liabilit
Accounts receivabl 4,71¢ (99%)
Inventories (2,399 22t
Prepaid expenst 87 141
Accounts payabl 302 (359
Accrued expenses, returned goods reserve and el@i@venue (12 (603
Net Cash and Cash Equivalents Provided by/(Use@j@rating Activities 7,13: (98¢)
Cash Flows From Investing Activiti¢
Cash acquired in business combina - 18,19¢
Acquisition of intangible asse (12,51 -
Acquisition of property and equipment (371) (12¢)
Net Cash and Cash Equivalents (Used in)/Providelahgsting Activities (12,88¢) 18,07(
Cash Flows From Financing Activitis
Net proceeds from equity offerir 46,68( -
Borrowings under line of credit, n - (4,065
Treasury stock purchas - (439
Proceeds from stock option exerci: 743 -
Proceeds from warrant exercis 18C -
Excess tax benefit from share-based compensatiandaw 8 -
Net Cash and Cash Equivalents Provided by/(UseBiirgncing Activities 47,61 (4,499
Change in Cash and Cash Equivale 41,85¢ 12,58¢
Cash and cash equivalents, beginning of period 11,10¢ 11
Cash and cash equivalents, end of period $ 52,96. $ 12,59¢
Supplemental disclosure for cash flow information
Cash (received)/paid for intere $ 3) $ 25C
Cash paid for income tax $ 60 $ -
Supplemental nor-cash investing and financing activities
Issuance of common stock in connection with busiesnbinatior $ - $ 40,03
Cancellation of Series D, Series C, Series B, @S A preferred stoc $ - % 53,72¢
Acquired norcash net asse $ - $ 11,597
Preferred stock dividends accrued $ - $ 4,974

The accompanying notes are an integral part oféhesaudited condensed consolidated financial statdsn




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

1. BUSINESS, PRESENTATION, AND RECENT ACCOUNTING PRONOUNCEMENTS
Overview

ANI Pharmaceuticals, Inc. and subsidiary, ANIP Aisgion Company (together, the “Company,” “we,”0Is”) is an integrated specialty
pharmaceutical company developing, manufacturind,raarketing branded and generic prescription pheemticals. Our targeted area
product development currently include narcoticgabytics (anti-cancers), hormones and steroids,cantplex formulations involving
extended release and combination products. We tinavpharmaceutical manufacturing facilities locate®audette, Minnesota, which :
capable of producing oral solid dose products, @lsas liquids and topicals, narcotics, and poprntucts that must be manufactured in a
fully-contained environment. Our strategy is to thowme to use these manufacturing assets to devetoguce, and distribute niche generic
pharmaceutical products.

On June 19, 2013, pursuant to a merger agreemtatt da of April 12, 2013, ANIP Acquisition Compati¥p/a ANI Pharmaceuticals, Inc.
("ANIP") became a wholly-owned subsidiary of BiogaPharmaceuticals, Inc. (“BioSante”) in an allekiadax-free reorganization (the
"Merger"). The Merger was accounted for as a revargjuisition, pursuant to which ANIP was considdhe acquiring entity for
accounting purposes. BioSante was renamed ANI Riweuticals, Inc. We now operate under the leadeistthe ANIP management
team and our board of directors is comprised offttwmer BioSante directors and five former ANIPetitors. As such, ANIP's historical
results of operations replace BioSante's historesillts of operations for all periods prior to Merger. The results of operations of both
companies are included in our consolidated findrstédements for all periods after completion & Merger.

Basis of Presentation

The accompanying unaudited interim condensed cinfaded financial statements have been preparecciordance with accounting
principles generally accepted in the United Stafesmerica (“U.S. GAAP”). In our opinion, the acc@anying unaudited interim
condensed consolidated financial statements incilldadjustments, consisting of normal recurringiatinents, which are necessary to
present fairly our financial position, results @evations and cash flows. The condensed consdiidatance sheet at December 31, 2013
has been derived from audited financial statemefnsat date. The interim condensed consolidatedlt®of operations are not necessarily
indicative of the results that may occur for thi figcal year. Certain information and footnotsabsure normally included in financial
statements prepared in accordance with U.S. GAA® haen omitted pursuant to instructions, rulesragdlations prescribed by the
United States Securities and Exchange Commissi@nb#lieve that the disclosures provided hereiradegjuate to make the information
presented not misleading when these unauditedrmtmndensed consolidated financial statementsea@in conjunction with the audit
financial statements and notes previously distetuh our annual report on Form 10-K for the yaatezl December 31, 2013. Certain
prior period information has been reclassifieddoform to the current period presentation.

Principles of Consolidation

The condensed consolidated financial statementsdadhe accounts of ANI Pharmaceuticals, Inc.igdholly owned subsidiary, ANIF
All significant inter-company accounts and transats are eliminated in consolidation.




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

BUSINESS, PRESENTATION, AND RECENT ACCOUNTING PRONOUNCEMENTS - continued
Use of Estimates

The preparation of financial statements in confeymiith U.S. GAAP requires us to make estimates asslmptions that affect the
reported amounts of assets and liabilities andafisice of contingent assets and liabilities atdate of the financial statements and the
reported amount of revenues and expenses durimgpliogting period. In the accompanying unauditesdemsed consolidated financial
statements, estimates are used for, but not linitestock-based compensation, allowance for dalbtfcounts, accruals for chargebacks,
returns and other allowances, allowance for inugntdsolescence, allowances for contingencies iéigdtion, fair value of long-lived
assets, deferred taxes and valuation allowancethendepreciable lives of long-lived assets. Acteallts could differ from those
estimates.

Recent Accounting Pronouncements

In July 2013, thé-inancial Accounting Standards Board (“FASB”") issgriidancdor the presentation of an unrecognized tax bemdfen

a net operating loss ("NOL") carryforward, a simiiax loss, or a tax credit carryforward existse Quidance requires an entity to present
in the financial statements an unrecognized taefigor a portion of an unrecognized tax benefita reduction to a deferred tax asset fo
an NOL carryforward, a similar tax loss, or a taadit carryforward. If the NOL carryforward, a slaritax loss, or a tax credit
carryforward is not available at the reporting dateer the tax law of the jurisdiction or the tawlof the jurisdiction does not require the
entity to use, and the entity does not intend & tiee deferred tax asset for such purpose, trexagnized tax benefit will be presented in
the financial statements as a liability and wilt be combined with deferred tax assets. This guieaoes not require any additional
recurring disclosures arsl effective for fiscal years beginning after Detemn15, 2013T he adoption of this guidance did not have a
material impact on our financial statements.

In May 2014, the FASB issued guidance for revemeegnition for contracts, superseding the previeusnue recognition requirements,
along with most existing industry-specific guidantle guidance requires an entity to review comgracfive steps: 1) identify the
contract, 2) identify performance obligations, 8jatmine the transaction price, 4) allocate thestation price, and 5) recognize revenue.
The new standard will result in enhanced disclosuegarding the nature, amount, timing and uncestaif revenue arising from contracts
with customers. The standard is effective for @jporting year beginning January 1, 2017 and eaidyption is not permitted. We are
currently evaluating the impact, if any, that thesv accounting pronouncement will have on our fai@rstatements.

We have evaluated all other issued and unadopteduiting Standards Updates and believe the adopfitrese standards will not hav
material impact on our results of operations, feiahposition, or cash flows.

REVENUE RECOGNITION AND RELATED ALLOWANCES
Revenue Recognition

Revenue is recognized for product sales and cdntranufacturing product sales upon passing ofarsktitle to the customer, when
estimates of the selling price and discounts, eshatromotional adjustments, price adjustmentsrmef chargebacks, and other potential
adjustments are reasonably determinable, colle@iogasonably assured, and we have no furtheoqpeaice obligations. Contract
manufacturing arrangements are typically less thanweeks in duration, and therefore the revenuedsgnized upon completion of the
aforementioned factors rather than using a propoatiperformance method of revenue recognition. 8dtenates for discounts, rebates,
promotional adjustments, price adjustments, returinargebacks, and other potential adjustmentseedross revenues to net revenues in
the accompanying unaudited condensed consolidtaezhents of operations, and are presented astliadilities or reductions in
accounts receivable in the accompanying unauditedensed consolidated balance sheets (see “Acéandlhargebacks, Returns, and
Other Allowances”). Historically, we have not emigiinto revenue arrangements with multiple elements




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

REVENUE RECOGNITION AND RELATED ALLOWANCES - continued

Occasionally, we engage in contract services, winclude product development services, laborateryises, and royalties on net sales of
certain contract manufactured products. For thesgces, revenue is recognized according to thmdef the agreement with the custor

which sometimes include substantive, measuralitebased milestones, and when we have a contraighalto receive such payment, the
contract price is fixed or determinable, the cdll@at of the resulting receivable is reasonably es$y and we have no further performance

obligations under the agreement .
Accruals for Chargebacks, Returns and Other Allowaes

Our generic and branded product revenues are tipgrject to agreements with customers allowingrgebacks, product returns,
administrative fees, and other rebates and proayhpnt discounts. We accrue for these items dirtteeof sale and continually monitor
and re-evaluate the accruals as additional infaondtecomes available. We adjust the accrualseagitiol of each reporting period, to
reflect any such updates to the relevant factscamdmstances. Accruals are relieved upon recéipagment from the customer or upon

issuance of credit to the customer.

The following table summarizes activity in the vada sheet for accruals and allowances for the sintmperiods ended June 30, 2014 an
2013, respectively:

(in thousands) Accruals for Chargebacks, Returns and Other Allowaes
Administrative Prompt

Fees and Othe Payment

Chargebacks Returns Rebates Discounts
Balance at December 31, 20 4,07¢ 73€ 73t 332
Accruals/Adjustment 19,321 561 2,36( 742
Credits Taken Against Reserve (17,070 (34€) (1,979 (734)
Balance at June 30, 2014 $ 6,33: % 951 $ 1,121 $ 34C
Balance at December 31, 20 5,66: 411 231 24z
Accruals/Adjustment 12,18: 853 85( 43C
Credits Taken Against Reserve (13,009 (919 (559 (449
Balance at June 30, 2013 $ 484: $ 35C $ 52¢ $ 22°

Credit Concentration
Our customers are primarily wholesale distributohgin drug stores, group purchasing organizatiamd,pharmaceutical companies.

During the three month period ended June 30, 2bitde customers represented 29%, 22%, and 14% ofvenues. During the six month
period ended June 30, 2014, these same three arstoapresented 26%, 19%, and 16% of net reveAses. June 30, 2014, accounts
receivable from these customers totaled $6.2 milliduring the three month period ended June 303 2Btee customers represented 3
16%, and 12% of net revenues. During the six mpetiod ended June 30, 2013, these same three arstoepresented 28%, 17%, and

13% of net revenues.




