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PHARMCHEM, INC. ANNOUNCES ITS SIX MONTHS RESULTS FOR 2021

For the six months ended June 30, 2021, sales were lower by 8.2%, operating income decreased
15.0% and net income fell 20.3%. Net income includes the forgiveness of our loan from the
S.B.A. of $125,455, higher legal expenses and a higher provision for federal income taxes as our
net operating loss carryforwards were fully utilized during the third quarter of 2020.
Product sales were lower by 27% revealing that 2020 was clearly an atypical year. Product sales
during the first half of 2020 increased 47% (versus a three-year average increase of 10.6%), a
culmination of the unavailability of the Sweat Patch at the end of 2019 stemming from late
deliveries by our supplier following the conversion to the Unique Device Identification protocol
as mandated by the F.D.A. Sales that normally would have occurred in 2019 spilled over into
the first quarter of 2020. This was exacerbated by new customers purchasing the Sweat Patch
during the height of the COVID-19 pandemic as other forms of drug testing were curtailed due to
social distancing protocols of the pandemic, thereby inflating Sweat Patch sales.
Screens were higher by 6% demonstrating the utilization of the Sweat Patch inventory currently
held by our customers. We estimate the quantity of Sweat Patches held by our customers is more
than double the level at the end of 2019 (but lower than the end of 2020) which should result in
future screens. Efforts will continue to encourage the use of this inventory.
We did see an increase in overall sales to federal probation agencies, as well as to certain state
agencies during the first half of 2021 which severely limited their drug testing last year.
We believe a more realistic comparison of our first six months results is against 2019 which
would show an increase in sales and pre-tax income of 10.7% and 5.9%, respectively (excluding
the loan forgiveness and higher legal expenses in 2021).
The laboratory announced a 5% increase in their screening price effective September 1, 2021 and
a second increase of 5% effective November 1, 2021. These actions are the result of higher costs
at the lab, and a dramatic increase in presumptive positives due to interference from Delta 8 and
Delta 10 THC (extracted from federally legal hemp as CBD), and expanded use of synthetic
opiates by donors. We anticipate further price increases from the lab and the supplier of the
Sweat Patch. Consequently, we announced a price increase to our customers effective October
1, 2021—there is no assurance our existing or potential new customers will accept these higher
prices.
The overall drug testing industry has changed dramatically in the last 16 months. A recent
survey showed that more than half of drug testing providers indicated the total number of drug
tests sold or processed was down 41% or more since the start of the pandemic. As a result, many
resellers of drug testing products and services have ceased operations. With several states either