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

BUSINESS COMBINATION
Summary

On June 19, 2013, BioSante acquired ANIP in astaltk, tax-free reorganization. We are operatingeuthe leadership of the ANIP
management team and the board of directors is deetbof two former directors from BioSante and fisemer ANIP directors.

BioSante issued to ANIP stockholders shares of @& common stock such that the ANIP stockholdersed 57% of the combined
company’s shares outstanding, and the former BigSstockholders owned 43%. In addition, immediagelgr to the Merger, BioSante
distributed to its then current stockholders cageint value rights (“CVR”) providing payment riglagsing from a future sale, transfer,

license or similar transaction(s) involving BioSastLibiGel® (female testosterone gel).

The Merger was accounted for as a reverse acguigtirsuant to which ANIP was considered the aoggientity for accounting purpos
As such, ANIP's historical results of operationslaee BioSante's historical results of operatiamsafl periods prior to the Merger.
BioSante, the accounting acquiree, was a publielged pharmaceutical company focused on develdpgigvalue, medically-needed
products. ANIP entered into the Merger to securtihal capital and gain access to capital maggtortunities as a public company.
The results of operations of both companies aredied in our consolidated financial statementsafbperiods after completion of the
Merger.

Transaction Costs

In conjunction with the Merger, we incurred approately $7.1 million in transaction costs, which eexpensed in the periods in which
they were incurred. These costs include:

Category (in thousands
Legal fees $ 1,227
Accounting fee: 122
Consulting fee: 11¢
Monitoring and advisory fee 39C
Transaction bonuse 4,801
Other 42¢

Total transaction costs $ 7,08¢

Of the total expenses, $5.5 million and $5.7 millias incurred and expensed in the three and sittre@nded June 30, 2013,
respectively. For the three months ended JuneIB,24.8 million was recognized as selling, gelneemd administrative expense, $0.3
million as interest expense, and $0.4 million &epexpense. For the six months ended June 30, $61Bmillion was recognized as
selling, general and administrative expense, $0llBmas interest expense, and $0.4 million asotxpense. No transaction-related
expenses were incurred in the three or six monibsa June 30, 2014.

10




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

BUSINESS COMBINATION - continued

Purchase Consideration and Net Assets Acquired

The fair value of BioSante’s common stock usedatednining the purchase price was $1.22 per sttzgelosing price on June 19, 2013,
which resulted in a total purchase consideratio®2%.8 million. The fair value of all additionalmsideration, including the vested

BioSante stock options and CVRs, was immateriag fBflowing presents the final allocation of therghase consideration to the assets
acquired and liabilities assumed on June 19, 2013:

(in thousand:
Total purchase considerat § 29,79t
Assets acquire

Cash and cash equivalel 18,19¢
Restricted cas 2,26(
Teva license intangible as: 10,90(
Other tangible asse 79
Deferred tax assets, r -
Goodwill 1,83¢
Total asse 33,27

Liabilities assumei
Accrued severanc 2,96¢
Other liabilities 51k
Total liabilities 3,48(
Total net assets acquil $ 29,79t

The Teva license is related to a generic male se=ione gel product and is being amortized onadgsitline basis over its estimated use
life of 11 years. Goodwill, which is not tax dedbt# since the transaction was structured as drésxexchange, is considered an
indefinite-lived asset and relates primarily taimgible assets that do not qualify for separategeition. As a result of purchase
accounting related to the Merger, we establishéerok tax assets of $9.6 million, deferred takiliies of $3.9 million, and a valuation
allowance of $5.7 million, netting to deferred &ssets of $0.

Pro Forma Condensed Combined Financial Informationunaudited)

The following unaudited pro forma condensed comthifreancial information summarizes the results pém@tions for the periods indica
as if the Merger had been completed as of Jany&@1R2. Pro forma information reflects adjustmentating to (i) elimination of the
interest on ANIP’s senior and convertible debj},€limination of monitoring and advisory fees pagato two ANIP investors, (iii)
elimination of transaction costs, and (iv) amotti@a of intangibles acquired. The pro forma amouttshot purport to be indicative of the
results that would have been obtained if the Mehget occurred as of January 1, 2012 or that mabtsned in the future.

Three months ender Six months endel

(in thousands June 30, June 30,
2013 2013

Net revenue $ 6,152 $ 11,85¢

Net loss $ (3,352 $ (4,870)

11




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

EARNINGS/(LOSS) PER SHARE

Basic earnings/(loss) per share is computed bylitiginet income available to common shareholderthéyweighted-average number of
shares of common stock outstanding during the gerio

Our unvested restricted shares and certain of oistanding warrants contain non-forfeitable rigitslividends, and therefore are
considered to be participating securities; thewdat®on of basic and diluted earnings/(loss) parstexcludes from the numerator net
income (but not net loss) attributable to the uteesestricted shares and to the participatingavas; and excludes the impact of those
shares from the denominator. The numerator foriegsrper share for the three and six months endleel 30, 2014 is calculated for basic
and diluted earnings per share as follows:

Three months endec Six months endec
(in thousands) June 30, 2014 June 30, 2014
Basic Diluted Basic Diluted
Net (loss)/incomt $ (2,369 $ (2,369 $ 99¢ $ 99¢
Net income allocated to warrar - - (6) (6)
Net income allocated to restricted stock - - (5 (5
Net (loss)/income allocated to common shi  $ (2,369 $ (2,369 $ 98t $ 98t

For periods of net income, and when the effectiatanti-dilutive, we calculate diluted earnings phare by dividing net income
available to common shareholders by the weightesteape number of shares outstanding plus the ingdadk potential dilutive common
shares, consisting primarily of common stock optjamvested restricted stock awards, and stockhpeecwarrants, using the treasury
stock method. For periods of net income, a ntitdliushares consist of out-of-the-money Class G:@apstock, out-of-thenoney commol
stock options, out-of-the-money warrants exercséts common stock, and certain participating siesr if the effect of including both
the income allocated to the participating secuaitg the impact of the potential common shares wbeldnti-dilutive. Anti-dilutive shares
have been excluded from the computation of dilet@chings/(loss) per share

For periods of net loss, diluted loss per shamaisulated similarly to basic loss per share bestius impact of all dilutive potential
common shares is anti-dilutive. For periods oflass, anti-dilutive shares consist of Class C Spestock, common stock options,
unvested restricted stock awards, and warrantsisadte for common stock (and prior to the Mergeity-linked securities, convertible
preferred stock, and stock purchase warrants esadig for preferred stock), and have been exclérded the computation of diluted
earnings (loss) per share. Prior to the Merger€Nyt anti-dilutive shares included equlityked securities, convertible preferred stock,
stock purchase warrants exercisable for prefetieksThe number of anti-dilutive shares, whichéaeen excluded from the
computation of diluted earnings/(loss) per shaigs W.1 million and 4.4 million for the three mopiriods ended June 30, 2014 and 201:
respectively and 0.7 million and 4.6 million foethix month periods ended June 30, 2014 and 263%ectively.

As of June 30, 2014, we had 434 thousand optiotstanding to purchase common stock, 79 thousandsted restricted stock awards,
and 535 thousand warrants to purchase common stock.

12




ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

(unaudited)
5. INVENTORIES
Inventories consist of the following as of:
June 30, December 31
(in thousands) 2014 2013
Raw material $ 3452 % 1,48(
Packaging materia 784 76€
Work-in-progress 272 162
Finished goods 1,447 1,152
5,95¢ 3,56(
Reserve for excess/obsolete inventories (43 (42)
Inventories, net $ 5917 % 3,61¢

Vendor Concentration

We source the raw materials for our products, ididg active pharmaceutical ingredients (“API”),ftdoth domestic and international
suppliers. Generally, only a single source of APdjualified for use in each product due to thecastl time required to validate a second
source of supply. As a result, we are dependem opo current vendors to supply reliably the ARjuikeed for ongoing product
manufacturing. During the three months ended JOn@@&14, we purchased approximately 34% of ourritewy from two suppliers.

During the six months ended June 30, 2014, we pisadhapproximately 40% of our inventory from theedwo suppliers. As of June 30,
2014, amounts payable to these suppliers was $lli@mDuring the three months ended June 30, 20@3purchased approximately 3t
of our inventory from three suppliers. During tlive months ended June 30, 2013, we purchased appataliy 40% of our inventory from
the same three suppliers.

6. PROPERTY, PLANT, AND EQUIPMENT
Property, plant, and equipment consist of the foilhg as of:

June 30, December 31

(in thousands) 2014 2013
Land $ 87 $ 87
Buildings 3,68 3,68
Machinery, furniture and equipme 4,23( 3,73¢
Construction in progress 10€ 22¢

8,10t 7,73¢
Less: accumulated depreciation (3,480) (3,197)
Property, Plant and Equipment, net $ 462 $ 4,53

Depreciation expense for the three month periode@dune 30, 2014 and 2013 totaled $146 thousah#il8# thousand, respectively.
Depreciation expense for the six month periods éddee 30, 2014 and 2013 totaled $283 thousan&26®ithousand, respectively.
During the three and six month periods ended JOn@@L4 and 2013 , there was no material integsitalized into construction in
progress.
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ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

7. GOODWILL AND INTANGIBLE ASSETS
Goodwill

As a result of the Merger (Note 3), we recordeddyab of $1.8 million in our one reporting unit. Wassess the recoverability of the
carrying value of goodwill as of October 31 of egelar, and whenever events occur or circumstarwsges that would, more likely than
not, reduce the fair value of our reporting uniioleits carrying value. There have been no eventhanges in circumstances that would
have reduced the fair value of our reporting uelbly its carrying value from the most recent assessd on October 31, 2013, through
June 30, 2014. No impairment losses were recogrminedg the three and six months ended June 3@} 802013.

Acquisition of Abbreviated New Drug Applications

On December 26, 2013 , we entered into an agreaim@utrchase (the “Teva Purchase Agreement”) Abated New Drug Applications
(“ANDAs") to produce 31 generic drug products frdrava Pharmaceuticals (“Teva”) for $12.5 millioncash an d a percentage of future
gross profits from product sales . According totirens of the Teva Purchase Agreement, Teva wasreelto provide soft copy materials
and transfer ownership of the ANDAs to us withivefbusiness days of signing the Teva Purchase Agmee and we were required to
the first installment of $8.5 million upon recethereof. Teva provided the soft copy materials iadsferred ownership of the ANDASs to
us on January 2, 2014 and we paid the first imetit of $8.5 million to Teva on January 2, 2014/d@®as also required to provide hard
copy materials to us within 90 days of signing Treea Purchase Agreement. Teva provided the hargl maperials on March 5, 2014 and
we paid the $4.0 million balance on March 6, 2014.

The drug products include 20 solid-oral immediaease products, four extended release productseuaah liquid products. We
performed an assessment of the assets purchase@@nchined that this transaction was an assehpsecand not a business combination
The ANDAs are being amortized in full over theiefid lives, averaging 10 years.

Definite-Lived Intangible Assets

The components of our definite-lived intangibleedssare as follows:

(in thousands) June 30, 201 December 31, 201

Gross Carryin Gross Carryin

Accumulatec Accumulatec Amortization
Amount Amortization Amount Amortization Period

Acquired ANDA intangible asse $ 12577 $ (68¢€) $ 60 $ (55 3-10years
Reglan® intangible asse 10C (100 10C (100 2 years
Teva license intangible asset 10,90( (991) 10,90( (49€) 11 years

$ 23577 $ (1,777 $ 11,06C $ (657)

Our acquired ANDA and Reglan intangible assets isbo$ the exclusive rights, including all of thppicable technical data and other
relevant information, to produce certain pharmacauproducts that we acquired from various comesnincluding those acquired
pursuant to the Teva Purchase Agreement. The Taask was acquired as part of the Merger (NotB&initedived intangible assets
stated at the lower of cost or fair value, netrabatization using the straight line method overélpected useful lives of the product
rights. Amortization expense was $0.6 million aid® $housand for the three months ended June 3@, 284 2013, respectively.
Amortization expense was $1.1 million and $25 tlamatsfor the six months ended June 30, 2014 and, 2848ectively.
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ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

GOODWILL AND INTANGIBLE ASSETS — continued
We test for impairment of definitiesed intangible assets when events or circumstairaticate that the carrying value of the assetg maod
be recoverable. No such triggering events weretifiesh during the three months or six months endi@ge 30, 2014 and 2013 and there
no impairment loss was recognized in the threéxamenths ended June 30, 2014 or 2013.
Expected future amortization expense is as follows:

(in thousands

2014 (remainder of the yee $ 1,122
2015 2,24:
2016 2,24:
2017 2,24:
2018 2,24:
2019 and thereafter 11,70¢
Total $ 21,80(

STOCK-BASED COMPENSATION

All stock options and restricted stock are granteder the ANI Pharmaceuticals, Inc. Fourth Amenaied Restated 2008 Stock Incentive
Plan (the “2008 Plan”). As of June 30, 2014, 65%u#and shares of our common stock remained avaifabissuance under the 2008
Plan.

On April 1, 2014, the Board of Directors approvedrgs of options to purchase 59 thousand sharesnafnon stock and 30 thousand
shares of restricted stock to our officers andaspstito purchase 16 thousand shares of common tewn-employee directors. While the
stock options were granted with no restrictions, réstricted stock was granted subject to sharehalgproval of an increase in the total
restricted stock available for grant under the 2BGS. The increase in total restricted stock abde! for grant under the 2008 Plan was
approved by shareholders at the May 22, 2014 ai€meating and the restricted stock was granted &agf22, 2014.

On July 12, 2013 and August 1, 2013, our Boardioéd@ors approved grants to employees of stoclooptto purchase 325 thousand
shares of ANI stock under the 2008 Plan, subjeshtyeholder approval of an increase in the tbiates available for issuance under the
2008 Plan. The increase in total shares was apgioyshareholders at the May 22, 2014 annual nggedinwhich time we began
recognizing stock-based compensation expense ddlathese awards.

In 2013, the Board of Directors granted optionpuechase 21 thousand shares of common stock atitbh68and shares of restricted stock
to non-officer directors under the 2008 Plan.

Total expense related to stock options for bothilihee and six months ended June 30, 2014 wasillién, $1.3 million of which was a
catch-up charge related to the 325 thousand stoitds previously approved by the Board of Direston July 12, 2013 and August 1,
2013 and granted at the May 22, 2014 annual meefiwigl expense related to restricted stock grimmtthe three and six months ended
June 30, 2014 was $79 thousand and $121 thoussspkatively. Total expense related to both stotlonp and restricted stock grants
$0 for the three and six months ended June 30,.2013

No options were exercised and 60 thousand optiopisezl during the three months ended June 30, 20@#ons to purchase 30 thousand
shares of common stock were exercised and 60 thdugations expired during the six month period ehdlene 30, 2014. No options were
exercised and no options expired during the thneksix months ended June 30, 2013. No restrictazk stested or was forfeited during
three and six months ended June 30, 2014 or 2013.
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ANI PHARMACEUTICALS, INC. AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

STOCKHOLDER’ S EQUITY

On March 10, 2014, we completed a follow-on pubfiering of 1.6 million shares of our common statla public offering price of
$31.00 per share (the “March 2014 Offering”). Weeiged gross proceeds of $50.0 million, or net peadls of $46.7 million after
deducting costs of $3.3 million, including the undeters’ fees and commissions, as well as expedsestly related to the March 2014
Offering. The number of shares sold in tiarch 20140ffering includes the exercise in full by the undeters of their option to purcha
an additionaD.2 millionshares of common stock.

In January 2014, warrants to purchase an aggrefat thousand shares of common stock were exereis$9.00 per share. Warrants to
purchase an aggregate of 19 thousand and 131 tiebakares of common stock expired unexercised gltin@ three and six months endec
June 30, 2014, respectively.

INCOME TAXES

We use the asset and liability method of accourfingncome taxes. Deferred tax assets and liagdsliare determined based on difference
between the financial reporting and tax bases s¥tasand liabilities and are measured using theteddax rates and laws that are expe
to be in effect when the differences are expeaigdverse. The effect on deferred tax assets ahiliies of a change in tax rates is
recognized in the period that such tax rate chaageenacted. The measurement of a deferred takiageduced, if necessary, by a
valuation allowance if it is more likely than nbet some portion or all of the deferred tax asskiat be realized. Based upon historical
losses and uncertainty of future taxable incomehaee fully reserved for all net deferred tax assstof June 30, 2014 and December 31
2013. For interim periods, we recognize an incoaxeprovision/(benefit) based on our estimated aheffiective tax rate expected for the
entire year. We calculate income tax benefits eelab stock-based compensation arrangements usngith and without method.

We use a recognition threshold and a measurenteibigd for the financial statement recognition an€asurement of tax positions taken
or expected to be taken in a tax return, as walluidance on derecognition, classification, inteaesl penalties and financial statement
reporting disclosures. For those benefits to begeized, a tax position must be more-likely-thantode sustained upon examination by
taxing authorities. We have not identified any utaia income tax positions that could have a matémpact on the financial statements.
We are subject to taxation in various jurisdictiamsl remain subject to examination by taxing jucisoins for the years 1998 and all
subsequent periods due to the availabilitfN@fL carryforwards.

We recognize interest and penalties accrued omargcognized tax exposures as a component of intaxmexpense. We did not have
amounts accrued relating to interest and penasesf June 30, 2014 and December 31, 2013.

The effective tax rates for the three and six merthded June 30, 2014 were (5.3)% and 2.9% ofaprédss)/income reported in the
period, respectively, calculated based on the estichannual effective rate anticipated for the wealing December 31, 2014. The
Company has elected to exclude the impacts fronifgignt pre-tax non-recognized subsequent eveats fts estimated annual effective
rate. Our estimated annual effective rate is prildriven by our forecasted pre-tax income, estadaemporary and permanent
differences, and the use of our existing NOLs. @earin the estimated annual effective rate dutiegyear are primarily driven by
periodic changes to our forecasted pre-tax incdrhe.utilization of our NOL carryforwards will bentited in future years as prescribed by
Section 382 of the U.S. Internal Revenue Codetf®comparable three and six month periods endeel 30, 2013, we did not have tax
provisions due to the projected loss for the yaacumulated losses, which resulted in NOL carryéods, and a full valuation allowance.
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(unaudited)

11. COMMITMENTS AND CONTINGENCIES
Operating Leases

We lease equipment under operating leases thateexpMay 2017. We also lease office space underating leases that expire beginning
in February 2016 through September 2018. Futurénmoim lease payments due under these leases tdtaltBausand as of June 30, 2014

Rent expense for the three months ended June 38,&@ 2013 totaled $19 thousand and $10 thousesyukctively. Rent expense for
the six months ended June 30, 2014 and 2013 td@@dhousand and $14 thousand, respectively.

Government Regulation

Our products and facilities are subject to regalatly a number of federal and state governmentai@gs. The Food and Drug
Administration (“FDA"), in particular, maintains evsight of the formulation, manufacture, distributi packaging and labeling of all of
our products. The Drug Enforcement AdministratiibA”) maintains oversight over our products that aontrolled substances.

Unapproved Products

Two of our products, Esterified Estrogen with Mdtagtosterone tablets (‘“EEMT”) and Opium Tinctuses marketed without approved

New Drug Applications (“NDAs”) or ANDAs. In March@4, we formally requested a pre-IND meeting with FDA to discuss applying
for an NDA for our Opium Tincture product. Duringetthree months ended June 30, 2014 and 201 & vetues for these products tot:

$3.8 million and $1.8 million, respectively. Duritige six months ended June 30, 2014 and 2013ewnehues for these products totaled

$10.5 million and $3.3 million, respectively.

The FDA'’s policy with respect to the continued metithg of unapproved products is stated in the FOZeéptember 2011 compliance
policy guide,Marketed New Drugs without Approved NDAs or ANDAsder this policy, the FDA has stated that it Wgllow a risk-
based approach with regard to enforcement agaichtsnapproved products. The FDA evaluates whethigitiate enforcement action on
a case-by-case basis, but gives higher priorignforcement action against products in certaingeates, such as those marketed as
unapproved drugs with potential safety risks ot thek evidence of effectiveness. We believe thatong as we comply with applicable
manufacturing and labeling standards, the FDA moll take action against us under the current eafoent policy. There can be no
assurance, however, that the FDA will continue gracy or not take a contrary position with angiidual product or group of products.
If the FDA were to take a contrary position, we n@yrequired to seek FDA approval for these pradaciwithdraw such products from
the market. If we decide to withdraw the productsrf the market, our net revenues for generic phesentécal products would decline
materially, and if we decide to seek FDA approvwad,would face increased expenses and might nesasend sales of the products until
such approval was obtained, and there are no ag®ag#hat we would receive such approval.