2411 E. Loop 820 N. / Fort Worth, Texas 76118 / 855-458-4100 / Fax 817-590-4304
www.pharmchem.com

legalizing recreational or medical use of marijuana, this may indicate an overall permissiveness
to other drugs as well.
As stated above, the first two quarters of 2021 have been challenging. The COVID-19 crisis has
added tremendous strain and demands on the criminal justice industry. Concerns about potential
health risks associated with drug test collections has caused many agencies to suspend testing
altogether.
Economic circumstances due to COVID-19 are undoubtedly a factor. Cuts in community
supervision drug testing are a real possibility. Additionally, as probation conditions were relaxed
in many states out of necessity, it has raised the question as to whether stakeholders will find it
necessary to ever return to the same level of drug testing, as some view COVID-19 as an
opportunity to advance criminal justice policy reforms that may have faced resistance in the past.
We have nearly completed the customization of new software that will host a CRM tool to
improve order fulfillment and invoicing, thereby affording us the ability to process the higher
volume of smaller quantity orders more efficiently, a trend we are currently experiencing.
The proposed changes by the lab in the way our specimens are screened and confirmed has been
delayed until 2022.
We opened 53 new accounts during the first six months of 2021 versus 173 during the first six
months of 2020 and 41 during the first six months of 2019.
Reference should be made to earlier letters to stockholders for a description of the risks facing
us.
We have attached unaudited condensed financial statements for the six months ended June 30,
2021 and 2020.
We intend to hold our annual meeting of stockholders on August 31, 2021 at 10:00 a.m. local
time at the Hampton Inn & Suites, 10101 N. Scottsdale Rd., Scottsdale, AZ 85253. Stockholders
of record at the close of business on July 16, 2021 are entitled to notice of the meeting and to
vote at the meeting. All stockholders are cordially invited to participate in the meeting. The
Notice of Annual Meeting of Stockholders and our Proxy Materials should be issued on or about
July 30, 2021.
As discussed in our Proxy Materials, a stockholder has nominated an individual to our Board of
Directors, in opposition to nominees recommended by our Board. A second stockholder has also
nominated himself and another individual to our Board, again, in opposition to nominees
recommended by our Board.
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This second individual has also sued the entire Board individually claiming breaches of fiduciary
duties relating to the adoption of the 2015 Employee Stock Option Plan. The Board members
believe the suit to be without merit, have engaged Delaware counsel and intend to vigorously
defend themselves in this matter.
We have engaged Regan & Associates, a professional proxy advisor, to assist us in the
solicitation of proxies.
Our Board does not endorse any of the foregoing nominees of these stockholders and
unanimously recommends you vote FOR the election of the nominees presented by our
Board. If you receive a proxy card from either of these stockholders, we request you ignore
it.
We believe our Board and the Company have developed a superb and successful business model
which has proven beneficial to our stockholders. To our knowledge, neither of the above noted
stockholders have any background in forensic drug testing or, more specifically, testing using
sweat. We began this journey in 2004 after shutting down our lab (the former entity) and
obtaining stockholder approval authorizing the Board to voluntarily dissolve and liquidate, as it
deemed appropriate. From 2005 through 2020, we have:









Settled claims with over 2,600 vendors with no major litigation and avoided liquidation;
Grown sales from $769,000 to $6.7 million;
Seen pre-tax income increase to $2.1 million from a pre-tax loss of $128,000;
Collected nearly all the $560,000 of the former entity’s outstanding receivables;
Paid off all debt, including subordinated debt with warrants, owed by the former entity;
Increased sales per employee from $128,000 to $1.1 million;
Reported cash flow from operations of $2.3 million versus a negative cash flow of
$687,000; and
Returned $2.9 million to our stockholders in the form of dividends.

While such results may be admirable, there is more to be done and again unanimously
recommend you vote FOR the election of nominees presented by our Board.
We appreciate the continued support of our stockholders, employees, customers and vendors.
Future updates will be made as conditions warrant.
Joseph W. Halligan

Kerri S. Wagner

President & CEO
jhalligan@pharmchem.com
July 27, 2021

President, PharmChem, Inc. PharmChek® Division
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PharmChem, Inc.
Summary Balance Sheets
June 30, 2021 and 2020

2021
(Unaudited)
$ 7,449,329
19,300
685,906
123,408
8,277,943

2020
(Unaudited)
$ 6,436,883
19,300
876,214
177,782
7,510,179

Property and Equipment, Net
Total Assets

66,261
$ 8,344,204

2,149
$ 7,512,328

Accounts Payable
Accrued Expenses
Total Liabilities

$

$

Stockholders' Equity

7,694,678
$ 8,344,204

Cash & Cash Equivalents
Short-Term Securities
Receivables, Net
Other Current Assets

202,552
446,974
649,526
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301,758
549,198
850,956

6,661,372
$ 7,512,328

PharmChem, Inc.
Summary Statements of Operations
For the Six Months Ended June 30, 2021 and 2020

2021
(Unaudited)
$ 3,173,375
1,193,313
1,980,062
1,000,938
979,124
1,568
125,455
127,023
1,106,147
218,975
$ 887,172