In addition, one group of products that we manufecbn behalf of a contract customer is marketethhtcustomer without an approved
NDA. If the FDA took enforcement action againsttswastomer, the customer may be required to seékagproval for the group of
products or withdraw them from the market. Our cacttmanufacturing revenues for these unapproveduats for the three months ens
June 30, 2014 and 2013 were $0.1 million and $0li&m respectively. Our contract manufacturingeaues for these unapproved
products for the six months ended June 30, 201426468 were $0.5 million and $1.2 million, respeetyw

We receive royalties on the net sales of a grouppofract-manufactured products, which are markkeyetthe contract customer without an
approved NDA. If the FDA took enforcement actiomiagt such customer, the customer may be requireddk FDA approval for the
group of products or withdraw them from the markatr royalties on the net sales of these unapprpvediucts for each of the three
months ended June 30, 2014 and 2013 were $0. bmifllur royalties on the net sales of these unapprproducts for each of the six
months ended June 30, 2014 and 2013 were $0.bmid $0.2 million.
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11. COMMITMENTS AND CONTINGENCIES - continued

In October 2012, we received a telephone call retiugga meeting with the FDA representatives fromMinneapolis district of the FDA
to discuss continued manufacturing and distributibthe Opium 10mg/mL Solution 118mL product (“OmitTincture”), which is a non-
NDA Product. That meeting was held on October 2822by conference telephone call and included F&#asentatives from the Office
of Compliance at the Center for Drug Evaluation Redearch. Our counsel sent a letter to the FDNamrember 9, 2012 in support of our
position. On April 2, 2014, we received communigcatfrom the FDA confirming that the inspection vedased.

Shareholder Class Action and Derivative Lawsuits

On February 3, 2012, a purported class action lawss filed in the United States District Court fbe Northern District of lllinois under
the caption Thomas Lauria, on behalf of himself alhdthers similarly situated v. BioSante Pharmaicals, Inc. and Stephen M. Simes,
naming BioSante Pharmaceuticals, Inc. and our foPnesident and Chief Executive Officer, StepherSihes, as defendants. The
complaint alleges that certain of our disclosugdating to the efficacy of LibiG& and its commercial potential were false and/or
misleading and that such false and/or misleadiatgstents had the effect of artificially inflatintgetprice of our securities resulting in
violations of Section 10(b) of the Exchange Act]d&RL0b-5 and Section 20(a) of the Exchange Act.

Although a substantially similar complaint wasdile the same court on February 21, 2012, such @nmpvas voluntarily dismissed by
the plaintiff in April 2012. The plaintiff soughttrepresent a class of persons who purchased cunitses between February 12, 2010 and
December 15, 2011, and sought unspecified compaysddmages, equitable and/or injunctive reliefl emasonable costs, expert fees an
attorneys’ fees on behalf of such purchasers. OreMber 6, 2012, the plaintiff filed a consolidatadended complaint. On December 28,
2012, we and Mr. Simes filed motions to dismissdbesolidated amended complaint. On SeptemberQiB,2he Illinois district court
judge granted defendantsiotions to dismiss, without prejudice, and gaveénpis 28 days to file an amended complaint. Thergiffs did
not file an amended complaint and the matter has bencluded.

On May 7, 2012, Jerome W. Weinstein, a purportedk$tolder of BioSante, filed a shareholder derxatiction in the United States
District Court for the Northern District of lllinsiunder the caption Weinstein v. BioSante Pharnmeds, Inc. et al., naming our directors
as defendants and BioSante as a nominal defenlanbstantially similar complaint was filed in tekeme court on May 22, 2012 and
another substantially similar complaint was filadhe Circuit Court for Cook County, lllinois, CayrDepartment, Chancery Division, on
June 27, 2012. The suits generally related todhgesevents that are the subject of the class adigeation described above. The
complaints alleged breaches of fiduciary duty, abafscontrol, gross mismanagement and unjust emect as causes of action occurring
from at least February 2010 through December 20ké&.complaints sought unspecified damages, purtdtiveages, costs and
disbursements, and unspecified reforms and imprewsyin our corporate governance and internal obptocedures.

On September 24, 2012, the United States DistactrCconsolidated the two shareholder derivativaesdefore it and on November 20,
2012, the plaintiffs filed their consolidated amedatomplaint. On January 11, 2013, the defenddatsd motion to dismiss the amended
complaint. On September 11, 2013, the lllinoisrdistourt judge granted defendants’ motions taniés, without prejudice, and gave
plaintiffs 28 days to file an amended complainte Tiaintiffs did not file an amended complaint dine district court matter has been
concluded .

On November 27, 2012, the plaintiff in the shardkolderivative action pending in lllinois state ddiled an amended complaint. On
January 18, 2013, the defendants filed a motiatismiss the amended complaint. On July 1, 2013llliheis state court judge granted
defendants’ motions to dismiss, without prejudame] gave plaintiffs until July 31, 2013 to file amended complaint. On September 9,
2013, the lllinois state court judge granted defenig’ motion to dismiss, with prejudice. On OctoBeR013, the plaintiffs filed a notice of
appeal to lllinois state appellate court. The plffsreached a settlement with the Company’s iasae carrier in June 2014, which
consisted of a one-time payment of $60,000. On 2uB014, the lllinois state appellate court grdritee plaintiffs motion for voluntary
dismissal with prejudice, which concluded the nratte
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COMMITMENTS AND CONTINGENCIES - continued
Louisiana Medicaid Lawsuit

On September 11, 2013, the Attorney General ofState of Louisiana filed a lawsuit in Louisianatsteourt against numerous
pharmaceutical companies, including us, under uargiate laws, alleging that each defendant catsestate’s Medicaid agency to
provide reimbursement for drug products that aliigeere not approved by the FDA and thereforegaity not reimbursable under the
federal Medicaid program. The lawsuit relates te¢hcough and cold prescription products manufadtand sold by our former Gulfport,
Mississippi operation, which was sold in Septen#0. Through its lawsuit, the state seeks unspéaifamages, statutory fines,
penalties, attorneys’ fees and costs. On Octobe?2dB3, the defendants removed the lawsuit to tise District Court. On November 14,
2013, the state filed a motion to remand the laintsuihe Louisiana state court. While we cannotjatethe outcome of the lawsuit at this
time, it could be subject to material damages, piesaand fines. We intend to vigorously defendiaggaall claims in the lawsuit.

Other Commitments and Contingencies

All manufacturers of the drug Reglan and its geneguivalent metoclopramide, including us, arerfgdllegations from plaintiffs in
various states claiming bodily injuries as a restilngestion of metoclopramide or its brand naneglBn prior to the FDA's February 2C
Black Box warning requirement. We have been nammeldsarved in 92 separate complaints, includingetimé®ennsylvania, nine in New
Jersey, and 80 in California, covering 2,944 pl#min total. In August 2012, we were dismissedhaprejudice from all New Jersey cas
We consider our exposure to this litigation to ipdted due to several factors: (1) the only genar@toclopramide manufactured by us
prior to the implementation of the FDA's warningueéement was an oral solution introduced after 8y2008; (2) our market share for
the oral solution was a very small portion of tivemll metoclopramide market; and (3) once we rexba request for change of labeling
from the FDA, we submitted our proposed changeliwB0 days, and such changes were subsequentigwegabby the FDA. At the
present time, we are unable to assess the likebome of the remaining cases. Our insurance compasyssumed the defense of this
matter. In addition, our insurance company reneawgdproduct liability insurance on September 1,26fd 2013 with absolute exclusi
for claims related to Reglan and metoclopramide.af¢eunable to predict the outcome of these madteighe possible loss or range of
loss, if any, associated with their resolution oy aotential effect the legal action may have onaperations. Furthermore, we cannot
provide assurances that the outcome of these mattktinot have an adverse effect on our businessjlts of operations, financial
condition, and cash flow. Like all pharmaceuticamafacturers, we in the future may be exposedherqgiroduct liability claims, which
could harm our business, results of operationanfifal condition, and cash flows.

FAIR VALUE DISCLOSURES

Fair value is the price that would be received ftbe sale of an asset or paid to transfer a ligkalssuming an orderly transaction in the
most advantageous market at the measurement d&eGBAP establishes a hierarchical disclosure éaork that prioritizes and ranks
the level of observability of inputs used in measyfair value.

Financial Assets and Liabilities Measured at Fair \&lue on a Recurring Basis

The inputs used in measuring the fair value of @whcash equivalents are considered to be leivehdcordance with the three-tier fair
value hierarchy. The fair market values are basepesiod-end statements supplied by the varioukand brokers that held the majority

of our funds. The fair value of short-term finardresstruments (primarily accounts receivable, pidxpenses, accounts payable, accrue
expenses, borrowings under line of credit, andratherent liabilities) approximate their carryinglues because of their short-term nature
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12. FAIR VALUE DISCLOSURES - continued

Our CVRs, which were granted coincident with therdyée, are considered contingent consideration amdlassified as liabilities. As sui
the CVRs were recorded as purchase consideratiteiatestimated fair value, using level 3 inpatisg are marked to market each
reporting period until settlement. The fair valdeCd/Rs is estimated using the present value ofppajection of the expected payments
pursuant to the terms of the CVR agreement, whithe primary unobservable input. If our projectimrexpected payments were to
increase substantially, the value of the CVRs cinddease as a result. The present value of théitjawas calculated using a discount |
of 15%. We determined that the fair value of theR8Yand the changes in such fair value, was immahtes of and for the three and six
months ended June 30, 2014.

Prior to the Merger, ANIP’s warrants to purchasmown and preferred stock were classified as dévvditibilities and were measured at
fair value using level 3 inputs. The fair valuestdck purchase warrants was determined using atemprocess that included valuing
ANIP's equity using both market and discounted dlst methods, and then apportioning that valumgaian equity allocation model, to
each of ANIP's classes of stock. These models mediué use of unobservable inputs such as faievafllANIP's common and preferred
stock, expected term, anticipated volatility, fetimterest and interest rates, expected cash fimagshe number of outstanding common
and preferred shares as of a future date. We digtednthat the fair value of the derivative liabé#, and the changes in such fair value,
immaterial as of and for the three and six montided June 30, 2013. All such stock purchase warexgired in connection with the
Merger.

The following table presents our financial assets l@bilities accounted for at fair value on aueng basis as of June 30, 2014 and
December 31, 2013, by level within the fair valierarchy:

(in thousands
Fair Value at

Description June 30, 2014 Level 1 Level 2 Level 3
Liabilities
CVRs $ - $ - $ - 8 -
Fair Value at
Description December 31, 201 Level 1 Level 2 Level 3
Liabilities
CVRs $ - $ - $ - $ -

Non-Financial Assets and Liabilities Measured at Fia Value on a Recurring Basis

We do not have any non-financial assets and ltsslthat are measured at fair value on a recubrasis.

Non-Financial Assets and Liabilities Measured at Fa Value on a Non-Recurring Basis

We measure our long-lived assets, including prepetant and equipment, intangible assets and gdlp@ivfair value on a non-recurring

basis. These assets are recognized at fair valea thley are deemed to be other-than-temporarilpirad. No such fair value impairment
was recognized in the three and six months endeel 30, 2014 and 2013.
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COLLABORATIVE ARRANGEMENTS
Sofgen Pharmaceuticals

In April 2014, we entered into a collaboration agnent with Sofgen Pharmaceuticals (“Sofgen”) toeligy an oral soft gel prescription
product (the “April 2014 Sofgen Agreement”). Th@guct will be subject to an ANDA filing once devpta. In general, Sofgen will be
responsible for the development, manufacturingragdlatory submission of the product, includingganation of the ANDA, and we will
provide payments based on the completion of censliestones. Upon approval, Sofgen will manufactheedrug and we will be
responsible for the marketing and distribution, emaur label, of the product in the United Stapgeyiding a percentage of profits from
sales of the drug to Sofgen.

Under the April 2014 Sofgen Agreement, Sofgen @il all the rights, title and interest in the produring the term of the April 2014
Sofgen Agreement, both parties are prohibited fd@weloping, selling or distributing any productlie United States that is identical or
bioequivalent to the product covered under the I&1Xi4 Sofgen Agreement. The April 2014 Sofgen A&grent can be terminated or
amended under certain specified circumstancesAphie2014 Sofgen Agreement has an initial termesf years from the launch of the
product, which term will automatically renew fordwear terms until either party terminates the egrent.

We recognize the costs incurred with respect toAhrd 2014 Sofgen Agreement as expense and clagsifexpenses based on the nature
of the costs. We have recorded $9 thousand of rids@ad development expense related to the AptilZBofgen Agreement. No revenue
has yet been recognized with respect to the Apdl2Sofgen Agreement.

Dexcel Pharma Technologies Ltd

In June 2014, we entered into a collaboration agess with Dexcel Pharma Technologies Ltd (“Dexcéd’commercialize and sell a
generic drug product (the “June 2014 Dexcel AgragifieThe product is subject to FDA approval of @NDA filing. In general, Dexcel
will be responsible for the manufacturing and ragpdy submission of the product, including obtagnapproval of the ANDA, and we will
provide payments based on the completion of censliestones. Upon approval, Dexcel will manufactive drug and we will be
responsible for the marketing and distribution, emaur label, of the product in the United Stapgeyiding a percentage of profits from
sales of the drug to Dexcel.

Under the June 2014 Dexcel Agreement, Dexcel with all the rights, title and interest in the protduuring the term of the June 2014
Dexcel Agreement, both parties are prohibited fadmweloping, selling, or distributing any productlie United States that is identical or
bioequivalent to the product covered under the el Dexcel Agreement. The June 2014 Dexcel Agee¢iten be terminated or
amended under certain specified circumstancesJiihe 2014 Dexcel Agreement has an initial ternivef years from the launch of the
product, which term can be renewed for two yeanseif both parties agree, until either party teratés the agreement.

We recognize the costs incurred with respect talthe 2014 Dexcel Agreement as expense and cléissifxpenses based on the nature
of the costs. We have not yet incurred any expegiated to the June 2014 Dexcel Agreement andvente has yet been recognized witt
respect to the June 2014 Dexcel Agreement.

SUBSEQUENT EVENTS

Acquisition of Lithobid ® Product Rights

In July 2014 , we entered into an agreement tohase (the “Lithobid Purchase Agreement”) the prodigbts to Lithobid from Noven
Therapeutics, LLC (“Noven”) for $11.0 million in sh up front, and $1.0 million in cash if certairpegvals are received from the FDA on
or before June 30, 2015. Pursuant to the termseofithobid Purchase Agreement, we acquired tredl@atual property rights and NDA
associated with Lithobid, as well as raw matenakntory. The product rights intangible asset @lamortized over its estimated useful
life of ten years.
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14. SUBSEQUENT EVENTS —continued

Acquisition of Vancocin® Product Rights

In August 2014 , we entered into an agreement toh@ase (the “Vancocin Purchase Agreemettt&) product rights to Vancocin from Sh
ViroPharma Incorporated (“Shire”) for $11.0 milliam consideration. Pursuant to the terms of thecdam Purchase Agreement, we
acquired the U.S. intellectual property rights &olA associated with Vancocin, two related ANDAsdarertain equipment and inventc

The product rights intangible asset will be amedinver its estimated useful life of ten years.
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Item 2. Management’s Discussion and Analysis &inancial Condition and Results of Operations

The following Management’s Discussion and Analgsisinancial Condition and Results of Operationswd be read in conjunction with the
unaudited condensed consolidated financial statésnemd the accompanying notes thereto includedaim IPItem 1 of this Form 10-Q
quarterly report. This discussion contains forwdodking statements, based on current expectatiodsrelated to future events and our future
financial performance, that involve risks and urtaatties. Our actual results may differ materiafitpm those anticipated in these forw-
looking statements as a result of many importactois, including those set forth under “Risk Fa&bin our annual report on Form 10-K for
the year ended December 31, 2013.

OVERVIEW

ANI Pharmaceuticals, Inc. and subsidiary (the “Camp” “we,” or “us”) is an integrated specialty phwaceutical company developing,
manufacturing and marketing branded and gener&cpion pharmaceuticals. Our targeted areasarfymrt development currently include
narcotics, oncolytics (antiancers), hormones and steroids, and complex fatioak involving extended release and combinatioaycts. We
have two pharmaceutical manufacturing facilitiesated in Baudette, Minnesota that are capablearfyming oral solid dose products, as well
as liquids and topicals, narcotics, and potent gpetsdthat must be manufactured in a fully-contaieedronment. Our strategy is to continue to
use these manufacturing assets to develop, prodadd]istribute niche generic pharmaceutical prtddtese areas of focus reflect our
specialized manufacturing experience and capasland offer a large number of attractive nicheegerproduct opportunities.

Our product portfolio consists of both branded gaederic pharmaceuticals, including:

Generic Products Branded Products
Esterified Estrogen with Methyltestosterone Tablets Cortenem®
Fluvoxamine Maleate Tablets Reglan® Tablets

Hydrocortisone Enem
Metoclopramide Syrup
Opium Tincture

We consider a variety of criteria in determiningiethproducts to develop, all of which influence theel of competition upon product launch.
These criteria include:

« Formulation Complexity. Our development and manufacturing capabilitiedknas to manufacture pharmaceuticals that arediffto
produce, including highly potent, extended releasejbination, and low dosage products. This abititynanufacture a variety of complex
products is a competitive strength that we intenkb¥erage in selecting products to develop or rfature.

« Patent Status. We seek to develop products whose branded bioalguits do not have long-term patent protectionxistiag patent
challenges

« Market Size. When determining whether to develop or acquirendividual product, we review the current and expdanarket size for
that product at launch, as well as forecasted @fiosion upon conversion from branded to geneia@iny. We endeavor to manufacture
products with sufficient market size to enableaisriter the market with a strong likelihood of lgeaible to price our products both
competitively and at a profi

« Profit Potential. We research the availability and cost of activarptaceutical ingredients along with anticipatedkaashare in
determining which products to develop or acquinedétermining the potential profit of a productr eanagement forecasts our anticip.
market share, pricing, which includes expectedepeimsion caused by competition from other genmeeanufacturers, and the estimated
cost to manufacture the produc

« Manufacturing. We generally seek to develop and manufacture gtedat our own manufacturing plants in order to iméze the
capacity and utilization of our facilities, to emswuality control in our products, and to maximgefit potential.

» Competition. When determining whether to develop or acquiredividual product, we research the existing anpeeted market share
generic competitors. We seek to develop producte/foch we can obtain a large market share, anddeaiine to develop a product if we
anticipate that many generic competitors will beeeing that product’s market. Our highly specializeanufacturing facilities provide a
means of entering niche markets, such as hormameptes, in which fewer generic companies wouldlile to compete
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GENERAL

The following table summarizes our results of opere for the periods indicated:

(in thousands Three Months Ended June 30 Six Months Ended June 30
2014 2013 2014 2013

Net Revenue $ 6,647 $ 6,152 $ 17,54¢ $ 11,71

Operating Expense
Cost of sales (excluding depreciation and amortnj 2,115 2,171 4,73¢ 4,58(
Research and developmt 851 437 1,22 733
Selling, general and administrati 5,43: 7,17: 9,13¢ 9,481
Depreciation and amortization 70€ 147 1,40¢ 291

Operating (Loss)/ Incom (2,460 (3,779 1,03t (3,372
Interest income/(expens 3 (379 3 (467)
Other expense (39) (434) (10) (489

Net (Loss)/Income Before Benefit/(Provision) foceme Taxe: (2,49€) (4,589 1,02¢ (4,329
Benefit/(Provision) for income taxes 132 - (32 -

Net (Loss)/Income $ (2,369 $ (4,589 $ 99€ $ (4,329

The following table sets forth, for all periods ioated, items in our unaudited condensed conselilstiatements of operations as a percentag
of net revenues:

Three Months Ended June 30 Six Months Ended June 30

2014 2013 2014 2013
Net Revenues 100.(% 100.(% 100.(% 100.(%
Operating Expense
Cost of sales (excluding depreciation and amortiny 31.&8% 35.52% 27.(% 39.1%
Research and developmt 12.£% 7.1% 7.C% 6.2%
Selling, general and administrati 81.7% 116.€% 52.1% 80.9%
Depreciation and amortization 10.€% 2.4% 8.C% 2.5%
Operating (Loss)/Incom (37.0% (61.9% 5.€% (28.%
Interest income/(expens -% (6.1)% -% (4.0%
Other expense (0.5)% (7.0% -% (4.2)%
Net (Loss)/Income Before Benefit/(Provision) foceme Taxe: (37.0% (74.5% 5.€% (36.9%
Benefit/(Provision) for income taxes 2.(% -% (0.2% -%
Net (Loss)/Income (35.55% (74.5% 5.7% (36.9%
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RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDEDNEJ30, 2014 AND 2013

Net Revenues

(in thousands) Three Months Ended June 30
2014 2013 Change % Change
Generic pharmaceutical produ $ 4,83t $ 2,82¢ $ 2,007 70.9%
Branded pharmaceutical produ 56¢ 1,11¢ (54€) (49.0%
Contract manufacturin 1,152 1,80¢ (657) (36.9%
Contract services and other income 90 39¢ (309) (77.9%
Total net revenues $ 6,647 $ 6,15 $ 49t 8.C%

We have historically derived substantially all o sevenues from sales of generic and branded @wautical products, contract
manufacturing, and contract services, which inclpeluct development services, laboratory serviaed,royalties on net sales of certain
contract manufactured products.