Net Sales
Cost of Goods Sold
Gross Profit
Selling, General & Administrative Expenses
Operating Income
Dividend and Other
Forgiveness of Loan
Net Profit Before Taxes
Provision for Taxes
Net Income

2020
(Unaudited)
$ 3,455,005
1,245,612
2,209,393
1,056,932
1,152,461
19,152
19,152
1,171,613
58,970
$ 1,112,643

Basic Income Per Share

$0.15

$0.19

Diluted Income Per Share

$0.13

$0.16

Dividends Paid Per Common Share

$0.12

$0.10

Number of Common Shares Used to Calculate Income Per Share:
Basic
Diluted

5,852,593
6,992,593

5,852,593
6,992,593

The diluted common shares represent shares issuable upon the exercise of outstanding vested
options, all of which were vested as of June 30, 2020. No further grants are contemplated
under the option plan as all options originally authorized have been granted.
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PharmChem, Inc.
Statement of Cash Flows
For the Six Months Ended June 30, 2021 and 2020

Operating Activities
Net Income
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Forgiveness of Loan
Depreciation
Net Changes in Operating Assets and Liabilities:
Accounts & Other Receivables
Inventories
Prepaid Expenses and Other Current Assets
Accounts Payable and Accruals
Total Adjustments
Net Cash Provided by Operating Activities

2021
(Unaudited)

2020
(Unaudited)

$

$ 1,112,643

887,172

(125,455)
84

1,356

(35,413)
(1,258)
22,911
(366,202)
(505,333)
381,839

Investing Activities
Expenditure for Software

(236,996)
(69,407)
27,088
(59,775)
(337,734)
774,909

(65,548)

Financing Activities
Dividends
Proceeds from Loan
Net Cash Used in Financing Activities

-

(702,311)
(702,311)

Net (Decrease) Increase in Cash and Equivalents
Cash and Equivalents at Beginning of Year

(585,259)
125,455
(459,804)

(386,020)
7,835,349

315,105
6,121,778

Cash and Equivalents at End of Year

$ 7,449,329

$ 6,436,883

Supplemental Disclosure of Cash Flow Information
Cash Paid During the Year for Taxes

$

$

6

274,830

44,970

PharmChem, Inc.
Statement of Changes in Stockholders’ Equity
For the Six Months Ended June 30, 2021
(Unaudited)

Balance as of December 31, 2020

Common
Stock

Additional
Paid-In
Capital

Accumulated
Deficit

Total

$ 5,853

$ 19,629,983

$ (12,126,019)

$ 7,509,817

Net Income

-

-

887,172

887,172

Dividends Paid

-

-

(702,311)

(702,311)

Balance at June 30, 2021

$ 5,853

$ 19,629,983

$ (11,941,158)

$ 7,694,678

***********

The Company’s common stock now trades on the “Limited Information” level of the OTC Pink
Marketplace under the symbol, PCHM.
In 2004, the Company filed Form 15 with the Securities and Exchange Commission, terminating its
registration under Section 12(g) and 15(d) of the Exchange Act. The Company is not subject to the
periodic reporting and disclosure requirements of public companies at this time, notwithstanding the
quotation of the Company’s common stock on the OTC Marketplace. Any disclosures regarding the
results of operations and financial condition of the Company, such as those included in this letter, are
made voluntarily, and the Company undertakes no obligation to provide further disclosures.
This letter may contain forward-looking statements that are made pursuant to the safe harbor provisions
of the federal securities laws. Forward-looking statements are any statements that are not historical facts,
including but not limited to statements about future financial results, future products or services and other
events that have not yet occurred. These forward-looking statements contain words such as, but not
limited to, “expect”, “anticipate”, “estimate”, “believe”, “will”, “may” or “might”. Investors should be
aware that actual results may differ materially from our expressed expectations because of risks and
uncertainties about the future. We will not necessarily update the information in this letter if any forwardlooking statement later turns out to be inaccurate.
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