Net revenues for the three months ended June 3@,&6re $6.6 million compared to $6.2 million foetsame period in 2013, an increas
$0.5 million, or 8.0%, primarily as a result of tfelowing factors:

Net revenues for generic pharmaceutical products %4.8 million during the three months ended Bhe2014, an increase of 70.¢
compared to $2.8 million for the same period in20lhe primary reason for the increase was inctesakes of Esterified Estrogen
with Methyltestosterone tablets (‘EEMT"), which wi® result of increases in both market share aicdgpper bottle, due to a
decrease in competition. In addition, we experidrinereased sales for our HC Enema, Opium Tina@uaceMetoclopramide products.
In the third quarter of 2013, a significant compmtstopped producing EEMT, which led to a materiatease in our market share anc
enabled us to significantly increase the price harge for the product. However, in the second guaft2014, the same competitor re
entered the market, which negatively impacted diME unit sales and revenues during the period, wiipact we expect will
continue. Revenues for the three months ended3un2014 were also reduced by $3.9 million in ckanglated to price protection
contract obligations for EEMT.

As described in Note 1Commitments and Contingenci@sthe unaudited condensed consolidated finantaé¢ments included in
Part I, Item 1 of this Form 10-Q quarterly reparg market EEMT and Opium Tincture without FDA-apgrd New Drug
Applications (“NDAs"). The FDA's policy with respeto the continued marketing of unapproved prodapizears in the FDA's
September 2011 Compliance Policy Guide Sec. 44Gifléd "Marketed New Drugs without Approved NDAsANDAS." Under this
policy, the FDA has stated that it will follow akibased approach with regard to enforcement agaiadeting of unapproved
products. The FDA evaluates whether to initiatsdment action on a case-by-case basis, but gighsr priority to enforcement
action against products in certain categories, sisdnose with potential safety risks or that lacklence of effectiveness. While we
believe that, so long as we comply with applicabnufacturing and labeling standards, the FDA moll take action against us under
the current enforcement policy, we can offer naessces that the FDA will continue this policy atmake a contrary position with
any individual product or group of products. Oumidmned net revenues for these products for theethmenths ended June 30, 2014
and 2013 were $3.8 million and $1.8 million, respesty.

Net revenues for branded pharmaceutical produate $@6 million during the three months ended Bhe2014, a decrease of 49.!
compared to $1.1 million for the same period in20lhe primary reasons for the decrease were lanigsales of our Cortenema
product and of Reglan table

Contract manufacturing revenues were $1.2 milliorirdy the three months ended June 30, 2014, aafed 36.3% compared to $
million for the same period in 2013, due to deceelasrders from contract manufacturing customergduhe period. As described in
Note 11,Commitments and Contingencigsthe unaudited condensed consolidated finantaséments included in Part I, Item 1 of
this Form 10-Q quarterly report, we contract maotufee a group of products on behalf of a custoinar are marketed by that
customer without an FDA-approved NDA. If the FDAkoenforcement action against such customer, thmer may be required to
seek FDA approval for the group of products or ditw them from the market. Our contract manufaoturevenues for the group of
unapproved products for the three months ended 3on2014 and 2013 were $0.1 million and $0.8 omillirespectively
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« Contract services and other income were $0.1 millioring the three months ended June 30, 2014craake of 77.4% from $0.4
million for the same period in 2013, due to deceelasontract service fees. As described in NoteCbinmitments and Contingencies
in the unaudited condensed consolidated finanta#ments included in Part |, Item 1 of this Foi®rQ quarterly report, we receive
royalties on the net sales of a group of contraatumfactured products, which are marketed by thtomesr without an FDA-approved
NDA. If the FDA took enforcement action againsttsweastomer, the customer may be required to seékdgproval for the group ¢
products or withdraw them from the market. Our toga on the net sales of these unapproved prodoiceach of the three month
periods ended June 30, 2014 and 2013 were $0.ibm

Cost of Sales (Excluding Depreciation and Amortizabn)

(in thousands) Three Months Ended June 30
%
2014 2013 Change Change
Cost of sales (excl. depreciation and amortizal $ 2,117 $ 2,171 $ (59 (2.5)%

Cost of sales consists of direct labor, includirgnofacturing and packaging, active and inactiverphaaeutical ingredients, freight costs, and
packaging components. Cost of sales does not iaaegdreciation and amortization expense, whicbpsited as a separate component of
operating expenses on our consolidated stateméofseaoations.

For the three months ended June 30, 2014, cosied decreased slightly to $2.1 million from $2.ilian for the same period in 2013, a
decrease of $0.1 million or 2.5%, primarily as suteof decreases in the cost of raw material fpiud Tincture and lower contract
manufacturing sales. Cost of sales as a percenfays revenues decreased to 31.8% during the thee¢hs ended June 30, 2014, from 35.39
during same period in 2013, primarily as a reshfir@ce increases for EEMT, a favorable shift imgec product mix toward higher margin
products, as well as decreases in the cost of ratemal for Opium Tincture.

We source the raw materials for our products, ididg active pharmaceutical ingredients (“API”),ftdoth domestic and international
suppliers. Generally, only a single source of APdjuialified for use in each product due to the aasttime required to validate a second so
of supply. Changes in API suppliers usually musaperoved by the FDA, which can take 18 month®ogér. As a result, we are dependent
upon our current vendors to reliably supply the Adjuired for ongoing product manufacturing. Initidd, certain of our APIs for our drug
products, including those that are marketed witlagugroved NDAs or ANDASs, are sourced from interoiadl suppliers. From time to time, we
have experienced temporary disruptions in the supfptertain of such imported APIs due to FDA insjens. During the three months ended
June 30, 2014, we purchased 34% of our inventam fiwo suppliers. As of June 30, 2014, amounts lpayta these suppliers were $0.2
million. In the three months ended June 30, 20X8pwrchased 36% of our inventory from three supplie

Each year, we must submit a request to the DrugrEafent Agency (“DEA”) for a quota to purchase dngount of APl needed to

manufacture Opium Tincture. Without an approvedtgdimm the DEA, we would not be able to purchas® #om our supplier. As a result,
we are dependent upon the DEA to annually appradfecient quota of API to support the continuedrmafacture of Opium Tincture.
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Other Operating Expenses

(in thousands) Three Months Ended June 30
%
2014 2013 Change Change
Research and developme $ 851 $ 437 $ 414 94.7%
Selling, general and administrati 5,43: 7,17: (1,739 (24.2%
Depreciation and amortization 70€ 147 55¢ 380.%
Total other operating expenses $ 6,99C $ 7,75¢ $ (76€) (9.99%

Other operating expenses consist of research aredagenent costs, selling, general and administeagxpenses, and depreciation and
amortization.

For the three months ended June 30, 2014, otheatipg expenses decreased to $7.0 million from $ilBon for the same period in 2013, a
decrease of $0.8 million, or 9.9%, primarily a®ault of the following factors:

« Selling, general and administrative expenses dseteftom $7.2 million to $5.4 million, primarily duo the lack of $4.8 million of
Merger-related expenses incurred in the prior pesiod. This was partially offset by increaseséngonnel and consulting, legal, and
other fees related to becoming a public companwedlsas a $1.3 million catch-up charge for nonkcst®ck-based compensation,
which was recognized upon shareholder approvah @fierease in shares available for issuance ungtestock compensation pla

This decrease was patrtially offset by:
« Research and development expenses increased frdnm$ilon to $0.9 million, due to work on new déepment projects, including
the ANDAs purchased from Teva Pharmaceuticals (aTewn January 2014, new collaborations with SterlPharmaceuticals and
Sofgen, and a filing fee for an ANDA submissioraofant-cancer drug

« Depreciation and amortization increased from $0illiam to $0.7 million, an increase of 380.3%, doeamortization of the ANDAS
purchased from Teva and amortization of the Tesenke acquired in the Merg

Other Income/(Expense)

(in thousands) Three Months Ended June 30
2014 2013 Change % Change
Interest income/(expens $ 3 % 379 $ 377 (100.9%
Other income/(expense) (39 (434 39t (91.0%
Total other income/(expense) $ (36) $ (80€) $ 772 (95.%

For the three months ended June 30, 2014, we rezefjather expense of $36 thousand versus $808ahauor the same period in 2013, a
change of $772 thousand, or 95.5%. This changétedsorimarily from the following factors:

« Interest income/(expense) changed from interestresg of $374 thousand to interest income of $3sduodi as a result of interest
earned on our cash balance in 2014, as well asgalgiwn our revolving line of credit in the secapdrter of 2013, in connection
with the Merger. Interest expense in the three enhded June 30, 2013 also included a terminfg®and accelerated amortization
of deferred loan costs.

« Other expense decreased from $434 thousand td$89and, due primarily to the absence of paymdr820 thousand to certain of

our investors for monitoring and advisory fees@®12. Upon completion of the Merger, our obligatiorpay monitoring and advisory
fees was terminate

27




RESULTS OF OPERATIONS FOR THE SIX MONTHS ENDED JURE& 2014 AND 2013

Net Revenues

(in thousands) Six Months Ended June 30
2014 2013 Change % Change
Generic pharmaceutical produ $ 12,88( $ 549: $ 7,381 134.5%
Branded pharmaceutical produ 1,35: 1,97¢ (62€) (31.6%
Contract manufacturin 2,771 3,54¢ (77¢) (21.9%
Contract services and other income 54z 692 (150 (21. 7%
Total net revenues $ 17,54¢ $ 11,710 $ 5,83¢ 49.8%

We have historically derived substantially all ofr @evenues from sales of generic and branded mweuatical products, contract
manufacturing, and contract services, which inclpeluct development services, laboratory serviaed,royalties on net sales of certain
contract manufactured products.

Net revenues for the six months ended June 30, 2@td $17.5 million compared to $11.7 million foetsame period in 2013, an increas
$5.8 million, or 49.8%, primarily as a result oétfollowing factors:

« Net revenues for generic pharmaceutical producte $&2.9 million during the six months ended Jube2®14, an increase of 134.!
compared to $5.5 million for the same period in20The primary reason for the increase was inctesakes of EEMT, which was the
result of increases in both market share and ppee®ottle due to a decrease in competition. titash, we experienced increased
sales for our Opium Tincture, HC Enema, Metoclopdeamand Fluvoxamine Maleate products. In the thindrter of 2013, a
significant competitor stopped producing EEMT, whied to a material increase in our market shadeegrabled us to significantly
increase the price we charge for the product. Hewewu the first half of 2014, the same competiteentered the market, which
negatively impacted our EEMT unit sales and revertwging the period, which impact we expect wilhtioue. Revenues for the six
months ended June 30, 2014 also were reduced By$llion in charges related to price protectiomiract obligations for EEMT.

As described in Note 1Gommitments and Contingenciesthe unaudited condensed consolidated finantaééments included in
Part I, Item 1 of this Form 10-Q quarterly reparg market EEMT and Opium Tincture without FDA-apggd NDAs. The FDA's
policy with respect to the continued marketing n&pproved products appears in the FDA's Septentlder ompliance Policy Guide
Sec. 440.100 titled "Marketed New Drugs without Apged NDAs or ANDASs." Under this policy, the FDAhatated that it will
follow a risk-based approach with regard to enforent against marketing of unapproved products.FAD& evaluates whether to
initiate enforcement action on a case-by-case plastgyives higher priority to enforcement actigaiamst products in certain
categories, such as those with potential safelkg 1§ that lack evidence of effectiveness. Whilebgbeve that, so long as we comply
with applicable manufacturing and labeling standatide FDA will not take action against us under ¢hrrent enforcement policy, we
can offer no assurances that the FDA will contithig policy or not take a contrary position withyandividual product or group of
products. Our combined net revenues for these ptedar the six months ended June 30, 2014 and 2@18 $10.5 million and

$3.3 million, respectively

« Net revenues for branded pharmetical products were $1.4 million during the six ntsended June 30, 2014, a decrease of 31.6%
compared to $2.0 million for the same period in20Mhe primary reasons for the decrease were lanigsales of our Cortenema
product and of Reglan table

« Contract manufacturing revenues were $2.8 milliorirdy the six months ended June 30, 2014, a dexddsl.9% compared to $3.5
million for the same period in 2013, due to deceelasrders from contract manufacturing customergduhe period. As described in
Note 11,Commitments and Contingencigsthe unaudited condensed consolidated finantaséments included in Part I, Item 1 of
this Form 10-Q quarterly report, we contract maotufee a group of products on behalf of a custoinar are marketed by that
customer without an FDA-approved NDA. If the FDAkoenforcement action against such customer, themmer may be required to
seek FDA approval for the group of products or ditw them from the market. Our contract manufaoturevenues for the group of
unapproved products for the six months ended JOn2®L4 and 2013 were $0.5 million and $1.2 milliespectively
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« Contract services and other income were $0.5 mildaring the six months ended June 30, 2014, aedserof 21.7% from $(
million for the same period in 2013, due to decedasontract service fees, partially offset by iased billings related to achieverr
of project milestones for one of our customersimfirst quarter of 2014. As described in Note @émmitments and Contingencigaa
the unaudited condensed consolidated financia¢rsiats included in Part I, Item 1 of this Form QQiuarterly report, we recei
royalties on the net sales of a group of contraatnfiactured products, which are marketed by theomer without an FDAapprove:
NDA. If the FDA took enforcement action againstiswcstomer, the customer may be required to seek &iproval for the group
products or withdraw them from the market. Our itga on the net sales of these unapproved prodacteach of the six mon
periods ended June 30, 2014 and 2013 were $0.ibméhd $0.2 million

Cost of Sales (Excluding Depreciation and Amortizabn)

(in thousands) Six Months Ended June 3(
%
2014 2013 Change  Change
Cost of sales (excl. depreciation and amortizal $ 4,73¢ $ 458( $ 15¢ 3.5%

Cost of sales consists of direct labor, includirgnofacturing and packaging, active and inactiverphaaeutical ingredients, freight costs, and
packaging components. Cost of sales does not iadegreciation and amortization expense, whichpsnted as a separate component of
operating expenses on our consolidated stateméofseoations.

For the six months ended June 30, 2014, cost ef satreased slightly to $4.7 million from $4.6lioi for the same period in 2013, an
increase of $0.2 million or 3.5%, primarily as autk of an increase in sales of generic pharmazaytroducts. Cost of sales as a percentage |
net revenues decreased to 27.0% during the sixhmamtded June 30, 2014, from 39.1% during samegari2013, primarily as a result of
price increases for EEMT, a favorable shift in proidmix toward higher margin products, as well asrdases in the cost of raw material for
Opium Tincture.

We source the raw materials for our products, idiclg API, from both domestic and international digyp. Generally, only a single source of
API is qualified for use in each product due toc¢hst and time required to validate a second soefrsapply. Changes in API suppliers usu;
must be approved by the FDA, which can take 18 hmoat longer. As a result, we are dependent upoewuent vendors to reliably supply
the API required for ongoing product manufacturilmgaddition, certain of our APIs for our drug puadss, including those that are marketed
without approved NDAs or ANDAs, are sourced frotemational suppliers. From time to time, we haxgegienced temporary disruptions in
the supply of certain of such imported APIs du€fA inspections. During the six months ended June2814, we purchased 40% of our
inventory from two suppliers. As of June 30, 20d#ounts payable to these suppliers were $0.2 milliothe six months ended June 30, 2
we purchased 40% of our inventory from three s@pgli

Each year, we must submit a request to the DEA fguota to purchase the amount of API needed taifaeture Opium Tincture. Without an

approved quota from the DEA, we would not be ablpurchase API from our supplier. As a result, wedependent upon the DEA to
annually approve a sufficient quota of API to supploe continued manufacture of Opium Tincture.
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Other Operating Expenses

(in thousands) Six Months Ended June 3(
%
2014 2013 Change  Change
Research and developme $ 1,227 $ 73 % 494 67.4%
Selling, general and administrati 9,13¢ 9,481 (34%) (3.6%
Depreciation and amortization 1,40¢ 291 1,11¢ 384..%
Total other operating expenses $ 11,77 $ 10,50¢ $ 1,267 12.1%

Other operating expenses consist of research aredaggnent costs, selling, general and administeagixpenses, and depreciation and
amortization.

For the six months ended June 30, 2014, other bpgrxpenses increased to $11.8 million from $Iilion for the same period in 2013, an
increase of $1.3 million, or 12.1%, primarily aseault of the following factors:

« Research and development expenses increased fr@nm#$lon to $1.2 million, due to work on new déepment projects, including
the Teva products, new collaborations with Sterftgirmaceuticals and Sofgen, and a filing fee fioAlADA submission of an anti-
cancer drug

« Depreciation and amortization increased from $0ilBam to $1.4 million, an increase of 384.2%, doeamortization of the ANDAs
purchased from Teva in the first quarter of 2014 amortization of the Teva license acquired inNtexger.

These increases were partially offset by:

« Selling, general and administrative expenses dsetedrom $9.5 million to $9.1 million, primarilyue to the lack of $5.0 million of
Merger-related expenses incurred in the prior pesiod. This was partially offset by increaseséngonnel and consulting, legal, and
other fees related to becoming a public companyedisas a $1.3 million catch-up charge for nonkcstock-based compensation,
which was recognized upon shareholder approvah @fierease in shares available for issuance ungtestock compensation pla

Other Income/(Expense)

(in thousands) Six Months Ended June 3(
2014 2013 Change % Change
Interest income/(expens $ 3 % (467) $ 47C (100.6%
Other income/(expens (10 (484) 474 (97.9%
Total other income/(expense) $ 7 $ (950) $ 944 (99.9)%

For the six months ended June 30, 2014, we recedrither expense of $7 thousand versus of $95kamalfor the same period in 2013, a
change of $944 thousand, or 99.3%. This changétedsorimarily from the following factors:

« Interest expense decreased from $467 thousangeheg to $3 thousand of income as a result ofésterarned on our cash balanc

2014, as well as paying down our revolving linedit in the second quarter of 2013, in connectvith the Merger. Interest expense
in the six months ended 2013 also included a teatitin fee and accelerated amortization of defeload costs
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« Other expense decreased from $484 thousand tdh®L8and, due primarily to the absence of paymdr820 thousand to certain of
our investors for monitoring and advisory fees@®12. Upon completion of the Merger, our obligatiorpay monitoring and advisory
fees was terminate

LIQUIDITY AND CAPITAL RESOURCES

The following table highlights selected liquiditpchworking capital information from our balance stse

(in thousands June 30, December 31,
2014 2013
Cash and cash equivalel $ 52,96 $ 11,10¢
Accounts receivable, n 7,794 12,51
Inventories 5,912 3,51¢
Prepaid expenses 492 58C
Total current assets $ 67,16( $ 27,71¢
Accounts payabl $ 1,731 $ 1,42¢
Accrued expense 1,13: 1,32¢
Returned goods reser 951 73€
Deferred revenue 13 47
Total current liabilities $ 3,82¢ $ 3,53¢

At June 30, 2014, we had $53.0 million in unresddcecash and cash equivalents. At December 31, 204 Bad $11.1 million in unrestricted
cash and cash equivalents. We received net procé&d$.7 million from a follow-on public offerinthat closed on March 10, 2014. In
addition, we acquired ANDAs related to 31 proddots$12.5 million from Teva and generated $7.1 imillof cash from operations. In July
2014, we acquired the product rights for Litholsd $11.0 million and will pay an additional $1.0liion if certain approvals are received from
the FDA. In August 2014, we acquired the U.S. Ietgtbal property rights and NDA associated with dagin, two related ANDAS, and cert:
equipment and inventory for $11.0 million.

We believe that our financial resources, consistigurrent working capital and anticipated futoperating revenue, will be sufficient to
enable us to meet our working capital requireméortat least the next 12 months.

The following table summarizes the net cash antl egsiivalents provided by/(used in) operating @i, investing activities and financing
activities for the periods indicated:

(in thousands Six Months ended June 30,
2014 2013
Operating Activities $ 7,13t $ (98¢)
Investing Activities $ (12,88 $ 18,07(
Financing Activities $ 47,61. $ (4,49¢)

Net Cash Provided By/(Used In) Operations

Net cash provided by operating activities was $ilion for the six months ended June 30, 2014, parad to $1.0 million used in operati
activities during the same period in 2013, an iaseein cash provided of $8.1 million between thgops. This increase was due to changes in
net income and changes in current assets and tliateitities. Net income from operations for thg months ended June 30, 2014 increase
$3.8 million from the same period in 2013, aftejuating for non-cash expenses. Changes in curesgtsand current liabilities for the six
months ended June 30, 2014 provided cash of $2liémiompared to a use of cash of $1.6 milliontfee same period in 2013, an increase o
approximately $4.3 million between the periods. dutts receivable decreased by $4.7 million in tkeronths ended June 30, 2014 as
compared with an increase of $1.0 million in thiepyear period, due to price-protection contrduligations for EEMT, as well as increased
collections. Accounts payable increased by $0.8oniin the six months ended June 30, 2014 as coedpaith a decrease of $0.4 million in
the prior year period. Accrued expenses remairadrflthe six months ended June 30, 2014, as cadpeith a decrease of $0.6 million in the
prior year period. These increases to cash prowidad partially offset by an increase to inventof$2.4 million in the six months ended June
30, 2014 as compared with a $0.2 million decreagke prior year period.
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Net Cash (Used In)/Provided By Investing Activities

Net cash used in investing activities for the sontihs ended June 30, 2014 was $12.9 million, praili due to the $12.5 million ass
acquisition of the Teva ANDA products, in additian$0.4 million of capital expenditures during theriod. Net cash provided by investing
activities was $18.1 million during the same peliim@013, relating primarily to the net cash acegdim the Merger, partially offset by capital
expenditures.

Net Cash Provided By/(Used In) Financing Activities

Net cash provided by financing activities was $4illion for the six months ended June 30, 2014ulting primarily from $46.7 million ¢
net proceeds received in our March 10, 2014 follawpublic offering. We also received $0.7 milliohcash from stock option exercises and
$0.2 million from warrant exercises during the signths ended June 30, 2014. Net cash used in fiaactivities was $4.5 million during tl
same period in 2013, resulting primarily from tepayment in June 2013 of our revolving line of dradconnection with the Merger.

CRITICAL ACCOUNTING POLICIES AND USE OF ESTIMATES

This Management's Discussion and Analysis of Firsu@@ondition and Results of Operations is basedwrunaudited condensed consolid:
financial statements, which have been prepareddardance with accounting principles generally pteg in the United States of America
(“U.S. GAAP"). The preparation of financial statem®in conformity with U.S. GAAP requires us to madstimates and assumptions that
affect the reported amounts of assets and liadsliéind disclosure of contingent assets and ligsilit the date of the financial statements and
the reported amount of revenues and expenses dhengporting period. In our unaudited condengetsalidated financial statements,
estimates are used for, but not limited to, stbaked compensation, allowance for doubtful accoaetzuals for chargebacks, returns and «
allowances, allowance for inventory obsolescenceruals for contingent liabilities and litigatidiajr value of long-lived assets, deferred taxes
and valuation allowance, and the depreciable lbfdeng-lived assets.

A summary of our significant accounting policiesrisluded in Item 8. Consolidated Financial StateteeNote 1 — Description of Business
and Summary of Significant Accounting Policiespim Annual Report on Form 10-K for the year ended¢d&mnber 31, 2013. Certain of our
accounting policies are considered critical, as¢hgolicies require significant, difficult or coregljudgments by management, often requiring
the use of estimates about the effects of mattaitsatre inherently uncertain. Such policies arersanized in Item 7. “Management’s
Discussion and Analysis of Financial Condition &webults of Operations” of our Annual Report on FA@AK for the year ended

December 31, 2013.

RECENTLY ADOPTED ACCOUNTING PRONOUNCEMENTS

In July 2013, the Financial Accounting Standardafiq“FASB”) issued guidance for the presentatibarounrecognized tax benefit when a
net operating loss ("NOL") carryforward, a simitak loss, or a tax credit carryforward exists. Gh@ance requires an entity to present in the
financial statements an unrecognized tax benefg, mortion of an unrecognized tax benefit, asdaicdon to a deferred tax asset for an NOL
carryforward, a similar tax loss, or a tax creditrgforward. If the NOL carryforward, a similar téoss, or a tax credit carryforward is not
available at the reporting date under the tax lathe jurisdiction or the tax law of the jurisdioti does not require the entity to use, and the
entity does not intend to use, the deferred tagtdes such purpose, the unrecognized tax bendfibes presented in the financial statements a
a liability and will not be combined with deferrtak assets. This guidance does not require anyialali recurring disclosures and is effective
for fiscal years beginning after December 15, 20k adoption of this guidance did not have a ntenpact on our financial statements.
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CONTRACTUAL OBLIGATIONS AND OFFBALANCE SHEET ARRANGEMENTS

As of June 30, 2014 and December 31, 2013, wedtitiawve any off-balance sheet arrangements, asedkiin Item 303(a)(4)(ii) of
Regulation S-K promulgated by the SEC.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk
Not required due to Smaller Reporting Company st

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures are controlso#imer procedures that are designed to ensuréntibatation required to be disclosed in our
reports filed or submitted under the Securitiestaxge Act of 1934, as amended (the "Exchange Astfgcorded, processed, summarized
reported within the time periods specified in tlee&ities and Exchange Commission's rules and fabisslosure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed in our reports filed under the
Exchange Act is accumulated and communicated taagement, including our principal executive offie@d principal financial officer, as
appropriate, to allow timely decisions regardinguieed disclosure.

Our management has carried out an evaluation, uhdesupervision and with the participation of ptincipal executive officer and principal
financial officer, of the effectiveness of the dgsand operation of our disclosure controls andgulares (as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act), as of June @04 2Based upon that evaluation, our principal ettee officer and principal financial
officer concluded that, as of the end of the pedodered by this report, our disclosure controld procedures were effective. In designing anc
evaluating our disclosure controls and procedwesiecognize that any controls and procedures, attemhow well designed and operated,
can provide only reasonable assurance of achigkimgesired control objectives.

Changesin Internal Control over Financial Reporting

There were no changes in our internal control divwancial reporting during the quarter ended Jube2®14 that have materially affected, or
are reasonably likely to materially affect, ourimtal control over financial reporting.

Part Il — OTHER INFORMATION
Item 1. Legal Proceedings

Please refer to Note 1Commitments and Contingenciga the unaudited condensed consolidated finastééments included in Part |, ltem
1 of this Form 10-Q quarterly report, which is inporated into this item by reference.

ltem 1A. Risk Factors

In addition to the other information set forth mstreport, please carefully consider the fact@scdbed in our most recent annual report on
Form 10-K for the fiscal year ended December 31320nder the heading “Part | — Item 1A. Risk FagfbThe risks described are not the
only risks facing us. Additional risks and uncentas not currently known to us, or that our mamagmet currently deems to be immaterial, alst
may adversely affect our business, financial camadiand/or operating results. Other than as desdrizlow, there has been no material chi

to those risk factors.

Our ability to utilize our net operating loss araktcredit carryforwards in the future is subjectstabstantial limitations and we may not be ¢
to use certain identified net operating loss anddeedit carryforwards in the future, which coulgsult in increased tax payments in future
periods.

Under Section 382 of the Internal Revenue Codg cibrporation undergoes an ownership change (dgneedined as a greater than 50%
change (by value) in its equity ownership overraghyear period), the corporation’s ability to itsepre-change net operating loss (“NOL”")
carryforwards and other pre-change tax attribuiedfset its post-change income may be limited.JOne 19, 2013, BioSante experienced an
ownership change. Accordingly, our ability to wdiBioSante’s NOL and tax credit carryforwardsilatiiable to periods prior to June 19, 2013
is subject to substantial limitations. In additias,a result of the offering that closed on Mar@h2D14, we believe that ANIP Acquisition
Company experienced an ownership change. Accosdingk ability to utilize ANIP Acquisition ComparsyNOL and tax credit carryforwards
attributable to periods prior to the offering idbpct to substantial limitations. These limitatipimsturn, could result in increased future tax
payments, which could be material.
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Item 2. Unregistered Sales of Equity and Use of Proceeds
None.
Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures
None.
ltem 5. Other Information
None.
Item 6. Exhibits
The exhibits listed in the Index to Exhibits, whishincorporated herein by reference, are file€uonished as part of this quarterly report on

Form 10-Q.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causseddiport to be signed on its behalf by the
undersigned thereunto duly authorized.

ANI Pharmaceuticals, Inc.
(Registrant

Date: August 7, 201 By: /s/ Arthur S. Przyby
Arthur S. Przyby
President an
Chief Executive Office
(Principal Executive Officer

Date: August 7, 201 By: /s/ Charlotte C. Arnols
Charlotte C. Arnolc
Vice President an
Chief Financial Office
(Principal Financial Officer
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INDEX TO EXHIBITS

Exhibit No. Description

31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002

31.2 Certification of Chief Financial Officer pursuant $ection 302 of the Sarba-Oxley Act of 2002

32.1 Certification of Chief Executive Officer athief Financial Officer, pursuant to 18 U.S.C. t8et 1350, as adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 2002

101

101.INS XBRL Instance Documer

101.SCH XBRL Taxonomy Extension Schema Docum

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr

101.DEF XBRL Taxonomy Extension Definition Linkbase Docun

101.LAB XBRL Taxonomy Extension Label Linkbase Docum

101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANTT O
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Arthur S. Przybyl, certify that:

1. | have reviewed this quarterly report on Forn-Q of ANI Pharmaceuticals, In

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dméttate a material fact necessary te
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4, The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a—15(e) and 15a@&3}156d internal control over financial reportiag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav
€) Designed such disclosure controls and procsgorecaused such disclosure controls and procedotee designed under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atauce with generally accepted accounting princijy

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrastboard of directors (or persons performing thevaden!
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cébptrer financial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the
registran’s internal control over financial reportir

Date: August 7, 2014 /sl Arthur S. Przyby

Arthur S. Przyby
President and
Chief Executive Office




Exhibit 31.2

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANTT O
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Charlotte C. Arnold, certify that:

1. | have reviewed this quarterly report on Forn-Q of ANI Pharmaceuticals, Inc

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dméttate a material fact necessary te
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4, The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a—15(e) and 15a@&3}156d internal control over financial reportiag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav
€) Designed such disclosure controls and procsgorecaused such disclosure controls and procedotee designed under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atauce with generally accepted accounting princijy

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrastboard of directors (or persons performing thevaden!
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cébptrer financial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the
registran’s internal control over financial reportir

Date: August 7, 2014 /sl Charlotte C. Arnols

Charlotte C. Arnolc
Vice President an
Chief Financial Office




Exhibit 32.1

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report on FormQ®&f ANI Pharmaceuticals, Inc. (the "Company") flee quarterly period ended June 30,
2014 (the "Report") as filed with the Securitiesl &@xchange Commission on the date hereof, the sigsherd Chief Executive Officer and
Chief Financial Officer of the Company hereby dgrthat, to such officer's knowledge:

(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgjwAct of 1934; and

(2) the information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of
the Company.

This certification is provided solely pursuant ® U.S.C. Section 1350, as adopted pursuant tode@@6 of the Sarbanes-Oxley Act
of 2002.

Dated: August 7, 2014 /sl Arthur S. Przyby
Arthur S. Przyby
President an
Chief Executive Office
[principal executive officer

Dated: August 7, 2014 /s/ Charlotte C. Arnols
Charlotte C. Arnolc
Vice President an
Chief Financial Office
[principal financial officer]

A signed original of this written statement reqdifey Section 906 has been provided to the Compadywll be retained by the
Company and furnished to the Securities and Exah&@uammission or its staff upon request.




